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PREFACE

NASA'S MARS CLIMATE ORBITER SPACECRAFT, a $125 mil-
lion marvel of U.S. technology and engineering, whizzed
toward the red planet at 17,000 miles per hour, exactly as
planned. In the early morning hours of September 30, 1999,
the crew of technical wizards at CalTech’s Jet Propulsion Lab
(JPL), and at other points around the world, waited tensely for
the signals that would tell them it had successfully entered a
stable orbit. They waited. And waited.

Suddenly, the signal from its on-board transmitter faded
and died, and the craft was never heard from again.

Stunned and horrified, the experts worked feverishly
around the clock to figure out what had gone wrong, and tried
to re-establish contact with the craft. After days of careful
testing and analysis, they reluctantly concluded that the ship
had probably approached Mars at an altitude of less than 60
kilometers rather than the 150 kilometers as planned. This
was far too close and the spacecraft likely burned to a cinder
due to friction with the atmosphere.

JPLs management and the top management of NASA
went into crisis mode. A careful investigation revealed that
the engineers who wrote the navigation software for the mis-
sion had been working in separate groups, and had appar-
ently not approached the mission as a whole. Incredibly, one
group had been programming its calculations using metric

ix
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units—Kkilometers and kilograms—while the other had been
using American-style English units—miles and pounds. Since
a kilometer is about six-tenths of a mile, and a kilogram is
about 2.2 pounds, well...

The director of the Mission Failure Investigation Board
said: "The ... board has identified other significant factors that
allowed this error to be born, and then let it linger and prop-
agate to the point where it resulted in a major error in our
understanding of the spacecraft’s path as it approached
Mars." This was code language for a series of organizational
blunders that doomed the orbiter to oblivion.

How could some of the most intelligent human beings on
the planet—as they indeed were—create such a stunningly
unintelligent collective result? Before we condemn the par-
ties involved and impugn their competence, let's remember
that events like the orbiter loss occur every day in business
organizations, all over the world. Few of them are spectacular
enough to make the world news shows, and the majority
probably don’t cost a hundred million dollars or more, but
collective stupidity—let’s be blunt about it—goes on all around
us in the business world.

At a practical level, any person who's ever worked in an
organization for even a modest period of time has witnessed,
probably on a daily basis, its potential for wasting human
intelligence and talent, thwarting the best intentions of well-
motivated people, and even pitting intelligent people
against one another in ways never intended by any of the
parties involved. It's time we stopped overlooking, denying,
rationalizing, and avoiding dealing with organizational dys-
function. We need to face it, look it squarely in the eye,
understand it, and come to terms with its causes.

This book has several objectives:

3 One is to give voice to the frustration felt by count-
less people working in organizations, who see their
energies blocked, squandered, and misused every
day by mindless bureaucracies.

O Another is to plant some seditious ideas in the
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minds of people who work and manage in organiza-
tions.

3 A third is to make as many CEOs and other senior
executives as possible permanently uneasy about
their leadership, and permanently conscious of their
moral responsibilities for developing intelligent
enterprises that can cope with their environments.

O And a fourth objective, a personal one, is to get
some things off my chest. I'm going to enjoy saying
some things I've been too polite to say for the past
25 years of my professional life. I've taken to heart a
comment made years ago by the eminent Dr. Peter
Drucker: "There’s no point in hinting around, hoping
people will get what you mean. People don't hear
you when you hint." At my age and stage of career |
have fewer incentives to mince words. | now assert a
claim to a certain privilege of blunt discourse, based
on personal experiences.

This book is an intellectual whack on the head. I shall
make very little effort to spare the feelings of those who
might feel singled out, if they see themselves mirrored in the
syndromes of organizational craziness and failure that I will
describe. Some names should be named, at least the names
of some enterprises that deserve an intellectual spanking.

That said, I must add that I'm not really interested in
organizational stupidity. I'm interested in organizational intelli-
gence: what it is, how we can know it when we see it, and how
we can nurture, defend, and develop it. The fact that collec-
tive stupidity is more widespread than collective intelligence
is less relevant than the fact that collective intelligence can
and does exist.

We can capitalize on a wealth of stories, examples, expe-
riences, and contributions by many of the leading thinkers of
the business world. I believe we can indeed define organiza-
tional intelligence in a reasonably competent way, and I
believe we can identify the kinds of conditions necessary to
its development.
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We really can’t afford not to do so. A review of the past
century of business performance indicates that the average
life span of a Fortune 500 company is between forty and fifty
years. The average life of all incorporated businesses is esti-
mated at less than fifteen years. A business, once it navigates
its survival phase, is not guaranteed eternal life. Firms that
have survived 100, 200, and 300 years or more show us that
longevity is possible, but not assured. The legacy of the “bot-
tom line,” with its mantras of return on capital, is more close-
ly correlated with short-term survival than with a long and
healthy life. We are coming to the understanding that enter-
prises that survive and thrive over the long run are not one-
dimensional cash machines, but living, growing, evolving cul-
tures of people and performance. In short, they are intelli-
gent enterprises.

Karl Albrecht
San Diego
KarlAlbrecht.com
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CHAPTER 1

ALBRECHT’S LAW

Civilization is more and more a race between education and
catastrophe.

H. G. Wells

I'VE SPENT MUCH of the past twenty-five years of my profes-
sional life in the midst of organizational craziness—keeping
company with confusion, frustration, and anger; comforting
those in a state of despair. I've watched too many intelligent,
enthusiastic, well-motivated people turn into cynical burn-out
cases after years of struggling against mindless bureaucracies.

As an organizational consultant, I've seen a remarkable
array of failure patterns in a wide variety of enterprises. I've
seen many more businesses defeated by their own internal
maladjustments than beaten fair and square by worthy com-
petitors.

Collective Stupidity: It’s Normal

After I'd had about seven years’ experience in the consulting
profession, which followed two years as a U.S. Army intelli-
gence officer, two years as a civilian program manager with
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the U.S. federal government, and five years as a technical
marketing manager with an aerospace corporation, I was
moved to propose, rather immodestly, Albrecht’s Law: '

Intelligent people, when assembled into an organization,
will tend toward collective stupidity.

Admittedly rather harsh sounding, and maybe even a bit
condescending, nevertheless after twenty-five years of expe-
rience I must stand by it.

This collective incapacity is not a necessary or inevitable
part of the life of an enterprise. It is optional to the extent
that intelligent people allow it to happen. It is optional to the
extent that leaders show by their behavior that they accept
and condone it.

Businesses these days are struggling with unprecedent-
ed challenges, and taking unprecedented means to remain
competitive in an ever more complex and treacherous global
marketplace. In the United States particularly, firms have
been driving down costs, rethinking their fundamental busi-
ness models, restructuring themselves, revising the whole
architecture of their value creation processes, casting off non-
performing resources, and often shedding staff at an
unprecedented rate. The last decade of the twentieth centu-
ry and the first decade of the twenty-first have seen wrench-
ing adjustments in almost all major business sectors.

Yet, our best opportunities for making our enterprises
more successful may lie right under our noses. Once we har-
vest the gains offered by asset restructuring and cost reduc-
tion, where do we go next? Where do we find the means to
continue making our businesses ever more effective, produc-
tive, and profitable? I believe some of the answers may lie in
making them more “intelligent”—i.e., teaching them to capi-
talize on the real potential of the total brain power they have
at hand.

Western business thinking—particularly in America—as
codified in the most widely circulated business magazines,
business news broadcasts, management books, and confer-
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ence programs, seems to have shifted steadily in recent
years, toward the impersonal and inhuman view of the enter-
prise. At the extreme of this view, assets are simply assets—
including human beings. Oh, sure, the corporate annual
report still has the obligatory platitudes: “People are our
most important asset,” “Our people make the difference,”
and “XYZ Company is people, serving people.” The second-
ary party line says roughly the same thing about the cus-
tomers: “Our customers make us what we are,” and “We exist
to serve our customers.” And, for some firms, those slogans
may actually be true. But for many, perhaps most these days,
they are just that—mindless platitudes, pleasant bromides
used to pacify those who seem to feel a growing sense of the
impersonal in business.

Unless we figure out how to do everything with comput-
ers and software, we will still need organizations, structures,
and processes, all of which are inherently frictional, ineffi-
cient, and wasteful. Unless we figure out how to run busi-
nesses without people, the performance of business organi-
zations will continue to depend heavily on the brain power,
motivation, and sense of commitment of those people. And
unless we learn how to organize, engage, and amplify that
brain power more fully, we will have little choice but to keep
looking for structural solutions and incremental gains in the
deployment of capital assets.

Surely we all wonder from time to time whether it's pos-
sible for an organization to stop making the same mistakes
over and over, and to use the collective knowledge, know-
how, and wisdom it has. Yet we still see collective stupidity
demonstrated repeatedly in everyday organizational life.

CASE IN POINT

When technicians working for a nuclear power systems
company began to assemble their new prototype
reactor at a desert site in the U.S. southwest, they dis-
covered that the metal-graphite control rods, used to
modulate the rate of the nuclear reaction, were too
large to fit into the channels drilled for them in the
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nuclear fuel blocks. This is roughly equivalent to hav-
ing the wrong-size wheel on your car—it’s fundamen-
tal. When they began to investigate, they discovered
that the design department responsible for the fuel
system found it necessary to change the size of the
control-rod channels, for appropriate engineering rea-
sons. However, it didn’t occur to them to tell the peo-
ple who designed the control rods that they’d have to
change their designs, too. What made the situation
especially stupid was that the designers in the two
departments had been sitting at desks no more than
ten meters apart, for several months, working on their
individual assignments.

This book is not about collective stupidity—it's about
collective intelligence: what it is, how to know it when we see
it, and more importantly how we might nurture it, develop it,
and take advantage of it. I've seen organizational intelligence
first-hand, so I know it exists. The fact that I've seen much
more collective stupidity—even stupidity incarnate—than
I've seen organizational intelligence only tells me that it's dif-
ficult to achieve and sustain, not that it's impossible.

The Entropy Tax: Energy Lost Forever

We can think of the various dysfunctional patterns of a typi-
cal, normal organization as resulting in a state of increased
entropy, to borrow a term from physics. In the field of thermo-
dynamics, entropy is a measure of the disorder in a bounded
system, also defined as the amount of the system’s energy
that is unavailable for conversion to work.

Every interdepartmental feud, every incompetent deci-
sion, every disaffected employee, and every instance of
inept leadership, malorganization, system craziness, strate-
gic inertia, and cultural neurosis has the effect of increasing
the level of entropy, or disorder, in the enterprise. Given the
complex human nature of organizations, it would be too
ambitious to attempt to define the exact potential of any
enterprise, or even to hope that we could actually measure
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its current level of intelligence in any objective way. We are
using the concept of entropy—and indeed intelligence—
here in a rather broad, even metaphoric sense.

But even if we cannot precisely measure entropy in a
human system, we can use the concept effectively to draw
attention to the possibilities for improvement. Almost every-
one who works in an organization of any kind, even a very
successful one, senses that the outfit could be “smarter” than
it is. Anyone who pays any attention at all recognizes that
malfeasance, malfunctions, and malorganization cost the
enterprise something. Collective stupidity, and the entropy it
induces, waste resources.

In the sense that this entropic waste of energy operates
like an internal tax on profits, we may truly refer to it as the
“entropy tax.” While executives typically fight tooth and nail
fora | percent or 2 percent gain in market share, or a few per-
cent reduction in operating costs, or twist the financial struc-
ture to minimize tax costs, the entropy tax seems largely
taken for granted. Many executives and their teams seem to
regard entropy and its associated costs as a necessary evil
beyond their influence—something to be lived with. But by
viewing it as a self-imposed tax, perhaps we can do more
about it than we can do to reduce the other taxes and costs
imposed by the business environment.

Organizational IQ: When 1 + 1 + 1 Don’t Add Up
to 3

The highest recorded human IQ score, if I recall correctly, was
somewhere in the neighborhood of 200. At that level, the
scoring system tends to fall apart, and the actual number
means less than the phenomenon itself. Organizations have
IQs, do they not? Did you ever wonder what the highest
organizational IQ might be? Indeed, what is organizational
IQ? How does an organization manifest its collective intelli-
gence?

Let's suppose our organization or unit has 100 employ-
ees, and that each of them has approximately the average 1Q
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score of 100 points. Multiplying 100 IQ points by 100 people,
we get a total of 10,000 IQ points. The critical question is, how
many of these IQ points is our organization actually using?
Bear in mind that we've already paid for them, whether we
use them or not. When the employee shows up for work,
we've already purchased his or her 100 or so IQ points, or at
least we have an option on them. At the end of each day, we
have either exercised the option or we've let it expire. That
day will never come again, and the option on that day’s IQ
points is gone forever.

If we could calculate something like an organization’s 1Q
score, presumably by adding up all of the individual IQ
scores of its members, very few organizations could claim
their total potential score. Within any particular large organi-
zation, we can usually find pockets of very high collective
intelligence, and pockets of startling collective stupidity.

Bear in mind that individual incompetence or lack of
intelligence is not at all necessary for collective stupidity to
prevail; well-meaning and intelligent people can often dis-
able one another with the best of intentions.

CASE IN POINT

Employees at a large hospital in the state of Ohio
decided to attack the problem of excessive linen
costs, which are usually substantial in any hospital.
The logistics people formed a task force to study the
problem. Their solution was to impose strict controls
on the availability and distribution of linen. They
reduced the number of pick-up points, required staff
members to sign for linen, and even set quotas for
linen use in some cases. Very shortly, they found that
linen costs rose to even higher levels than before they
applied the new measures. Why? Because nurses and
other patient-care staff began hoarding linen. Instead
of returning excess supplies to stock, they developed
a miniature black market for this controlled commod-
ity. Always trying to pick up slightly more than they
needed, and not returning unused supplies, they
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managed to create private stockpiles in order to be
sure of having the linen they needed for their
patients. The task force decided to resolve the prob-
lem by widening the circle of stakeholders. By making
linen more widely available rather than less, they
enlisted the cooperation of nurses and eventually
achieved a significant reduction in linen costs, at no
sacrifice to patient care.

Actually, there are two kinds of collective stupidity: the
learned kind and the designed-in kind. The learned kind pre-
vails when people are not authorized to think, or don’t
believe they are. The designed-in kind prevails when the rules
and systems make it difficult or impossible for people to
think creatively, constructively, or independently.

Mindless organizations evolve mindless processes.
Some years ago management consultant Richard Cornuelle
reported one of those episodes that's too serious to laugh
about and too funny to hear with a straight face. In his book
De-Managing America, Cornuelle argues that we have too much
management in most business organizations, and that most
of it either contributes nothing or actually subtracts value
from the ongoing processes. According to Cornuelle:

| encountered a young woman solemnly attending a giant
plastic-molding machine. Every few seconds the machine
would clank and spit out a plastic form that looked like a
cover for a large cake plate. The young woman would take
the part, spin it skillfully around in her gloved hand and
then add it to an enormous pile that surrounded and near-
ly engulfed her.

She turned off the machine and we talked. She told me
matter-of-factly that her job was really very simple. She
was to take each new molding off the machine and look at
it carefully. If she saw no flaw, she was to pack it in a card-
board carton. If she saw any imperfection—a bubble or a
crack or a bulge—the molding was to be tossed in the
trash bin.
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She was puzzled only because the trash bin the manage-
ment had supplied was so small and had overflowed so
long ago. The machine had not produced a passable cake
pan for ever so long. But she was comfortably and confi-
dently doing exactly what she had been told to do.?

Does an Organization Have a “Mind”?

If organizational intelligence is basically human brain power
writ large, then what does mental process look like at the
organizational level? How does an organization “think?”
Actually, the parallel between individual mental process and
collective mental process is surprisingly close. For example,
we often describe human beings as doing their thinking with
both a conscious mind and an unconscious mind. An organi-
zation also has both a conscious mind and an unconscious
mind.

Consider your conscious mind for a moment. It handles
the day-to-day, moment-to-moment business of cognition. It
takes in a wealth of information from your sense channels,
sorts and organizes it, processes it, and decides how to
behave in response to it. Because much of our conscious
mental process is verbal, we tend to conceive of thinking as
largely an internal, verbal conversation (although to be fair it
is much more than that).

The organizational equivalent of the individual's con-
scious thought process is the ongoing conversation—both
spoken, written, and, increasingly, electronic—that carries
ideas and information throughout all the pathways and
recesses of the enterprise. People in organizations constant-
ly exchange messages about an endless variety of topics,
concerns, issues, problems, plans, and experiences. This
relentless racket of ideas, interactions, and discussions con-
stitutes the conscious mind of the enterprise—at least figu-
ratively.

Just as a psychologist can get a quick impression of a per-
son’s mental process by listening to his or her conversation,
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so a student of organizations can quickly discern what goes
on, how the enterprise behaves, what it pays most attention
to, what seems to motivate it, and how it arrives at its deci-
sions—all just by listening to the way its people talk. Indeed,
any experienced organizational consultant will tell you that
it's fairly easy to understand how a business operates, how its
leaders think, and what its problems are by picking up the
vocabulary they use. The special lingo, slang, figures of
speech, metaphors, and the particular connotations of vari-
ous words telegraph very quickly how the enterprise thinks.

The richness and depth of this ongoing “multilogue” and
the extent to which all members of the organization are
allowed to share in it usually corresponds fairly closely to its
effectiveness in achieving its mission. When people break up
into warring camps, accuse and attack one another, withhold
information and ideas from one another, and refuse to help
one another, the pathological conversation mirrors a patho-
logical incapacity to mobilize individual brain power.

But what of that other mind, the so-called unconscious
mind? Where is the organization’s unconscious mind and how
does it work? Actually, it works much the same way as the
human unconscious. Reflect for a moment on your own
unconscious mental process. While your conscious mind is
processing information and transacting with your environ-
ment, your unconscious processes are serving up various
reactions, interpretations, impulses, feelings, hunches, intu-
itive impressions, and judgments about what those experi-
ences mean to you. Although the information rattling around
in your conscious mind is mostly encoded in verbal form—
your inner dialogue—all the information from your uncon-
scious mind bubbles up in nonverbal form. This means that
you can't bring it directly into conscious awareness in its orig-
inal state. It must be translated somehow into the language
of consciousness, i.e. words. It’s like trying to insert a picture
or a sound file into a word processing document; they are
two very different ways of encoding mental process and they
are not interchangeable. They coexist in their own separate
formats.
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Just as a person’s unconscious mental process is the
unspoken level of thought, so too is the organizational uncon-
scious process the unspoken dimension of the extended
mental process of the enterprise. It consists of both the
unmentioned and the “unmentionables.” 1 use the term
unmentionables to characterize those aspects of organizational
life that everybody knows about but nobody is supposed to
talk about. In many cases, the conscious conversation
employs special words, figures of speech, or private termi-
nology that conveys unspoken attitudes, values, judgments,
beliefs, priorities, and emotional connotations. This is where
euphemisms come from: the need to encode unconscious,
unspoken meanings within verbal structures that everyone
can safely use. Many organizational psychologists define
“culture” as arising largely from this unconscious level, and
articulated only partly at the conscious level.

CASE IN POINT

Many professionals tend to use one vocabulary in
talking to customers, and a different vocabulary in
talking to each other about customers. Stockbrokers,
for example, tend to talk to one another about “prod-
ucts,” which are the mutual funds, retirement plans,
and money-management plans they sell to clients.
They refer to their “production,” which is the volume
of fees they generate by selling fee-based products to
investors. When they find themselves talking to
investors, they switch to the vocabulary of service:
“sound advice,” “valuable research,” “assets,” “your
portfolio,” “your investment objectives,” and “oppor-
tunities.” Brokers who encourage their clients to buy
and sell often, in order to generate more fees for
themselves, refer to their techniques privately as
“churning the portfolio,” while to the customers—and
sometimes even to each other—they invoke
euphemisms like “aggressively redeploying
resources.”

”oou noou
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CASE IN POINT

Many industries and occupations have adopted spe-
cial terminology for referring to their customers with-
out actually having to call them customers, a distaste-
ful term that implies a certain amount of authority,
entitlement to decide, and expectation of results. By
assigning their customers special labels, usually
based on the behavior they want to see from them,
they euphemize their real attitudes toward them.
Cable TV firms call them subscribers. Public utilities
call them ratepayers. Taxi drivers call them fares. The
government calls them taxpayers. Doctors and hospi-
tals, of course, call them patients—a term with some
interesting unconscious connotations. Prostitutes call
their customers “Johns,” a somewhat more personal-
ized label, but one that emphasizes the generic
aspect of their interests and roles.

Although it is beyond the purposes of this book—and
my qualifications—to venture into the psychopathology of
individuals or organizations, nevertheless it can be useful to
follow the analogy a bit further. For example, why are certain
aspects of organizational life simply unmentionable? What
would happen if anyone spoke about them, explicitly, can-
didly, and bluntly? The answer is simple: fear. It's the fear
that talking about them would arouse emotions that the con-
scious culture—the ongoing conversation—could not handle.
Things would get out of hand.

This is exactly analogous to Sigmund Freud’s concept of
the human being’s ego-defense. According to Freud, the
pesky unconscious mind is constantly pushing its primal
material up toward the level of consciousness, attempting to
get the conscious mind to recognize it and process it. But
sanity, Freud believed, depends on the conscious mind’s
ability to censor this ugly stuff coming from the depths of the
psyche (which he dubbed the id, the Latin term for “that”).
Whatever the mind’s built-in bodyguards evaluate as too
threatening for conscious consideration will simply not be
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admitted into ego-consciousness. It will be repressed, in the
language of psychology.

Well, don’t organizations repress things that people are
afraid to cope with? Power politics, racial discrimination, and
gender discrimination are all good examples of primal issues
that many organizations keep repressed in order to keep
peace. Organizations can go into crisis when these powerful
feelings erupt into consciousness, i.e. when people start talk-
ing about them openly, just as a person can go into crisis
when he or she unexpectedly confronts the emotions associ-
ated with aspects of the self that have been repressed or dis-
owned. And from the positive viewpoint, consciously owning
and dealing with these formerly repressed issues can be psy-
chologically healthy, both for people and organizations.

What happens when the organizational culture represses
issues, emotions, and needs that become too strong to stay
repressed? The same thing that happens to human beings:
anxiety. Just as the emotional arousal associated with
repressed thoughts and impulses cannot be eliminated and
shows up as a sense of anxiety, the organization culture
shows anxiety when it unsuccessfully represses things peo-
ple don’t want to think about or talk about. Animosity, anger,
feelings of competitiveness or defensiveness, passive-
aggressive behavior, sabotage, and even depression are all
possible—and normal—responses to denial and repression
of important human issues in organizations.

Collective Intelligence: Brain Power Writ Large

Some would argue that the very idea of collective intelli-
gence, as the converse of collective stupidity, is the ultimate
contradiction in terms, taking its place with other oxymorons
like jumbo shrimp, holy war, and constructive criticism. If we
want to make a case for collective intelligence, and particu-
larly organizational intelligence, or “Ol” as we will call it through-
out this book, we must accept the challenge of defining it in
some honest way.
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I am considerably more confident in our ability to define
Ol, at least in broad terms, than in our ability to measure it
and our ability to develop it. However, with a reasonable
amount of humility and a fairly open mind, I believe we can
go far toward making OI an honest, useful precept for suc-
cessful management.

Any useful definition of OI will have to meet certain con-
ditions before it can appeal to most executives, managers,
and others who seek to lead change in human systems. At a
minimum, our definition of OI needs to be:

1.  Comprehensive. It must offer a large enough conceptual
envelope to enable leaders to draw virtually all aspects
of enterprise success into a common frame of reference for
conversation, evaluation, and prescription.

2. Realistic. It must deal with the realities of everyday work and
life in organizations; utopian prescriptions that depend on
expectations for abnormal collective behavior have little
chance of long-term success.

3. Prescriptive. It must point the way toward, or at least hint at,
the kinds of antecedent actions, strategies, and practices
that offer a chance of achieving the state of affairs it defines.

4.  Sympathetic. It must take into account the real-life behavior
patterns, value systems, beliefs, traditions, taboos, and col-
lective neuroses that prevail in every organization, in a form
unique to each enterprise.

5. Developmental. It must offer hope for progress; it should
advance the possibility that, by applying intelligent, diligent
effort toward getting the right practices into place, the lead-
ers can indeed improve the collective scorecard of OI.

If a formal definition of Ol is needed, we can use the fol-
lowing:

Organizational Intelligence is the capacity of an organiza-
tion to mobilize all of its brain power, and focus that brain
power on achieving the mission.
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Any definition is susceptible to argument and hair split-
ting, but the overall concept of Ol is more important than its
details. After all, we are dealing with a proposition that is ulti-
mately subjective. But if we start with a clear sense of the phi-
losophy behind the concept, there’s plenty of room for alter-
native views about how to achieve it.

By studying the dumbest and the smartest organizations
on the planet, we can learn a great deal about dumbness and
smartness. Just as dumbness can be learned, so too can
smartness be learned. In the following pages | hope to
advance a framework for thinking about, talking about, and
doing something about OI. By starting our exploration with a
simple but fairly comprehensive model of collective intelli-
gence, we can search for developmental strategies that offer
the most promise of actually making our enterprises more
intelligent.

Notes

1. In my book Brain Power: Learn to Develop Your Thinking Skills (Englewood
Cliffs, N.J.: Prentice-Hall, 1980), p. 236.

2. Richard Cornuelle, De-Managing America (New York: Random House,
1975), p. 43.



CHAPTER 2

LEARNED INCAPACITY:
How People Collude to Fail

If a man of sufficiently complex mind
persists long enough in a perverse course of action,
he will eventually succeed in kicking his own ass
out the door and into the street.
Al]. Liebling, Liebling’s Law

FORD MOTOR COMPANY will probably never live down the
famous “no unhappy owners” episode in its distinguished
history. In the early 1980s, the senior marketing people want-
ed to cook up a snappy advertising message to let prospec-
tive American car buyers know how good the company’s
products were. With a large media budget and great fanfare,
they launched a weekend ad blitz on national television.
During the football games, evening news programs, and in
between the entertainment episodes, they declared that
with Ford products, there would be No Unhappy Owners
(N.U.O.).

Unfortunately, it hadn’t occurred to them to mention the
ad campaign to several thousand Ford dealers all over the
United States. The message said, essentially, “If you're not
happy with your Ford product, we'll make it right,” meaning
presumably that you could take that lemon you’'d been living
with back to a dealer and get satisfaction. Come Monday
morning, dealers all over the United States were deluged

17
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with unhappy owners, demanding the satisfaction they'd
been promised. Caught off guard, the dealers fumbled the
challenge badly, the owners stayed dissatisfied, and the
company took a big black eye in the marketplace.

Corporate DNA: The Internal Codes of Success and
Failure

What allows blunders like the “N.U.O.” fiasco to happen?
How can intelligent, creative, well-motivated experts engage
in such a determined campaign of “ballistic podiatry,” other-
wise known as shooting oneself in the foot? Moreover, what
causes some organizations to make the same kinds of mis-
takes over and over?

It seems that certain mechanisms of collective stupidity
have a special appeal for some organizations; others have
their own favorites. A CEO of a mid-size book publishing
company complained to me “We don’t look around corners.
We blunder headlong into things without thinking through
what we're really trying to accomplish, and we don’t ever
seem to war-game things to anticipate what might go wrong.”

I've come to regard some of these failure mechanisms as
almost fundamental habit patterns of the organization, things
people do without really thinking about them. Some of them
are so in-built, so reflexive, and so habituated that they are
almost like part of the genetic code of the organization’s cul-
ture—the corporate DNA, as people increasingly like to call
it.

The N.U.O. campaign is typical of a sort of programmed
incompetence you can see in many companies. Not looking
around corners, as my publishing-CEO friend calls it, is
almost the corporate genetic equivalent of color-blindness,
schizophrenia, or cleft palate. Lots of firms do it. Consider K-
Mart Corporation, once a profitable and growing chain of over
2,000 discount department stores. Their version of no unhap-
py owners was known famously in the company as the “TYF-
SAK” program.
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TYFSAK was the company’s internal code for “Thank You
For Shopping at K-Mart,” which every cashier was expected
to say to every customer they served. Training programs,
posters, notices on bulletin boards, and lots of enforcement
from supervisors were supposed to get everybody saying the
magic words. A former K-Mart employee shared a revealing
story of his experience with the TYFSAK magic. He was
observing a new young cashier, working the customer line
under the careful guidance of her supervisor. After she had
rung up the purchases, bagged the items, and collected the
money, the supervisor leaned over and whispered in her ear
as she was handing the customer his change: “Don’t forget to
say TYFSAK.” Confused and flustered, the nineteen-year-old
clerk looked squarely at the customer and said “TYFSAK.”
Equally confused, the customer reportedly replied “TYFSAK
to you, too.”

Good examples come in threes: Here’s another. Lucky
Stores, a large chain of American food markets, tried its own
version of Ford’s no unhappy owners program, also with inad-
equate warning to the troops on the front line. They decided
that nobody should have to wait in line behind more than
two customers. If the line grew to four or more people the
store manager should open another checkout line immedi-
ately, and run the register personally if no extra cashiers were
available. “Three’s enough,” they declared in their TV ads,
which showed vignettes in stores portraying store managers
speeding things along. Somehow, word of the program got to
the customers a lot faster than it trickled down to the store
employees.

Reportedly, a small customer mutiny broke out in one of
the stores as the lines were beginning to back up. Somebody
muttered, not too quietly, “What happened to ’three’s
enough’?” Somebody else picked up the idea and said the
same thing. Within seconds, dozens of customers were chant-
ing “Three’s enough!” “Three’s enough!” “Three’s enough!”
Most of the staff, including the manager, was utterly baffled
by the experience. Their humiliation led to widespread com-
plaints about hare-brained programs coming down from
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headquarters, and caused serious consideration of the whole
marketing process and the thinking behind it.

Some organizations seem remarkably set in their ways,
while others seem more fluid and adaptive. Some of the key
dynamics—the internal “codes” that shape and drive the
enterprise—find expression as informal customs, rules, and
habits. Others go deeper, to an almost biological level. These
are the codes of both intelligence and stupidity, of success
and failure.

Contrast the “three’s enough” mentality with a more
intelligent habit pattern, one of looking around corners when
introducing something new. Scandinavian Airlines System
operated a chain of hotels in several European countries,
catering to the priorities of frequent business travelers.
Christian Sinding, a Norwegian then in charge of strategic
marketing, decided to make a bid to increase the sales of
meeting services, primarily for small to medium-size corpo-
rate gatherings. After extensive market research and cus-
tomer interviews, he concluded that meeting planners were
hypersensitive to things going wrong, i.e., the many small
blunders that can distract participants and destroy the expe-
rience of a successful meeting. Having identified seven key
“assurance” elements of the total conference experience, he
decided to offer a service guarantee. The hotel would actual-
ly pay a cash penalty, in the form of a refund, for every viola-
tion of any of the seven key value factors.

However, before any customer ever heard about the
service guarantee, Sinding and his staff personally visited all
the hotels, briefed all staff members on the concept, listened
for concerns and suggestions for safeguards, and gave all the
hotel managers ample time to prepare their staffs for the
launch. When they began to expose the concept to meeting
planners, all of the hotels had trained, practiced, and
rehearsed for it. The sales people knew how to capitalize on
it, and in the first twelve months of the program very few
hotels had to make refunds at all.

Unlike human DNA, organizational DNA does, fortunate-
ly, allow for modification. The internal codes of success and
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failure are largely learned habits, and they can be unlearned.
But before we can unlearn them, we have to become con-
scious of them. We have to recognize them, trace their influ-
ence, and decide to change the way they operate.

Seventeen Basic Syndromes of Dysfunction

Psychiatrists and psychologists have a handbook, titled the
Diagnostic and Statistical Manual (DSM), which exhaustively lists
and explains the full inventory of human maladjustments. In
the consulting business, we also have a “DSM,” although a
somewhat less formal and less rigorous one. We recognize
the same kinds of organizational disorders recurring across
all industries, all types of organizations, and indeed all
national cultures.

Whereas collective sanity tends to involve relatively sim-
ple and consistent patterns, craziness is entertainingly
diverse. The range of primary organizational disorders is
both broad and varied. I've identified some seventeen pri-
mary patterns, or syndromes, of organizational dysfunction.
Some organizations have more than one; some have many.
They all impose significant entropic costs on the resources of
the enterprise.

1. ADD: Attention Deficit Disorder. Senior management cannot
seem to focus on any one primary goal, strategy, or problem
long enough to gain momentum in solving it. Typically, the
CEO or the top team will hop around from one new preoc-
cupation to another, often reacting to some recent event,
such as a hot new trend, a key move by a competitor, or a
change in the marketplace. A variation of this syndrome, the
“too many irons in the fire” syndrome, involves a whole raft
of programs, or “initiatives,” most of which squander
resources and dilute the focus of attention.

2. Anarchy: When the Bosses Won't Lead. A weak, divided, or dis-
tracted executive team fails to provide the clear sense of
direction, momentum, and goal focus needed by the
extended management team. A war between the CEO and
the board, or a major battle among the members of the top
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team can leave the organization without a rudder. Lacking a
clear focus and a set of meaningful priorities, people begin
to scatter their efforts into activities of their own choosing.
Without a sense of higher purpose, unit leaders put their
own priorities and political agendas above the success of
the enterprise.

Anemia: Only the Deadwood Survives. After a series of economic
shocks, downsizings, layoffs, palace wars, and purges, the
talented people have long since left for better pastures,
leaving the losers and misfits lodged in the woodwork. They
have more at stake in staying put, so they outlast the more
talented employees. When conditions start to improve, the
organization typically lacks the talent, energy, and
dynamism needed to capitalize on better times.

Caste System: The Anointed and the Untouchables. Some organiza-
tions have an informal, “shadow” structure based on certain
aspects of social or professional status, which everybody
knows about and most people avoid talking about. Military
headquarters organizations, for example, tend to have three
distinct camps: officers, enlisted people (or, as the British
call them, “other ranks”), and civilian staff. Hospitals tend to
have very rigid caste systems, with doctors at the top of the
heap, nurses in the next lower caste, and non-medical peo-
ple toward the bottom. Universities and other academic or
research organizations tend to have very clearly defined cat-
egories of status, usually based on tenure or standing in
one’s field. These castes never appear on the organization
chart, but they dominate collective behavior every day.
Caste categories usually set up de facto boundaries, pro-
mote factionalism, and tempt the in-group members to
serve their own social and political needs at the expense of
the organization and to the detriment of the lower castes.

