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Continuous Change

This chapter describes interventions that enable
organizations to change themselves continually.
These change processes are relatively new to
OD and are still being developed and refined.
They are aimed at the growing number of orga-
nizations facing highly turbulent environments,
such as firms in high-technology, entertainment,
and bictechnology industries, where timing is
critical, technological change is rapid, and
competitive pressures are unrelenting and diffi-
cult to predict. In these situations, standard
sources of competitive advantage—strategy,
organization design, and core competencies—
erode quickly and provide only temporary
advantage. What is needed are dynamic
capabilities' built into the organization that
enable it to renew forms of competitive advan-
tage constantly to adapt to a rapidly shifting
environment.

Continuous change interventions extend
transformational change into a nonstop process
of strategy setting, organization designing,
and implementing the change.? Rather than
focus on creating and implementing a particular
strategy and organization design, continucus
change addresses the underlying structures,
processes, and activities for generating new
torms of competitive advantage. Thus, the focus
is on learning, changing, and adapting—on how
to produce a constant flow of new strategies

and designs and not just on