Civil War: The Contest of Ideologies. The organization disinte-
grates into two or more mega-camps, each promoting a par-
ticular proposition, value system, business ideology, or local
hero. The split can originate from the very top level, or it can
express profound differences between subcultures, e.g.,
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10.

engineering and marketing, nursing and administration, or
the editorial culture and the business offices. In some cases,
the dynamic tension between ideologies can work to the
benefit of the enterprise; in other cases it can cripple the
whole operation.

Despotism: Fear and Trembling. A tyrannical CEO or an overall
ideology of oppression coming from the top causes people
to engage in avoidance behavior at the expense of goal-
seeking behavior. A few episodes in which people get axed
for disagreeing with the chief, or for questioning the lack of
ethics and leadership, and everybody soon learns: Keep
your head down and don’t draw attention to yourself.

Fat, Dumb, and Happy: If It Ain’t Broke... Management guru Peter
Drucker once observed, “Whom the gods would destroy,
they first grant forty years of business success.” Even in the
face of an imminent threat to the basic business model, the
executives cannot muster a sense of concern, and cannot
come to consensus on the need to reinvent the business.

General Depression: Nothing to Believe In. Sometimes things get
really bad, such as during an economic downturn or a rough
period for the enterprise, and senior management utterly
fails to create and maintain any kind of empathic contact
with the rank and file. Feeling abandoned and vulnerable,
the front line people sink into a state of discouragement, low
morale, and diminished commitment.

Geriatric Leadership: Retired on the Job. When a CEO has had his or
her day, either for reasons of physical health, psychological
arthritis, or personal obsolescence, he or she may hang on to the
helm too long, refusing to bring in new blood, new ideas, and
new talent. This syndrome can extend to the whole top team,
whose members may have grown old together, committed to an
obsolete ideology which once made the enterprise successful,
but which now threatens to sink it.

The Looney CEO: Crazy Makes Crazy. When the chief's behavior
goes beyond the merely colorful and verges on the malad-
justed, the people in the inner circle start behaving in their
own crazy ways, in reaction to the lack of an integrated per-
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sonality at the top. This begins to look like a kind of syndi-
cated craziness to the people down through the ranks, who
find themselves perpetually baffled, bemused, and frustrat-
ed by the increasing lack of coherence in executive deci-
sions and actions.

Malorganization: Structural Arthritis. A defective organizational
architecture works passively and unremittingly against the
achievement of the mission. Departmental boundaries that
don't align with the natural processes of the operation or its
work flow, conflicting responsibilities and competitive mis-
sions, and unnatural subdivisions of critical mission areas
impose high communication costs, inhibit collaboration, and
foster internal competition.

The Monopoly Mentality: Our Divine Right. When an organization
has long enjoyed a dominant position in its environment,
either because of a natural monopoly or a circumstantial
upper hand, its leaders tend to think like monopolists.
Unable or unwilling to think in competitive terms, and
unable to innovate or even reinvent the business model,
they become sitting ducks for invading competitors who
want their own piece of the pie.

The One-Man Band: Clint Eastwood Rules. A “cowboy” type of
CEO, who feels no need or responsibility to share his or her
master plan with subordinates, keeps everybody in the
organization guessing about the next move. This creates
dependency and learned incapacity on the part of virtually
all leaders down through the hierarchy, and renders them
reactive rather than potentially proactive.

The Rat Race: They Keep Moving the Cheese. The culture of the
enterprise, either by design or by the style of a particular
industry or business sector, burns out its most talented
people. A prevailing notion that one must sacrifice his or her
personal well being in order to get ahead, possibly in pur-
suit of big financial rewards, definitely creates a goal focus,
but at the expense of cooperation, esprit de corps, and individ-
ual humanity. A reduction in the commissions or other ele-
ments of the financial cheese creates a sense of victimiza-
tion and resentment, not a sense of shared fate.
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Silos: Cultural and Structural. The organization disintegrates
into a group of isolated camps, each defined by the desire
of its chieftains to achieve a favored position with the royal
court, i.e., senior management and the kingmakers at the
top. With little incentive to cooperate, collaborate, share
information, or team up to pursue mission-critical outcomes,
the various silos develop impervious boundaries. Local war-
lords tend to serve their individual, parochial agendas, and
evolve patterns of operating that favor their units’ subopti-
mal interests at the expense of the interests of the enter-
prise. These silo patterns tend to create fracture lines down
through the organization, polarizing the people who have to
interact across them.

Testosterone Poisoning: Men Will Be Boys. In male-dominated
industries or organizational cultures such as military units,
law enforcement agencies, and primary industries, the
rewards for aggressive, competitive, and domineering
behaviors far outweigh the rewards for collaboration, cre-
ativity, and sensitivity to abstract social values. In non-
“coed” organizations—i.e., those with fewer than about 40
percent females in key roles—executives, managers, and
male co-workers tend to assign females to culturally stereo-
typed roles with little power, influence, or access to oppor-
tunity. This gender-caste system wastes talent and often sti-
fles innovation and creativity.

The Welfare State: Why Work Hard? Organizations that have no
natural threats to their existence, such as government agen-
cies, universities, and publicly funded operations, usually
evolve into cultures of complacency. In a typical government
agency, it's more important not to be wrong than it is to be
right. Lots of people have “no-go” power, i.e., the power to
veto or passively oppose innovation, but very few people
have “go” power, or the capacity to originate and champion
initiatives. Welfare cultures tend to syndicate blame and
accountability just as they syndicate authority: you can't
take risks, but if anything goes wrong you get to blame the
system.
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The Crisis Mode: Start with Denial

SCM Corporation, once the leading American producer of
typewriters, went into bankruptcy in 1995 and never came
out. In the midst of a phenomenal rise in demand for com-
puter printers, the company clung to its increasingly obsoles-
cent product as it spiraled down the drain.

One can only speculate what went on in the minds of the
firm’s leaders in the last few years of its troubled existence.
What did they think about and talk about? Did they see the
profound change in customer needs and wants? Did they
want to do something about it? Did they make a strenuous
attempt to shift the focus of the firm?

One would think that a group of managers, or engineers,
or marketing people in the firm might have been sitting
around one day, drinking coffee and discussing the business.
Possibly someone said, “You know, those personal comput-
ers are really getting popular. And people who use them are
going to need a way to print all those letters and spread-
sheets they make. Do you suppose we could hook up our
typewriters to those computers and sell more of them that
way?”

Whatever the conversations, it didn't happen. SCM failed
utterly to reinvent itself, even though it was arguably one of
the best candidates to develop the printer industry. Who
became the dominant player in the printer business?
Hewlett-Packard, formerly a maker of engineering laboratory
equipment.

Consider a positive alternative scenario. In 1879, Harley
Procter and his cousin James Gamble ran a very successful
business selling two main products: soap and candles. One
day, Procter reportedly said to Gamble, “You know, that guy
Thomas Edison has been in the news a lot lately. His electric
light is becoming hugely popular. He's setting up electric
generating stations to supply power to homes, businesses,
and entire cities. Do you know what that spells for the candle
industry?” Soon thereafter, Procter and Gamble got out of the
candle-making business, concentrated their resources on
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their new product, Ivory Soap (the magical floating feature of
which reportedly came about by an accident in the produc-
tion process), and made more profit than ever before. Procter
& Gamble, 3M Corporation, and IBM Corporation have
become legends over many decades for their capacity to
adapt to shocks and rethink their businesses and their prod-
uct lines, while others have been brought to the brink of
death and often beyond.

Organizations—or more specifically, their leaders—
sometimes have an uncanny tendency to become comatose
in the face of crisis. I've seen, first-hand, some remarkable
examples of the unwillingness of leaders of successful firms
to face the inevitable need to reinvent themselves, even to
the point of near-hysterical denial of the need to change.
Indeed, denial often seems to be the first stage of an unwill-
ing process of adaptation to change. Just as psychologist
Elisabeth Kiibler-Ross' discovered and clarified the five
emotional stages people with terminal diseases often pass
through on the way to acceptance of inevitable death, we can
often detect a similar pattern on the part of corporate lead-
ers faced with near-death experiences. The five stages of
adjustment to a life-threatening crisis, for an enterprise, are
typically:

1. Denial. For as long as possible, corporate leaders ignore,
avoid, or discount all evidence of impending disaster. They
don't believe the surveys or the market research figures. The
experts are all wrong. The newcomers don't really under-
stand the industry or the business. “People will always want
buggy whips,” they declare. “That new franostat will never
amount to more than a small part of the market.” “It'll be
years, if ever, before the demand grows to significant levels.”
“Our industry just doesn’t work that way.” As John Kenneth
Galbraith observed, “When faced with a choice between
making a profound change and proving there is no need to
do so, most people get busy on the proof.”

2. Rationalizing. When denial becomes grossly unfeasible, they
resort to explaining that the change may be real but that the
firm actually doesn’t have to do anything differently. “We're
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already doing that.” “We have all the technology we need to
compete with them.” “Our Product X is perfectly suited for
the new market.” “We can always acquire a firm that’s in that
end of the business.” They're willing to embrace the new
business concept, provided they can keep on doing what
they've been doing for decades.

Blaming. When they finally start to see their own blood being
spilled, by competitors with new and better offerings and by
customers who defect to the new solutions in droves, they
typically move into an angry phase. Equivalent to Kiibler-
Ross’ emotional stage of anger, which precedes a phase of
depression, this stage involves a venting of feelings of frus-
tration. It begins to dawn on them, not only that they may
have made a huge mistake in denying and rationalizing
away the seriousness of the threat, but they've also lost pre-
cious time. Once one of the leading players in the field, their
company now plays second fiddle to a bunch of upstart new-
comers. This phase may involve a search for scapegoats:
“Who got us into this mess?” “Why didn’t marketing (or engi-
neering, or field operations) see this coming?” This might
explain why executive executions often occur before the
firm makes its turnaround. Not only does the culture need
new blood, it may need to spill old blood in a ritualized
accommodation to the new reality.

Acceptance. At some point, preferably sooner than later, the
new truth soaks in: We're in trouble. As comedian Bill Murray
quipped in the movie Ghostbusters when he and his partners
confronted the evil demons, “The usual stuff's not working.”
All heads, hearts, and hands turn to the search for new solu-
tions. It becomes politically correct to refer to the new phase
of business, and politically unpopular to stay in the state of
denial. Management assigns its best minds, allocates signif-
icant resources, and applies pressure to develop the new
solution.

Mobilization. No one doubts any longer that the world has
changed, and that the firm must come up with a new prod-
uct, solution, concept, or business model. Throughout the



Learned Incapacity 29

organization, people experience a strong sense of urgency,
and depending on how far behind the competition they are,
sometimes a sense of desperation. The energy that, in the
early stages of the crisis, could have gone into getting the
jump on the competition, now unfortunately goes into catch-
ing up. People actively rethink their purposes, their prod-
ucts and processes, and their role in the marketplace.

GroupThink: Deciding Not to Think

Putting ten people into a room to make an important deci-
sion doesn't always get you a decision that’s ten times better
than one person could make. In fact, sometimes the decision
is worse than one made by a single intelligent person. Why?
Because decision making involves more than mere cognition.
It involves personalities, emotions, biases, opinions, selfish
motivations and secret agendas, taboos, competitiveness,
bigotry, faulty information, and just plain stubbornness. “Get-
my-way” behavior can often displace the nobler processes of
intelligent discourse, listening, and reasoning together.
Making important decisions is often as much a social process
as a cognitive process.

Achieving consensus among a group of talented, experi-
enced, and mentally assertive people can sometimes pose a
challenge, to the members of the group as a whole, and also
to anyone acting as the group leader or a consultant to the
group. Each person brings a unique personal history, experi-
ences, values, beliefs, ideas about what works and what
doesn’t, and, in some cases, stubborn intentions. Any team,
work unit, department, or task force must somehow merge
these mental resources effectively if it hopes to achieve its
mission.

However, there may also be situations in which a group
falls into an artificial consensus that blocks its ability to think
through a complex problem or issue effectively. Too much
agreement can be just as destructive as too little.

Professor Irving Janis, of Yale University, made a careful
study of this effect, which he called GroupThink.? In his book
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of the same title, he profiled a number of significant decision-
making events in American politics and business, showing
how the pathological need for consensus and solidarity hand-
icapped the thought processes of some of the most intelli-
gent and talented leaders.

Janis was particularly interested in the “Bay of Pigs” deci-
sion, made by President John Kennedy in consultation with
his cabinet and advisors. According to Janis’ research, which
was largely confirmed by those close to the decision,
Kennedy'’s team had split into two ideological camps, one in
favor of the United States supporting the invasion of Cuba by
a group of expatriates, and the other opposed to it. At some
point, the group favoring the decision managed to tilt
Kennedy’s thinking in their direction. Once they felt they had
the winning hand, they began—semi-consciously, Janis
believed—to pressure the other members into capitulating
to the developing consensus. As a result, the group made its
decision based on social pressure rather than open-minded
consideration of all elements of the situation. The mission
ultimately failed, and the disaster permanently compro-
mised Kennedy’s image as a leader.

Other major decisions, such as Lyndon Johnson’s deci-
sion to widen the Vietnam war and the engineering decisions
involved in the explosion of the Challenger space shuttle,
have been carefully studied as examples of GroupThink. The
GroupThink phenomenon has led to important insights into
the “sociology” of leadership and decision making.

A broader view of this syndrome of herd-like decision
avoidance highlights a long list of corporate blunders, in
which executives have huddled together like confused
sheep and refused to come to terms with real threats to
their survival. In 2001, Enron Corporation became a text-
book case study when the financial mismanagement that
led to its bankruptcy came fully to light. In addition,
Enron’s executive duplicity virtually ruined one of the
most respected American consulting firms, Arthur
Andersen, which had served as both its financial consult-
ant and auditor. Investigators concluded that Andersen’s
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key people had succumbed to the same kind of mental
paralysis that doomed Enron.

Not long after the Enron debacle surfaced, the Catholic
Church in America found itself at the center of a firestorm, as
the long-rumored issue of child molestation by priests broke
into national and worldwide prominence. In typical
GroupThink style, church leaders had denied the existence
of the problem and deluded themselves into a state of moral
paralysis. They were utterly unprepared for the crisis that
burst on them suddenly, but which had been brewing for fifty
years or more.

I've sat in countless meetings with executives of various
types of organizations, listening and observing as they've
tried to tackle big issues and come to consensus on action.
Some teams have displayed an admirable degree of “process
awareness,” as consultants call it: They listen, exchange
ideas, reserve judgment, connect ideas into meaningful tap-
estries of thought, respect various dissenting views, and most
of the time manage to fashion solutions that make the most
of the circumstances and possibilities available to them. In
many other cases I've seen teams get lost in minutiae, irrele-
vant side-issues, personal or political disagreements, and
factional disputes. Those meetings often degenerate into
battles of will between adversaries determined to “win” the
meeting. I'm constantly reminded of philosopher Thomas
Huxley’s admonition: “It's not who is right, but what is right,
that counts.”

GroupThink tends to set in for one or more fairly com-
monplace reasons:

1. Urgency; Pressure to Decide. During the ill-fated decision about
whether to proceed with the launch of the Challenger space
shuttle in 1989, NASA's managers, engineers, and their coun-
terparts at many of the subcontractor firms—particularly
Thiokol, which provided the solid-propellant booster rock-
ets which exploded—felt enormous time pressure.
Scrubbing or delaying the launch had already cost millions
of dollars, and further delays could cause other problems.
They did not have the leisure to study the problem at length
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and keep doing technical analyses of the various sub-issues.
Many times pressure from a board of directors, a key cus-
tomer, a legal proceeding, a competitor, or a non-negotiable
deadline forces the decision makers into a time crunch. The
stress of deciding under pressure seldom gives you better
decisions.

Lack of a Shared Decision Process. Many leadership teams, per-
haps most, have very limited process skills, i.e., an under-
standing of group dynamics and group decision making.
They tend to be comfortable with issues that more or less
decide themselves, or issues they can resolve with a simple
vote or a directive from the leader. When a decision issue
becomes perplexingly complicated, they may simply take
up opinions or positions with little thought, and simply fight
for them until some faction or other wins. Each group tends
to have a limited tolerance for the confusion and ambiguity
they feel in the face of an unresolved issue. Sooner or later
one faction or another will get the upper hand, and from
there on it becomes a battle between factions and not
options.

Leader’s Aversion to Complexity or Ambiguity. Often the group
leader—the board chairman, president, CEO, division man-
ager, sales manager, unit supervisor, or even the President or
the Prime Minister—becomes uncomfortable with the ambi-
guity. They crave an end to the confusion, complexity, and
anxiety associated with not knowing what to do. Decision
fatigue sets in. They feel the pressure of others’ expecta-
tions weighing on them.

Dominant In-Group or Clique. Not all leadership groups are
democratic in their private cultures. Commonly the chief will
tend to lean toward a few members of the group, feeling a
greater sense of psychological compatibility with them than
with the others. Over time, they tend to understand each
other’s views, values, opinions, preferences, fears and fan-
tasies, and thinking patterns. They simply get along better
with each other than with the rest of the team. Consciously
or not, they tend to operate as a kind of intellectual and
social clique; they get what they want, collectively, and they
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herd the rest of the group members along to the conclusions
they've reached. If the members of the dominant clique all
adopt the same view of an issue, it can become very difficult
for others to promote an open discourse on the various
options and courses of action. The others may sense, con-
sciously or unconsciously, that the decision is rigged, and
conclude that there’s little point in going up against the
coalition.

5. Social Pressure, Threat of Ostracism. Once a work group or lead-
ership team has moved into a stage of developing consen-
sus, and the proposed course of action looks pretty good—
especially to the dominant clique if there is one—a psycho-
logical pressure begins to build. The uncommitted mem-
bers feel a pressure to decide, to join the consensus. The
deciders may apply this social and psychological pressure
in subtle ways and in overt ways. In some cases, it may reach
the level of psychological—or even physical—bullying.
There is no longer any interest among the deciders in trying
the case on its factual merits; the objective is to ratify the
selected option, and anybody who doesn’'t get on board
becomes a traitor to the interests of the group.

In the classic Hollywood film Twelve Angry Men, a jury
struggles with the question of the guilt or innocence of a
young man accused of murder. Most of the men enter the jury
room with their minds made up in favor of a guilty verdict.
Some of them immediately press for a quick decision so they
can get the meeting over with and get back to their personal
lives. However, as Henry Fonda’s character persists in exam-
ining the evidence and asking questions, the sure-fire case
begins to unravel. As the consensus begins to fall apart, tem-
pers flare, and the in-group members resort to intense psy-
chological bullying to try to keep the dissidents in line. Twelve
Angry Men is a classic of popular culture, which deserves to be
a part of every training program on management and team
development.
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Profiles in Dysfunction: How the Great Become
Mediocre

Having a great product in a strong market can hide a lot of
stupidity. You just have to avoid making any serious blun-
ders. Market theorists like to talk about the principle of self-
reinforcing advantage (or “SRA” for short). Once a product, brand,
company, geographical region, or a country manages to win a
preferred status with those who want what it offers, a process
of imitative selection sets in. People want what they hear
about. Kids want to wear what their friends are wearing.
Word-of-mouth referrals give the brand a top-of-mind status.
As market share increases, revenues and cash flow increase,
and more money goes into advertising, market development,
building distribution channels, and making the brand more
widely familiar. Distributors only want to stock the products
the public is asking for. Each success makes the next one
more likely.

When teen-pop singer Britney Spears was fifteen years
old and dreaming of a career in the music business, advertis-
ing executives from Pepsi-Cola were not camping on her
doorstep. They were paying Michael Jackson millions of dol-
lars to appear in TV ads for their product. When scandals and
morals charges knocked Jackson from his pedestal, Pepsi
dropped him like a hot potato. In 2002, when Spears had
clearly become the product of choice in the pop-star catego-
ry, the company rushed to her agents with bushels of money.

When a book and its author appear on a daytime talk
show such as “Oprah,” bookstore sales immediately go
through the roof. Once the book becomes a bestseller, other
talk-show hosts pursue the author, columnists tout the book,
and the publisher pours more money into more advertising,
making the book familiar to more people. It “breaks through,”
as marketing people say, or in the words of author Malcolm
Gladwell, it passes the “tipping point.”” One of the best-sell-
ing fiction book series of all time, the Harry Potter phenome-
non, began with no natural advantages. Its special appeal to
young readers put it on the charts, and once it got there the
principle of self-reinforcing advantage boosted it like a rock-
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et. Shortly after the first book, Scottish author J.K. Rowling
found herself licensing her “product” for films, TV shows,
clothes, toys, and a host of collateral marketing avenues.

Coca-Cola is the dominant consumer product brand in
the world because it's the dominant consumer product brand
in the world. That doesn’'t mean the company doesn’'t do
everything it conceivably can to build and maintain that mar-
keting dominance. It spends nearly $800 million a year on
advertising and promotion. Japan is the leading producer of
consumer electronics on the planet because it makes good
products and because most other countries and companies
have yielded the turf. Finland, a country many people couldn’t
find on the map ten years ago, currently dominates the world
market for cellular phones; it makes good products and it got
the upper hand.

A firm’s stock price can play a significant part in this SRA
syndrome. When a company is hugely successful, investors
bid up its stock price on the expectation of future gains in
earnings. A higher stock price and a stronger balance sheet
give it the power to borrow money at good rates, issue new
stock to raise additional capital, and use its shares to acquire
other firms that can contribute to its growth strategy. During
the 1999 to 2001 “Internet bubble” period, companies like
Yahoo!, Amazon.com, and Cisco used their overinflated
shares to great advantage.

Unfortunately, the principle of self-reinforcing advantage
works in both directions: It helps you on the way up and it
punishes you on the way down. There’s a tipping point at the
top of the success curve, and if you somehow pass through it,
you get a lot of help going back down. When a firm is solidly
in control of its part of the market, its leaders may start to feel
invincible; they attribute the success of the enterprise to
their own vision, genius, and leadership instead of to the
natural confluence of forces that keep reinforcing its advan-
tage. They don’t believe they're ever going to come down.

Of course, an executive with an abundance of personal
confidence might take the attitude expressed by the fiction-
al Daddy Warbucks in the famous play Amnnie, when he
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declares: “I decided a long time ago that you don’t have to be
nice to the people you meet on the way up if you're not com-
ing back down.” But for most, being at the top is a sometime
thing, at least as seen from the perspective of the longer
view.

In recent decades, a surprising number of seemingly
invincible big-brand companies have tipped over and start-
ed back down. ATET, once the bluest of blue-chip American
companies, went into a slow tailspin after its deregulation
and break-up in the early 1980s and never really regained its
dominant position. One management blunder after another,
amplified by a newfound indifference to its customers, cost
the company its iconic reputation as America’s telephone
company. A complete loss of strategic focus, acquisitions and
divestitures that made no sense, a revolving-door series of
leadership changes, and an utter loss of confidence on the
part of Wall Street analysts and stockbrokers turned the “wid-
ows and orphans” stock into an also-ran. When the company
was riding high, most of the major management moves met
with approval by its long-term fans. Once it was clearly in
trouble, it seemingly could do nothing right.

Sears, once universally considered “America’s
Department Store,” tipped over sometime in the 1970s or
1980s and began a long decline. Having once dominated the
main shopping areas of towns of all sizes, and having gained
a fair foothold when the “malling” of America began in the
late 1950s, nevertheless Sears couldn’t sustain its dominant
position. By 2000 it had been far surpassed by Wal-Mart as
America’s “everything” store.

Xerox Corporation, another icon of the American growth
period of the 1960s, also looked like a permanent winner in
the industry it had created. Studied in university business
courses, lionized on Wall Street, and touted as a real
American original success story, Xerox also tipped over at the
top and began a steady drift down the growth curve. Unable
to meet the Japanese invasion of competing copiers—many
with better quality, more attractive features, and better
prices—the company vainly fought like an aging alpha male
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gorilla defending his females and his territory, all the while
knowing it's a losing battle. Perhaps the most ignominious
experience for the once-proud maker of sophisticated repro-
duction systems was introducing a shabby excuse for a “per-
sonal copier,” to be sold through office supply stores in com-
petition with established high-quality products already on
the shelves, offered by Brother, Ricoh, Canon, and even
Hewlett-Packard. The product was an embarrassing flop,
which the company mercifully killed in 2001.

Osborn Computer Company set a record in the early
days of the personal computer industry, for the fastest trip up
the success curve and back down again. Founded by a color-
ful Briton named Adam Osborn, who declared himself the
techno-messiah destined to revolutionize the PC industry,
the upstart company introduced the first portable computer.
Osborn rightly foresaw the day when people would want to
have computers wherever they went, and he launched a firm
to get the category started. With good capital backing, capa-
ble designs (bulky by today’s standards, but promising in
that they were, in fact, portable), and marketing chutzpah, he
introduced the Osborn Portable Computer. Sales were very
promising, commentators in the industry hailed him as one of
the innovators, and a raft of competitors started gearing up
their designs for the market.

Unfortunately, Osborn tried to move too fast and he out-
ran himself. In a move characteristic of the computer industry
in those days, he announced his newest design, a successor
to the popular Osborn I, before it was off the drawing boards
and into production, hoping to lure customers away from any
competing product that might appear in the meantime.
Unfortunately, it was another case of ballistic podiatry.
People abruptly stopped buying the existing model, which
they now understood to be obsolete, and waited for the
Osborn II. Revenues dropped precipitously, the company
went into a cash crisis, and the new product never material-
ized. Osborn disappeared into a black hole. Shortly there-
after Compaq Corporation introduced its portable computer
and virtually took over the market.
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Adam Osborn’s desperation move, of pre-announcing a
product in hopes of preventing customer defections to other
products, has come to be seen in the computer industry as a
questionable marketing strategy, and in some cases virtually
suicidal. It reminds me of the line from the musical play Lil
Abner, in the song about the southern Confederation’s hero,
general Jubilation T. Cornpone. According to the song, which
ironically chronicled General Cornpone’s brave but ill-
advised acts, “With our ammunition gone and faced with utter
defeat, who was it that burned the crops and left us nuthin’ to
eat?”

Notes

1. Elisabeth Kiibler-Ross, On Death and Dying (New York: Scribner, 1997).

2. Irving Janis, GroupThink: Psychological Studies of Policy Decisions and
Fiascoes (Boston: Houghton-Mifflin, 1982).

3. Gladwell's book The Tipping Point passed through the tipping point
and has become a popular book about cultural change. See Malcolm
Gladwell, The Tipping Point: How Little Things Can Make a Big Difference
(New York: Little, Brown, 2000).
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CHAPTER 3

WHAT IS
ORGANIZATIONAL
INTELLIGENCE?

Today, something is happening

to the whole structure of human consciousness.

A fresh kind of life is starting.

Driven by the forces of love,

the fragments of the world are seeking each other,
so that the world may come into being.

Pierre Teilhard de Chardin

WHAT MAKES A SWARM OF BEES, a flock of birds, or a school
of fish move in a harmonious, beautifully coordinated way?
What uncanny mechanism of group awareness and synchro-
nism enables them to behave as one entity? Are humans
capable of the same coordinated, synchronous behavior?

Alternatively, what’s the essential difference between a
graceful flock of birds in migration and a buffalo stampede?
And, by the way, what happens when human beings stam-
pede?

41
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Syntropy: Multiplying Brain Power

The opposite of entropy, the alternative possibility we might
hope for, is syntropy. We can define syntropy as the coming
together of people, ideas, resources, systems, and leader-
ship in such a way as to fully capitalize on the possibilities of
each.

Whereas entropy denotes the loss of available energy
caused by various forms of disorder, syntropy denotes the gain
in energy made possible by the intelligent integration of
resources.

EXAMPLE

What'’s the difference between a world-championship
basketball team and five very tall people? Plenty.
Each team member has to have an unusual degree of
talent, know-how, and motivation. But those aren’t
nearly enough. They have to have a common purpose.
And each one has to know how to cooperate, coordi-
nate, and combine his or her special capacities with
those of his or her mates. Apply the same principle—
intelligent integration of resources—to any enterprise
you can imagine: a jazz combo, a dance troupe, a spe-
cial-forces military unit, a surgical team, a happy fam-
ily, a legislative body, a small business, or a large
business. Its success rides on the skillful merger of
individual “intelligences” (broadly defined) into one
common intelligence.

Just as entropy is a defining characteristic of collective
stupidity, syntropy can be a defining characteristic of collec-
tive intelligence, or Ol. Because entropy seems to be the typ-
ical tendency of people in organizations, it should come as
no surprise that syntropy requires conscious, deliberate,
intelligent effort. Indeed, it requires intelligence applied to
intelligence.

Just as entropy has certain causes, or at least certain
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antecedents, so syntropy has its causes. Just as entropy
increases when competing unit managers withhold useful
information from one another, syntropy increases when they
voluntarily share what they know, trade ideas, and encourage
their employees to do the same. Whereas maladjusted orga-
nizational structures increase entropy, intelligent schemes
for deploying resources increase syntropy.

Seven Traits of the Intelligent Organization

Harvard psychologist and researcher Dr. Howard Gardner
contends that human beings have more than one kind of
intelligence. Contrary to the older view of individual intelli-
gence as arising from a kind of “G” factor, or general compe-
tency level, Gardner argues that we have at least seven
“intelligences.” These seven ways of being smart, according
to Gardner, include verbal-linguistic intelligence, logical-
mathematical, spatial, musical, kinesthetic or sensorimotor,
interpersonal, and intrapersonal or “emotional intelligence.”’

Similarly, we can argue that organizations have—or
lack—a number of intelligences, or dimensions of compe-
tence. Indeed, I have observed a corresponding complement

of some seven intelligences in my work with enterprises of all
kinds.

Before we adopt a working model of OI, however, we
should remind ourselves that we are dealing with a subjec-
tive concept. Although we may find ways to specify the ele-
ments of Ol more succinctly, and even work out ways to
assess them, we should avoid the temptation to make it more
numerical or normative than common sense allows. We don't
need to compute a single, numerical IQ score, or rate organi-
zations in percentile categories, in order to make good use of
the concept of OI. Our purpose in this exploration is to use
the concept of OI as a useful envelope for thinking about
organizational effectiveness, and in particular how to help
organizations evolve toward their full potential.

With those caveats in mind, let’s explore the possibilities
for a working model of OI, which offers some seven key
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dimensions, as illustrated in Figure 3-1. Bear in mind also
that each of the seven dimensions of OI, which we will
explore, is a trait, not a set of behaviors, not a structural char-
acteristic, not a process, nor a particular way of operating.
Each of these traits, or intelligences, has various
antecedents, or causal factors. Antecedents can include sen-
sible organization structures, competent leadership, prod-
ucts and processes suited to the demands of the market-
place, coherent missions, clear goals, core values, and poli-
cies that determine the rights and treatment of employees. In
each dimension, we can identify various antecedents which
can contribute to maximizing that element of intelligence.

1. Strategic Vision. Every enterprise needs a theory—a concept,
an organizing principle, a definition of the destiny it seeks to
fulfill. Its leaders must ask and answer questions like: Who
are we? Why do we exist? What is the primary value propo-
sition that lies at the core of our existence? Why should the
world accept, appreciate, and reward us for what we do?

o
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Figure 3-1. Seven traits of organizational intelligence.
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Note that strategic vision refers to the capacity to create,
evolve, and express the purpose of the enterprise, and not
to any particular vision, strategy, or mission concept in and
of itself. The OI dimension, or trait, of strategic vision pre-
supposes that the leaders can articulate and evolve a suc-
cess concept, and that they can reinvent it when and as nec-
essary.

2. Shared Fate. When all or most of the people involved in the
enterprise—including associated stakeholders like key sup-
pliers and business partners, and in some cases even the
families of its members—know what the mission is, have a
sense of common purpose, and understand their individual
parts in the algebra of its success, they can act synergistically
to achieve the vision. This sense that “We're all in the same
boat” creates a powerful feeling of community and esprit de
corps. Conversely, when they have no vision or shared concept
of success, they cannot hope to contribute their individual
efforts to steer the boat in the desired direction. Without a
sense of shared fate, the psychological tone of the culture
degenerates into a “Look out for number one” spirit.

3. Appetite for Change. Some organizational cultures, usually led
by their executive teams, have become so firmly set in their
ways of operating, thinking, and reacting to the environment
that change represents a form of psychological discomfort or
even distress. In others, change represents challenge,
opportunity for new and exciting experiences, and a chance
to tackle something new. People in these environments see
the need to reinvent the business model as a welcome and
stimulating challenge, and a chance to learn new ways of
succeeding. The appetite for change needs to be big
enough to accommodate the kinds of changes called for in
the strategic vision.

4. Heart. Separate from the element of shared fate, the element
of “heart” involves the willingness to give more than the
standard. Organizational psychologists refer to discretionary
effort as the amount of energy the members of the organiza-
tion contribute over and above the level they have “con-
tracted” to provide. In an enterprise with little heart, staff
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members basically just do their jobs. In an organization with
heart, the leaders have somehow managed to earn a meas-
ure of discretionary effort, i.e., the willingness of the employ-
ees to contribute something more than expected, because
they identify their success with the success of the enterprise
and because they want it to succeed.

Alignment and Congruence. Without a set of rules to operate by,
any group of more than a dozen people will start bumping
into one another. They must organize themselves for the
mission, divide up jobs and responsibilities, and work out a
set of rules for interacting with one another and for dealing
with the environment. Any organizational structure you can
imagine will impose limits and constraints as well as provide
for cooperation. It's hard to work intelligently and perform
effectively with crazy systems. Sometimes the organization
itself—the configuration of roles, goals, rules, and tools—
changes from a solution to a problem in and of itself.

When the design of the organization and its structures, sys-
tems, methods, processes, policies, rules and regulations,
and reward systems push people in directions away from
the achievement of the mission, a chiropractic adjustment is
in order. Unvoiced policies, norms, values, and expectations
also play a part in shaping human effort either toward or
away from the value proposition that justifies the organiza-
tion’s continued existence. In an intelligent organization the
systems, broadly defined, all come together to enable the
people to achieve the mission. Its designers and leaders
have eliminated most of the structural contradictions to the
core value proposition, and have promoted the alignment of
individual energies toward the common purpose.

Knowledge Deployment. More and more these days, enterpris-
es succeed or fail based on the effective use of knowledge,
information, and data. Almost every business organization
these days depends heavily on the acquired knowledge,
know-how, judgment, wisdom, and shared sense of compe-
tency possessed by its people, as well as the wealth of oper-
ational information that flows through its structure every
minute. The capacity to create, transform, organize, share,
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and apply knowledge is becoming an ever more critical
aspect of competing in complex business environments.
Going well beyond the current IT formulas for “knowledge
management,” knowledge deployment deals with the
capacity of the culture to make use of its valuable intellec-
tual and informational resources. In this respect, knowledge
deployment probably deserves to be conceived of as an
anthropological proposition rather than a technological or
structural one. OI must include the free flow of knowledge
throughout the culture, and the careful balance between the
conservation of sensitive information and the availability of
information at key points of need. It must also include sup-
port and encouragement for new ideas, new inventions, and
an open-minded questioning of the status quo.

7.  Performance Pressure. It's not enough for executives and man-
agers to be preoccupied with the performance of the enter-
prise, i.e. its achievement of identified strategic objectives
and tactical outcomes. In the intelligent organization, every-
one owns the performance proposition, i.e. the sense of
what has to be achieved and the belief in the validity of its
aims. Leaders can promote and support a sense of perfor-
mance pressure, but it has the most impact when it is
accepted by all members of the organization as a self-
imposed set of mutual expectations and an operational
imperative for shared success.

These seven dimensions of OI, portrayed in Figure 3-1 as
converging toward a state of syntropy, will serve as the foun-
dation model for the remainder of the discussion in this
book.

Evaluating the OI status of any particular organization is
admittedly a rather subjective matter—more like a mental-
health appraisal than a detailed medical checkup. If you're a
member of an organization of any type, however, chances are
you were reading about the seven traits of Ol with your own
enterprise at least partly in mind. Those seven dimensions
invite an immediate “first impression” evaluation, and one
can certainly delve deeper looking for more specific evi-
dence.
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Profiles in Intelligence: You Know It When
You See It

It is fair to ask: Are there really any highly intelligent organi-
zations we can study and learn from? Granting for a moment
that any organization can have its good days and bad days, or
pockets of intelligence and pockets of craziness, neverthe-
less can we find at least a few very outstanding organizations
that give us confidence that Ol is really achievable?

DISNEY

One of the most interesting Ol case studies is a company
many management theorists and business schools have stud-
ied extensively, and held up as an example of excellence in
both concept and execution: Disney, particularly its
Disneyland and Disney World theme parks. Some would say
the company has been studied ad nauseam, but that may be a
testimony to the durability of its business model and the
fidelity of Disney executives and managers to the value
proposition at its foundation.

Let's apply the seven-dimensional model of OI to the
Disney park operations and see what we can discover:

3  Strategic Vision. The Disney strategic concept is one of the
clearest, strongest, richest, and most implementable para-
digms imaginable: a customer experience of fun and fantasy
delivered in a theatrical environment. Capitalizing on the
worldwide brand recognition of the Disney characters—the
ageless Mickey Mouse and his lovable friends—and offering
a magical environment in which they can work their enter-
tainment magic, the business model is based on a show-
business proposition. This is not an “amusement park,” in
the usual sense; it's a theater that surrounds and includes
the audience. The staff members are not operating a theme
park; they're putting on a show for the customers.

The Disney business model is admirably coherent, focused,
and self-consistent. Indeed, many would consider it as exist-
ing in a category of its own making. That said, we should rec-
ognize that the model has been in place for over four
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decades, and with the exception of various upgrades and
product improvements it's the same as the original model. If
we define the Strategic Vision component of OI as the abili-
ty to have and evolve a vision and direction, we can't be
sure that Disney’s management hasn’t forgotten how. They
haven't faced the need to reinvent the business in a long
time. On the other hand, Disney’s performance in other
aspects of its entertainment business generally deserves
high praise. With the exception of an occasional media prod-
uct that fails to dazzle, and the firm’s troubled relationships
with cable-TV networks, Disney as a firm has generally
demonstrated a respectable capacity for strategic thinking.

3  Shared Fate. If the cast members working at the park (they are
not known as “employees”) don't feel they belong to some-
thing worthwhile, they can sure fool the audience (not “cus-
tomers”) into thinking so. The process of attracting, inter-
viewing, hiring, placing, indoctrinating, and training cast
members concentrates on attitude. Just as actors in a stage
play are expected to “buy into” their roles and psychologi-
cally become the persons they are portraying (or at least get
close to that theatrical goal), cast members are expected to
be psychologically engaged, not just filling a spot. Disney’s
training programs are legendary for their unapologetic
emphasis on a high level of psychological performance, and
the results show in virtually every customer interaction.

The sense of shared fate is not artificially created or main-
tained; it is anchored quite logically in the need to deliver a
skilled theatrical performance at every “moment of truth.”
Disney cast members know that the image and reputation of
the entertainment product rest squarely on their shoulders.
The fact that Disney parks generally get first pick of available
workers in all of their business areas, and that most supervi-
sors and middle managers grow up through the ranks, also
testifies to the firm’s ability to maintain a strong sense of
community.

(3 Appetite for Change. This factor is rather difficult to assess for
the Disney parks, although one could argue that the firm
overall has been fairly versatile in adjusting to new trends
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and opportunities, particularly in its media products. At the
park level, management continually invests in maintaining,
modernizing, and upgrading the various attractions. Visitors
generally encounter a major new attraction of some sort
within any span of one to two years, and many of the exist-
ing attractions get face-lifted on a fairly regular basis. One
could argue that these kinds of improvements and upgrades
are really just the basic cost of maintaining the market posi-
tion and brand strength, and necessary to justify the premi-
um prices charged for admission. More than one dominant
firm, however, has let its brand go stale for lack of commit-
ment to redesign and continuous improvement, so the firm
at least deserves credit for diligence.

Heart. In the case of Disney, the dimensions of Heart and
Shared Fate are probably more nearly synonymous than
might be the case with other firms. In some cases, employ-
ees could have a high sense of Shared Fate, but might be
profoundly discouraged, depressed, or alienated from the
enterprise for any number of reasons, and consequently
have little Heart. Alternatively, in some performance-
obsessed organizations, strongly self-motivated people
could be working hard for their own interests but have little
interest in the success of the overall firm. Again, Disney cast
members certainly seem to have a lot of heart, which is what
counts. The firm has had its share of labor troubles, which
suggests that not all cast members feel perfectly identified
with the enterprise: After all, Mickey Mouse is a member of
the Teamsters Union. But in general, few would claim that
the firm abuses or exploits its workers in a way characteristic
of some of the worst industries, and the entertainment
industry as well.

Alignment and Congruence. On this dimension, Disney has few
equals. The operation of a Disney park is a master perfor-
mance in translating the value proposition of the business
model—fun and fantasy delivered in a theatrical environ-
ment—into practical action, results, and customer experi-
ences tens of thousands of times a day. To start with, the
very vocabulary of the operation encodes the priorities of
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the business model: show business. It's not a crowd and
they're not customers, it's an audience. They are cast mem-
bers, not employees. There is no personnel department, it's
the casting department. They don’t wear uniforms, they
wear costumes. A cast member who is in sight of audience
members is not on duty, he or she is on stage; when on
break, he or she is off stage.

Following on from the vocabulary, a consistent pattern of
behavior creates the dream world of the entertainment
experience. You'll never see two cast members leaning
against a wall taking a smoke break. You'll never walk into a
rest room and see Mickey Mouse or Minnie Mouse with his
or her head removed, attending to mundane biological
needs. Cast members enter and leave the park through con-
cealed entrances, and when they go on-stage they quietly
appear from behind a tree or through a door you didn’t
notice was there. You don’t see cast members with long or
unkempt hair, excessive make-up, or pierced body parts.

You hardly notice the constant cleaning and trash removal,
even though it goes on in little ways right under your nose.
After the park closes, the “night gnomes” come out—the gar-
deners, cleaners, repair workers, painters, and lots of other
specialized actors—tending to the flowers, fixing anything
that got broken during the day, touching up painted areas,
continuing the maintenance or upgrading of attractions, and
getting everything ready to open up again the next day. The
Disney magic, if there is any, is having a clear and com-
pelling value proposition and in aligning all resources
toward delivering it, and in eliminating all possible contra-
dictions to it.

3 Knowledge Deployment. In the sense of a complex organization
with rapidly changing flows of information and knowledge,
Disney’s park example is less interesting than those of some
other enterprises. However, from the standpoint of the
amount of know-how required to make the concept work, it
is a very impressive model indeed. If you walk around the
park and think about what there is to know, who has to know
it, and what it takes to help them know it, you can easily con-
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clude that the park is a very knowledge-intensive business
operation. The first priority in such an operation is to deploy
the core concept of the business, the show-business pre-
cepts and a sense of what they mean in action. This happens
through the formal processes of training and indoctrination
as well as the many informal contacts between supervisors
and cast members.

Disney has long been noted for its unique combination of
“loose and tight” rules and regulations. For example, a
scripted monologue presented by a cast member working
on a particular attraction must be presented without the
slightest modification, although intonation and inflection
may be personalized. In contrast, much of what needs to be
done is encoded in the personal judgment and experiential
knowledge of all members. For a further example, mainte-
nance people live up to the following expectation: “When
the park opens in the morning, it should look just as good as
it looked on opening day.” For a painter, a repair worker, a
gardener, or any of the workers involved in the cosmetic
appearance of the park, this is sufficient. Does it really
improve things to publish an extensive maintenance manu-
al or a manual for gardeners, telling them things they already
know? In many ways, Disney has reconciled the need to
specify various critical elements of knowledge and proce-
dure with the enabling power of subjective knowledge
shared by all members of the organization.

Performance Pressure. Whereas some businesses, like stock
brokerages and car dealerships, depend on the relentless
pursuit of additional sales events, the Disney performance
model is oriented more closely toward creating a design—a
special atmosphere and a set of experiences that generate
revenue. In the Disney case, Performance Pressure consists
primarily of making sure people put on the show skillfully. A
Disney park is, however, very much a retailing concept,
although many people don'’t think of it that way. The rev-
enue stream involves much more than ticket sales at the
front gate. A typical family spending a day in the park may
spend at least as much on food, souvenirs, and other indul-
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gences as on the price of admission. If you've visited a
Disney park, picture your experiences as you moved
around. Whenever you came out of a major attraction or
climbed off a ride, you encountered a buying opportunity—
a gift shop, a food kiosk, a souvenir stand, a balloon vendor,
or a restaurant. The traffic pathways are skillfully designed to
maximize your exposure to as many retail opportunities as
possible, and yet you probably don't find the merchandis-
ing process offensive because it's embedded in the enter-
tainment experience. While the audience members have
the unalloyed experience of fun, fantasy, and entertainment,
the people putting on the show have no illusions about the
outcomes expected of them: separating you from your
money. If it happens amicably, you're looking forward to
coming back to do it again, and you recommend that others
do the same, then a high score on Performance Pressure cer-
tainly seems in order.

One problem with using the Disney model as an exemplar
of Ol is that it's almost too good. The Disney theme-park busi-
ness has maintained its remarkable level of quality and per-
formance ever since the first operation opened in Anaheim in
1955. Although there is much we can learn from the example of
the Disney parks, we can also benefit from studying organiza-
tions that have struggled to become intelligent.

CONTINENTAL AIRLINES

Continental Airlines offers a useful profile of a firm that went
from a near-death experience to an outstanding level of per-
formance, in just over a year.

After a ten-year spiral into mediocrity and red ink, which
included two episodes of Chapter 11 bankruptcy, Continental
entered the 1995 business year as a certified basket case.
CEO Gordon Bethune had just taken over as the tenth chief
executive in as many years.

The firm’s service performance was dead last in most cat-
egories—on-time arrivals, baggage handling, and customer
complaints that ran to three times the industry average. It
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had lost money every year of the preceding decade, includ-
ing over $200 million in 1994 alone—a substantial loss for a
firm of its size. Both customers and shareholders were aban-
doning the firm in droves. The stock price had fallen to a frac-
tion of its long-ago value, to a low of $3.25 per share.

Continental’'s employee culture was in a state of shock,
with turnover, absenteeism, sick leave, and work injuries at
alarmingly high levels. Bethune described the culture as
“completely dysfunctional.” To make matters worse, the firm
was paying its workers far below the average for its industry.

According to Bethune, “We were a terrible company that
did a lousy job of providing service, paid its work force badly,
barely managed to hold on to disgruntled, unhappy employ-
ees long enough for them to drop wrenches on their feet and
file workers’ compensation claims, and lost so much money
that we were perilously close to our third—and no doubt
final—bankruptcy.”

Presumably Continental at that point in its history quali-
fied as the poster child for collective incapacity. The big story
lies in Bethune's success in getting all of the players in the
company to pull up their socks and engineer an impressive
turnaround and comeback. Bethune and his team did such an
effective job of restoring sanity, intelligence, and commit-
ment to performance that he was entitled to present the case
in his book, From Worst to First: Behind the Scenes of Continental’s
Remarkable Comeback.’

To make the connections between Continental’s come-
back and the OI model we've been exploring, we can trace
the actions and results in each of the seven key dimensions
of Ol

3  Strategic Vision. Bethune, with his right-hand executive Greg
Brenneman and various key team members, began taking
care of the obvious: concentrating on the firm’s most prom-
ising markets, dropping less profitable routes, developing
new pricing rationales, refinancing operations and renegoti-
ating aircraft leases, and making a variety of other textbook
moves that should have been made in the past. For the
most part, the turnaround involved little in the way of major
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new strategic concepts or unusual marketing strategies. Just
imitating the strategic approaches of the firm’s major com-
petitors would be enough as a start.

Operationally, the firm had to express its new commitment
to quality and service in ways visible and valuable to its cus-
tomers. As its performance began to rise, first tentatively
and then dramatically, it began to have things to brag about.
Skillful communication of the idea of the “new Continental”
to the flying public gained new respect for the firm and a
sense that it deserved a second chance.

(3 Shared Fate. With this dimension, the executive team faced
one of its biggest challenges. The firm had largely lost its
sense of identity, so the employees had little to identify
with. In Continental’s case, giving the employees a reason to
sign on again and to identify themselves with the enterprise
was both crucially important and uncommonly daunting.
There had been nothing to be proud of any more, nothing to
fight for, and nothing to win by fighting—or so most of them
seemed to believe.

As in many similar cases, Bethune had to rely on results
to rekindle the sense of shared fate and pride. Having
persuaded a critical mass of the work force to get behind
the turnaround plan, he took every opportunity to show
them that they were succeeding. As things got better,
there was more to believe in, and the spirit began to
come back. Once the level of hope had recovered signif-
icantly, the firm's leaders reinforced it with personal com-
munication as well as with celebration and ceremony.

3  Appetite for Change. Continental had good news and bad news
in equal measures. The need and the imperative for change
could not have been more starkly clear and compelling. But
with the general state of low energy, bordering on a kind of
cultural depression, few people seemed to be able to
muster the sense of determination for the battle. However,
once the executive team began selling the idea that a come-
back might be possible, and reminding people that the
unthinkable alternative—bankruptcy and probable extinc-
tion—was immediately at hand, they had little problem
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making the case for action. In this and similar cases, the
appetite of the employees for the battle depends largely on
the belief that they have a fighting chance. As leadership
guru Professor Warren Bennis says, “The first task of the
leader is to keep hope alive.”

Heart. With the dimension of Heart, or morale, the job was
daunting, as it was with the dimension of Shared Fate. Once
the leadership team had succeeded in selling the employ-
ees on the idea that Continental was their company, and
that it was worth saving, most of them figuratively climbed
into the same boat. But inviting them to row like hell took
more time, effort, and a lot of persuasion. This aspect of
Continental’s comeback probably tested the leadership of
the top team as much or more than any other.

Building Heart is a very personal, psychological, and emo-
tional matter. Somehow, in a day filled with stressful deci-
sions, negotiations, risky judgments, confrontations, brush
fires, and unexpected setbacks, the leader has to find the
energy and the time to talk to people. This means getting
through to people at a very personal, practical level—
explaining what's going on, helping them to cope with the
setbacks, showing respect and compassion for their strug-
gles, offering hope, and asking for their help. Some experts
call these the “soft” skills of management and leadership,
but the soft skills can be very hard, especially in hard times.

Alignment and Congruence. Much of what Bethune and his sen-
ior team did was to get things working again. Certainly there
were changes and improvements in the operational
processes, and in some instances clever redesign of
processes and methods. But in cases where the quality and
performance have fallen to distressingly low levels, good
common sense can generate significant improvements and
cost savings, especially on a cumulative basis across the
whole operation.

Under the circumstances of despair and depression, much
of the entropy comes from lack of the will to do things well.
Poor or mediocre service delivery, accidents, sabotage,
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waste, sloppy work, lack of cooperation, and lack of initiative
amount to emotional misalignments, so to speak. Add these
to the kinds of systemic malfunctions and faulty work
processes that have evolved, and you have a very high
entropy tax indeed. In particular, an airline company must
be a highly coordinated operation, especially because it
operates on a relentless pace of performance. It's not
enough to get one airplane safely off the ground with a load
of passengers, fuel, food, and supplies, and then to get the
plane down at the other end of the trip; you have to repeat
the process time after time after time. There are countless
opportunities in an operational system like Continental’s to
waste labor, time, money, and other resources. On the other
hand, there are usually countless opportunities to realign
the processes and drive down the entropy costs.

3 Knowledge Deployment. Here we have less evidence from
Bethune’'s memoir and other available information about
how this dimension played a part in the comeback.
Consequently, I cannot offer an extensive commentary on
this particular dimension. However, it would certainly have
been the case that disgruntled, disaffected, and dysfunc-
tional employees would have needed to recommit them-
selves to mastering the know-how of their business and
applying their skills and knowledge to rebuild the quality of
the operation and rebuild the value package offered to their
customers. There is a sort of informal “knowledge of the
trade” that highly committed, switched-on performers have
in common. In some cases it can even amount to a distinct
competitive advantage for their enterprise. As performance
deteriorates, knowledge quality deteriorates. As the culture
becomes healthy again, and as morale and esprit de corps
make a comeback, knowledge quality goes up.

3  Performance Pressure. With this dimension we have the sine qua
non of the turnaround dynamic. All of the strategic thinking,
the spirit of the work force, the readiness for change, the
alignment and congruence, and the shared knowledge
count for little in the end unless the firm can outdo its past
record of failure. In the context of all of the other elements
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of OI, Continental’s leaders had to sell the idea of perfor-
mance—constantly, persistently, relentlessly. Most of the
selling strategies involved common sense, not magic. It was
a simple matter to measure and publicize the company’s
service performance scores. On-time departures steadily
increased. Baggage-handling errors dropped, and customer
complaints soon dropped as well.

The performance parameters, including measures of finan-
cial performance, were constantly in the employees’ field of
view. During one stage, each employee received a $65
bonus each month in which the company’s performance
increased as measured by the U.S. Department of
Transportation’s service index. Cultural improvements—Ilike
casual dress day, throwing out the old rulebooks for employ-
ee conduct, and frequent meetings between executives and
employees—served to reinforce the perception that things
were getting better.

And get better they did. Continental improved dramatically
on virtually every measure of service performance, and the
company returned to profitability for the first time in a
decade. It posted earnings of over $200 million for 1995, as
contrasted to a loss of about the same amount for the previ-
ous year. In 1996 it earned over $500 million, and continued
to increase profits quarter by quarter thereafter. The stock
price rose past S50 per share.

Internally, things got much better as well. With pay increas-
es of as much as 25 percent, the employees began to feel
they were working for a winning company again. Morale rose
dramatically, as measures of disaffection like absenteeism,
sick leave, and job injuries dropped sharply. Employee
pride also surged when the trade journal Air Transport World
selected the company as Airline of the Year, out of 300 con-
tenders worldwide.

There is no such thing, of course, as a permanent fix or an
irreversible comeback. Neither Continental nor any other
company is blessed with immunity to future attacks of collec-
tive incapacity. What goes up can easily come down. Our les-
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son in this case, however, is merely that it can be done.

Most experts who have studied Continental’s turnaround
seem to agree that Bethune and his leadership team did
most of the right things. Come to think of it, most of the things
they did deserve to be done all the time in every business.

As previously mentioned, evaluating an organization on
these rather subjective dimensions is necessarily a subjec-
tive experience. Even with both the Disney and Continental
models there may well be some points of disagreement
among expert observers. However, the purpose of having and
using a conceptual model for OI is to activate the thought
process itself, rather than try to agree completely on the
exact scorecard for any enterprise. Controversy sometimes
creates more insight than consensus. The experience of ask-
ing the questions, discussing the implications of the ques-
tions, and sharing viewpoints about how to answer them can
stimulate an invaluable ongoing conversation, which can
enrich the contributions of all involved toward the success of
the organization.

The Causes of Organizational Intelligence

At this point, it may be necessary to recommend an adjust-
ment in the expectations of anyone reading this book. I hope
you haven’'t been waiting for me to give you the complete,
perfect recipe and toolkit for making every organization high-
ly intelligent. Sorry—I don’t have it yet. I've only been at this
for a quarter of a century, so I'm still relatively new at it. The
best I can do—and I'll readily accede to others who can
demonstrate they can do it better—is to trace the common
antecedents, i.e. the things the leaders and the people of the
enterprise need to be doing to move it in the direction of its
potential intelligence. As we proceed with the remainder of
the discussion, working with each of the seven components of
Ol in turn, we will see these various recurring themes weav-
ing their way through the cases, stories, and experiences |
would like to relate.

Having offered that disclaimer, I don’t hesitate to confirm
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that we do indeed know a great deal about what makes
organizations both stupid and intelligent. We're certainly not
short of possibilities to work on until the perfect model
arrives. In some cases it's basically common sense: Let’s hold
our leaders more accountable to use their brains and think
things out before they go off half-cocked and perform ballis-
tic podiatry. Let’s expect those who make big decisions to
“look around corners,” as my executive friend used to say.
Let's expect them to take more responsibility for sharing
their thought processes, getting useful input from others
before deciding, and encouraging the ongoing strategic con-
versation in the organization that leads to a more competent
assessment of its problems and opportunities.

Beyond the basic requirements of common sense, cer-
tain primal factors present themselves unequivocally: lead-
ership, for one. Stupid leadership usually results in stupid
behavior on the part of organizations—not much discussion
necessary there. The visionary aspect of leadership becomes
more or less important depending on the challenges facing
the enterprise in its environment. The capacity of the chief
executive to build and lead a strong top team always plays an
important part in OI, and in some cases it drives most of the
other issues involved. The capacity of the key leaders to
deploy the strategic concept throughout the culture, enlist
people in its attainment, and build a sense of community can
be crucial, especially in a period of rapid change, adjustment,
or reinvention. And sometimes the biggest challenge facing
the leadership team is just getting things done: working the
business model, running the plays, and helping people do
what'’s necessary.

Systems obviously play an important part in OI. Stupid
systems make people look as if they're behaving stupidly,
and often make them feel stupid in the process. If the organ-
ization isn't designed for the mission, we shouldn’t be sur-
prised if creative internal energy gets squandered as
entropy. And the basic business model needs to make sense
before the systems can make sense. Add in the rules and reg-
ulations, policies, procedures, information pathways, and
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lines of authority and you have the prescription for stupidity
or intelligence.

At this point one could certainly ask “Isn’t the whole
question really about leadership? Isn'’t it really up to the
people at the top to make the organization intelligent? How
can anybody else who works somewhere down in the monkey
bars really contribute to OI in any significant way?” This is a
legitimate question, but one that may be bounded by too
narrow a view of leadership. Indeed, in a highly intelligent
organization there is no requirement—and no need—for all
of the knowledge, vision, influence, and sense of direction to
come from a small clique of people at the top. That's the
whole point of OI: intelligence at all levels, and by implica-
tion, leadership at all levels. Certainly the formally anointed
leaders have to do a number of things to create the condi-
tions in which OI can thrive, but they alone cannot make the
organization intelligent. All of the people who belong to, con-
tribute to, and have a stake in the success of the enterprise
are the ones who make it intelligent.

Should We Train Brains?

In 1978 the government of Venezuela created a new cabinet
department: the Ministry for the Development of Human
Intelligence, reportedly the first of its kind in the world. Dr.
Luis Alberto Machado took on the mission of revolutionizing
the life experiences of Venezuelans from birth into adult-
hood. His ambition was to help and encourage all those who
were involved with raising children—parents who brought
them into the world, doctors and nurses who delivered them,
teachers who taught them, and just about anybody else he
could implicate—to stimulate, encourage, and teach them to
use their brains more skillfully and more often. He also went
to work on the entire public education system, determined to
make the thinking process itself the focus of schooling. For a
brief period of time the remarkable prospect that thinking
itself could become a major social priority seemed almost
plausible.
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Unfortunately the Venezuelan government had given
Machado one assistant, a small office, and almost no budget.
After a valiant effort, which many observers still consider an
astonishing expedition into social engineering, the usual
political changes swept over the landscape and the program
died out in 1984. The new president of Venezuela and his
people had little interest in encouraging the whole popula-
tion to think more effectively.

For the past several decades many companies have also
toyed with various aspects of brain training—investing in
educational programs and task forces that promise to
improve the thinking skills of their workers. Corporate pro-
grams aimed at innovation and creativity have come and
gone—mostly gone. The American Society for Training and
Development recognizes brain training as a legitimate cate-
gory of human resources development. But indeed, it's only
a category, alongside the likes of supervision, time manage-
ment, financial planning, and communication skills.

Although one might sense an awesome possibility here:
the prospect of enabling the entire workforce of an organiza-
tion to get better at their primary work activity—thinking—
nevertheless the corporate attention span and investment
has been almost invariably short.

According to consultants Ruth Ann Hattori and Joyce
Wycoff, founders of the InnovationNetwork, based in Santa
Barbara, California, many firms have made serious efforts to
implement brain development programs, but for various rea-
sons few of them have really followed through. They cite well-
known firms like Bristol-Myers Squibb, Dupont, Enron,
Fidelity Investments, Ford Motor Company, Hewlett-Packard,
Kraft, Lucent Technologies, Pillsbury, Polaroid, and R.].
Reynolds as organizations that made significant attempts to
foster innovation and creativity.

According to Hattori and Wycoff:

Throughout the 1990s, self-appointed change agents fol-
lowed their passion and developed the on-the-job avoca-
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tion of facilitating creativity. Many of those activists man-
aged to find champions in upper management, who would
bless their pursuit and even help them establish a creativ-
ity or innovation center or an internal consulting role. The
change agents focused on training individuals and teams
in problem solving and idea-generation tools and tech-
niques. They facilitated management meetings, idea-gen-
eration sessions, product-naming sessions, and more.
They measured their success by the number of people
trained, the number of ideas generated, and the number
of requests for their service. And their numbers were
impressive.

But one by one, the centers disappeared. Though they did
good work training people and launching projects, each
center remained the pet project of one or a handful of pas-
sionate champions. When the leader or benefactor of a
center moved on to a new role, the center’s energy, will,
and funding faded.®

Further, for every organization that invested even mod-
estly in brain training, ten others found it utterly unappeal-
ing. Author and creativity lecturer Edward deBono shakes his
head in disbelief when asked to explain this near-universal
indifference to the prospect of training brains. “Corporate
executives will snap their fingers and spend tens of millions
of dollars for information technology—machine software,” he
says, “but they won’t spend a few tens of thousands of dollars
on developing the thinking skills of their people—the human
software.”

Perhaps the Venezuela syndrome also applies in busi-
ness: Do executives really want employees who have been
trained to think critically, question the status quo, come up
with better ways of doing things, and expect their managers
to make decisions effectively? Years ago, motivational expert
Professor Frederick Herzberg contended: “Most executives
want workers who are house-broken. They talk a good game
about wanting highly motivated employees who can add
value, but when it comes down to the particulars they really
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value obedience. Many executives are threatened by smart
people below them.”

Even though the techniques for evaluating the effective-
ness of training and the returns on investment flowing from
various particular training modalities are admittedly weak,
even a cursory evaluation suggests that brain training ranks
fairly high in both short-term and long-term impact. The
American Management Association’s popular three-day sem-
inar “The Brain Power Course” draws rave reviews from man-
agers and professional people who go through it. According
to AMA senior vice president Diane Laurenzo:

We've long recognized the value of training professional
people in advanced cognitive skills—divergent and conver-
gent thinking, brainstorming and creative idea production,
information mapping, group dynamics and team problem
solving, understanding thinking styles, listening and
explaining ideas, and even building self-concept and self-
esteem. These are foundation skills every person can use
every day in his or her job, career, and personal life.

AMA’s Brain Power Course operates on a core model of
multiple “practical intelligences,” i.e., skills any adult can
develop and practice, together with various specific methods
and skills for applying them. These ten macro-skills are:

Mental flexibility, or “tolerance for ambiguity”
Openness to new information

Capacity for systematic thought

Capacity for abstract thought

Skill at generating ideas

Positive thinking

Sense of humor

Intellectual courage

O ® N oA W =

Resistance to enculturation

e

Emotional resilience, or “emotional intelligence”
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I freely admit to a distinct bias with regard to this partic-
ular topic, because I've been involved in writing, teaching,
and lecturing about thinking skills for many years.* I've seen
countless cases in which people have learned to free them-
selves from automatic reactions and destructive emotional
responses, understand themselves better, function more
effectively in team situations, and vastly increase their confi-
dence in their capacity to think both creatively and system-
atically.

I also believe that, with the unrelenting pace of the tran-
sition of modern organizations from thing-cultures to think-
cultures, the need for people who can think clearly will only
increase. With the utter failure of most of our public schools
to equip our young citizens with effective thinking skills, our
business organizations are becoming the educators of last
resort. And I believe they’ll discover more and more clearly
that training in the very process of thinking can bring the
highest returns on the resources invested in it.

Notes

1. See Howard Gardner, Intelligences Reframed: Multiple ntelligences for the
Twenty-First Century (New York: Basic Books, 2000).

2. Gordon Bethune, From Worst to First: Behind the Scenes of Continental’s
Remarkable Comeback (New York: John Wiley, 1999).

3. “Innovation DNA,” T&D [Journal of the American Society for Training
& Development], January 2002, p.26. Contact the authors at
thinksmart.com.

4. Indeed, I designed AMA’s “Brain Power Course,” and had the pleas-
ure of personally teaching the first few sessions.



CHAPTER 4

STRATEGIC VISION:
Every Enterprise Needs a
Theory

To make a great dream come true, you must first have a great
dream.

Hans Selye, Physician, Researcher

WE BEGIN OUR JOURNEY INTO OI with the dimension of
Strategic Vision for several good reasons. First, an organiza-
tion with no sense of purpose or direction has little hope of
mobilizing any of the other six intelligences. As the shop-
worn expression goes, “If you don’t know where you're going,
then any road will take you there.”

Second, it really does “start at the top,” as they say. To
use a popular expression from the Russian culture, “The fish
rots from the head.” The leaders of the enterprise, and the
talents they bring to the process of shaping its destiny, can
have a profound influence on its possibilities. To be sure, not
all of the success factors lie completely within the grip of the
top management team, but they clearly have the position of
greatest potential, greatest leverage, and greatest opportuni-
ty to guide change. They can make it possible for the other
people in the enterprise to express their collective intelli-
gence, and to share in the experience of enabling the whole
organization to live up to its potential.

66
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We must resist the temptation at this point to delve
deeply into the thought process of strategic vision itself, as
interesting as that would be. Our purpose here is to under-
stand what makes an organization and its leaders capable of
forming and evolving a viable sense of destiny for the enter-
prise.

The Arc of Success: The “Golden Age” Syndrome

The late J. Willard Marriott, founder of the Marriott
Corporation, often said, “Success is never final.” He believed
it was harder to stay at the top than to get there in the first
place. His successor, Bill Marriott Jr., agrees emphatically.
“From a strategic perspective,” he says, “one false move can
be very costly.”

Over the long span of years, virtually all firms have their
seasons. Some last a hundred years or more—like GE,
Procter & Gamble, Mitsukoshi, and the Bank of England.
Others flame out in a short period of time—the Enrons and a
whole host of heavily funded dot-coms. And others die a
slow, lingering death—firms like Montgomery Ward, K-Mart,
and typewriter maker SCM Corporation. But very few, if any,
stay great forever.

This golden age syndrome, in which intelligence and
energy meet with exceptional opportunity, seems to happen
fairly often in business. Quite a few well-known enterprises
have displayed this arc of success, i.e., a rapid shooting-star
trajectory into a period of unprecedented growth, profit, or
other dimensions of success, followed by a leveling off, and
sometimes a decline to a previous state. While many firms
simply plug along at a respectable level of success, there are
some that have their moment in the sun.

SAS, the Scandinavian Airline System, became the dar-
ling of the airline business in the early 1980s. Led by a charis-
matic Swede named Jan Carlzon, SAS went through a remark-
able turnaround beginning about 1980 when Carlzon became
CEO. Prior to that, the firm had never made a profit as an air
carrier; it had always built its profits as a broker and trader of
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aircraft on world markets. Under Carlzon’s leadership, SAS set
out to create a superior customer experience, based on man-
aging the many “moments of truth” that occur every day in
delivering high quality service. Capitalizing on the ideas of
Swedish management consultant Richard Normann, and
mobilizing his brightest executives toward the common pur-
pose, Carlzon took the company from a loss of $8 million in
1981 to a net profit of $71 million on sales of S2 billion. This
happened while the rest of the airline industry in Europe
posted losses of over $2 billion.

All over Europe, executives, academics, and consultants
began to study Carlzon’s magic. Largely out of the SAS expe-
rience, the concept of service management emerged.' According
to Richard Normann, “Most of the major economies have
become service economies, not manufacturing economies.
Yet, we're still trying to run service businesses with manufac-
turing thinking and manufacturing models.”

For a period of almost ten years, it seemed that SAS
could do no wrong. It prospered with the recovering world
economy, it strengthened its grip on the European and
transatlantic air travel markets, and showed steady gains in
revenues and profits. It formed marketing partnerships
across Europe and North America, and seemed destined to
become a world leader in the air travel business.

For a variety of reasons, about which experts can argue
endlessly, SAS’s “golden age” began to fade. Tougher eco-
nomic times demonstrated that the SAS magic was not much
stronger than the competitors’ magic. It proved difficult or
impossible to keep the customer-contact employees perma-
nently revved up, smiling, and catering to customers with
style and flair. The great-service stories gradually began to
fade, morale returned to baseline levels, and the service
regressed from remarkable to just “pretty good.”

Carlzon’s next strategic moves were dramatic and per-
haps even inspired, but ultimately unsuccessful. He formed
a marketing alliance with the ailing American carrier
Continental Airlines, which had been in and out of bankrupt-
cy and long struggled with a mediocre internal culture.
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Hordes of Vikings from SAS'’s training department descended
on Houston and put on courses on “how to be excited about
your job.” The company’s high-energy type of smile training
wasn't a hit with Continental’'s cynical American employees.
The marketing plans didn’'t turn out as hoped, and the
investment had run to over $S200 million before SAS aban-
doned the attempt to resurrect the struggling company.

Carlzon also launched an ambitious marketing concept,
based on the idea of a world-wide travel service company.
Operating a number of hotels oriented to frequent business
travelers, as well as service companies in various sectors of
the travel and hospitality markets, he hoped to make SAS
part of the traveler's life from the time he or she left home,
got to the airport, traveled to the hotel, stayed overnight, and
indulged in various other tourist activities, all the way to the
trip home. It never worked. After about three years of inten-
sive effort and millions of dollars invested, SAS abandoned
the world-wide travel concept.

In 1990 Carlzon, who had previously been elevated to
the role of Chairman of SAS, personally took charge of the air-
line operation again, hoping to restore it to its former glory.
He tried to organize a mega-merger, intended to combine
SAS with several other European airlines, in an attempt to
create a critical mass of marketing power and route coverage.
After about two years of discussions and negotiations the
project, dubbed “Alcazar,” quietly died. Carlzon left the firm
in 1993 to take up other business interests.

SAS remains a strong and highly respected company. In
good times, it generates its fair share of profits. It also partic-
ipates in various marketing alliances, making it a viable
world-class airline. Nevertheless, its golden age didn’t last. It
has been a good company for a long time, and once it was
even great—it had its golden age.

The high-tech business sector offers a number of other
examples of this golden age syndrome. Apple Computer, for
one, enjoyed a spectacular birth and a history-making pat-
tern of early growth in the 1970s. Many watchers of the new-
born computer industry were certain that Apple had a per-



70 ORGANIZATIONAL INTELLIGENCE

manent head start and would be the leading firm for the fore-
seeable future. With inspired marketing, great fanfare, and
the support of loyal computer magazine publishers, the
Apple II computer became a legend. But its follow-up acts,
the Apple IIl and the Lisa—soon to be reincarnated as the
Macintosh—were overshadowed by IBM’s entry into the field
in 1980. Apple’s spectacular growth leveled off and nearly
stopped, not because IBM had a better computer, but
because it created the generic PC, which paved the way for a
slew of competitors to enter the market.

The uninspired IBM PC, combined with Microsoft’s unin-
spired MS DOS operating system, became the de facto stan-
dard that left Apple stranded in its own technological cul-de-
sac. While Steve Jobs, Apple’s charismatic and mercurial CEO,
was obsessed with competing with IBM, he failed to recog-
nize that the real competitive threat was the operating sys-
tem, and Microsoft had achieved almost total control of it.
Apple still has millions of loyal, almost rabid fans, but the
company now ships less than 5 percent of the computers sold
world-wide.

Compaq came along shortly thereafter and managed to
out-Apple Apple. Capitalizing first on its portable computer,
Compagq succeeded Apple as the fastest-growing corporation
in history. With heavy capital investments, strong marketing,
and aggressive pricing, the company became the dominant
manufacturer of generic PCs. Its stock, like that of Apple
before it, was one of the darlings of Wall Street. It held its
commanding position for a decade or more, but the econom-
ics of mass production eventually overtook the firm. It found
itself the biggest producer of a nearly profitless product, as
more competitors like Dell, Sony, Gateway, and NEC-Packard
Bell joined the battle, as manufacturing costs dropped
steadily, and as price battles drove profit margins to micro-
scopic levels. By late 2001, Compaq was seeking to be
acquired, and ultimately merged with Hewlett-Packard.

Cisco was another technological fairy story of meteoric
growth followed by a flame-out. In the late 1990s it posted
astonishing growth rates in both revenue and income, fueled
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by the Internet craze that infected both the technology
industry and the stock markets. With its stock trading at
astronomical multiples to its impressive earnings, CEO John
Chambers used the company'’s inflated shares—“wampum,”
in the vernacular of General Electric’s then-CEO John Welch—
to acquire nearly 100 smaller firms, many with no profits,
some with no customers, and some with no products. The
mantra was rapid growth, whatever the cost. When the dot-
com bubble burst in 2001 and high-tech start-ups began
dropping like flies, demand for Cisco’s servers, routers, and
switches plummeted. Failing companies who had bought
mountains of Cisco’s products dumped them onto the used-
equipment market, often posting them for sale on E-Bay, the
glamorous new auction site. Cisco suddenly found itself with
an inventory glut combined with disastrously falling sales
volumes. After forty-one quarters of remarkable profits, the
company went into red ink. Many of the same business writ-
ers and media pundits who had touted the company as the
new model for business in the so-called New Economy found
themselves explaining why the flame-out was actually
inevitable and had to happen.

If there is a lesson for us in this golden age syndrome, it
must be that nothing rises to the sky. Stock market manias,
real-estate bubbles, business booms, hit songs, movie stars
and pop singers, product fads—all follow the primal pattern
of the S-curve. It is unrealistic to think that anomalous growth
can be sustained indefinitely, although there are plenty of
entrepreneurs, investors, venture capitalists, and market
analysts who seem to want to believe it can. And all of those
constituents can become remarkably unsympathetic, to the
point of cruelty, when the arc of success levels off. Business
writers report a decline in earnings growth from 30 percent
annually down to 25 percent as “disappointing,” “gloomy,”
and—to use one of their favorite cliches—*“lackluster.” In
saner times, financial analysts have considered earnings
growth rates of 15 to 20 percent as excellent; during the sus-
pended intelligence phase of a market mania, those rates are
considered paltry—too “Old Economy” to be respected.
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It sounds paradoxical, but one of the most important
things executives can do during such a golden age phase is
not to get hypnotized by their own good fortune. Companies
on a fast-growth track can get into deep trouble at the top of
the S-curve by investing, launching new products, and acquir-
ing other firms at a rate based on the assumption that the
growth rates will go on forever. Often, the hangover that fol-
lows the flame-out phase teaches a painful lesson: It's prof-
itable long-term growth that counts, not growth at all costs.

Bifocal Vision: What Now and What Next?

Bifocal vision is the capacity to entertain the challenges, prob-
lems, crises, and necessary actions of the moment without
losing sight of those yet to come—their counterparts on the
horizon. By analogy, it's the ability to drive the car while
you're figuring out how to get where you want to go. It
involves the ability to frame problems, make decisions, and
set priorities with a keen awareness of the fact that the near
term eventually becomes the long term.

Different organizations in their unique circumstances
vary in the extent to which they need bifocal vision from their
leaders, and in the relative balance of near-view and far-view
thinking that’s called for. And because individual leaders vary
in their capacity to supply both kinds of vision, the appropri-
ate match between the needs of the enterprise and the
capacity of the leader is sometimes a matter of accident.
Clearly, some executives are so operationally focused and
detail-minded as to have very little feel for the long view.
Others may be so “visionary” as to be fascinated with grand
dreams and visions, but lack the capacity to build the
bridge—or, perhaps, the causeway—between the mundane
work of the present and the brave new world of their imag-
ined future. As they say, you still have to eat on the road to
paradise.

One of the severest tests of bifocal vision on the part of
any CEO or executive team is a technology transition of some
kind, i.e., a point at which the business environment
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demands a fairly radical change in its means for creating
value. Such a discontinuity means that the present will cer-
tainly not slide comfortably into the future: Something has to
give. For Motorola Corporation, a key transition involved the
shift from analog design technology for cellular phones to
digital technology. Most experts agree that the company
failed to anticipate the need for the change, denied its valid-
ity for a dangerously long period, and failed to get moving on
it in time to get products to market that could compete with
the “Viking invasion” from Scandinavian firms like Ericsson
and Nokia. The firm’s leaders could not reconcile their efforts
at perfecting the status quo in the short term with the need
to reinvent their products for the longer term.

Online technology and e-commerce have also tested the
bifocal acuity of many executive teams, in some of the most
well-established industries. When discount stockbrokers
began to set up operations on the Web, and offer ultra-low-
cost trading services, the major Wall Street wirehouses went
into shock and denial at the same time. They faced the
dilemma of either embracing a new mode of operation that
seemed to contradict the value proposition they were cur-
rently selling, i.e., advice and personal services to well-off
investors, or being nibbled to death in an unheard-of price
war on trading fees. In characteristic form, they faced options
A and B, and chose neither.

Many businesses, including small entrepreneurial ones,
will face more and more of these transitional crises over time,
particularly as various technologies unfold. Take a small local
example, such as professional freelance photographers who
specialize in weddings. With digital photography rapidly
becoming more popular, cheaper, and more accessible to their
customers, the photographers must first decide when, how,
and at what cost to make the transition from film to digital.

But changing the equipment is only part of the shift.
Customers know more, expect more, and want more for their
money. With sophisticated technology becoming ever more
commonplace, just about everybody thinks he can be a pho-
tographer. Consequently, competition increases beyond the



74 ORGANIZATIONAL INTELLIGENCE

saturation level, and professionals lose the image of doing
anything special. At this point, the photographers have to
think about reinventing their value proposition. It becomes
necessary to re-examine the relationship with the customer,
consider new possibilities, and create a new perception of
value. Maybe the value package changes from “wedding pic-
tures” to a multimedia memory package of the wedding day.
And, the entrepreneurs—in this or any other business—have
to make the change while still operating on the current busi-
ness model. It's sometimes like trying to change the tire on
your car while you're driving it.

Seeing Through the Fog: Management Fads,
Fallacies, and Folklore

When the management of Sears Roebuck Corporation, one of
America’s oldest retailers, decided that “diversification”
would be a good growth strategy, they acquired a stockbro-
kerage firm, Dean Witter. Wall Street wags immediately
tagged the firm’s strategy as “socks and stocks.” When LTV
Corporation went on an acquisition binge, it bought up Swift
Meatpacking Company, Wilson Sporting Goods, and Wilson
Pharmaceuticals. The tag line for its strategy became “Meat
balls, golf balls, and goof balls.”

Some of the most comical-seeming management actions
in retrospect presumably made some sense to their advo-
cates at the time they were hatched. Senior executives have
been bombarded for three or four decades with advice from
business schools, magazines and journals, conferences on all
aspects of management, and of course a growing cadre of
management consultants. The message always seems to be
some variation of: “What you've been doing is wrong; you
need a new approach.”

Many executives have been receptive to new ideas and
approaches about management. Over several decades, CEOs
and management teams have embraced various theories
about how to make their organizations more effective. Most
of them have enjoyed varying periods of popularity, and then



Strategic Vision 75

have faded from the head-office vocabulary. Presumably,
executives and their organizations have found some benefit
in them, but the restless search for the Next Big Idea in man-
agement continues. It will probably continue indefinitely,
because there is no final answer.

Over the years, I've detected about a dozen primary the-
ories, phases, fads, or management propositions in various
stages of coming or going. Some made more sense to me
than others; I participated in some, ridiculed some, and even
provided leadership in some. I continue to believe there is
no one management theory or model for all enterprises, all
executives, or all times. Here are the primary movements I've
witnessed:

(3 Management by Objectives (MBO). Popular in the early 1970s,
MBO involved an elaborate set of objectives established by
managers and even workers, down through the organization.
The idea was to organize the work of the business into a set
of overall “key result areas,” which would be broken down
into major “goals,” which then would be subdivided into
specific “objectives.” When it worked, it required constant
executive pressure because of the mental maintenance
activity involved—setting objectives, writing them up,
reviewing progress, etc. When it fizzled, which it usually did,
it often died from passive resistance by employees and
lower-level managers, and top management’s lack of deter-
mination to enforce it. It may have left behind, however,
traces of an inclination to think more in terms of outcomes
than organizational routines.

O  Productivity. Popular in the late 1970s, productivity thinking
called for analyzing all the jobs in the organization, elimi-
nating wasted effort, simplifying them when possible, and
creating job aids and support systems to help workers do
their work better. In some ways it was a reprise of Taylorism,
updated with a certain sensitivity to the feelings of the work-
ers; it involved ideas like job enrichment, job enlargement,
and even job sharing.* Related ideas like flexible working

* For a discussion of the theories of Frederick Taylor, see Chapter 7.
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hours and a resurgence of interest in employee motivation
made it a popular topic for seminars and conferences.

Diversification. In the late 1970s and early 1980s the idea of
branching out into other lines of business began to gain cur-
rency. With some of the mega-firms acquiring subsidiaries in
unrelated industries, many executive teams decided they
could free themselves from the limits to growth in their own
sectors by barging into others. Many didn’t anticipate the
kind of fierce competition they'd see in these “foreign” busi-
ness sectors from entrenched players who didn't welcome
intruders. But the most common mistake, made by a sur-
prisingly large number of firms, was moving into lines of
business which they had no particular advantage for, no
understanding of, and no rationale for success in. In retro-
spect, a remarkable number of companies naively jumped
into businesses they had no business in, especially consid-
ering that the era of hypercompetition was setting in and
there were no easy pickings left.

Merging and Acquiring. For part of the 1970s and most of the
1980s, large firms went on a buying spree, enlarging them-
selves for a variety of motives. This boom repeated in the
1990s with several trillions of dollars of assets conglomerat-
ed. At the peak of both of these periods the advice was “Get
big or get eaten.” This also became the watchword for a
number of lavishly-funded dot-com companies, whose
founders were more interested in pumping their stock
prices than achieving operational viability. Financial ana-
lysts who studied many of these mergers concluded that
less than half of them significantly increased value for the
original shareholders. Some companies went both ways. For
example, ATET acquired several major captives during the
mid-1990s, and eventually sold them again in 2000.

Human Relations. For a brief time in the early and mid-1970s,
the behavioral sciences came into vogue. Management
training reprised the motivational theories of Frederick
Herzberg and Douglas McGregor, and managers were
expected to know and recite the catechism of Abraham
Maslow’s hierarchy of needs. The personal growth move-



Strategic Vision 77

ment that was booming in the newly narcissistic post-
Vietnam society offered its gurus and theories to the busi-
ness world. Managers went through courses on transactional
analysis, behavior modification, and a particularly cult-like
experience called “est.” Hardly anybody could figure out
how to relate all this psychological mumbo-jumbo to the
bottom line, and when the pendulum swung back toward
production and profits, the movement faded like its prede-
Cessors.

3 “Excellence.” The landmark book In Search of Excellence, pub-
lished in 1982 by Tom Peters and Richard Waterman,
brought an element of drama into business thinking. It was
the first business book to achieve the kind of sales volumes
typical of a trade best-seller. For over a decade, coauthor
and consultant Peters was the alpha-male speaker on the
business circuit. Conference programs had to have an
“excellence” theme; corporate retreats touted our
“Commitment to Excellence,” and T-shirt vendors made lots
of money. The excellence movement certainly aroused a big
interest in corporate executives, but very few seemed to fig-
ure out how to make anything beyond a motivational cam-
paign to get the troops aroused.

3 One-Minute Managing. A second landmark book, very differ-
ent but financially as successful as Peters and Watermans’
“Excellence,” was the One Minute Manager by Ken Blanchard
and Spencer Johnson. Originally self-published in 1984, and
only sold to a commercial publisher after it had achieved
significant sales numbers, it eventually sold over 5 million
copies in many languages. Running to only ninety pages and
presenting several simple and timeless principles of lead-
ership in the form of a parable, it broke away from the
accepted standard method of presenting management
methods in book form. One-minute managing differed from
excellence, however, in that it remained glued to its original
promoter and hero-figure, Ken Blanchard (although, for the
record, the conceptual basis for the book was supplied by
physician Spencer Johnson). Conferences offered sessions
on “Achieving Excellence,” but apparently one-minute man-
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aging never became an independent subject; you had to
call Ken Blanchard to do the presentation.

Total-Quality Management (TQM). By about 1990, the Japanese
were kicking the collective backsides of the biggest
American companies, and those in lots of other countries as
well, with products that were high-quality, low-priced, and
aggressively marketed. The Japanese “quality miracle”
caught the leaders of industries like consumer electronics,
toys, watches, and cars completely off-guard. Consultants in
the United States and elsewhere decided to import the
Japanese quality methods—commonly referred to by
Japanese companies as Total Quality Control, or “TQC.”
Suddenly, hordes of big companies started getting the reli-
gion of quality, referred to as TQM, or Total Quality
Management in the American version. Entire consulting
firms sprang up to implement the methods of TQM.
Motorola Corporation became one of the standard bearers
for the movement, with its highly-touted “six-sigma” pro-
gram aimed at reducing manufacturing defects to less than
3.4 per million.

For a while its most vocal advocates tried to promote TQM
as a cure-all applicable to every person and process in the
organization, but most of those efforts fizzled, and TQM
remained essentially a manufacturing quality proposition. In
the late 1990s and early 2000, TQM enjoyed a modest come-
back in the form of a reincarnated “six-sigma” program
launched by General Electric, under the leadership of the
legendary Jack Welch. Taking a page from Motorola’s quality
book, GE crafted its own version of the program, with its well-
known “quality black belt” internal consultants. A number of
other large firms adopted versions of the program, claiming
some eye-popping results in terms of cost reduction.

Ironically, the Japanese had copied their quality methods
from the American statistical expert W. Edwards Deming,
who had visited post-war Japan at the request of General
Douglas MacArthur, to advise on the reconstruction of that
country’s manufacturing capabilities. Deming only became a
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guru in the United States after his methods came back in
Japanese clothing.

O  Teams and Empowerment. In one of those occasional swings of
the doctrinal pendulum, many organizations began to
embrace the twin concepts of empowerment and self-
directed work teams. Both concepts had honorable begin-
nings as early as the 1950s, particularly in Scandinavia and
especially in Volvo Corporation, which had achieved leg-
endary status in academic studies of workplace democracy.
However, significant interest in their possibilities ignited in
the early 1990s, especially in the United States. Some firms
conceived of empowerment as the broader of the two con-
cepts, with echoes of the “participative management” doc-
trine that became briefly popular in the 1970s. Typically,
however, the popularity of “teams,” as the catchword identi-
fied the concept, coincided with the idea of “delayering”
organizations and a broad range of restructuring attempts to
make them more flexible. Employees usually received train-
ing, supported by internal consultants and supervisors who
were prepared to encourage their efforts to improve their
units’ operations.

As with most other interventions, the team phase produced
mixed success. When the broader culture of the organization
reinforced the ideology of empowerment and team respon-
sibility, projects often worked well, and sometimes
admirably. More typically, however, executives simply wrote
the checks and hoped for the best. In many cases the
employees themselves never quite understood what it was
all about; it was just the next management-originated pro-
gram they had to “go through.” In some cases, as was espe-
cially the case with the “quality teams” of the TQM move-
ment, employee teams tried to tackle projects for which
they had no analytical skills or operational knowledge.
Teams often took on complex assignments best done by
qualified system analysts or process consultants. Another
key factor in the success of the teams intervention was sim-
ply the nature of the work: In highly routinized production
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operations, empowerment made less sense than in more
ambiguous situations in which performance called for more
subjective measures and subjective choices about how to
operate.

ISO 9000. Probably best understood as an offshoot of the
TQM thinking process, ISO 9000 involved the use of a quali-
ty auditing procedure promoted by the International
Standards Organization in Geneva, Switzerland. Gaining
some popularity in the mid- and late-1990s, it never
achieved the cult status its promoters hoped for, particular-
ly in the United States. Applying the ISO 9000 method, a firm
would document all of its work processes, starting with the
design of the product, through production planning, physi-
cal production, packaging, shipping, and delivery to the cus-
tomer. By writing up a procedure and a set of performance
standards for each process, one would produce an opera-
tions manual for the whole business. The next step would be
to hire an independent auditor, or registrar, to come in and
examine the processes to make sure they were being done
according to the book. If so, the firm would receive a formal
accreditation document which, in some industries and trade
sectors—particularly the European Community—would
give it special competitive status with certain large cus-
tomers.

Re-Engineering. As the psychological pendulum in American
business thinking continued to swing further toward norma-
tive, analytical, “left-brain” approaches, “re-engineering”
came along at an auspicious time. By the early 1990s, many
executives—particularly in the United States—were tired of
hearing about people problems, motivation, customer serv-
ice, culture, and a lot of “soft” issues they felt incapable of
doing anything about. They wanted management methods
they could get their hands on, something with some num-
bers, charts, and graphs. This probably accounted, at least
partly, for the concurrent interest in TQM and ISO 9000
approaches. Re-engineering the Corporation,’ the best-selling
book by Michael Hammer and James Champy, rekindled an
interest in “fixing” organizations, and extended the methods
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of problem-solving into the nooks and crannies TQM had
not been able to reach. It had about a five-year run on the
management stage, including an incarnation for government
in the book Re-inventing Government, by David Osborne and
Ted Gaebler,’ which enjoyed considerable support from
then-Vice President Al Gore.

(3 Customer Focus. In parallel with the more analytical, “bottom-
line” approaches just mentioned, the wave of interest in
competitiveness through customer value peaked in the late
1980s, reflected by the remarkable success of the book
Service America!: Doing Business in the New Economy,* which I co-
wrote with Ron Zemke. Drawing on the developing concept
of service management that first emerged in Scandinavia,
Zemke and I argued that virtually all Western economies
had shifted to a service structure, and yet the current man-
agement philosophies and methods remained anchored
firmly in manufacturing thinking. Service management
became a certified fad, or movement in its own right, and
Zemke and I found ourselves on the speaking circuit as well.
Conferences abounded, internal company training programs
sprang up, and again consultancies formed to promote and
deliver customer-focus programs. Service America! had few
competitors for over five years, and our work became the
reference standard for university programs, training pro-
grams, and of course, other books.

For a stretch of time in the mid 1990s, customer-focus prac-
titioners tended to choose either a normative approach like
TQM, or a cultural approach of some sort, more closely relat-
ed to service management. We always tried to represent
service management as a fusion of cultural and analytical
approaches, although with mixed success. The “service
movement” was one of the longest-running management
phases, from the arrival of Service America! in 1985 through the
late 1990s. Inevitably, however, fatigue set in and the atten-
tion of managers and management educators drifted back
toward left-brain ideologies.

O  Restructuring. With the economic shocks delivered by every
succeeding recession, the executives of the largest compa-
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nies, the consultants advising them, and the business
school professors began to recognize the high cost of super-
structure. The idea of “core competencies” began to gain
ground—the notion that a firm should not necessarily try to
house all of the resources needed to do business under one
roof. It made sense to partner with specialists who could
provide parts of the “value chain,” as it became known, more
skillfully and at less cost. Each firm should evaluate its own
key strengths and focus on doing those well. Related con-
cepts, such as delayering the organization, outsourcing vari-
ous activities, and even demerging, or spinning off unrelat-
ed business entities, gained currency. And Wall Street loved
it. Stock analysts rewarded companies that became “lean
and mean.” No one professor, consultant, or other expert
managed to claim authorship of the restructuring move-
ment. It became an accepted part of the American business
landscape, and progressively infiltrated the thinking of
European executives, and eventually even those in Asia.
Some observers felt that the unprecedented “downsiz-
ing"—a euphemism for firing people in droves—represent-
ed the worst of American inhumane management. Others
pointed to record-low unemployment rates in the United
States by the late 1990s as evidence of the remarkable flex-
ibility of that country’s workforce.

The obvious questions one could pose regarding all of
these management movements is: Have they done any
good? Have they left behind any long-term value? To date, I
know of no comprehensive attempt to evaluate them in any
depth and answer those questions. This would seem a worth-
while assignment for a major business school to take on
(assuming, as I am, that it has not been done). My personal
impression is that all of them have left behind traces of
important ideas, many of which have lost their individual
source identity. As each wave of management thinking
sweeps across the landscape of business, it causes people to
rethink what they've been doing. It also introduces new
propositions, and almost always elements of a new vocabu-

lary.
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The fact that the book sales decline and the title goes
onto the back list, the conference topic no longer draws mobs
of attendees, and the consulting firms have to come up with
other offerings, does not necessarily signal the failure of any
such concept. It seems to be in the nature of management
thinking that most managers plod on with little more than
instinct and common sense serving as their “theory,” some try
to learn as they go, and a small number actively pursue radi-
cal thinking processes that might offer the possibility of com-
petitive advantage or improved operating results.

I've long believed that the education of every manager
should include a firm grasp of the history of management
thinking. A perspective on the trajectory of ideas that got us
to the present can save us from making the same mistakes all
over again, it can enable us to better evaluate supposedly
new ideas and approaches in terms of their feasibility and
promise, and it can free us from the hypnotic pull of fads, fal-
lacies, and folklore.

The Manifesto: Vision, Mission, Values, and
Strategy

Lots of organizations have mission statements and most of
them stink (the mission statements). It's remarkable how a
group of highly intelligent, experienced, knowledgeable,
well-motivated executives can get together and come up with
a document that reads like utter drivel. Yet it happens, hun-
dreds of times a day around the world.

A statement of purpose of some kind—call it a vision,
mission, business philosophy, statement of principles, a
manifesto—can be one of the most useful and important of
all management tools. It can serve to bring people together
behind a common cause, a shared purpose, a noble under-
taking. In 1960, U.S. President John F. Kennedy declared:

| believe this nation should commit itself to the objective of
landing a man on the moon and bringing him back safely
to earth within this decade.
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That simple statement kicked off one of the most inspir-
ing adventures human beings have ever undertaken: the
Apollo program, a $23-billion investment that resulted in the
first manned moon landing on July 20, 1969. Kennedy’s mis-
sion statement had a powerful organizing effect, and kept
tens of thousands of talented people highly motivated and
focused on the goal.

Mushy mission statements result from two primary men-
tal malfunctions:

1. Mistaking the process of writing a mission statement for an
exercise in journalism

2. Not being able to articulate the fundamental value proposi-
tion of the business in the first place

The first malfunction is easier to fix than the second. You
just have to separate the thinking process from the writing
process. When you can express the core benefit premise of
the business in a succinct phrase or sentence, short enough
to fit on the back of your business card, then you can proba-
bly put it into some form of elegant and compelling language.
Note how simple Kennedy’s Apollo mission statement was:
basic, unequivocal, and demonstrable. We knew when it was
accomplished. Of course, a business mission is typically not
accomplished once and for all; it usually describes an ongo-
ing value proposition that enables the enterprise to survive
and thrive in its world.

The second problem with many mission statements—
fuzzy thinking—requires a lot more therapy. The problem is
not that we can’t find the right flowery words; it’s that we're
having trouble pinning down the quintessential truth of the
business. We haven't clearly articulated the core benefit
premise that defines our relationship to our environment.

In The Northbound Train,’ | analyzed a syndrome called the
“mission statement blues,” which describes a situation in
which executives have tried repeatedly to draft a meaningful
mission statement, and have finally given up. Typically they
resort to some inoffensive platitude such as “XYZ Company
delivers superior service to its customers.”
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Actually, the platitude just mentioned was a real attempt
at a mission statement, from an Australian company. While I
was drafting the manuscript for The Northbound Train, 1 rum-
maged through my collection of meaningless missions and
found this one printed on the back of an executive’s business
card. About a year after it went into the book, it happened
that the very same company engaged my services for a
review of their customer-focus program. When one of the
executives pointed out that their mission statement
appeared in the book as a bad example, showing me the
actual text, I smiled and said, “How can you tell that’s your
mission statement? It could belong to anybody.” He had to
agree.

I frequently get requests to “take a quick look at our mis-
sion statement and tell us what you think.” I always decline
those requests, for a number of reasons. First, such a “drive-
by evaluation” often makes somebody unhappy. I liken it to
having somebody hand you a photograph and say “What do
you think of my little granddaughter? Isn’t she cute?” What
do you say under those circumstances? Seven times out of
ten the proffered mission statement is an exercise in drafting
drivel. A few times it's even laughable.

I remember being asked by an executive of the CIA to
critique the agency’s mission statement a few years ago. As |
recall, the statement was singularly unimpressive. Before |
spoke, however, 1 experienced all kinds of fantasies about
having my citizenship canceled or other dire consequences if
I offended him or his colleagues. | managed to avoid render-
ing an actual opinion, turning the discussion instead to the
various aspects of the mission itself.

A second reason for not giving casual evaluations of mis-
sion statements is that it's usually not fair. A statement of
vision or mission, taken out of context, can seldom do justice
to the enterprise. An unusually strong and compelling mis-
sion statement may stand up on its own, but in most cases it’s
important to understand the business and why it operates
the way it does. The statement may be decidedly weak, but
without comprehending the business it’s very difficult to sug-
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gest a better one. Again, it’s not a journalistic proposition, but
an effort to capture the very essence of the business idea.

A few years ago I received a request from the CEO of a
large insurance firm in Australia to review the vision, mission,
and philosophy statements he’'d drafted. He sent copies of
the documents to my hotel in advance of our meeting; I could
see at a glance that they were the usual executive pablum,
and conveyed little of the real sense of the business. When
we sat down to discuss the documents, I quickly got a feeling
that he expected me to praise his prose; he merely wanted to
have the visiting foreign guru put the stamp of approval on
his “statement of philosophy,” which he planned to publish
throughout the organization.

When I told him I hadn’t found the documents particu-
larly compelling, he was rather offended. I pointed out the
usual executive platitudes in the text, and the lack of a defin-
itive value proposition or even a clear identification of the
customer entities the firm served. He countered with a long,
detailed explanation of what each of the paragraphs, flowery
phrases, and bullet-points meant, and why they really were
significant in defining the business. After listening for some
time I said, “Now I understand your business a bit better, and
I agree that the things you've told me are impressive.
However, it seems to me you're going to have to carry this
document all over Australia and explain it to all the employ-
ees just as you explained it to me. If I didn’t get it, | doubt
they will either.”

You have to get three things clear in your mind before
you can compose a compelling mission statement:

1.  Who benefits from whatever it is your enterprise does, i.e.,
your customers as described in terms of the need premise they
bring to the interaction

2. The value proposition you provide, i.e., the core benefit prem-
ise that gives your value package its competitive appeal

3. Your modus operandi, i.e., your particular way of creating and
delivering that value
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Stated as simply as possible, the mission statement
must explain how your value proposition comes together
with the customer’s need premise, in the context of your par-
ticular way of doing things.

At the Queen’s Medical Center in Honolulu, all managers
in the Material Services Department got together to think
through their missions and performance expectations in a
“Missioneering” workshop. Working with their second-in-
charge managers, they thought through their “customer” rela-
tionships, defined their core value propositions, and drafted
mission statements, which they reviewed with one another.
According to department director Bill Kennett, “These were
all experienced managers who knew their operations well.
But the process of thinking through their missions in a disci-
plined way, with the help of an experienced consultant, gave
them a much clearer sense of focus and helped them set pri-
orities with greater confidence.”

Leadership, Vision, and Action: Horses for Courses

Sometimes an organization goes through a remarkably suc-
cessful phase just because of a fortunate combination of a
leader with a particular set of skills and a situation with a par-
ticular set of challenges. In the same situation, a different
leader might perform uninspiringly or even fail. In other situ-
ations or in other organizations, the leader who succeeds in
the present situation might run aground. As the British are
fond of saying, “It's horses for courses.”

Some would argue that the long-running successful reign
of a corporate giant like Jack Welch, whose tenure at General
Electric produced a pattern of growth and a philosophy of
management that found its way into the university text-
books—and onto the business best-seller list*—exemplified
such a match. Would Welch have become such a leadership
icon in another industry, or in GE at another time? No one
knows, of course.

In some of the earliest research on corporate leadership,



88 ORGANIZATIONAL INTELLIGENCE

Professor Fred Fiedler of the University of Illinois” declared
with little trepidation that the single most important factor in
the success of a leader in an organizational situation was the
match between his or her personality and the specific cir-
cumstances facing the enterprise. Fiedler rejected out of
hand the notion that a significant number of people could be
sufficiently elastic in temperament, mental habits, and per-
sonal competence as to be able to lead equally well in a vari-
ety of situations. Challenging the concept of the “universal
leader,” a proposition once widely attributed to the Harvard
Business School, Fiedler kicked off a controversy among
management experts that goes on to this day.

I've certainly seen instances that lend support to
Fiedler's claims. In one case | worked with a young, energetic
CEO of a cruise line, who had done an impressive job of
bringing discipline and order to a firm that had always oper-
ated with a kind of “mafiana” culture. An attorney and
accountant by training, he applied his analytical skills along
with a fairly aggressive, no-nonsense style of communicating
throughout the organization. However, once he had achieved
the objective of tightening up the ship, it seemed to me that
he became the wrong leader for the job.

What the firm really needed at that juncture, I believed
(and our marketing studies showed), was a new path of
adventure. It needed to break out of its tired market catego-
ry, conceive of some new service offerings, and maybe even
reinvent itself in some ways. At the point where the enter-
prise needed new vision, he insisted on tightening the reins
even more. Instead of releasing the creative energy of his key
executives for the reinvention, he insisted on imposing his
ideas and his control ever more firmly. He eventually collid-
ed with the board of directors, who resided in another coun-
try, and who also felt he had become the wrong guy for the
job.

Sometimes a successful match between a leader and the
organization gets destroyed by fate. I had the pleasure of
working with Jim Fuller, CEO of Volkswagen USA, a popular
and highly-regarded leader, respected for his imaginative
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efforts to reposition the firm in its marketplace. The whimsi-
cal “Fahrvergniigen” advertising concept, which emerged
from a thoughtful review of the product and its value propo-
sition, did much to revitalize the flagging image of the firm in
the United States. Unfortunately, Jim Fuller was one of the
people who died in the crash of Pan Am flight 103 over
Lockerbie, Scotland. The culture of the firm went into a tail-
spin for quite some time, and the management team never
really recovered its previous sense of esprit de corps.

Sometimes it's important for a CEO or other senior exec-
utive to fit the culture of the organization as well as the
demands of its circumstances. In some cases, the prevailing
culture may react allergically to the kind of new leadership it
really needs, and this allergic response can terminally com-
promise the leader’s effectiveness. In his entertaining book
Confessions of a Corporate Headhunter,® Allen Cox relates a sar-
donic view of some of the executive teams that have asked
him to recruit candidates for executive positions.

Cox frequently describes engagements in which a board
of directors or a CEO asks for a well-qualified individual to fill
a particular executive slot. They pontificate about the out-
standing skills the candidates must have, and particularly the
attitudes they will need to bring to the challenge. Typically,
according to Cox, the prescription is for someone with imagi-
nation, big ideas, and the willingness to challenge the status
quo. Such a person must bring visionary leadership and the
ability to sell the others on his or her ideas.

In the typical scenario, according to Cox, he looks around
the conference room and notes that all of the executives are
dressed the same, they walk and talk alike, and they never
disagree with one another or with the boss. He then goes out
and finds a capable person who looks like them, walks and
talks like them, and whose work history indicates he or she
will fit right in with their comfortable patterns. He touts the
candidate as having all the skills and qualities called for,
they're happy, the candidate is happy, and Cox collects his
fee.

Even if Fiedler's basic “leader-match” proposition is true,
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however, we don’t often have the luxury of choosing just the
right leader for just the right situation, assuming we even
know how. Making the match is still a very subjective deci-
sion process, and the various available candidates might not
include the presumably ideal person we seek. In many cases,
the choice of a new CEO or a key executive is basically a cal-
culated risk. We do, however, have the option in most cases
of actually calculating or estimating that risk, something very
few boards of directors seem to do in any deliberate way.

Some years ago | participated in a series of meetings
with a task force at a university in California, which had the
responsibility of recommending a candidate for associate
dean, out of about a dozen interviewees. Prior to the inter-
view meetings, | recommended to the task force that they
invest an hour or so in defining the key elements of compe-
tence they considered essential for the winning candidate.
No one on the task force expressed the slightest interest in
such a mental process, and I never succeeded in steering the
conversation even close to that direction.

Apparently, they were satisfied to simply question the
candidates and hear them talk, with no particular framework
for comparing their views about how they would approach
the job. One guy was too old; they thought he just wanted to
move to California to retire. One was gay, although they
weren’t sure how that factor related to the mission. One was
very pleasant, but they weren't sure he was as intelligent as
the others. And one seemed very keen-minded, although
they didn’t really care for his personality. In the end, they
simply voted to recommend one of the candidates who
seemed like “he could do the job.” The dean of the universi-
ty chose one of the others, for reasons she never bothered to
describe.

Not only could most boards of directors do a much bet-
ter job of selecting corporate officers and other key execu-
tives—and perhaps should deselect some they've made mis-
takes on—but most organizations could do a much better job
of selecting the people they place in supervisory and man-
agement jobs. A toxic supervisor can cause a lot of human
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suffering, conflict, ineffectiveness, and entropy. Management
strength, from the top to the bottom, is always a key element
of organizational intelligence.

Contemporary leadership experts tend to be consider-
ably more sanguine about the prospects of developing lead-
ers rather than selecting them genetically. General Electric, of
course, particularly under the influence of Jack Welch, has for
many years invested heavily in training and preparing its
people to move into the ranks of management.

USC Professor Warren Bennis, probably the dean of lead-
ership theorists, offers a relatively optimistic view of human
potential in leadership, particularly in the age when vision
and conceptual skills have become as important as opera-
tional skills or strong personalities. He emphasizes certain
over-arching personal qualities or “basic ingredients,” rather
than methods or patterns of behavior, five of which he con-
siders critically important:

1. Vision

2. Passion
3. Integrity
4. Curiosity
5

Daring

According to Bennis:

Even though | talk about basic ingredients, I’'m not talking
about traits that you’re born with and can’t change. As
countless deposed kings and hapless heirs to great for-
tunes can attest, true leaders are not born, but made, and
usually self-made. Leaders invent themselves. They are
not, by the way, made in a single weekend seminar, as
many of the leadership-theory spokesmen claim. I've come
to think of that one as the microwave theory: pop in Mr. or
Ms. Average and out pops McLeader in sixty seconds.

Billions of dollars are spent annually by and on would-be
leaders. Many major corporations offer leadership devel-
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opment courses. ... | would argue that more leaders have
been made by accident, circumstance, sheer grit, or will
than have been made by all the leadership courses put
together. Leadership courses can only teach skills. They
can’t teach character or vision—and indeed they don’t
even try. Developing character and vision is the way lead-
ers invent themselves.®

Bennis seems to be positing a kind of middle ground for
the “born vs. made” argument. A person can grow to become
a leader; not everyone does and perhaps not everyone can.
Leadership, as I understand Bennis’ view, is a coming togeth-
er of a person who is on a growth path, a situation or context
in which something magnificent is demanded of him or her,
and an opportunity to become the leader the enterprise
needs. The “week-end” seminar is only part of the raw mate-
rial for the joint metamorphosis of leader and enterprise.

The Pathology of Power

I have met some remarkably talented people in CEO posi-
tions and other levels of leadership. However, a disturbingly
large number of incompetents, misfits, and jerks also find
their way into those jobs. Contrary to the prevailing impres-
sion conveyed by many management books and articles in
the business press, not all of the people at the top of the cor-
porate ladder are well qualified for their jobs. While the per-
son on the street tends to assume that the competitive
process of moving up through the ranks assures that the most
skilled and best qualified will win out, this is far from the
truth. This myth of executive competence is one of the most
misleading, confusing, and potentially destructive precepts
of organizational life.

I've seen executives, and even CEOs, who were dysfunc-
tional, dishonest, disturbed, and even demented. Some
have been womanizers, some have been alcoholics, and
some have been crooks. Some have been downright thugs,
abusing their subordinates and ruling by fear, intimidation,
and manipulation. I've seen executives who could buffalo a
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board of directors, undermine its authority and sense of per-
spective, and pack it with sycophants who voted for whatev-
er the CEO wanted. I've seen people move into executive
positions and systematically eliminate their competitors, in
very much the same tradition as banana republic dictators
and guerilla chiefs who get control of a country. I've seen
executives who were wonderful manipulators of financial
structures, who could bleed the shareholders dry while lining
their pockets and those of their cronies. And I've seen some
who just had lousy personalities that made them incapable
of forming effective relationships, building teams, or inspir-
ing trust or enthusiasm in the people they were responsible
to lead.

The collective intelligence of an organization, and conse-
quently its ability to function in its business environment,
can suffer more from incompetent, misguided, or malfeasant
executive leadership than from almost any other handicap. In
an ideal world, senior executives would be people with intel-
ligence, maturity, competence, and high moral character. In
reality, many of them aren’t. Just as in political life, we might
assume that a typical large, economically developed country
could produce candidates for presidents or prime ministers
of high caliber. In truth, the political process tends to turn
mediocrities into chiefs. Likewise, the corporate accession
process occasionally produces great leaders, but sometimes
produces mediocre or even defective ones.

After observing the process of executive leadership and
the various means of accession to power with bemusement for
many years, I think I've finally figured out how we get lousy—
or at least mediocre—executive leadership in so many cases.
It has to do with the psychology—and, often, the pathology—
of power. To state the theory with stark simplicity:

The number one factor in achieving a position of high
authority is an intense desire to be there.

Many management theorists innocently assume that get-
ting to the top of an organization—or a clan, a tribe, a politi-
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cal party, or a country—involves demonstrating skills and
potentials that could be associated with excellent perfor-
mance of the top role. Sometimes it does, but perhaps just as
often it involves the simple motivation to acquire and use
power.

To put this conjecture into a context, consider the
research done by Harvard professors Dr. David McClelland
and Dr. David Berlo, in the area of social motivation, i.e., the psy-
chological factors that impel us to behave in various pat-
terned ways. According to McClelland and Berlo, who found-
ed the research and consulting firm of McBer Associates in
Boston, we human beings have three primary social needs
that shape our behavior toward others. They are:

1. Need for Affiliation. Every person desires some amount of
meaningful interaction with other humans, whether it
includes family, friends, peers, community members, or
occupational associates. For some people the need for affil-
iation is stronger than for the other needs, and it tends to
lead them toward life roles involving association and inter-
action. Their strategies for relating to others tend to center
on acceptance, cooperation, group membership, social
norms, and enduring relationships.

2. Need for Achievement. We all strive for a sense of efficacy
through the things we do, but some people hold personal
achievement of one sort or another as the defining criterion
for their happiness and sense of self-worth. Persons with a
high need for achievement care more about their ability to
accomplish important goals, do things that warrant admira-
tion or approval from others, and create outcomes that have
lasting value than about being accepted or approved of by
a peer group. Their sense of worth is more connected to
what they do than to what they are.

3. Need for Power. Most of us like the idea of being able to influ-
ence others, by whatever means we have or can acquire.
Persons with a high need for power actively seek situations
in which they can dictate or control the behavior of others, or
in some cases influence those who have formal authority.
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This brand of motivation can involve the desire for direct
forms of power as well as derivative power, i.e., being the
power “behind the throne.”

According to McClelland” and Berlo, all of us have all
three of these motivational patterns, in different mixtures,
and any one person'’s particular combination of motivations
goes a long way toward explaining that person’s behavior in
social situations and in work situations. Social motivation
also offers useful insights into the way we tend to lead or
manage when we are formally assigned such a role.

For example, a person whose sense of achievement moti-
vation far exceeds the other two motivators will tend to
approach a management job or a leadership role as an
achievement proposition. Many engineers and scientists, for
example, tend to have this type of motivational structure. For
them, a leadership role is merely another opportunity to show
what they can do, to test themselves, and to challenge their
capacities. For such managers, good enough is never good
enough. Everything can be improved. They tend to search
continually for ways to improve their units’ operations, and
they tend to meet problems as personal challenges rather
than as threats to their security. President Thomas Jefferson
perhaps exemplified achievement motivation more than any
other famous public figure. When he composed his own epi-
taph, Jefferson listed among his achievements the founding of
the University of Virginia, but didn’t bother to mention that he
had served as President of the United States.

In contrast, individuals with a high need for affiliation
and lower motivations on the other two scales tend to
approach a management job from the point of view of the
people involved. They tend to be highly conscious of inclu-
sion, cooperation, and interaction among the members of the
team. In fact, they tend to use the language of teamwork
more than those who have the other two primary motivation-
al patterns. Group harmony tends to be more important to
them. They tend to respond to problems in terms of human
priorities, and they score their success in terms of factors like
teamwork, group cohesiveness, and morale.



96 ORGANIZATIONAL INTELLIGENCE

The third social motivator, power, strikes me as very sig-
nificant for many kinds of executives. Power-motivated man-
agers will typically exert persistent efforts to strengthen their
grip on whatever formal authority they currently have, and
will often try to extend that influence, possibly building polit-
ical alliances that bring a certain degree of informal power
and influence. Managers with a very high level of power moti-
vation will, on average, outrun their affiliation- or achieve-
ment-motivated peers, because they constantly seek out
opportunities to gain influence, whereas achievers and affil-
iators are not driven by the same power priorities.

This is a key point, and an interesting one, psychologi-
cally speaking. Whereas the achievement motivated individ-
ual can more or less take or leave a management position, a
power motivated person actually craves it and actively seeks
it. For the achiever, a position of authority is merely one of a
number of possible ways to achieve personal satisfaction, by
demonstrating competence. For the power-seeker, it is the
way to achieve personal satisfaction. Stated another way,
both the achiever and the affiliator have unfulfilled needs
which they seek to satisfy by carrying out the duties of a posi-
tion of authority, while the power-seekers are getting their
needs met by simply being in the job.

This explains why so many middle managers and mid-
level professional staff members in organizations get so frus-
trated when the see a power-motivated CEO or other senior
manager, who seems to show little interest in improving the
way the organization does things. Power-seekers in a position
of power have no unsatisfied needs; they are getting a psy-
chological payoff from the very experience of authority itself.
Onlookers who may be motivated more by achievement or
affiliation may project their own psychological priorities into
their perception of the leader, unconsciously expecting that
person to act from the same motivational needs they have.

Executive and national leaders who are pathologically
obsessed with power can have a remarkable influence on
people, events, and institutions around them both for good
and evil. Consider famous historical figures such as Genghis
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Khan, Attila the Hun, and Alexander the Great, all of whom
historians credit with both great achievements and great
destruction. More recently, power-obsessed leaders like V. I.
Lenin, Adolf Hitler, Josef Stalin, Mao Tse-Tung, Pol Pot, and
Saddam Hussein have left legacies of destruction, death, and
human suffering on an unspeakable scale. In the corporate
world, the stories are not nearly so horrific, but many power-
obsessed business leaders have also left behind them a
mixed legacy of achievement and domination. Nineteenth-
century legends like Andrew Carnegie, J.P. Morgan, and John
D. Rockefeller built and dominated whole industries, and
imposed their imperial values on whole sectors of industrial
society.

The history book of business leadership is full of stories
of the flawed genius—men who were so obsessed with their
power and influence that they made great contributions and
also did great damage. Henry Ford, for example, was a
mechanical genius with a peculiar personality structure and
some very twisted ideas about society and the social dimen-
sion of business. He advocated and imposed policies that
invaded the personal lives of his employees, even to the
point of trying to dictate their obligations to marry, save
money, and attend church regularly. He also appalled many
people around him with his virulently anti-Semitic writings,
and his open endorsement of Hitler as a great leader.

Inside the plant, Ford’s peculiarities nearly cost the com-
pany its survival. As his world famous “Model T” design was
becoming increasingly obsolescent and as companies like
General Motors were threatening the Ford brand’s monopoly
on popular motorcars, his executives tried to hint that new
designs were needed. Ford would have none of it. Once,
when Ford was out of the country for an extended period,
they decided to surprise him with a prototype for a new and
advanced car, one that could set a new standard for styling
and consumer appeal. When he returned, they unveiled the
shiny new car for him to see. Ford looked at it for some time
without saying a word. Still without speaking, he picked up a
wrecking bar and attacked the car with furious energy. He sys-
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tematically smashed the car beyond recognition. And without
a word, he threw down the tool and walked away. It was sev-
eral years later, when GM’s products threatened to marginal-
ize the Ford brand entirely, that Ford finally agreed to the
need for newer and better designs.

A more recent example of compromised genius is Apple
cofounder Steve Jobs, a man notorious for his combination of
technical vision and social immaturity. Charitably described
as a mercurial personality, Jobs is known to almost all Apple
employees and alumni as a man of remarkable intelligence
and global vision, but also as emotionally high-strung, impa-
tient, intolerant of dissent, rude, and abusive to subordi-
nates. His volatile personality, projected throughout the
company'’s culture, has kept it continually in a state of psy-
chological uproar. One could argue that Jobs' personality is
largely the cause of whatever success the company has
achieved, and also of its failure to achieve a much higher
potential.

In recent years, Wall Street and the business magazines
have lionized various other colorful executives, many of
whom have epitomized the “alpha male” pattern of power
and dominance, making ruthless decisions and running
roughshod over the “softer” human values that have little
place in the testosterone school of management. One such
icon was the controversial Al “Chainsaw” Dunlap, a turn-
around guerilla who made an art out of taking the helm of a
failing company, slashing it back to its core profit-generating
resources, closing plants, firing executives, laying off staff,
and cleaning up the balance sheet to make it an attractive
candidate for acquisition.

After delivering spectacular results at Scott Paper,
Dunlap was brought into Sunbeam Corporation, a maker of
small appliances. After he applied his usual radical surgery to
the firm, however, the promised financial results did not
materialize. After much soul searching, Sunbeam’s board of
directors asked for his resignation. He left the firm in a sham-
bles—demoralized, drifting, still in bad shape financially,
and with its popular consumer brands badly tarnished. While
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many onlookers, and even some in the general public, want-
ed to interpret his departure as a reaffirmation by Sunbeam'’s
board of the basic human values of business, the practical
fact was that the board canned him because he didn’t deliv-
er the numbers he’d promised.

Quality of leadership will always play a critical role in
Organizational Intelligence, not only for its impact on the
Strategic Vision, but in a broader sense for its impact on all
dimensions of performance. Whether style and flair are bet-
ter or worse than quiet competence will always be open to
debate. There is no single formula, personality profile, or
behavioral pattern that is universally successful. But every
enterprise needs and deserves a workable process for find-
ing, growing, and enabling effective leaders—at all levels.

The Neurology of Leadership

Most theories that try to explain leadership and describe
outstanding leaders deal with either personality patterns or
behavior patterns. They dwell on who the leader “is,” or what
he or she “does.” Yet research makes it clear that the cognitive
style of the leader is also an overshadowing influence on
everything that happens in the enterprise.

We don’t need any research to tell us that Presidents
George W. Bush and Bill Clinton arranged the “furniture”
inside their individual skulls in two very different ways.
These differences in cognitive style are as important as—and
perhaps more important than—their personalities and polit-
ical ideologies. Ronald Reagan brought a very different men-
tal process to the White House than the man he displaced,
Jimmy Carter. It's reasonable to speculate that disparities in
the thinking styles of Lyndon Johnson, his Defense Secretary
Robert McNamara, and various others in Johnson’s inner cir-
cle contributed to the muddled prosecution of the Vietnam
war. We should take a much greater interest in the minds of
world leaders than we do.

Many of the corporate glamour stories today reflect the
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primal influence of the leader’'s mental machinery. And more
than a few failures can be chalked up to a mismatch between
the needs of the enterprise at a particular point in its devel-
opment and the ideative structure of the person at the helm.

Larry Ellison, Chairman of software giant Oracle
Corporation, is a high-concept guy with little appetite for
structure or detail. The “big sky” vision of the enterprise fas-
cinates him; the operation bores him. He'’s stunningly effec-
tive in some situations and appallingly ineffective in others.
Amazon.com CEO Jeff Bezos is a concretely-focused, hands-
on learner and leader, who thrives on the reality of the oper-
ation.

People with similar thinking styles tend to get along bet-
ter and communicate better than those with very different
styles. Larry Ellison and Steve Jobs would resonate very well
with each other, but probably less well with Southwest
Airlines’ Herb Kelleher, who is a down to earth, nuts and bolts
kind of a guy.

The S64-trillion question: Can we analyze the cognitive
styles of leaders, individually and collectively, and if we can,
could that information help them lead more effectively? The
answer to both questions is yes.

Cognitive style has a number of dimensions, but the core
concept can be distilled to two variables, the polar extremes
of which combine to make four distinct patterns. Everyone
uses all four of these patterns, and none of them is “better”
than the others; however, most people tend to gravitate
toward one of them as a preferred “home base,” and to use
the others to support it. I developed the “Mindex* theory of
thinking styles, summarized here, as a tool for measuring
individual cognitive patterns and preferences.

The two key dimensions of thinking style are:

1. Left-brained vs. right-brained structuring (often oversimpli-
fied as logical vs. intuitive)

2. Abstract vs. concrete orientation to subject matter

To make the definitions more practical and less biologi-
cal, we can rename them, using more familiar language: Call
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the left-brained versus right-brained dimension the Blue-
Red dimension; call the concrete versus abstract dimension
the Earth-Sky dimension. That gives us four combinations:
Blue Earth, Red Earth, Blue Sky, and Red Sky, as illustrated in
Figure 4-1.

The left-brained and concrete pattern, or “Blue Earth,”
deals with practical, logical, numerical, elemental, sequen-
tial, and procedural thinking. The right-brained and concrete
pattern, or “Red Earth,” uses practical, personal, intuitive,
sensory, holistic, and emotionally-referenced thinking. The
left-brained and abstract pattern, “Blue Sky,” deals with sys-
tems, structures, connections, plans, and architectural think-
ing. The right-brained and abstract pattern, “Red Sky,”
prefers visionary, spiritual, humanistic, global, and hypothet-
ical thinking.

By plotting numerical scores for these four primary pat-
terns on the diagonals of a grid-square and connecting them
into a polygram, one can see at a glance the relative deploy-
ment of mental energy used by an individual. By comparing
and contrasting the Mindex profiles of two or more people,
one can quickly spot opportunities for both resonance and
conflict. One can easily perceive the composite pattern of the
members of a team, and anticipate fairly well how the “team-
mind” is likely to operate."

Even without the detailed scores provided by an assess-
ment profile, most people can quickly spot their home base
as one of the four primary patterns. Some people tend to use
all four patterns about equally, which is just as significant a
thinking style as any other.

Thinking styles shape the way we absorb information,
learn, react to persuasion, decide, and express ourselves.
We're all prisoners of our own brain-styles to greater or less-
er degrees. A proposal expressed in a particular way excites
one person and turns off another. One manager makes a vis-
ceral decision in a moment; another studies the facts and fig-
ures exhaustively. One executive leads by vision and inspi-
ration; another grabs a wrench and jumps in.
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Figure 4-1. The Mindex model of cognitive styles.

In conversation, we typically spend most of our lives talk-
ing to ourselves, rather than those we're dealing with. Many
sales people sell best only to people with styles similar to
their own; others can transcend the differences and sell to all
styles. Many therapists and counselors unwittingly filter the
therapeutic relationship through their own individual think-
ing styles. Many managers unconsciously favor contact with
subordinates whose styles resonate with their own, often
subtly rejecting those with very different ways of knowing.

Teams may unconsciously ostracize or intellectually
demote members with minority thinking styles; for example,
a person with a primary Red Sky style may be perceived by
Blue Earth teammates as “from another planet.” Highly ana-
lytical people—who usually favor Blue patterns—may overt-
ly or covertly treat Red Earth teammates as second-class cit-
izens, in terms of the value of their ideas and their entitle-
ment to voice opinions.
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Our understanding of leadership and influence—as it

really happens—may make a quantum advance when we
integrate the cognitive component with the conventional
dimensions of personality and procedure."

Key Indicators of Strategic Vision

To assess the state of Strategic Vision in your organization,
ask yourself at least the following questions:

l.

Is there an ongoing “strategic conversation” throughout
the organization, i.e., a continuing discussion of the busi-
ness environment and ways to meet the challenges it
presents?

. Is there a formal, disciplined process for “environmental

scanning,” i.e., a systematic review of the business envi-
ronment to identify key trends, threats, and opportuni-
ties?

. Is there an annual strategic review, in which all execu-

tives and other key leaders reconsider the organization’s
environment, direction, and key strategic priorities?

Have the executives articulated a credible “value propo-
sition,” i.e., the organization’s promise to the market-
place, as the heart of the strategic concept?

. Is there a meaningful and compelling statement of direc-

tion, i.e., vision, mission, or key principles for guiding the
enterprise?

Do managers use the mission or vision statement regu-
larly for guidance in making key decisions and setting
major priorities?

Does the organization have an effective process for iden-
tifying, developing, and promoting its future leaders and
strategic thinkers?
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CHAPTER 5

SHARED FATE:

The Holodynamic
Organization

No ray of sunlight is ever lost, but the green which it
awakes into existence needs time to grow; and it is not
always granted to the sower to see the harvest.

Albert Schweitzer

SOME YEARS AGO I was asked to advise the senior manage-
ment of a mid-size restaurant chain, a company that operat-
ed 450 cowboy-style steakhouses across America. They want-
ed to “improve customer service.” They further asked that we
present a series of seminars for restaurant managers, as well
as to their district and area managers.

After the training programs for the managers, the compa-
ny training department planned to launch a series of work-
shops for all employees of the chain, to teach them how to
give better service. As part of the project, management asked
for a review of the design of the training program and any sug-
gestions. As | studied the training manual they had designed
for the store managers, | saw a fairly typical garden-variety
service training program, until I ran into the “WASM.”

WASM was the company’s proud acronym for a “warm
and sincere smile.” Every employee should learn how to give
a WASM to the customer. According to the training manual,
the manager should first explain to the employee what a

105
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WASM was and why it was important to be able to give one.
Then the manager should say, “Now, I'm going to demon-
strate a WASM,” after which he should WASM the employee.
“Now, it's your turn. Please demonstrate a WASM for me,”
after which the employee should WASM the manager. (No
matter that the acronym WASM didn’t match the underlying
phrase; WASM it was.)

My immediate sense of nausea—both gastric and intel-
lectual—told me I had discovered one of the fundamental
attitudes of this company’s executives and managers toward
their employees. They subscribed to the “rabble hypothe-
sis,”' the view of employees as the great unwashed: unintel-
ligent, unmotivated, socially naive, and incapable of original
thought. I strongly recommended that they rethink the entire
training program, and bring in a group of working front-line
employees to help design it.

I, We, They, Us, and Them: The “Rabble
Hypothesis”

Sometimes the vocabulary of management betrays a certain
contempt for the employees, a sense that they are an entity
separate and apart from the real company, like cattle to be
herded around, negotiated with, or bought off when they act
up. A vice president of human resources at Ford Motor
Company had this to say in a press interview, after the com-
pany had agreed to pay several hundred thousand dollars to
settle a reverse-discrimination lawsuit brought by a group of
white male managers who had been demoted:

The company is pleased to have resolved this difficult situ-
ation with our employees and is eager to put it behind us.
We are moving the company forward, focusing on building
the world’s best cars and trucks. Our employees are vital
to our success.?

This is a good example of what Australian workers call
“bosses’ bullshit.” The Ford executive could have substitut-
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ed the word “livestock” for “employees” and conveyed
approximately the same attitude. Loaded down with the
most popular cliches—these days, everybody seems to be
“putting things behind them” and “moving forward"—it’s only
missing the obligatory reference to “sending a message.”

If management can’t or won't support the development
of a sense of community within the organization, there may
be a union in the neighborhood ready to claim that it can.
Any expert union organizer will tell you that an organization’s
vulnerability to unionization involves any or all of the follow-
ing toxic aspects of the culture:

1. A strong sense of employee alienation due to their percep-
tion of unfair treatment, injustice, or disparate punishment
and reward systems

2. Supervisors and managers who oppress, bully, humiliate,
manipulate, lie to, or otherwise abuse the people they're
supposed to lead

3. The lack of a meaningful avenue for making their concerns
known to top management, and the lack of a credible means
for resolving their grievances

4.  One or more strongly motivated and articulate employ-
ees who can influence the others to organize

5. The presence of a large union, usually with a national or
industry-wide operation that shows an interest in the firm’s
workforce

These five predisposing factors, together with a manage-
ment group that fails to take the threat of unionization seri-
ously, have conspired time and time again to turn open work
forces into union shops. Some industries are much more
heavily unionized than others, and some national cultures
are more inclined toward strong labor politics than others,
but in general, when the employees seek to interpose a third
party between themselves and the management of the enter-
prise that provides their livelihood, the first place to look for
the reasons is usually the culture.
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The Hologram as Metaphor

What do people working at Hewlett-Packard Corporation
mean when they speak of the “HP Way?” What do employees
and managers at the Disney parks mean by the “Disney
Way?” What do Federal Express people mean by the “FedEx
Way?” Presumably they mean that their enterprise has
evolved a kind of defining premise about its culture—the
essential proposition, viewpoint, motivation, or way of doing
things that they believe makes it special.

Of course, having “a Way” doesn’t necessarily mean hav-
ing a positive Way. Employees of some organizations talk
about their “XYZ Way” in derogatory terms. They may mean
that their organizations project a set of toxic priorities—neg-
ative, stressful, demeaning, exploitive, or otherwise soul-
destroying cultural truths that create a sense of alienation
and even animosity. But having a Way can be very important
if it's a good Way.

CASE IN POINT

Dennis Snow, formerly director of Disney World's
external programs at Disney University in Orlando,
tells a story that illustrates how the Disney Way finds
its expression in the most minute episodes of
employee behavior. A guest asked a cast member
where he could get some ice. The cast member, who
was strenuously engaged in helping other cast mem-
bers move a large parade float into its storage place,
had to direct the guest toward one of the kiosks near-
by. Although he was not able to accompany the guest
the short distance to the kiosk, he pulled out his
walkie-talkie and signaled the cast member who was
stationed at the kiosk. “There’s a guest headed your
way,” he said, “wearing a blue shirt. He needs a cup of
ice. Could you get it for him?” As the guest arrived at
the kiosk, the cast member there was holding out a
cup full of ice for him. “Here’s your ice, sir,” he
beamed. The guest, thunderstruck, didn’t realize, of



Shared Fate 109

course, that he'd been part of a spontaneously chore-
ographed service experience.

This is the kind of clever action on the part of an employee
that encodes his or her concept of membership in an enter-
prise. This person has signed up, figuratively, to the value
proposition the enterprise is offering its customers, and con-
tributes his or her creative energies to make it real. This is
the kind of organizational culture which Dutch management
expert Arie de Geus calls the “holographic culture.”

De Geus likens such a culture to a hologram, which is a
photographic image that has a very unusual property: You
can cut up the film that carries the image into many little
pieces, and each piece can reproduce the original image. As
an analogy to a culture, it means that the defining premise of
the culture is expressed in the whole, and in its individual
parts—the minds of the employees—simultaneously.

In his book The Living Company,’ De Geus talks about holo-
graphic cultures and the kind of psychological continuity that
enables some firms to endure for 100 years or more—and 500
years in some cases. In contrast, he points out that the aver-
age lifespan of a Fortune 500 company is only about forty
years.

French philosopher Jean Jacques Rousseau advanced
the idea of the “social contract,” the subjective agreement
between an individual and the society of which he or she is a
part. Just as a national society exists based on a social con-
tract with its members, so an organization involves a social
contract. The members of the enterprise may not be con-
sciously aware of the requirements of the contract, but they
understand them at a basic, intuitive level. There are signals
everywhere one turns that prescribe the expectations placed
upon the individual by the enterprise, and the rights of the
individual as one of its members.

From the standpoint of OI, it's not too much to hope that
intelligent people can work together to evolve and maintain
a holographic culture, or, shall we say a holodynamic organiza-
tion. By holodynamic, we mean the holographic principle is
expressed in action. It's as if the photographic image that
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makes the hologram is a moving, evolving image, not a static
one.

When people buy into the values and the life of the cul-
ture of their enterprise, they commit their energies to making
it successful, and when there is a coherent strategic value
proposition they know how to actualize, they can surpass any
concept of performance and commitment their leaders may
think possible. When there is no hologram, there is no holo-
dynamism, and the culture has no real psychological unity.
The power of a common cause, together with a sense of com-
munity and shared fate, creates a kind of competitive power
that’s hard to beat.

Culture as the Collective Unconscious

Whenever I walked into a conference room in the Pentagon,
wearing the uniform of a first lieutenant in the U.S. Army, |
could always guess what kind of meeting it was going to be,
based on whether the senior ranking officer was wearing his
uniform jacket (or “blouse” as we usually called it—equiva-
lent to a suit coat). Typically, some people attending the
meeting would have come from various bases in the area,
and some from out of town, so many of us would enter the
building in full uniform. Whether we took off our uniform jack-
ets or wore them for the duration of the meeting depended
on what the ranking guy did.

If he kept his jacket on, so that everyone in the room
could see the metal insignia of his rank on his shoulder
straps, we knew this was not going to be a creative brain-
storming session, or an invitation for the free expression of
controversial ideas. If he had removed his jacket, it would
usually be understood to be a working meeting, with at least
a modicum of permissiveness for lower-ranking participants
to speak.

Army officers’ uniforms at that time had a black stripe
down the outside of each pants leg. All of the rank insignia,
the nameplate, and the decorations were attached to the
jacket. Without the jacket, the khaki shirt and black tie gave
no indication of rank: only of one’s status as an officer. As |
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looked around the room, I could see the pecking order sig-
naled by the little metal devices on the shoulders. Mine was
a single, silver bar.

Military cultures, perhaps more than any other, incorpo-
rate rank, status, and authority into the very fabric of their
thought processes. Although many officers, including those of
high rank, like to acknowledge that the best ideas don’t nec-
essarily come from the highest levels of the pecking order,
nevertheless the social interaction patterns and unconscious
rules for behavior give the advantage to rank. When you
understand that you're expected to speak when spoken to,
you have no choice but to let important topics, issues, and
mental malfunctions pass you by as a meeting rolls on. When
your rank entitles you to have the first word and the last word
on a topic, you may find it tempting to devalue the views of
others lower on the totem pole, perhaps unconsciously. And
you may unconsciously assume that consensus exists when it
certainly does not. You can pave over controversy and dis-
agreement by shutting people up, but that doesn’t make it go
away.

Many years after my brief military service (a meteoric
rise from second lieutenant to first lieutenant in only eight-
een months; the average was a year and a half), [ experienced
this equation of rank and intelligence again, this time from
the other end. Having established a reputation as a consult-
ant and written a number of books, | was flattered to be invit-
ed to present my ideas to the top generals of one of the U.S.
Air Force’s largest commands, the Military Airlift Command. It
was a rather peculiar feeling to be the one doing the talking,
as people who had been my betters sat and listened intent-
ly.

The four-star general who headed the command had sent
a plane (piloted by two first lieutenants, ironically) to pick me
up at the airport in Dayton, Ohio, and deliver me to Wright-
Patterson Air Force Base. At the headquarters, the general
and I had a pleasant chat over coffee in his private office.
After a few minutes his aide, a full colonel, opened the door
and announced that the officers were ready for the presenta-
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tion. We rose and walked down the corridor to the meeting
room. There I saw the largest assembly of “brass” I'd ever
seen in my life. There were a couple of three-star generals,
several two-stars, and a whole passel of brigadier generals,
with one star on each shoulder. The lowest ranking individual
in the room was a full colonel, which equates roughly to a vice
president in the corporate world. All of them rose and stood
at attention as we entered the room.

As thirty of the most powerful men on the planet looked
at me intently, I experienced a sudden feeling of panic and a
strange sense of irony when the chief said, “Gentlemen, Dr.
Albrecht will now share with us his ideas regarding innovation
in the military services.” Motioning to me, he said, “Dr.
Albrecht, if you please.” | was on. | barely remember what I
said, but after my presentation the questions flew hot and
heavy. The main question, asked in various forms, was “How
can a culture built on authority, command and control, and
hierarchy be expected to deal with ambiguity, face change,
and capitalize on the total brain power of all its people?”

My answers all tended to center on approximately the
same prescription: We must make the unconscious become
the conscious. If the unconscious mind of the organization
harbors fears, aversions, and addictions, and it represses the
emotional meanings that drive peoples’ lives, then we have
to figure out how to face them, understand them, and not fear
them. If people fear authority, or feel ambiguous about its
effects on their lives and relationships, then maybe we need
to rethink how authority really operates in this complex
world.

Clearly, in ancient times when warfare involved simpler
rules and less technology, obedience to authority meant
something different from what it needs to mean now. Soldiers
didn’'t have to know as much as they know now. Fighting for-
mations, strategies, and procedures were much simpler then.
Things happened on a much slower time-scale than they do
in modern warfare. In modern times, the individual military
person is expected to know more, exercise more discretion,
think faster, move faster, decide more, and collaborate more.
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Maybe the old cultural unconscious mind of power,
authority, and repression of individuality is giving way to a
culture of collaboration within a framework of reciprocal
respect. In many cultures, not just military commands, the
relationship of dominance and obedience needs to evolve
into a relationship of shared-fate: a shared search for new
solutions and maybe even new frameworks.

Our History: Who Are We and How Did We Get
Here?

The oldest-known bookstore in the United States—some say
the oldest in the world—is the Moravian Book Shop, found-
ed in Bethlehem, Pennsylvania in 1745. Can you imagine the
feeling of working in a business that's as old as the very
republic that nurtured it? Imagine the events, the changes,
the human stories that have paraded past its doors. How
does a business outlive its founders, and even generations of
their heirs? How do we understand and appreciate the rich
history it has accumulated over so many years?

Actually, more than a few firms have that distinction. If
you review the list of companies that are more than a hun-
dred years old, you see some of the famous names of busi-
ness—and some most people have never heard of.

Not impressed? Look up the Tercentenarians Club.

Membership in the Tercentenarians is reserved for busi-
nesses that have not only been trading continuously for 300
years or more, but have also retained links with the original
founding family. Headquartered in the UK, the club currently
has nine UK members and six foreign associates, including
Beretta in Italy, James Bond 007’s favorite gun-maker. It was
set up some years ago by Geoffrey Durtell of R Durtell &
Sons, builders, founded in 1591, and Richard Early of Early’s
of Witney, makers of blankets and bedding, founded in 1669.

Other members of the club include Toye, Kenning &
Spencer, uniform and regalia specialists; G.C. Fox & Co, ship
agents; John Brooke & Sons, originally weavers, now in prop-
erty management; James Lock & Co, hatters; C. Hoare & Co,
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bankers; Berry Bros & Rudd, wine merchants, and Folkes
Group, metal forgers and engineers.

Japan’s Sumitomo Corporation was born in 1590 as a cop-
per casting shop in Kyoto. The Daimaru department store is
believed to date back to 1717 when it began as a drapery
shop. Stora, a Swedish company, began as a copper mine—
the earliest known references to it in Swedish literature date
back to 1288.

How many of the people who work for some of the very
oldest firms, and even some not so old, really know the his-
tory of their enterprise? Here’s a definition:

Historicizing, v.i.—a process of examining the history of a
business enterprise to establish a perspective for consid-
ering its possibilities for success in the future.

Historicizing may not be a real word, but we can make it
one. It’'s a valuable word and a valuable concept. It's a sur-
prisingly engaging process that lends energy and insight to
the consideration of opportunities open to the enterprise. It
creates a common starting point, creates a shared sense of
history, and helps newer members of the leadership team
understand some of the quirks and patterns of the organiza-
tion.

When the executives of the commonwealth of Australia’s
Department of Administrative Services got together to devel-
op their concept for the future of the organization, one of
their first steps was to ask the questions: Where have we
been? What brought us here? and Why do we face this par-
ticular environment and this particular set of issues?

The organization had gone through a number of wrench-
ing changes over the previous three years, including a major
downsizing, several changes in its charter, and considerable
uncertainty due to debates at higher political levels about
whether it should even exist. According to then-Executive
General Manager Colin McAlister, “There was a great deal of
pain in the organization. Many people had devoted their
careers to public service, and they wondered whether it was
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appreciated. Many were worried about their jobs and their
futures. Executives weren't sure of their roles as leaders. And
managers at all levels were feeling the stress of the uncer-
tainty about the organization’s future.”

“We had never really stopped to reflect on the things our
people had been through,” says McAlister. “We needed to
come to terms with it emotionally, on a very personal basis,
in order to move forward in our roles as leaders. We needed
to understand our own history, and to come to peace with it.”

As we progressed through a four-day strategy retreat, the
realizations that emerged from the historical review became
ever more powerful in shaping the concept of what the
enterprise could be. They also helped to clarify the difficul-
ties to be faced in taking a completely new business concept
to 12,000 people who were already in a state of uncertainty
and consternation. Most of the executives felt quite strongly
that the historical perspective gave meaning and validity to
the strategic thinking process.

Even a relatively young organization has probably had
certain turning points, challenges, hard times, rough spots,
and possibly even crises in its history. When people review
their history and take personal ownership of their back-
ground, traditions, and their current momentum, they are in
a better position to look at their future possibilities realisti-
cally. Older organizations, and particularly very old ones, may
have a rich heritage and history to draw on. But how many of
them really capitalize on the knowledge of their past? A suc-
cession of chief executives, a growth pattern that brings many
new faces into the organization, and changing times may con-
spire to separate people from a sense of their history. This
can be a shame, because a sense of shared experience can
be a powerful force in uniting people, even if the experiences
they have been through were difficult or painful ones. A his-
toricizing step can be a very valuable starting point for an
executive strategy retreat, particularly if the leaders have not
done such a thing recently, or if there are many new players
on the executive team. By reflecting on the organization’s
past and expressing clearly the realizations they take from it,
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they can have a sounder perspective for thinking about their
opportunities.

Further, there is value in encouraging newcomers to learn
and respect the history of the enterprise. Just as people of
various age ranges can begin to understand the worldviews of
those from older generations by understanding the experi-
ences they’'ve encountered in their lives—wars, depressions,
personal hardship, social disruptions, and changes in atti-
tudes—so, too, can the various subcultures of an organization
find common ground in their common heritage. What some
sociologists call “cultural amnesia’—the loss of a collective
sense of group history—may impose entropy costs upon the
organization. Without an understanding of our history, we
may be dooming ourselves to keep making the same mis-
takes, and that'’s not very intelligent.’

Lifeboat Politics: Zero-Sum Thinking

“Ladies and gentlemen, we're glad you've chosen XYZ
Airlines today, but we should inform you that management
has chosen to short-staff us on this flight, so we hope you'll
understand if it takes us longer to serve you in some cabins.”

If you were a passenger on an airplane waiting for it to
take off, and the senior flight attendant made that announce-
ment, what would you think? How would you feel?

This is not a hypothetical situation; it happened to me on
a flight from Stockholm to Chicago. I wrote down the state-
ment verbatim because | was so startled by its implications.
Would you be apprehensive upon hearing such a statement?

What good could she possibly think such a statement
would do? She is an employee of the airline; is it in her own
best interests to make customers think poorly of her compa-
ny? Is this her way of getting revenge, by telling everyone
what bad people the managers are? Are the customers pawns
in some political battle between her and the management?

Whenever an organization splits into two antagonistic
camps, with workers in one camp and managers in the other,
it has little hope of operating intelligently, and often can
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barely accomplish its routine mission. It’s as if a kind of dead-
ly, win-lose mentality sets in, a zero-sum proposition that
says one side wins only at the expense of the other. Both par-
ties become focused on making sure the other loses some-
thing, or at least fails to gain its objectives, and the result is
reciprocal: Each succeeds in depriving the other of what it
wants. Win-lose becomes lose-lose.

The most vicious kinds of labor disputes have ultimately
disadvantaged both parties. In 1998, General Motors and the
United Auto Workers union clashed in one of the most dam-
aging strikes in recent U.S. history. When it was over, the
union had made modest gains and the company had lost S1
billion in profit. Following on from the strike, the company
tightened its economic reins more than ever before, contin-
ued downsizing and closing plants, and generally worked to
recover what its management considered it has lost in the
strike.

Actually, union politics in the United States are relative-
ly benign compared to those in a number of other countries
like England, France, Germany, Italy, and Australia. Unions in
those countries are much more likely to strike for social or
political causes, and to strike in sympathy with other striking
unions. Australian flight attendants demanded extra pay from
their airlines after the 9/11 terrorist attacks because, they
said, their jobs had become more hazardous and deserved
hazardous duty pay.

At the extreme, employees can become so alienated and
antagonistic toward a company that they actively try to dam-
age its interests. They may resort to sabotage, physical vio-
lence, or attempts to alienate its customers.

“Disgruntled employees are figurative terrorists,” says
Paul Goodstadt, former director of quality development for
England’s National Westminster Bank. “They can destroy cus-
tomer perceptions of quality faster than just about any other
factor I can think of.”

Because the term “terrorist” evokes strong emotional
reactions these days, we might better characterize employ-
ees who behave in destructive ways with a somewhat milder
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term. Let’s call them quality wreckers, or customer-value
saboteurs. Even so, I'd have to say that the flight attendant
referred to in the story above certainly terrorized me.

Employee sabotage exists in almost all industries; some
are even legendary for it. It arises from the same kinds of
social conditions in a company as those that give birth to
political acts of extremism, and it feeds on the same sources
of reinforcement—a sense of injustice, neglect, alienation
and disenfranchisement, ultimately leading to burnout.

The extremity of employee sabotage depends on the
feelings the employee is experiencing, ranging from simple
apathy to general disgruntlement, all the way to outright hos-
tility.

The apathetic saboteur just doesn’t care any more, as |
learned on an airline flight from Sydney bound for Honolulu.
As we landed at the intermediate stop in Auckland, New
Zealand, one of the flight attendants came to my seat in the
forward cabin and handed me an envelope. “These,” she
said, “are coupons for your hotel room in Auckland and
vouchers to cover the taxi fare from the airport to the hotel.”
This was her nonchalant way of letting me know that the
ongoing flight had been canceled and that | was going to be
stranded in Auckland overnight.

This hardly seemed like appropriate treatment for a cus-
tomer traveling on a full-fare first-class ticket, nor for one who
had flown more than 1 million miles with that airline. There
was no apology, no explanation, and no attempt to minimize
the inconvenience of the situation. | was dealing with an apa-
thetic, burned-out employee terrorist. When I made it clear
that I wasn't going to settle for the brush-off and expected her
or someone to find me a flight on the next available plane,
she turned me over to another person who specialized in
recovery. That person arranged for a seat on a competitor’'s
flight leaving about an hour later. Had I not rebelled, I would
have spent the night a hostage.

The disgruntled employee saboteur is often more vocal
and can often do more damage than the merely apathetic
one. This is the bank teller or hotel registration clerk who
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complains to the customer that the computer is on the blink
again and the company won’'t do anything to fix it. It's the
workers who blame management for their own failure to look
for solutions and better ways of doing things.

While we're using flight attendants as examples, we can
look to the case of a group of four employee saboteurs with
whom [ shared a shuttle-bus ride from an airport to a hotel.
During the entire fifteen-minute ride, they loudly criticized
the airline’s management for its policies and work practices,
completely oblivious or unconcerned about their customers
who were riding in the same van. Walking into the hotel
lobby, I heard one customer comment to the other about
what he considered highly unprofessional behavior on the
part of the flight attendants.

The third kind of employee saboteur or wrecker, the
openly hostile one, can be downright destructive. During a peri-
od of labor unrest a few years ago, a baggage handler’s union
was developing a strategy for inflicting punishment on one
U.S. airline as a way of getting them to settle in the union’s
favor. The first stage, they decided, would not be a strike, just
a slowdown. They also decided that if the number of cus-
tomer suitcases getting lost, damaged or misrouted were to
rise dramatically, the airline might be more cooperative.

When the union’s threat found its way into the popular
press, customers stayed away in droves, and understandably
so. Who except a masochist would choose to fly with an air-
line while facing the prospect of never seeing one’s suitcase
again? Apparently the union leaders did not feel they were
working against their own self-interest.

All employee saboteurs and wreckers have two things in
common: a sense of alienation and an unwillingness to take
responsibility for creating value. When these people control
the customer interface, we're in trouble. They will let their
own selfish concerns, anger, frustration and antagonism push
aside the nobler aspects of their natures.

The sense of alienation and lack of quality commitment
can come from two sources, and sometimes both. The first
source lies with the individual: It may simply be an aspect of
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an individual's emotional immaturity, insecurity, low self-
worth and ineffective social adjustment. The troubled
employee may be ill-equipped to deal with the psychologi-
cal demands of work. This may be a person who just doesn’t
understand life. Or it may be a person undergoing a difficult
life situation who cannot separate personal problems from
work demands. These troubled people become troublemak-
ers who cannot rise above their own negative feelings.

The second source of employee aggression lies in the
work environment. Organizations can have healthy work envi-
ronments or toxic work environments. Toxic environments
take all the fun out of work life, reduce people to the level of
drones and drudges and, in many cases, overstress them.
Without a strong component of camaraderie and shared fate,
people in such environments inevitably burn out and turn off.
When quality of work life is low, quality of service can never
remain very high.

Ultimately, the way your employees feel is the way your
customers will feel.

Both forms of employee hostility signal a need for strong
leadership. In the case of personally disgruntled employees,
the organization needs a dose of “anatomical management,”
which involves an arm around the shoulder, a pat on the back
and sometimes a kick in the rear. If some employees cannot
separate personal problems from the job, management has
an obligation to help them out of the destructive role and
into one where they can function effectively. In the extreme,
this means helping them out of the organization.

In the case of environmentally caused hostility (i.e., peo-
ple who are reacting to toxic circumstances), managers must
take responsibility for creating humane and supportive work
environments. If managers are terrorizing their employees,
they have to understand that they are terrorizing their cus-
tomers as well.
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Organizing Across Cultures: Ethnic and Social
Interfaces

A few years ago I received a request to meet with a group of
about twenty-five executives from Japan, who were visiting
the United States to study certain management practices.
They had asked to spend a half-day with me in San Diego to
review my theories on this particular topic and to question
me about possible applications in Japan.

They had made their own logistical arrangements,
including booking a conference room for the meeting and
engaging an interpreter, who traveled from Los Angeles to
the meeting in San Diego. The evening before the session, |
met with the interpreter to review the arrangements and
ground rules. She was a bicultural person, born in Japan and
educated in both Japan and the United States. She was fully
fluent in both languages and, more importantly, fluent in
both cultures.

She gave me a preview of the social rules that she sur-
mised would apply during the meeting. “I haven’'t met any of
them,” she said, “but they're all Japanese, so I can tell you
how they’ll most likely conduct the meeting.”

“They're from different companies, so they won’t have
known one another before this trip. But, by the time they get
to the meeting, they’'ll have figured out the exact order of
rank and relative authority each one has, and that rank order
will apply in this group, just as if they were all from the same
company.

“When the meeting begins, they’ll have you seated at
the end of the conference table. The highest ranking guy will
be seated to your right, and next to him the second highest,
and so on around the table. The lowest ranking guy will be
toward your left, and I'll be sitting on your direct left. It's
important to know that the entitlement to speak, and to ask
questions, passes down the line with the progression of rela-
tive authority. If you invite questions, the ranking guy has the
right to ask the first question. If he has no questions, it goes
to the next guy, and so on. If none of the others has a ques-
tion, the lowest-ranking guy gets his turn.”
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I was somewhat startled and bemused by her simple
conviction about what was going to happen the next morning,
but I was more startled when things turned out exactly as she
had specified. Having worked in Japan many times before
and since, I have come to understand and respect the com-
plex system of social rules that govern Japanese business
behavior, and to see the differences in my own culture and in
cultures more similar to my own. With a group of American,
British, Canadian, or Australian executives, for example, I
would expect relative rank to play a modest part in such a
meeting, but certainly would not expect the lower-ranking
persons to feel intimidated from asking questions or voicing
their views.

Cultural differences are becoming more and more recog-
nizable in business operations today, and the need to think
and manage across cultural interfaces can only become more
and more demanding as time goes on. The whole concept of
organizational intelligence, as we are developing it here, is
sometimes heavily influenced by cultural differences. Even
within one culture, differences between male and female
“subcultures” can exist, and people of different ethnic back-
grounds living in the same country and working in the same
organization will influence the collective intelligence of the
enterprise in their own individual ways. And, profound differ-
ences between racial cultures, religious cultures, and geo-
graphic cultures can come into play as people from different
organizations try to do business together.

For example, what are the effects of major differences in
the roles of males and females from two cultures, when teams
from both cultures have to cooperate? How do you reconcile
the strict Islamic rules of a country like Saudi Arabia, where
women are generally not allowed to work in the same room
with men, with norms in America where women may be mili-
tary officers or otherwise carry formal authority over men?

How do you reconcile the cultural norms of informality,
openness, and directness found in a country like Australia
with the norms of politeness, indirection, and social harmony
found in Japan? How does the Confucian ideal of social hier-
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archy and strict order valued in China intersect with the
American concept of meritocracy, i.e., “Anybody can grow up
to be president?”

How do you promote the Western ideas—and should
you?—of individual initiative, questioning the status quo,
and employee involvement in a culture like that of India,
where hierarchy and respect for the social order are deeply
ingrained values thousands of years old?

As fascinating and important as this topic is, however,
even a modest treatment of it is well beyond the scope of
this book. The best we can do for this discussion is to remind
ourselves frequently that virtually any definition of shared
fate and the antecedents for developing it will be embedded
in the complex ideological structure of the culture in which
we're trying to operate.

Key Indicators of Shared Fate

To assess the state of Shared Fate in your organization, ask
yourself at least the following questions:
1. Does management share plans, priorities, and
operating results with the employees?

2. Do people at all levels understand the key idea of
the business and understand the overall strategic
concept?

3. Do people in various departments help one anoth-
er, share information and ideas freely, and general-
ly support one another in getting work done?

4. Do employees express a sense of belonging, i.e., a
sense that they are a part of the organization and
not merely employees of it?

5. Do employees express a sense of partnership with
management, rather than a sense of alienation and
animosity?

6. Do employees believe in the organization’s
prospects for success?
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7. Do most employees see their relationship to the
organization as potentially long lasting?

Notes

l.

This charming term seems to have originated with Frederick
Roethlisberger, a management consultant involved in the early
“Hawthorne Experiments” conducted by Harvard professor Elton
Mayo at Western Electric's Hawthorne Works in Chicago, 1924 to
1927.

USA Today, December 19, 2001, p. 3-B.

Arie de Geus, The Living Company: Habits for Survival in a Turbulent
Business Environment (Boston: Harvard Business School Press, 1997).
Portions of this section are adapted from Karl Albrecht, The
Northbound Train: Finding the Purpose, Setting the Direction, Shaping the
Destiny of Your Organization (New York: AMACOM, 1994), p. 80. See the
original version for a fuller treatment.



CHAPTER 6

APPETITE FOR CHANGE:
Planned Abandonment

What is is the was of what shall be.

Lao-Tzu, The Way of Life

TO ITS CREDIT, the Catholic Church did formally acknowl-
edge that it had badly mistreated Galileo Galilei, and that
it had made a grave mistake when it forced him to recant,
under threat of death, his belief that the Earth was not the
center of the universe. And it said so in a formal proclama-
tion—in 1983.

Homeostasis and the Dominant Neurosis: How
Organizations Avoid Their Futures

Sometimes the allergic resistance to the need for change
has little to do with the particular change itself. In many
cases, the resistance is constitutional. It’s built into the psy-
chic structure of the enterprise, almost like a kind of bio-
logical mechanism. In fact, biological analogies between
organizations and human beings sometimes work well.
When they do, they can help to illuminate the powerful

125
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cultural dynamics that shape everyday life and behavior.

Homeostasis, for example, a characteristic of human
physiology, has a direct counterpart in the organizational
“body.” In biological terms, homeostasis refers to an in-
built tendency for the body’s regulatory systems to main-
tain—or return to—a particular state of affairs: body tem-
perature, blood pressure, hormone levels, electrolyte con-
centrations in the blood, and many other variables. Go out
into the hot sun and your body begins to sweat, your blood
vessels dilate to enable your circulatory system to dump
heat overboard, and your kidneys decrease the rate of
urine formation, all to keep your operating system in its
most favored, stable configuration. Go into a cold room and
the variables shift in the opposite direction: your blood
vessels constrict, reducing the circulation to your extremi-
ties and thereby preserving body heat; you may begin to
shiver, as your muscles generate extra heat to keep your
core temperature up.

Organizations have homeostatic mechanisms as well, at
least those that are not spinning out of control. These
mechanisms show up in many forms: formal and informal
policies that encourage certain kinds of behavior and dis-
courage others; patterns of executive decision making; the
CEO’s love of or distaste for certain courses of action; cer-
tain convictions about the business that cause the top team
to reject or pass up certain kinds of opportunities; and
deeply held beliefs about what works and what doesn't.

Taken to extremes, these homeostatic responses start
to look like patterns of addiction. The addictive organiza-
tion clings so determinedly to certain payoffs and certain
forms of financial nutrition that all attempts to refocus its
attentions meet with inertia, apathy, resistance, and some-
times downright hostility.

CASE IN POINT

Australia Telecom, as it was known before its industry
went through a wrenching deregulation and privatiza-
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tion, was utterly addicted to the easy money its gov-
ernment owners allowed it to squeeze out of the citi-
zen ratepayers. Customers screamed bloody murder
about high rates, service outages, intolerable delays
in making repairs, and long waits for new service.
More than one small business went under because
“Telecom” botched its phone system or delayed its
installation for weeks or even months.

With its monopolistic death grip on the telecom mar-
ket, the company’s executives and managers could
not rouse themselves from their sleepy complacency,
even when the threat of competition became obvious
and ominous. All significant efforts to develop a com-
petitive attitude within the culture were smothered
by the homeostatic effects of the addiction to monop-
oly money. The company was a sitting duck when the
doors opened to competition, and countless thou-
sands of Australians abandoned the company for its
rivals, just for the sheer satisfaction of revenge.

Sometimes the familiar battle cry “Back to the basics!”
signals a homeostatic fear of change, uncertainty, and the evi-
dent need to reinvent the value package. “Let’s focus on our
core competencies” is another expression of this neurotic
attachment to the safe and familiar. It often means “Let’s quit
doing all this new stuff, which doesn’t seem to be working,
and go back to doing what’s always made money for us in the
past.” Increasingly, the basics no longer exist, or the leaders
must find a new success proposition with a new set of basics.
As the folk expression goes, “If you always do what you
always did, you'll always get what you always got.”

In some cases, organizational homeostasis and its asso-
ciated addictive behavior patterns revolve around a particu-
lar type of core neurosis, signaled by an irrational belief sys-
tem and a set of emotional responses that block the culture’s
capacity for change. Sometimes this dominant neurosis
springs from a perverse mindset on the part of the chief exec-
utive. In other cases it may express the state of political
power, in which the financial department, the legal depart-
ment, or other “gatekeeper” functions exert unusual influ-
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ence on strategic decisions. Or it may involve a collective bad
taste in the mouth as a result of some disastrous experience
that inflicted permanent psychological pain on the key peo-
ple who shape the culture. Whatever the source, it usually
tends to immobilize the leaders and keep them addicted to
some kind of psychological safe haven that makes the pain
go away.

CASE IN POINT

Ryan Aeronautical Company, the company with a dis-
tinguished history that built Charles A. Lindbergh’s
“Spirit of St. Louis,” suffered for years under the domi-
nance of manufacturing executives of the old “tin-
bending” school and financial controllers who were
neurotically risk-averse. The company spent no part of
its profits on developing new products; everything that
resembled research and development went under the
allowed allocation of costs (by the U.S. federal govern-
ment, by far the company’s largest customer) for bids
and proposals needed to win contract awards. In other
words, any new idea or new design could only be
investigated as part of the process of preparing a com-
petitive proposal for some military or aerospace pro-
gram for which some government agency sought ten-
ders. The same accountants who operated the day-to-
day financial systems also controlled the pricing of the
company’s bids on contracts. Rather than use contem-
porary methods of parametric cost estimating, the
green-eyeshade drones insisted on padding out the
estimates to make absolutely sure the company would
make big profits on every job. Consequently, the com-
pany found itself routinely disadvantaged against its
more aggressive competitors, both in price and design
quality. For two or three decades, particularly during
the Vietnam era, its business results simply rode the
waves of the economic cycle of government spending
for its category of products.
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Peter Drucker has often commented on this addictive
tendency of organizations and their leaders to cling to the
known, the familiar, the tried and true. He calls for “planned
abandonment,” which involves knowing when to stop doing
what no longer works. “Ask yourself,” Drucker says, “about
every major thing you're doing now: If we weren't already
doing this today, would it make sense to start? If not, it's a
candidate for abandonment.” A common syndrome in failed
businesses is not knowing when to “pull the plug”—holding
out long past the point where failure has become obvious,
and trying to avoid the inevitable psychological pain of
admitting that a particular product, venture, strategy, or poli-
cy simply doesn’t work. Far too many small business opera-
tors have lost far too much of their precious savings by wait-
ing too late to deliver the coup de grace to a failed venture.
And too many investors have lost their capital to ill-con-
ceived ventures whose organizers held out to the bitter end
instead of cutting their losses.

The Dominators Are Rarely the Innovators

When inventor Chester Carlson showed IBM executives the
plans for his strange new contraption, they showed him the
door. The machine was awkward, complicated, and of little
obvious value. They saw virtually no commercial potential
in it. A number of other successful companies reacted the
same way to the invention that eventually became the
“Xerox machine.” Representatives of the Harvard Business
School reportedly declared it a “stupid idea.”

Undaunted, Carlson kept working to improve his
design. He finally found backing, in the form of a grant from
Battelle Memorial Institute, a private research lab in
Columbus, Ohio. Together with a little company called
Haloid Corporation, a maker of photographic products, they
eventually turned the invention into a marketable product.

IBM had a second chance to back the Xerox machine,
but once more it turned its nose up and its thumbs down.
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When some executives there saw what looked like a plausi-
ble product, IBM commissioned a prestigious consulting
firm, Arthur D. Little, to run a marketing study to assess its
possibilities. Little’s experts concluded that the product,
which was to become the Xerox 914 copier, might sell at the
very most 5,000 units worldwide, at market saturation. That
would not justify an investment by a company of IBM’s size.
By the time the 914 gave way to other succeeding models,
it had racked up over 200,000 units in sales.

One of the clearest possible lessons of business histo-
ry is:

The companies that dominate a particular industry, mar-
ket sector, or product category are almost never the
ones that reinvent it when the time comes.

Dominators are almost never innovators. Innovators
sometimes become the dominators, but not necessarily in
all—or even most—cases. And typically, an innovator that
becomes the dominator stops innovating and gets addicted
to dominating.

Kodak Corporation was appallingly slow in going after
the new technology of digital imaging, waking up only after
the market had already been staked out by electronics
companies, most of which had no prior claim to photo-
graphic products. For years the company had enjoyed
obscenely high profit margins by dominating the market for
consumer and specialty film products. Then along came
Fuji Corporation and turned its monopoly product into a
commodity product, launching a long-running price war that
changed Kodak’s future.

Of course, Kodak had also turned down Chester
Carlson’s xerography process, so the company had good
experience at missing opportunities. Much later, it had flirt-
ed half-heartedly with a line of copier products as well, but
stayed glued to its basic celluloid and emulsion product
line. Instead of looking for a new technology curve to ride,
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the company’s leaders fumbled and bumbled for nearly a
decade before getting serious about the new technologies.
By then, the buffet table was nearly empty and Kodak was
left with the leftovers. Its stock price held out for a remark-
ably long time, and then dropped like a stone.

The relationship between innovating and dominating
seems to be a kind of psychological syndrome of business
culture. They seem to be so radically different, as psycho-
logical or cultural propositions, that they are seldom inter-
changeable. CEOs who think their companies can do both
typically get a big dose of reality and frustration. And it does
not seem to be easy to transform a company from one into
another. The cultural DNA—the internal codes of success
and failure discussed earlier—goes deep into the psyche of
the enterprise.

By the mid-1970s, IBM absolutely dominated the com-
puter market. Most of its significant competitors had failed
or left the business. The company had a multi-billion dollar
stash of cash, with which it could pursue virtually any tech-
nology its leaders found interesting. Who better than IBM to
create the personal computer, the equivalent of the people’s
car, the Volkswagen beetle?

The answer: two over-aged teenagers working in a
garage in northern California. Steve Jobs and Steve Wozniak,
along with hundreds of other hobbyists, latched onto Intel
Corporation’s new microprocessor chip—the very brain of a
computer on a hunk of silicon the size of a postage stamp.
They began selling computer kits in plastic bags at flea mar-
kets and newly organizing computer clubs. Then they got
the idea to turn the scramble of wires, chips, salvaged key-
boards, and miscellaneous parts into a presentable prod-
uct, which they called the Apple II.

Jobs got in his car and started making the rounds of
electronics companies, trying to find a big brother who
could help them commercialize their product. He was
tossed out of some of the most prestigious companies in the
business, including, ironically, Hewlett-Packard. He eventu-
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ally found a backer in Mike Markkula, a former vice presi-
dent of Fairchild Semiconductor Corporation, who guaran-
teed the financing for the new company.

IBM, of course, made its mark on the personal comput-
er as a product when it launched its exceedingly uninspir-
ing candidate, the “IBM PC.” The homely, generic-looking
box nevertheless had a huge impact on the market, not
because of any remarkable technical quality, but solely
because of the logo on the cabinet. People reasoned, “If
IBM has entered the market, then the personal computer
has become a real product. Maybe I should think about get-
ting one.” Big Blue, as industry watchers call IBM, continued
to pay lip service to the PC, its first real consumer product.
Within the company, “big iron"—the mainframe computer—
was still where the action was, and playing on that ball field
was a much better ticket to success than going to Boca
Raton to work on the PC. Eventually, the rabid enthusiasts
who had been promoting the product within the company
lost their motivation and most of them left.

IBM’s only other attempt at innovation in the consumer
sector was its PC Junior, a grotesque attempt to build a
cheap and simple computer for the masses. After a failed
advertising blitz featuring an improbable character clearly
intended to be an imitation of Charlie Chaplin, it quietly
buried the monstrosity, along with an investment of tens of
millions of dollars.

The list of dominators who found themselves bypassed
by innovators runs long, and it includes some prestigious
business giants. For example, Swiss companies dominated
the market for watches and other personal timepieces for
over a century. Who introduced the digital watch? The
Japanese. Business historians maintain that several Swiss
companies had digital designs on their drawing boards well
before Japanese products appeared. But it’s a long way from
the drawing board to the cash register. More than a decade
later the Swiss came back with the Swatch, a low-cost fash-
ion product which recaptured part of the turf they’'d lost.
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RCA Corporation’s David Sarnoff Research Center
developed one of the most widely diffused electronic tech-
nologies on the planet: the liquid-crystal display.
Researchers there had discovered that by applying an elec-
trical charge to a transparent film embedded with metallic
particles, they could make it darken selectively, displaying
a symbol such as a letter or number. Realizing they had
something that could potentially represent billions of dol-
lars in revenue, they went to RCA management for backing
to commercialize the product. No dice. Top management
showed remarkable indifference to the idea. A Japanese
company, Sharp Electronics, got wind of the development
and bid for the rights to commercialize it. RCA collected
handsome royalties for many years from its licenses, but
never took the technology to the market.

Why didn’'t the world’s major telecom companies—
AT&ET, MCI, British Telecom, Deutsche Telekom—create the
Internet, the most obvious extension of the value proposi-
tion they supposedly provided? All of them were late in
getting involved in online technology, content to make their
money by simply carrying the digital traffic.

Why didn’'t Merrill Lynch, Prudential, Fidelity,
PaineWebber, and the other dominant brokerage firms cre-
ate online investing? They all held out as long as possible,
substituting first apathy, then denial, and then the “back to
basics” neurosis for aggressive and imaginative action.

One could pose 3M Corporation as a possible excep-
tion to the innovator-dominator paradox. The company has
had a long history of rapidly creating new products and
whole new “technology platforms,” as 3M executives call
the lines of research. Over half of the company’s profits
come from products that didn’t exist four years previously.
On the other hand, 3M’s total sales volume does not put it
on a par with mega-companies like IBM, GE, Siemens, or
Hewlett-Packard. And, although it does dominate certain
product categories fairly well, it's probably most accurate to
think of the company as first and foremost an innovator. In
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fact, 3M’s executives consider the company’s ability to inno-
vate as a kind of brand in itself; in recent years they’'ve been
advertising “3M Innovation” as a specific corporate identity.

But for the majority of companies, large and small, the
lesson is fairly clear: it's very hard for one company to both
dominate and reinvent an industry, product category, or
line of business single-handedly. Later on we'll discuss the
organizational dilemmas presented by this paradox, and
explore the thinking process executives have to use in
resolving the paradox for their enterprises.

The Sick-Sigma Syndrome: Perfection or
Destruction?

In 1993, Motorola Corporation sold over one-third of all the
cellular phones in the world. Before the end of the decade
its market share, revenues, and profits were falling rapidly.
By 2000, it had lost its dominant position to a company few
people had ever heard of back in 1993—Nokia, a company
in Finland, of all places. By 2002, Nokia had one-third of the
world market, with a share equal to Motorola, Ericsson, and
Siemens combined.

In its heyday as the dominant force in the cell-phone
market, Motorola was also winning awards for its manufac-
turing quality techniques. Its sophisticated quality manage-
ment program, which it called “six-sigma,” was widely con-
sidered the standard for imitation by other companies, pre-
sumably in all kinds of businesses. Six-sigma quality, using
the terminology of statistical analysis, meant that a high-
volume manufacturing process would show defects of fewer
than 3.4 events per million. The company’s program won it
the U.S. Government’s prestigious Baldrige award for quali-
ty. The company even set up its own “Motorola University”
to teach its quality management methods to other compa-
nies.

Unfortunately, Motorola got stuck in time. The company
botched the transformation from analog to digital technolo-
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gy in the design of its products. As its competitors were
developing other, competing digital signal standards, and
designing better and smaller products to capitalize on
them, Motorola clung to the older, analog technology. Some
experts believe the company fiddled for at least two years,
a very long period in “digital time,” before it got serious
about the complete transformation facing it on all fronts.

Some of those experts also believe that Motorola’s very
success as a paragon of manufacturing quality may have
retarded its abandonment of the old technology and its
serious attack on what had become a brand-new market.
According to their reasoning, Motorola’s senior manage-
ment, and indeed its leaders throughout the culture, were
so proud of their achievements in manufacturing quality
that they could not bring themselves to destroy it all in the
process of completely regearing the company for digital
designs. Six-sigma, which had been one of the company’s
best competitive weapons, may have paradoxically worked
against it, retarding its movement toward reinvention.

Ultimately, the problem was not with six-sigma. In fact,
many quality experts acknowledge that six-sigma methods
represented a significant advance in the state of the art in
manufacturing quality. Indeed, other companies like
General Electric, Allied Signal, and NaviStar took up the
methods and applied them in their own ways, generating
operational improvements and cost savings of several bil-
lion dollars. GE in particular, with its “quality black belt”
consultants, extended the methods far and wide through-
out its international operations. One of CEO Jack Welch'’s
last major initiatives before he retired in 2001 was to
endorse the program as a major aspect of GE's management
philosophy.

But Motorola’s six-sigma experience became its sick-
sigma experience, underlining a very challenging paradox:
How does a company reconcile perfection with destruction?
In other words, how do we know when to destroy the very
thing we've perfected and get started on the path to per-
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fecting something else, presumably something better and
more valuable?

Plenty of other companies have fallen on their own
swords because of this “sick-sigma” syndrome, the inability
to reinvent what they've spent decades perfecting. From
the psychological standpoint, this pattern is very under-
standable. After all, when you're faced with a comparison
between something that's known, valuable, profitable, and
relatively perfected by an enormous investment of knowl-
edge and resources, and something else that's largely
hypothetical in its promise, the known option has a lot
going for it. And if the transition from the known to the
unknown is a one-way jump, i.e., you'll eventually have to
choose one horse or the other, it can be a very agonizing
decision. This is the very kind of once-a-decade transition
that can challenge the intelligence of any enterprise.

Organizing for Change

When Lockheed Corporation took on the challenge of
designing and producing the highest-flying reconnaissance
airplane ever built—the famous U-2 that served U.S. intelli-
gence services for several decades—the company’s man-
agement decided to bypass the normal organizational
structure it traditionally used for its projects. Instead, it set
up a “skunkworks” organization under the technical leader-
ship of the legendary aircraft designer Kelly Johnson. Aside
from the need for extreme secrecy, which the conventional
organization could probably have provided, the company’s
leaders believed that the elaborate management and
process-control systems that served well on its other pro-
grams were not up to the demands of an accelerated pro-
gram that required a number of technical breakthroughs in
a short span of time.

Some would consider Lockheed’s decision as an admis-
sion that its design and manufacturing processes were inef-
fective. Others would argue that different demands
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required different systems. The priorities that come into
play in setting up a system to produce hundreds of stan-
dardized airplanes, economically, and on a rigorous time
schedule are different from the priorities for building some-
thing new, quickly, and in shorter customized production
runs.

Similar structural issues arose for hundreds of other
U.S. defense suppliers, during the rapid build-up of military
resources for the Vietnam war. U.S. defense agencies even
set up a special designation for urgent projects, dubbed
“quick reaction capability” programs, or “QRCs.” Launching
a QRC program involved the assumption that time urgency
overshadowed dotting the i's and crossing the t's, and that
special organizations and special program management
approaches were called for. Many aerospace companies
had dual management structures—standard process pro-
grams and QRC programs—running in parallel.

Military agencies also adopted the “organize for speed”
philosophy, setting up “special program offices,” or “SPOs”
to manage these time-urgent developments. SPOs were
relieved of much of the bureaucratic controls that typically
extended system development times to five to seven
years, and they targeted time frames, such as 90 to 120 days
to get working hardware to the front lines. In many cases,
the QRC systems were more like working prototypes than
finished designs, and they came with engineers and techni-
cians who supported them, since the usual repair manuals
and service training programs weren’t complete.

These days, it's often a mistake to assume that one
standardized organizational structure can deal with the
entire range of time-critical challenges and adjustments the
organization has to face in dealing with its environment.
Many times a “mixed model” of structure makes sense, such
as having a skunkworks-type operation in one part of the
enterprise and more conventional structures in the other
areas. The skunkworks gets things done quickly and flexi-
bly, but often with rather costly side-effects; it's a sloppy
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way of doing things. On the other hand, the elaborate
organization tends to do things more thoroughly and with
more checks and balances, but at the cost of time and flex-
ibility.

One of the common failure mechanisms in organiza-
tions facing the need to reinvent themselves or to realign
themselves drastically to a changed environment is trying
to do new things with the old organization. The biggest Wall
Street brokerages, for example, faced the early stages of the
online investing phenomenon rather awkwardly. They had
no real internal sources of expertise, and they typically
devoted only token resources to tinkering with Web sites
and trying to put customer account statements online.

The brokerages could have employed any of several
options to free themselves from the tyranny of the existing
structures. For example, they could have created
skunkworks operations inside their companies, shielding
the experts there from political pressure that might be
applied by those who felt their traditional ways of life were
being threatened. A second option would have been to
acquire a small company with a capability similar to that
needed, and operate it as an outsourced skunkworks. Still a
third possibility might have been to partner seriously with
an online company or even co-opt a would-be competitor in
order to gain experience and insight into the new opportu-
nities. In all cases, the primary motive would have been to
help the organization learn and adapt to the new chal-
lenges, not necessarily to field a finished product.

Seldom does an organization abruptly stop doing
things one way and start doing things a completely different
way. There is typically a period of unrest, confusion, transi-
tion, and consolidation involved. It only makes sense for
the leaders to set up this process consciously and deliber-
ately, rather than resist the change until the environment
forces it upon them. This may call for malleable organiza-
tional structures, i.e., arrangements that can accommodate
both the stability and routine of the original operation and
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the confusion and ambiguity that come with the movement
to a new way of doing business.

Key Indicators of Appetite for Change

To assess the state of Appetite for Change in your organiza-
tion, ask yourself at least the following questions:

1.

Are the products, services, and forms of value
delivery continually evolving and keeping up with
the changing demands of the business environ-
ment?

Are natutral mechanisms in place to foster innova-
tion, e.g., experiments with new ideas, new product
development teams, skunkworks departments for
new ventures, employee suggestion programs?

Are employees encouraged to find better ways to
do their jobs?

Are people at various levels allowed to question
the accepted way of doing things?

Is bureaucratic “underbrush” (e.g., rules for the
sake of rules, outmoded policies and procedures)
kept to a minimum?

Are the leaders of the enterprise willing to admit
their mistakes and cancel misguided ventures that
aren’'t working?

Does management promote an atmosphere of
openness to and acceptance of change, and of
thinking about the business in new and original
ways?



CHAPTER 7

HEART:
Earning the Discretionary
Energy

Floggings will continue until morale improves.

Sign in a manufacturing facility

SOME MANAGEMENT THEORISTS believe that the basic
attitudes and beliefs about workers that are held by most
senior managers in organizations today came largely from the
ideas of one man, whom most of them are too young to have
even heard of. His name was Frederick Winslow Taylor, and
he was a big deal in the first two decades of the twentieth
century. He was one of the first management theorists to
become popular, and his concepts had enormous influence
throughout the developing industrial society of America dur-
ing that time. Just as Aristotle’s most famous student,
Alexander the Great, spread his guru’s ideas throughout the
civilizations he conquered—nearly one-third of the known
world, at the time—so Taylor's ideas were taken up and
applied by the captains of industry who were building the big
capitalist corporations of the day.

140
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You Can’t Get Good Help These Days: The Ghost of
Frederick Taylor

Taylor was an engineer who decided to study the efficiency of
physical labor, typically in factories and other primary pro-
duction operations. His studies of iron handlers and other
laborers at the Bethlehem Steel plant in Maryland led him to
conclude that businesses were not getting their money’s
worth from the wages they paid to their laborers. There were
two reasons for this, Taylor believed. One was the inefficient
design of work procedures, and the other was the fundamen-
tal motivation by almost all hired workers to do the least
amount of work possible.

According to Taylor:

The English and the American peoples are the greatest
sportsmen in the world. Whenever an American workman
plays baseball, or an English workman plays cricket, it is
safe to say that he strains every nerve to secure victory for
his side. He does his very best to make the largest possi-
ble number of runs. The universal sentiment is so strong
that any man who fails to give out all there is in him in
sport is branded as a “quitter,” and treated with contempt
by those who are around him.

When the same workman returns to work on the following
day, instead of using every effort to turn out the largest
possible amount of work, in a majority of the cases this
man deliberately plans to do as little as he safely can—to
turn out far less work than he is well able to do—in many
instances to do not more than one-third to one-half of a
proper day’s work. And in fact if he were to do his best to
turn out the largest possible day’s work, he would be
abused by his fellow-workers for so doing, even more than
if he had proved himself a “quitter” in sport.

Underworking, that is, deliberately working slowly so as to
avoid doing a full day’s work, “soldiering,” as it is called in
this country, “hanging it out,” as it is called in England, “ca
canae,” as it is called in Scotland, is almost universal in
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industrial establishments, and prevails also to a large
extent in the building trades; and the writer asserts without
fear of contradiction that this constitutes the greatest evil
with which the working people of both England and
America are afflicted.*

Taylor transmitted his ideas to a generation of manu-
facturing engineers, consultants, and industrial engineers,
who were instrumental in creating the physical infrastruc-
ture for the new industrial economy. Speaking to the
American Society of Mechanical Engineers, he said:

So universal is soldiering ... that hardly a competent work-
man can be found in a large establishment, whether he
works by the day or on piece work, contract work, or under
any of the ordinary systems, who does not devote a con-
siderable part of his time to studying just how slow he can
work and still convince his employer that he is going at a
good pace.”?

Although Taylor contributed many innovative
approaches to workplace design, and his ideas fueled the
development of the methods of industrial engineering and
the so-called time and motion studies, nevertheless many
students of business history feel that his indelible legacy
was the unquestioned view of workers as basically inter-
changeable parts of a production machine. There is scant
evidence that Taylor recognized any psychological or social
component of the employee’s relationship to the enter-
prise, outside of the coercive authority structure imposed
by management.

Of course, we have to recognize that there are people
who don't like to work. Different people do indeed have
different attitudes about work, and each one approaches
the proposition of making a living in a unique way. Some
people really do have selfish, self-defeating attitudes
toward their jobs or careers; some of them conceive of a job
as just a way of getting money with as little inconvenience
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to themselves as possible. Some people in the workforce
have problems of self-esteem, some have defective social
skills, and some have very limited aspirations for their lives.
Some workers really do deserve to be classified as dead-
wood—or at least driftwood, but not all of them are lost
causes, either.

The Taylor problem comes from lumping all employees
into the same category of unmotivated, uncooperative, self-
interested cattle, who must be coerced into delivering
value for the compensation they receive. Management the-
orist Douglas McGregor, who wrote the classic study of man-
agement attitude The Human Side of Enterprise,’ labeled this
concept of humans as “Theory X.” He contrasted this con-
cept to a “Theory Y,” which portrayed a more complex view
of humans as deploying their energies in response to moti-
vational propositions that are deeply meaningful to them as
individuals.

Despite the efforts of many management writers, con-
sultants and psychologists, and a number of visionary CEOs
to promote a more humanistic view of humans in the work-
place, the ghost of Frederick Taylor still walks the land. The
Taylor view, the rabble hypothesis mentioned in Chapter 5,
or McGregor's Theory X view, people as livestock—call it
what you like—is still the norm in many organizations, par-
ticularly large ones. Executive pronouncements like
“People are our most important assets” are unconsciously
perpetuating Taylorism. It's hard to think of people as
human beings when you talk about them as assets.

How Do You Turn People On? You Don’t.

The “passion index.” That's what he called it. The CEO of a
large primary industry firm decided that the people of a
recently acquired subsidiary firm weren’'t working hard
enough, weren't committed enough, and in short, weren't
passionate enough. They didn’t share the same values as the
acquiring firm. They didn’t show the same drive, the same
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competitive aggressiveness, and the same seriousness of
purpose as “his” people did. So he set about giving them a
passion adjustment.

He decreed that, henceforth, all members of the
acquired firm would be evaluated quarterly by their super-
visors on their passion. The passion index was to be a meas-
ure of the extent to which each person demonstrated that
they “got it.” Further, he decreed, by the end of six months
all persons in the firm who had not reached the first quartile
in their passion scores would be invited to leave. Never
mind that it’s mathematically impossible for 100 percent of a
population to fall into the first quartile of any measurement
(the top 25 percent); they were going to learn passion.

I had been engaged by several senior executives to
participate in a project with this organization, and it was
inevitable that my involvement would bring me into direct
contact with the passion problem. When they briefed me on
the chief's passion program and the passion index, I was
stunned. I didn’'t know whether to laugh or cry. This was a
man of considerable management experience, and the
group of companies under his stewardship had performed
rather well over the years, by most measures of business
success, although the enterprise was well known for burning
people out. His ignorance of the most rudimentary con-
cepts of culture, social psychology, and motivation was
astonishing.

What made the passion index doubly ironic was that
the CEO himself was a man of remarkably little passion. His
cadaverous personality inspired only apprehension and
fear. He was known as a man with little or no sense of humor,
emotionally over-controlled, and not given to spontaneous
expressions of passion—or much of anything else, for that
matter. I made the most diplomatic attempt of which I felt
myself capable, to pry him loose from his passion program,
and to lead his thinking in more constructive directions, but
to no avail. Shortly thereafter I ended my involvement with
the organization.
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Intelligent executives can be astonishingly naive about
human emotion, motivation, morale, and esprit de corps,
almost as if they themselves have never experienced the
role of an underling in a business organization, or as if
they've completely forgotten what it felt like. Many of them
persist in conceiving of the people in the organization as
standard, interchangeable items of apparatus rather than
unique human beings with unique wants, needs, values,
views, and aspirations. This person-as-thing mindset gives
rise to the clumsiest mental malfunctions when they try to
apply their minds to issues of culture.

Here’s a personal example. I had the pleasure of pre-
senting a breakfast lecture to a group of Israeli executives in
Tel Aviv, under the auspices of the Israel Management
Center and Pelephone Ltd., a marketer of cellular tele-
phone services. In true Israeli style, my hosts had
impressed on me, in the strongest of terms, that the execu-
tives attending the session were senior people, well edu-
cated and well read in management, and that most of them
were very familiar with my books and concepts. “We want
you to address the very latest ideas in business thinking,”
they insisted. In particular, they wanted to concentrate on
making service businesses more competitive.

I was a bit apprehensive, and wondered whether I real-
ly knew much more than the audience members. So I asked
for their guidance, by opening the presentation with a ques-
tion: “What are the five biggest unsolved management prob-
lems at this time, facing the leaders of businesses in Israel?”
The more vocal members immediately offered their candi-
dates, which a clear majority of the members of the group
quickly ratified. Three of the five were “cultural” questions:
“How do you motivate the employees?” “How do you get
the top managers to support a service initiative?” and “How
do you change culture?” Actually, all three questions
telegraphed their mindsets about motivation. The other
questions dealt with issues of change management directly
related to the OI model we've been exploring here.
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Having baited them into responding to my question
with five standard stock answers, I turned the tables and
chastised my listeners. “Your organizers have emphasized
to me your desire to deal with the latest management
issues, and yet the questions you've posed demonstrate
that your thinking processes haven’t moved beyond the
basics,” 1 said. “Maybe you've read all the theories, but
have you really understood them?”

“If you're still asking questions like ‘How do you turn
people on,’ then you don’t understand what turns people
on,” | admonished. “You can’t turn them on. Your mistake is
in thinking literally—that motivation is something you do to
them, like oiling a machine. You have to change your para-
digm: What you can do is create something they can get
turned on about, and that's called a vision. Motivation
comes from meaning, and leadership starts with meaning.”
It was a very lively discussion.

Motivators and Demotivators: The Ghost of
Frederick Herzberg

Fortune magazine’s list of the 100 best American companies to
work for made especially interesting reading in early 2002, in
the wake of the devastating economic effects of the
September 11 terrorist attacks and the recession, which had
already been developing. Many of the largest and most suc-
cessful firms had taken unprecedented financial shocks,
many were forced to lay off workers, and most had over-
stressed cultures and traumatized employees. This raised
the difficult question: Can the popular companies stay popu-
lar with their employees when business goes bad?

Fortune’s report credits a number of firms with making
the best of a terrible situation by dealing skillfully, honor-
ably, and intensively with the personal costs inflicted on
their people.” Some of the cases represent remarkable
commitment to doing right by the people of the firms,
and—more importantly—a strong grasp of the fundamental
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truths about why people feel the way they feel about their
jobs, their bosses, and the enterprises that employ them.

According to Fortune, the accounting giant Ernst & Young
had to redeploy workers, loan employees to clients who
had temporary shortages or imbalances, and offer voluntary
leaves of absence at maintenance salaries of 25 percent.
With these strenuous measures the firm managed to avoid
laying off a single employee. A Wall Street analyst might
wonder why E&Y's management went to all that bother
instead of just doing the usual layoff and getting on with
business. The answer has to do with people and culture, not
the price of the stock.

According to Fortune’s figures, some 80 of the 100 most
popular companies avoided layoffs in the wake of the “9/11”
shock, and a number of them have official policies against
layoffs except in the most extreme circumstances. And, over
the long term, almost all of the listed companies have post-
ed respectable financial results.

Agilent Technologies, the high-tech spin-off from
Hewlett-Packard Corporation, did have to downsize its staff
by several thousand. And yet, the firm that prides itself in
carrying on the philosophy of HP founders Bill Hewlett and
Dave Packard—the “HP Way”—managed to earn an
unprecedented feeling of good will on the part of the
employees. Not only its methods for managing the separa-
tion, but its history of maintaining a strong culture of com-
munity and performance, left many departing employees
feeling very positive about the firm instead of feeling cheat-
ed or mistreated.

In many ways the Fortune report underscores a number
of basic truths about motivation, which were first expressed
authoritatively by Professor Frederick Herzberg of the
University of Utah, many years ago in his landmark book
Work and the Nature of Man.” Unfortunately, very few senior
executives are familiar with Herzberg's basic truths, often to
the detriment of the cultures in their organizations. One can
see a range of attitudes and beliefs on the part of senior
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executives toward the whole proposition of people, culture,
and having “a way” of running a business. At one end of a
spectrum, it's only about money, power, stock performance,
shareholder value, and growth. At the other end, it's about
creating capacity—the capacity of a miniature society of
people devoted to making their enterprise successful, and
thereby contributing value to the shareholders, customers,
and the society for which they hold the enterprise in trust.

Herzberg advanced a startlingly simple theory of
human motivation, and argued that it was so simple that
most executives and managers had trouble grasping it. He
called it the two-factor theory, or the “motivation-hygiene”
theory. According to Herzberg, a leader has to understand
two dimensions of motivation: what demotivates people and what
motivates them. His research indicated clearly that the “moti-
vators” were not simply the opposite of the “demotivators.”
For example, a worker might be less motivated to work pro-
ductively when forced to work in an unpleasant or uncom-
fortable physical environment, but making the workplace
more comfortable may simply influence the worker to stop
performing poorly and begin performing at a minimally
acceptable level.

Managers tend to sense, at least intuitively, that many
employees could do more, think more, create more, coop-
erate more, and add more value in their jobs. The question
is: What can we do to influence them to contribute more
than the rulebook or the job description requires? This has
been the fundamental question plaguing executives and
managers for over a century. Herzberg answered it, but few
business leaders have wanted to take the trouble to learn
what the answer means.

According to Herzberg, a demotivator—or a “hygiene
factor” as he called it, using a medical analogy—is any con-
dition or experience that leads a worker to feel alienated
from the work, and consequently less inclined to invest any
extra personal energy in doing the job. When demotivators
abound—such as poor pay, unsafe or unpleasant working
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conditions, low job security, abuse or maltreatment by
supervisors, or any of a number of factors that diminish
“quality of work life"—people will tend to invest little or
none of their discretionary energy in their work. The first
step, according to Herzberg, is the obvious one of eliminat-
ing the demotivators, or negative hygiene factors. It's point-
less to hope that when people are in a state of psychic pain,
they will have a high sense of achievement, morale, and
esprit de corps, or that they will want to see the enterprise suc-
ceed.

The outstanding companies have long since eliminated
the demotivators, and have begun working on the motiva-
tors. According to Herzberg, motivators are psychological
opportunities: chances to experience positive feelings associ-
ated with behaving in ways that support the success of the
enterprise. For example, when a professional staff member
is encouraged to submit a technical paper for a presenta-
tion at an industry conference, and the company pays the
expenses for the trip, the employee has an opportunity to
fulfill needs higher up on Abraham Maslow’s hierarchy than
just those associated with drawing a salary. Professional
pride, the respect of one'’s peers, praise and recognition
from management, and the intellectual challenge of the
experience, all can influence the employee to feel more
like an important part of the enterprise. If as a result the
employee contributes more and more discretionary energy,
then we can say that the experience has been a motivating
factor for that person in that situation.

To sum up Herzberg's theory: Demotivators alienate
people, but removing the demotivators doesn’t motivate
them. True motivators are opportunities to satisfy individ-
ual psychological needs: needs for affiliation, acceptance
and inclusion, needs for achievement, needs for a sense of
self-worth, and needs for personal growth and develop-
ment. Build those into the business and the “motivation
problem” no longer even requires discussion.
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One of the curious aspects of the relationship between
the employee and the firm over the years has been the use
of—or lack of—employee suggestion systems, the prover-
bial “suggestion box” that appears in so many cartoons.

Although suggestion systems have been around for
many decades, and everybody knows about the suggestion
box idea, it is still remarkable how few firms consistently
seek input from employees about how to improve their
operations. Few suggestion programs have the vitality and
support of management to continue delivering useful ideas
over the long term. In many cases, the lack of any kind of
organized process for gathering ideas from employees is
really another signal of management’s indifference to the
state of mind of the workers. The usual attitude is “We in
management are the ones who run the company, and we
know what has to be done. The employees are there to do
what they're told.”

Herzberg argued that the opportunity to offer ideas
and suggestions, to provide feedback to the leaders, and to
participate in improving the way the business operates can
be motivators in and of themselves. Implemented with an
attitude of community building, idea sharing, and a cooper-
ative search for better ways to do business, employee
involvement systems not only can save money and extend
profits, but can build morale and commitment on the part
of the members of the enterprise. And with the widespread
availability of e-mail and Web-based information systems,
gathering good ideas from employees is easier than ever.

Meaning and Motivation: The Power of a Common
Cause

Why do cults work? What could lead a person to join a group
of strangers, follow their rules and rituals, engage in socially
deviant behavior, possibly even violate the law, and surren-
der his or her personal authority to the whims of some kook?
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The simple answer: to be a part of something that offers
meaning for his or her life. Some lives have so little meaning
and their owners have so little sense of self-worth that it
doesn’t take much to fill the bill.

But normal human beings, the kind who work for a liv-
ing and make organizations what they are, also have needs
for a sense of belonging and common purpose. In fact, some
business enterprises have succeeded in capturing the
imagination and personal involvement of their people so
completely that they even seem rather cult-like in the ways
their cultures operate. Microsoft Corporation, in its “golden
age” period as one of the most-admired high-tech compa-
nies, enjoyed a remarkable degree of employee loyalty to
the technical and sociological ideology of its founder, Bill
Gates. In fact, many outsiders in the “techie” community
referred to them as “Micro-serfs,” “Micro-softies,” and those
who had “drunk the Kool-Aid,” in a morbid reference to the
Jim Jones suicide cult members who drank poisoned Kool-
Aid in their jungle compound in Guyana.

The power of a common cause is one of the most awe-
some influences to be found in all of human nature. When
it's there, people are psychologically mobilized. When it’s
gone, they just do the work. Robert F. Mager, one of the most
respected authorities on employee learning and develop-
ment, frequently spoke of the leadership syndrome he
called “youreallyoughtawanna,” by which he meant that
executives, managers, and supervisors often project their
own personal interests into their perceptions of their
employees when they try to “motivate” them. The desire to
see employees seize the mission and ride off to accomplish
it tempts the boss to try to pressure them into wanting to do
it. They fall into a pattern of trying to sell their own person-
al motivations to those on the team. The employees of one
firm I visited even had their own private acronym for the
seemingly endless series of new motivational “programs”
coming down from top management: B.O.H.I.C.A., which
meant “Bend Over, Here It Comes Again.”
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The only sensible way to understand motivated behav-
ior, and its action in the context of some common cause is
the “WIIFM” rule: What's In It For Me? Or, as others say, the
employee is usually only tuned into one “radio station,” fig-
uratively speaking: station WIIFM. It’s really the simplest of
human truths, and one that so many leaders find hard to
grasp, even though they apply it personally in their own
lives all the time: People behave in ways that offer the
promise of getting them what they want.

Motivational expert Dr. Charles Garfield speaks often of
his early experiences as a scientist working in the Apollo 7
space program, John Kennedy’s mobilization of the
American objective of landing people on the moon.
According to Garfield:

In those days, there was a kind of manic commitment to
what we all considered the most exciting and noblest of all
possible objectives: putting people on the moon and bring-
ing them back to earth. I'd never before, and have never
since, seen so many people working with such a sense of
purpose and determination as in those exciting days of the
first moon landing. People would work ungodly hours,
come in nights and weekends, and put enormous energy
into their parts of the mission. Later on, | came to under-
stand much more clearly how the power of a sense of mis-
sion can shape human energy like few other things can.’

Some firms go through a phase of exciting growth and
progress, in which people buy into a sense of common
cause. In some cases, the leaders succeed in crafting a com-
pelling vision and articulating such a common purpose.
Even national movements can bring people together, such
as the government’s response to the terrorist attacks on
New York and the Pentagon. The sense of common purpose
is like the organizing principle for the swarm of bees, the
flock of birds, or the school of fish mentioned earlier. When
it's there, the discretionary energy flows, entropy diminish-
es, syntropy sets in, and big things become possible.
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Quality of Work Life: The Barometer of Heart

Industrial psychologists have known for many years the basic
elements of employee perception with respect to quality of
work life, the totality of a working person’s experience as a cit-
izen of the enterprise. While a high quality of working life
won't guarantee outstanding performance, as Frederick
Herzberg reminded us, a low quality of work life will almost
certainly result in diminished performance. Disgruntled
employees seldom work as hard, contribute as enthusiasti-
cally, or add value to their jobs as much as employees do
who feel respected, valued, and appreciated for what they
do.

We can define quality of work life fairly comprehen-
sively in terms of ten key components:

1. A Job Worth Doing. Work that has dignity, contributes some-
thing of value, and makes use of the abilities of the person
doing it.

2. A Decent Physical Work Environment. A situation that is as safe,
clean, comfortable, and stress-free as management can rea-
sonably make it, considering the demands and constraints
imposed by the nature of the business and the work
involved.

3. Decent Pay and Benefits. Fair compensation for the contribution
one makes; a total package of value that makes working for
the organization relatively attractive compared to the avail-
able alternatives.

4. Job Security. Reasonable assurance that, if one performs well
in the job, he or she can have a reasonable expectation of a
future with the enterprise.

5.  Competent Supervision. A boss who manages competently,
humanely, and with due regard for the human needs of the
staff. This includes explaining the expectations and priori-
ties of the job, giving help and support as needed, provid-
ing necessary resources, giving feedback on job perfor-
mance, correcting performance problems humanely and
fairly, and building an effective team.
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Appreciation of One’s Contribution. A sense that one’s boss, team
mates, and the management in general recognize and
appreciate the value a person contributes to the success of
the enterprise.

Opportunities to Learn and Grow. Work assignments, special
tasks, training programs, coaching from the boss, and guid-
ance that enable a person to build the knowledge and skills
needed to make a stronger contribution and to advance in
his or her career.

A Chance to Get Ahead on Merit. A fair shot at promotion to bet-
ter opportunities and responsibilities, based solely on con-
tribution and capability, without regard to gender, race,
nationality, or other factors unrelated to performance.

Feeling Part of the Team. A sense of belonging, inclusion, and
value as a member of the work unit, the department, and
the enterprise as a whole. This includes participating fully in
the activity of the group, enjoying the sense of camaraderie
it offers, knowing what's going on and getting the latest
“news,” and feeling welcome when others get together.

Justice and Fair Play. A sense that the rules of the enterprise,
as well as its rewards and punishments, apply equally well
to all. When people who work hard see those who don’t work
hard getting the same rewards and benefits, they feel a
sense of injustice. When people see one set of rules for
males and another set of rules for females, or any other dis-
parate treatment, they feel unjustly treated. When people
get ahead by dishonesty, political games, character assassi-
nation, and selfish behavior, those who try to contribute to
the good of the enterprise feel like they've been cheated.
Justice means justice for all, according to the rules the organ-
ization supposedly lives by.

Key Indicators of Heart

To assess the state of Heart in your organization, ask yourself
at least the following questions:
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1. Do employees perceive the overall quality of work
life in the organization as high?

2. Do employees believe that management has their
best interests at heart?

3. Do employees express a sense of pride in belong-
ing to the organization?

4. Are employees willing to put in extra effort to help
the organization succeed and achieve its goals?

5. Do employees express optimism regarding their
career opportunities with the organization?

6. Do managers approach their jobs with energy,
enthusiasm, and optimism?

7. Do managers model commitment, energy, enthusi-
asm, and optimism in the eyes of the employees?

Notes
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CHAPTER 8

ALIGNMENT AND
CONGRUENCE:

Eliminating the Contradictions

We trained hard, but it seemed that every time we were
beginning to form up into teams, we would be reorganized.
[ was to learn later in life that we tend to meet any new
situation by reorganizing, and what a wonderful method it
can be for creating the illusion of progress while producing
confusion, inefficiency, and demoralization.

Petronius Arbiter, Roman General

ORGANIZATIONAL DESIGN THEORIST JAY GALBRAITH likes
to say “The organization that's designed for doing something
well for the millionth time is exactly the wrong organization
for doing something well for the very first time.” By that, he
means that innovation demands a very different mental
process from that of “production.” Perfectionism and innova-
tion seldom coexist peacefully; they are polar-opposite habit
patterns, structures, thought processes, and cultures.

The Structural Paradox: Any Way You Organize Is
Wrong

At some point in the life of any product, product category,
company, or industry, success begins to dictate the search for
the “O.B.W."—the One Best Way of doing things. In the early

156
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stages, where few rules apply and success comes largely
through trial and error—mostly erro—people feel comfort-
able trying various designs, methods, procedures, and struc-
tures, hoping to find some that work outstandingly well. With
a bit of luck, they begin to discover the success proposition:
the product design, the brand concept, the marketing strate-
gy, the distribution method, or the special way of fashioning
a customer relationship that makes the business a financial
success. The enterprise begins to move from chaos toward
control. It crosses an imaginary bridge—a figurative mental
boundary between divergent processes and convergent
processes.

Patterns begin to set in. Policies take shape, some-
times unconsciously and sometimes deliberately. Preferred
organizational structures begin to emerge. Certain proce-
dures, rules for operation, and habits of working become
the de facto norm. Certain social customs, protocols, authori-
ty relationships, and rules for the pecking order take shape.
A whole set of specifications comes into being, some of
them unconscious and some conscious, as “the way we do
things here.” An unspoken set of political rules begins to
emerge. With each passing day, these various patterns
become more clearly defined and more powerful in their
influence. As the organization grows and succeeds, it dis-
plays less and less tolerance for violations of the accepted
norms and less and less appetite for changing its norms.

In many ways, this process of organizational maturing
mirrors the individual human process of maturing. As we get
older and more successful in our lives, we tend to seek
change less and less, we may tolerate ambiguity less and
less, and we tend to resort to our favorite patterns of suc-
cess more and more.

In the study of individual brain power, we refer to this
phenomenon as the pattern paradox:

Our brains are both liberated and imprisoned by the pat-
terns they create.
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The human brain is a pattern-creating and pattern-rec-
ognizing organ par excellence; it has no equal in the techno-
logical systems we have so far devised. No electronic com-
puter even comes close to the brain’s capacity for forming,
recognizing, and processing patterns in its perceptions,
judgments, and decisions. Our ability to encode and
decode patterns, almost effortlessly, gives us enormous
power to deal with our environments, to react instantly to
threats, and to deploy our consciousness for sophisticated
and creative purposes.

Yet this same pattern-processing capacity of the brain
can also lock us into fixed habits, stereotyped ideas, and
too-comfortable strategies for behaving. For most of us, a
process of mental fossilization sets in as we age, and unless
we actively pursue more creative avenues of thought, our
comfort zones become progressively narrower over time.

To the extent that an organization and its habits reflect
the sum of the mental habits of its members—perhaps
influenced more strongly by the mental habits of those in
positions of power—it too expresses the pattern paradox:

Organizations are both empowered and imprisoned by the
patterns that govern their operation.

We can think of various organizations as dwelling
somewhere along a figurative spectrum between stability
and chaos. At the innovative end of the scale we have what
we might call the inventive organization. At the extreme
opposite, we have what we might call the perfective organiza-
tion. Figure 8-1 briefly summarizes the “personality” differ-
ences between these two kinds of sociotechnical structures.

An organization operating toward the inventive end of
this spectrum is not necessarily to be judged as unintelli-
gent by virtue of its chaotic processes. Depending on its
mission, its unique life-stage, and the objectives of its lead-
ers, a chaotic state of operation may offer the best promise
of a successful future. An organization must discover its own
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“PERFECTIVE” PRIMARY “INVENTIVE”
ORGANIZATION FEATURES ORGANIZATION
Constraining STRUCTURE Permissive
Rule-Based CULTURE Pragmatic,
Outcome-Based
Minimize PROCESS FOCUS Diversity, Evolution
Variability
Normative PERFORMANCE Heroic
MEASURES
Meeting LEADERSHIP Evoking
Normative Targets | PREMISE Achievement
Chip-Making Plant | EXAMPLE “Skunkworks”

Figure 8-1. The spectrum of organizational structure.

avenue toward success. Of course, chaos for its own sake, or
an involuntary state of chaos, could indeed qualify as a form
of collective stupidity.

Conversely, a highly-structured, stable, rule-based,
perfective organization can be either collectively stupid or
collectively intelligent, depending on how successful it is at
mobilizing its collective brain power and achieving its mis-
sion. Some kinds of music are best played by a symphony
orchestra and others best played by a jazz combo. The
potential for stupidity is not understanding which is which.

Having said that much, we do have to face the likeli-
hood that the more “mature” an organization has become in
its structure and processes, the more likely it is to have
become fossilized rather than optimized. In highly bureau-
cratic companies, where the need for stability, structure,
and order override the need for adaptation and innovation,
collective stupidity can take the form of too much peace
and quiet. Things may seem to run smoothly, but the
entropic cost can be surprisingly high if we're doing the
wrong things very skillfully.

Beyond the relatively familiar patterns of bureaucracy,
there’s an even worse version of collective stupidity, one
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which is much more profound and pernicious in its implica-
tions for organizational success or failure. It is the deliber-
ate “dumbing down” of the workforce through traditional
management techniques that have been accepted and glo-
rified for four or five decades. While the Japanese are work-
ing hard at finding ways to leverage individual intelligence
for collective good, many Western managers, academics,
management consultants, and IT experts are still working
hard at figuring out how to eliminate individual brain power
from organizational processes. This is what Swedish man-
agers refer to in American management methods as “the
systematic stupefication of the worker.”

CASE IN POINT

In a recent article explaining the merits of a quality
management technique called ISO 9000 certification,
a consultant admonished his readers with something
like the following: “The ultimate test of the effective-
ness of your documentation of the work processes is
that, hypothetically, you could remove every one of
the workers from the organization, bring in a com-
pletely new group of workers, and they would be able
to operate the organization using the manuals you
have created.”

Have you ever seen an organization do such a thing?
Can you think of a case where it would be a desirable thing
to do? Does it strike you that the author of the article has
become so enamored of the process that he has lost sight
of the ultimate organizational resource, which is its collec-
tive knowledge? He seems to believe that the competitive
know-how of the organization resides in a huge shelf-full of
manuals rather than in the heads, hearts, hands, and
instincts of the people of the organization. Does he pro-
pose to replace the executives and managers too, as a lit-
mus test of the manuals? Does his test also apply to quali-
ty practitioners and consultants?
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In Jonathan Swift’s classic book Gulliver's Travels, Lemuel
Gulliver visited a strange land populated by a society of
astronomers, who spent their days engrossed in calculating
the daily movements of the heavenly bodies. After having
done this diligently for many generations, they had come to
believe that, if they didn’t perform their calculations every
day, the heavenly bodies would no longer move. I think
we're seeing, in certain areas of quality theory (and, unfor-
tunately, in practice as well), a mindset like that of Gulliver's
astronomers. Some of the most extreme practices of TQM,
ISO 9000, and other “McManagement” approaches, repre-
sent, in the words of one of my associates, “Frederick Taylor
gone berserk.”

Some jobs are so narrowly designed and over-con-
trolled that employees cannot possibly deploy the wealth
of practical knowledge, life experience, and common sense
they bring to the job. Too many managers and quality prac-
titioners fail to grasp that the real competitive know-how of
an organization is implicit—in the collective understanding
of its people—not explicit in a room full of manuals.

System Craziness: Designing for Failure

Don't get sick on a weekend, if you know what’s good for you.
At least that’s the message from a study published in the New
England Journal of Medicine.' It concluded that patients diag-
nosed with life-threatening disorders died at a rate 6 percent
higher when admitted to hospitals on weekends. The study
focused on 2.8 million admissions in Canada over a ten-year
period. Although the American Hospital Association ques-
tioned the relevance of the Canadian results to hospitals in
America and elsewhere, the researchers argued that the
results could apply to any facility that operates with reduced
staff and less experienced workers on weekends. Further,
they argued, weekend staff often cope with paperwork and
other non—patient-related tasks that overflow from the week
before. All of these factors, they felt, contribute to uneven
quality of care.
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Collective ineffectiveness often results not from indi-
vidual incompetence, or even lack of motivation, but rather
from systemic quirks. Decisions about how to organize the
work systems, how to arrange the information flow, how to
deploy the various people and their skill sets, and how to
apportion responsibility and authority can all conspire to
make a work operation highly intelligent or stunningly inef-
fective.

The simple truth is that most operational systems in
most businesses were never “designed.” Most of them just
grew, evolving repeatedly out of prior versions. As an organ-
ization or a sub-unit grows and takes on more and more
work, people keep patching, repairing, and adding on to
the systems that organize their work. They may create new
forms without getting rid of old ones, and end up with a
blizzard of paperwork. They route information to more and
more participants, slowing the process and losing sight of
what the flow process should accomplish.

CASE IN POINT

The CEO of a financial services firm decided to
become a customer and buy one of the company’s
financial “products,” a fairly simple retirement invest-
ment. He wasn't testing the system—at first—but
rather just making a purchase. He got the proper
forms, filled them out, and submitted them, designat-
ing a payroll deduction option for the method of pay-
ment. After three weeks had passed and he had not
received confirmation of his program, he began to
inquire into the status of his order. “It took them quite
a while to figure out where it was,” he said, “and when
they did it was stuck in somebody’s in-box waiting for
somebody else who was out on vacation.”

Intrigued and concerned with the peristaltic process
of serving the customer, he launched his own person-
al investigation into the procedure flow. “After all,” he
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reasoned, “if I'm the CEO of this outfit and it takes
them weeks to process my order, what's happening to
the customers?” He and several of his assistants
made a walk-through of the entire procedural system,
visiting every single desk involved in the process. The
tour took them almost a full day. At each stop, he
asked the employee involved to answer several ques-
tions: Who had the paperwork before it got to you?
Who gets it after you? and How long does it take you
to do your part? With this information the CEO and his
team drew up a flow diagram depicting the life of a
customer order from start to finish. “I was astonished,”
he said, “to see how many steps—and how many
redundant or unnecessary steps—were involved in
this procedure, which should really be fairly simple.
The paperwork crossed back and forth between two
separate facilities several times, causing a number of
days delay in just moving it around. It seemed to me
that the whole thing could have been done in a few
days, with about half the steps involved.”

And some systems and processes are just plain goofy. I
went to my health-plan clinic to have some laboratory work
done, as requested by my physician. The lady at the check-
in counter informed me that the physician had not trans-
mitted the order to that facility, so I would have to wait in
the waiting room until they called his office for confirmation.
After fifteen minutes a nurse appeared and said I could
then go to the lab for the blood tests. At the lab, the tech-
nician informed me they had not received the order from
the admissions desk. I assured them the doctor had issued
it, and that it was probably still up on the fifth floor in his
office. She said, “You'll need to go up to the doctor’s office
and get the form and bring it here.” When I suggested she
call the doctor’s office and ask to have the form faxed to her,
she declined. “We don’t have a fax machine here,” she said.
“You'll have to go up and get it.” So I became an unpaid
courier for the clinic, picking up the form from the doctor’s
staff and delivering it to the lab in order to have the tests
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done. I'm always surprised to see how surprised healthcare
people are to discover that their customers—oops, sorry,
patients—don't trust them and have little respect for them.

If nothing else, we can occasionally shake out our busi-
ness processes and systems to simplify them and eliminate
wasted motion and unnecessary steps, even if we can't
bring ourselves to rethink their designs. Information-heavy
processes especially, such as forms processing, tend to
become impaired by organizational underbrush, and cry
out for simplicity and common sense.

Of course, there are those gratifying times when human
ingenuity overcomes even the dumbest and most dysfunc-
tional systems. Some years ago, when working with a large
hospital, I had occasion to discuss the computer system
with a focus-group meeting of employees, to get informa-
tion about how the system affected them in doing their
jobs. One of the participants was a woman who worked in
the hospital’s admitting department, and who dealt with
patients, family members, and physicians who came in. It
was a particularly interesting meeting, because the vice
president in charge of the computer system was there to
hear what they had to say.

The admissions worker described a frequent episode
in her experience with the computer system. “Every morn-
ing,” she said, “doctors come in to make their rounds, and
they come to the desk to find out the room numbers where
their particular patients are located. I usually try to get the
information from the computer system, but lots of times it’s
tied up and I can’t get a menu—I think it can only serve so
many users at one time. If the menu won’t come up, I never
know how long I'll have to wait; it could be seconds, but it
could be ten minutes or more. So | keep my own written log
sheet of patient room assignments on the desk next to the
computer. I always try to get the room number from the
computer, which makes the doctors think we're computer-
ized, but if it doesn’'t come up I just glance at the log sheet
and pretend it came from the computer.”
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I watched the VP of information services go into a state
of intellectual shock. The color drained from his face, his
eyebrows went up to meet his hairline, and his jaw went
slack. The other employees in the discussion group nod-
ded, as if to confirm that this was a normal aspect of using
the computer. He was thoroughly deflated to discover that,
not only were the employees building their own private,
“civilian” information system, but that no one had consid-
ered it worthwhile to let their management know that the
computer wasn't doing the job for them.

Every executive should give thanks at least once a day
that there are some employees in the organization who will
always move toward intelligent solutions, even if the sys-
tems don't.

System Intelligence: Designing for Success

We can think of our business systems as more or less intelli-
gent, to the extent that they not only serve the purposes for
which we designed them, but also to the extent that they can
adapt to demands we didn’t anticipate when we set them up.
Although this applies to internal systems as well as those that
serve the customer, we know that customers tend to be espe-
cially sensitive to the perceived intelligence of the systems
they encounter in doing business with an organization.

A service delivery system, for example, can display at
least five primary dimensions of intelligence, as follows:

1. Performance Intelligence. This is the extent to which the ele-
ments of the total system—the people, processes, proce-
dures, policies, information, and physical resources—work
together to create the intended value, without wasted time
or resources and without unintended side consequences.
This is the core value level of intelligence. In a hospital, it
means that the patient leaves alive and on the way to recov-
ery from his or her disorder and from the treatment applied
to correct it. For an airline, it means that passengers arrive
on time, in good condition, and in good spirits—with their
luggage intact.
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2. Corrective Intelligence. This is the extent to which the system
has the built-in capacity to fix its mistakes and make
amends for its malfunctions. The highest form of this intelli-
gence is, of course, prevention, or at least early detection
and correction. Its lowest form is the situation in which the
customer has to serve in the role of quality assurance, or
where external forces have to come into play to force the
system to do what it was supposed to do.

3. Exception Intelligence. This is the extent to which the system can
adapt to unfamiliar or nonstandard demands. Its ability to
meet special needs of the customer, operate under unusual
circumstances, work around obstacles such as missing or
faulty information, and substitute one form of value for
another creates a kind of second-order intelligence of adap-
tation.

4.  Recovery Intelligence. This is the capacity of the system to make
things right for the customers when it has malfunctioned so
severely as to destroy their perception of value, and to cre-
ate a disastrous experience that will almost certainly result
in the loss of their future business.

5.  Extra-Value Intelligence. This is the capacity of the system to
add value for the customer in ad hoc, unusual, and unpro-
grammed ways. It may depend on the ingenuity of the
employees involved, special strategies for dealing with par-
ticular customer situations or needs, or a general policy of
going to great lengths to create value. It can even extend to
new inventions and innovative ways to create value.

Although much of our discussion of OI in this book has
centered on the organization and its processes, we should
always remember that the success of the enterprise
depends not merely on what goes on inside, but ultimately
on its relationship to those in its environment who reward it
for what it does. Call them customers, clients, business
partners, stakeholders, constituents, or anything else you
like, Ol is ultimately about creating value.?
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Chastity Belts: Designing Trust Out of the
Organization

A few years ago I received an invitation from the state gov-
ernment of Hawaii to give a lecture in Honolulu, at the gover-
nor’s annual conference with the state’s senior managers. The
presentation was to be about creating a customer focus in
government organizations, a subject for which I was one of
the world-recognized authorities at the time (a fact which is
particularly relevant to this story). My contact person for the
engagement was an executive in charge of one of the largest
state departments. She was well aware of my theories and my
reputation, and we had met over coffee when I had been in
Honolulu previously on other business. We had a clear
understanding of the objectives of the conference and we
had agreed on the focus of the lecture and the fee.

A few weeks before the conference she called me and
explained, somewhat sheepishly, that she needed to sub-
mit a “sole source justification” to the state government,
justifying the decision to choose me as the keynote speak-
er for the conference. Otherwise, she said, the government’s
policy would require the purchasing department to send
out invitations for proposals to a list of speakers and go
through a competitive selection process to choose the lec-
turer. Could I please provide her with a written rationale
that proved I was the only acceptable person to make the
presentation, and that competitive selection was not in the
best interests of the government?

I'd had lots of experience with the sole-source psy-
chosis in my previous incarnation as a junior executive in
the U.S. federal government, managing programs with
defense contractors. I recognized it as one of those bureau-
cratic mechanisms designed to keep the people in the
organization from doing anything dishonest—or intelligent.
I dutifully supplied the necessary narrative, which appar-
ently satisfied some clerical department that served as the
sphincter for this particular decision. But I wasn’t about to
let it go at that.
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When I addressed the 450 managers assembled at the
conference, as well as the governor and his coterie, I talked
about chastity belts. I defined a chastity belt as any organi-
zational rule, policy, procedure, or other mechanism that
takes responsibility and accountability out of the hands of
a manager and hides it somewhere in the bureaucracy. I
shared the story of my own encounter with their sole-source
chastity belt. “A sole-source justification,” I said, “is an
insult to the executive who was charged with the responsi-
bility of selecting the speaker for your conference. You've
decided, in effect, that some clerical department some-
where in the bowels of the organization can make a better
decision than she can. You've also told her that she’s not
really accountable for the consequences of her decisions. If
I give a lousy lecture, nobody gets the blame; if I give a
great one, nobody gets the credit. That's what bureaucracy
is all about.” They loved it.

The problem with chastity belts is that they really don’t
make people chaste. They only force the dishonest ones to
be more clever when they sin, and in the process they make
it nearly impossible for the honest ones to develop the
kind of leadership skills and personal resilience that come
with making decisions and bearing the consequences.

Big bureaucracies, and especially government organi-
zations, typically rely heavily on chastity belts to minimize
the risk of independent thought and unorthodox behavior.
They create a false sense of law and order, at the cost of a
huge increase in entropy. People become more cautious,
decisions take longer, and lots of time and talent get wast-
ed in red tape, usually without improving the quality of
solutions.

Bureaucrats often complain about their bureaucracies
and rail against the collective stupidity imposed by all the
red tape and chastity belts. But the ugly secret is: They love
it, cherish it, and wouldn’t give it up even if they could.
They're addicted to the feeling of immunity from blame that
everybody gets when they surrender their entitlement to
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think and act independently. In a bureaucracy it's much
more important not to be wrong than it is to be right. People
learn to shift responsibility—and potential blame—to “the
system,” which can't be punished and can’'t be fired.
Impotence imposes high psychological costs: timidity, cau-
tion, conservatism, avoidance of risk, and blame-shifting.
But it offers an offsetting payoff that more than compen-
sates: you never swing for your mistakes.

What to do about chastity belts? At a minimum we can
periodically evaluate them and abolish the most destruc-
tive. In the larger picture, however, you have to show peo-
ple that life can actually be more fun without them.

Are We Rewarding Failure and Punishing Success?

You know that collective stupidity has set in when the reward
for failure gets to be as high as the penalty for success.

Some organizations have formal systems to evaluate,
reward, and punish the behavior of their members, but all
organizations have informal systems that do so. And the
greater the level of system craziness, the more bizarre
these informal reward and punishment systems tend to
become. Honest, decent human beings begin to resort to
adaptive behavior patterns that protect them from harm,
usually at the expense of their commitment to the success
of the enterprise.

CASE IN POINT

According to several news reports, worldwide esti-
mates of available fish stocks in the oceans have been
declining significantly, although until just recently
researchers had assumed they were holding relative-
ly stable. The source of the miscalculation: the
Chinese government’s department that collects statis-
tics on fish catches by Chinese fleets had been
padding the estimates of the catch tonnages for years.
Why? Because the government had set aggressive tar-
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gets for increasing the production of fish as part of its
communist-style central planning. When fleet opera-
tors and bureaucrats found the fleets just couldn’t
generate the levels of production demanded,
because of declining fish populations, they just faked
the numbers. The impact of this designed-in stupidi-
ty reached far beyond the walls of the government
ministry and the other Chinese bureaucracies. It may
have seriously impaired the global planning process
for management of scarce marine resources, and over-
stimulated capital markets for the formation for new
fleets.’

If there is any aspect of organizational life and culture
about which executives are prone to self-deception, it is the
informal force-field that manifests rewards and punish-
ments. It takes a very disciplined habit of ignoring, over-
looking, or denying the signals from the culture that indi-
cate people are behaving in maladaptive ways to minimize
the pain and discomfort of policies, systems, and rules that
don’t work. When a supervisor tells an overloaded employ-
ee “Don’t ask me which of these assignments has the high-
est priority; you've got to get them all done,” the boss is
really saying, “Lie to me.” “Find a way to blame somebody
or something else for not getting the work done.” “Don’t ask
me to make a decision that will cause my boss to punish
me.” So they collude to fail. The employee fails, the super-
visor fails, and the big boss fails. If everybody is fairly
clever, nobody gets the blame.

CASE IN POINT

An aerospace electronics firm in Pasadena, California,
in the business of designing and manufacturing radio
equipment for various military agencies, operated a
tight project management system to make sure it kept
its costs under control. One of the priorities built into
the cost management system was minimizing the
number of manufacturing employees on the “over-
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head” account, i.e. those not assigned to a particular
product moving through the factory at any one
moment. Overhead employees represented a drain
on profits, since the company could not recover their
salaries and costs from client contracts. Executives
applied intense pressure on department supervisors
to minimize overhead labor hours, presumably by
laying off staff during phases when labor demand
dropped. Unwilling to sack valuable employees they
might need again a matter of a few weeks or months
later, supervisors arbitrarily distributed their hours to
various projects in the shop rather than make them
vulnerable to layoff. The result: Accurate cost meas-
urement became impossible, and project managers
could not clearly associate labor costs with their con-
tracts. Without a detailed audit of every project and
every employee’s time cards, true cost tracking was
infeasible. The system defeated its own purpose
because human beings responded to it by being
human.

It takes a fair amount of courage for a manager at any
level to face and acknowledge the limits to feasibility, and
to make decisions realistically. If we really can’t get the proj-
ect done in four months, pretending that we can get it done
won't change the truth. It will merely distort the thinking
process that surrounds the project and its contribution to
the success of the enterprise. And punishing those who tell
the truth makes it clear to them that lying is a better strate-
gy for career success. Self-protective behaviors like lying,
passing the buck, blaming others, hiding bad news, and let-
ting shoddy work go unchallenged become the norms in rat-
race cultures that reward failure as much as they punish suc-
cess.

Bolting Cultures Together: How to Sink a Merger

Merging two organizations means merging two cultures, a
simple fact that a large majority of executives seem to want
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to deny, overlook, ignore, or minimize. It's no exaggeration to
say that, in most mergers, the most common regret
expressed by the leaders of the merged enterprises a year or
more down the line is “We underestimated the challenges
involved in bringing the two cultures together.”

In a simple acquisition, where the acquired company
continues to operate more or less autonomously from the
mother ship, or in a merger where the merged firm becomes
a separate division, cultural differences may not play a pri-
mary role in the early going. But as time goes on and the
people of the two cultures need to interact more and more,
cultural quirks begin to surface. And in combinations based
on the proposition of actually fusing resources into a new
entity, cultural dynamics will come into play from the very
first day. Indeed, they may influence the conduct of the
merger itself.

CASE IN POINT

When America Online merged with Time Warner,
enthusiasm reigned supreme for the economic possi-
bilities facing the combo. AOLs dominant position in
online entertainment and commerce, together with
Time Warner's market-leading inventory of media
products and cable-TV operations, seemed made for
each other. But from the beginning, experts cautioned
that the two very different business cultures, with dif-
ferent leadership patterns and different ideologies
among their professional classes, would not simply
blend into one another like chocolate syrup and milk.
There would be a price to pay.

In many ways, the AOL-Time Warner merger was con-
strained more by a cultural differential than by finan-
cial or marketing challenges. CEOs Steven Case of
AOL and Gerald Levin of Time Warner came from two
different worlds, based on two different product ide-
ologies and two different concepts of growth. Their
second-tier executives, presumably candidates for
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new positions in the new enterprise, came from dif-
ferent business cultures and different world views. It
took the merged enterprise longer than most
observers expected to interweave the two different
ideologies and begin to capitalize on the market pos-
sibilities that had seemed so obvious at the outset.
Gerald Levin, who had been characterized as co-CEO
with AOLs Steve Case, took a back seat in the new
operation, and, citing personal reasons, retired within
two years of the merger. This opened up a contest for
new leadership, and a sorting-out process to see
which executives and ideologies came into favor.

Often the stresses and strains of a merger are per-
ceived as systems problems: presumably the computer
systems, financial control systems, planning systems, oper-
ational control systems, reporting systems, or resource
management systems aren’t talking to each other as they
should. But behind the perceived technical stresses and
strains, there are frequently big differences in attitudes,
belief systems, value systems, and personal feelings. The
people of the acquired culture may feel apprehensive
about their futures. Their managers may worry about where
and how they will fit, and whether they will become casual-
ties of the reintegration. The mergees may feel resentful
about their perceived inferior status. They may feel defen-
sive about their operational patterns, and unhappy about
having the parent’s systems and policies imposed on them.

When the executives of the combining firms fail to rec-
ognize and anticipate the human and cultural dimensions of
the merger, and insist on seeing it as merely a financial or
logistical combination, they often find themselves trying to
solve culture-based problems with system-based fixes. But
when they acknowledge the profound human effects of a
merger on the people from both cultures, and seek to facil-
itate greater understanding, communication, cooperation
and collaboration, and community building, they often find
that the “systems” problems seem less difficult. From the



174 ORGANIZATIONAL INTELLIGENCE

standpoint of organizational intelligence, all seven of the
key components of Ol we've been exploring throughout this
book must come into play for the merged enterprise just as
for the original entities.

Organizational intelligence on the part of either enter-
prise, combined with collective stupidity on the part of the
other, is likely to result in net stupidity. But the more fright-
ening possibility is that organizational intelligence on the
part of both enterprises can still degenerate into collective
stupidity when they're squashed together. Intelligence plus
intelligence, plus intelligent application of intelligence, can indeed
produce net intelligence.

Organize for the Mission

One of the quickest and easiest ways of raising the entropy
level in an enterprise is to reorganize it. A good shake-up,
“restructuring,” “realignment,” or “redeployment of re-
sources,” as some executives like to call it, can keep things
interesting for months or even years. One executive confided
to me, “I like to stir things up every now and then, just to
remind them I own the spoon.”

Replacing one malfunctioning structural theory with
another simply disrupts the adaptive mechanisms people
have created to get their work done, and forces them to
start again to build the invisible bridges and patches nec-
essary to communicate. Even a better organizing theory will
likely cause an increase in entropy at first, as people have
to learn new patterns of adjustment.

Management consultant Ron Gunn, president of
Strategic Futures of Alexandria, Virginia, decries what he
calls the “drive-by reorganization.” “In too many firms,” he
says, “the CEO decides that reorganization is the medicine
of choice for the problems they're facing, without thinking
through the consequences and repercussions of the
rearrangement.”

“It's not uncommon,” according to Gunn, “for the CEO or
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the top team to simply draw up a new table of organization
and put it out there, expecting that people will just start
doing things the way it says. Usually they try, but usually at
an enormous cost in confusion, wasted energy, frustration,
stress, and ineffectiveness.”

If you're going to reorganize, start by realizing that a
reorganization is not an event—it's a process. Things don'’t
happen in one “big bang,” they unfold over time. The
means for communicating the new structural concept to the
people in the organization are critically important.
Apprehension, fear, mistrust, and doubt will nearly always
affect their understanding and acceptance of the change.
Changing the authority structure will surely make various
managers apprehensive about their futures. Empire-build-
ing and turf-defending may begin the very day of the
announcement. People will wonder about the “real” pur-
pose of the “reorg.” Who wins and who loses? Who's on the
way up and who'’s on the way out?

There’s plenty of work to be done to help redefine the
process flows, information pathways, and new priorities.
The timing and sequence of the various events and
detailed changes can be critical. In short, an ill-conceived,
ill-planned, and poorly coordinated reorganization ranks
right up there with the highest acts of executive stupidity.

Nevertheless, the ancient principle still stands:
Structure follows strategy. Ultimately, it is necessary and
appropriate to organize the enterprise around the central
concepts of its mission, value proposition, and strategic
logic.

As mentioned earlier in this chapter, any way you
choose to organize is wrong, because in choosing any one
particular structural concept you forego the potential
advantages of the others you didn’t choose. But one of the
most intelligent acts of leadership is to conceive of a con-
cept for deploying resources that has the best chance of
enabling the people to align their energies toward the mis-
sion, to cooperate and communicate across its inevitable
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boundaries, and to evolve processes with the least entropy
and most efficiency.

A treatment of the various structural options one could
entertain in realigning resources deserves a much more
comprehensive coverage than this discussion allows, so it is
advisable to make a careful study of the options before
undertaking any kind of reorganization effort. For the pur-
poses of this discussion, however, it's impossible to
overemphasize the critical impact of organization design on
organizational intelligence.

Key Indicators of Alignment

To assess the state of Alignment in your organization, ask
yourself at least the following questions:

1. Is the overall structure of the organization appro-
priate to the business mission?

2. Do policies, rules, and regulations make sense in
light of the key business priorities?

3. Do business processes facilitate employee per-
formance and productivity rather than impede it?

4. Do the information systems and tools empower the
employees to do their jobs effectively?

5. Do the information systems enable employees to
create value for their customers?

6. Are authority and responsibility passed as far down
into the organization as possible?

7. Are divisional and departmental missions aligned
so as to facilitate cooperation and coordinated
efforts, rather than inner-unit conflict?

Notes

1. Reported in Business Week, November 12, 2001, p. 14.

2. Portions of this section are adapted from the second edition of Service
America!, published as: Karl Albrecht and Ron Zemke, Service America
in the New Economy (New York: McGraw-Hill, 2001).

3. “All the Fish in China,” US News & World Report, December 10, 2001 .



CHAPTER 9

KNOWLEDGE

DEPLOYMENT:
The “Hive-Mind”

There is nothing so frightening as ignorance in action.
Goethe

IT'S BECOME A FAMILIAR CLICHE that knowledge, in all its
dimensions, is an ever more critical asset for enterprises of
all kinds. Cliche or not, it's undeniably true, and it's an
exceedingly important truth.

Although Peter Drucker introduced the idea of knowl-
edge work and knowledge workers as long ago as the 1950s,
we still have a long way to go in understanding knowledge as
an asset and figuring out how to exploit it as a resource.

Knowledge Capital: What Is It?

Recently, information technology theorists have tried to sell
the concept of “knowledge management,” or “KM.” From the
IT point of view, the proposition is to set up some kind of sys-
tem that detects the creation events at which new organiza-
tional knowledge comes into existence, to identify the peo-
ple who create and possess knowledge that could be useful
to others, and to create some means for making it freely

177
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accessible. Presumably some sort of enterprise-wide data-
base, fed continuously with new knowledge events, could
serve as a resource for all knowledge workers, who could con-
sult it for assistance and enlightenment for their own work.
Unfortunately, the “database” approach to knowledge
management is probably doomed to failure, for several very
fundamental reasons. It represents the quintessence of the
narrow, dehumanized worldview of digital thinking and digi-
tal ideology. It tends to view human beings as merely ele-
ments of the information machinery in the organization, and
assumes they can be programmed and instructed just like
elements of data. The key flaw in the database approach,
already detected at the time of this writing, is the intransi-
gent negligence of knowledge workers toward their responsi-
bilities to report continually on what they're thinking about,
discovering, inventing, and realizing. A number of early KM
initiatives have frustrated their sponsors simply because
people had no incentive to divert their attention from their
knowledge work to the odious chore of reporting on it.

As often happens with organizational applications of IT,
its advocates start from a mechanistic paradigm. It makes
much more sense to conceive of the challenge of exploiting
knowledge as a cultural proposition rather than a technical one.
We can probably learn much more from anthropologists, soci-
ologists, historians, poets, musicians, artists, and writers on
this issue than from technologists. We need to ask basic
questions like:

[ How do the members of any culture—primitive or
advanced—develop a sense of shared knowledge?

O How do they encode and share the crucial knowledge of
their culture?

(3 How do they preserve key icons and cultural premises
through time and across generations?

3 What barriers might the politics of the culture impose on
knowledge sharing?

In short, how do they deploy knowledge for the benefit of the
culture?
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Knowledge deployment, as one of the seven key ele-
ments of OI, is not the same as “knowledge management.” In
fact, it’s fair to question whether it makes sense to try to man-
age knowledge at all. Possibly we should concentrate on
managing the enabling processes that make knowledge deploy-
ment more fluent. If one person discovers that another per-
son in the same enterprise has some useful knowledge,
insight, know-how, or data, and manages to link up with the
source person and gets the benefit of the knowledge, does it
make any difference whether this cultural event is ever
recorded in some database? The critical element, presum-
ably, is the deployment of knowledge itself, not the abstract
recording of deployment episodes.

One helpful starting point for thinking about knowledge
deployment would be a way to characterize the kinds of
knowledge assets we're trying to deploy and exploit. We
might consider the following five asset categories as a basic
model:

1. Embedded Knowledge: The accumulated specialized and
refined knowledge that is designed into the systems and
processes involved in creating the value package the organ-
ization provides to its customers or constituents. For exam-
ple, a semiconductor chip that costs a few dollars to manu-
facture contains many millions of dollars worth of embed-
ded knowledge, in terms of the research and development
and the sheer human learning that have gone into its con-
struction. A software program that provides valuable infor-
mation to its users also represents a high degree of embed-
ded knowledge, invested to design, code, and test it. A
modern automobile, as a product, represents an astonishing
amount of embedded knowledge, in a number of areas of
specialization.

2. Operational Knowledge: The grass-roots know-how that resides
in the minds of the employees, as well as the shared “lore”
of how to get things done. It also includes the incorporated
knowledge that resides in policies, procedures, process
designs, work methods, software tools, and work-group
know-how.
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3. Developmental Knowledge: The “draft” knowledge that circulates
in the minds and the conversations of people in the organi-
zation who are creating its future. This includes new ideas,
controversial discussions, intellectual works in progress,
research results, and prototype products or solutions.

4.  Saleable Knowledge: Knowledge serving as, built into, attached
to, or supportive of a product sold in the marketplace. For
example, medical advice, legal advice, or financial advice
which empowers the customer to act more successfully.
Customer education can be a product in itself as well as a
means for encouraging the customer to buy other products;
examples include workshops for do-it-yourselfers that show
them how to do various projects, and consequently encour-
age them to buy the tools and materials needed. For some
organizations, such as universities and online information
services, knowledge is virtually the only product. We can
also think of “finished” forms of knowledge, e.g. intellectual
property such as patents, trademarks, copyrights, trade
secrets, formulas, and a host of other informational assets as
saleable knowledge.

5.  Strategic Knowledge: The knowledge needed to formulate and
evolve the vision, mission, core values, strategic goals, and
essential strategies for the enterprise. This includes the
results of the “environmental scan,” which measures com-
petitor intelligence, economic trends, customer research,
technological developments, social and political trends,
legal trends, the behavior of governments, and a host of
other factors needed to formulate scenarios and think about
strategic options.

We may not have accomplished much merely by itemizing
these five different kinds of knowledge assets, but the differ-
ences do seem to suggest various avenues for encouraging
their deployment. Strategic knowledge, for example, involves
an ongoing process of scanning the business environment,
sharing the findings, fomenting discussions about their mean-
ing, and disseminating the results to those who participate var-
iously in the strategic conversation. Developmental knowl-
edge, for example, may involve a particular community of
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activists within the organization, which may also include the
executive team; they need natural ways to interact with one
another, exchange views, learn from one another, occasionally
discuss and debate key issues, and in some cases formalize
their developing knowledge.

A sociological or cultural approach to knowledge deploy-
ment would involve a greater emphasis on the experience of
sharing knowledge than on the knowledge itself or on the
technology for processing it. In some ways, it may be easier
than it seems: We have to put people in touch with one
another and create a communitarian view of knowledge as
the shared wealth of the enterprise.

Knowledge Productivity: The Unsolved Problem

Dr. Edson de Godoy Bueno, CEO of Amil Corporation, one of
South America’s largest and most successful health-insurance
companies, handed me his latest business card the last time
we met. Under his name, he had listed his title as “chief train-
ing officer.”

According to “Edson,” as his managers and colleagues
admiringly refer to him, “The biggest priority in the Latin
American countries is human development. Without educa-
tion, there can be no economic progress. Without economic
progress there can be no jobs. And without jobs, there can be
no social order. I view myself as the chief education officer as
well as the chief executive officer. | am determined to help all
of the people who belong to Amil to better their standard of
living, and my strategy for that is helping them to learn.”

Bueno is indeed a remarkable leader, one of a handful
I've worked with who can truly bring forth the creative energy
and enthusiasm in people. Every time he invites one of the
recognized management authorities to Brazil to lecture to his
executives and managers, he assigns a small team of people
to scour the expert’s latest book, page by page, to identify
every single idea or technique they think can be applied in
the firm. Then he sets about personally learning them and
applying them. As a leader, he understands the concept of
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knowledge productivity. He believes that it is the intelligent appli-
cation of knowledge that counts, not the elegance of its pres-
entation.

Shortly after Peter Drucker alerted the business world to
the trend toward knowledge work and knowledge workers in
the 1950s, he also sounded another alarm bell, which very
few business leaders seem to have heard. “The developing
issue,” he asserted, “will be how to make knowledge work
productive. That means figuring out how to define its pro-
ductivity, and then figuring out how to maximize it.” So far,
the theory of knowledge work and knowledge productivity
has gone virtually nowhere. Few academic experts seem to
have seriously engaged Drucker’s issue, and few corporations
seem particularly preoccupied with it.

This is actually quite a remarkable state of affairs. In the
1970s, with the great emphasis on “productivity,” most of the
energy went to making manufacturing processes more effi-
cient. Clerical work, for the most part, was treated much like
manufacturing work, and industrial methods like work simpli-
fication and process improvement had to suffice. But almost
nobody ever seriously asked questions like: How productive
are those highly paid engineers over in that big department?
How productive are those teachers? How productive are the
lawyers and accountants? And, How productive are the ulti-
mate knowledge workers, the managers and executives?

Clerical workers who are supposed to hit so many thou-
sands of keystrokes per day at the data terminal would be
deemed unproductive if they sat back and stared off into
space. Managers who do exactly the same thing might be
regarded as highly productive, but why?

The ugly fact is that, for an increasingly large portion of
the workforce in any developed country and any developed
corporation, we simply have no idea how productive they
are. Thing-workers have objective outputs; we can usually
measure, count, and evaluate what they produce. Think-
workers have subjective outputs; we can only assess the
quality of their results subjectively, and we typically don’'t do
that very well. In fact, in many or most cases, we don’t even
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try. Ask any professional staff person, such as an engineer,
scientist, doctor, lawyer, accountant, artist, designer, program
manager, or trainer, about the annual performance appraisal
process. Few organizations have processes for performance
evaluation, feedback, and development that rise above the
level of annual bureaucratic rituals.

Many organizations, perhaps most, have little grasp of
the collective knowledge of the people who work there. How
many firms could quickly determine the number of their peo-
ple who speak foreign languages, have well-developed ana-
lytical skills, know how to sell well, or have achieved profes-
sional recognition for their work? Human knowledge has not
been a particularly interesting variable from the point of view
of business management. We talk a good game about the
information revolution, the value of knowledge work, and the
importance of retaining knowledgeable people, but when it
comes to practice, we haven’t gotten around to it.

With regard to the productivity of the available brains,
consider the old familiar “suggestion box,” as mentioned in
Chapter 7. How many organizations really use suggestion sys-
tems productively? How many have suggestion programs at
all, and of those, how many have become so fossilized that
nobody would notice if they disappeared altogether? How
many suggestion boxes on the wall contain more candy wrap-
pers than suggestion forms?

In the United States the oldest documented employee
suggestion system was created by Eastman Kodak in 1898.
During World War I, thirty-five suggestion system adminis-
trators met in the Chicago offices of United Airlines and
founded the National Association of Suggestion Systems
(NASS), now known as the Employee Involvement
Association (EIA)'.

EIA’'s Web site claims that:

Today, more than 6,000 formal employee involvement sys-
tems are known to have existed and continue to evolve in
other countries 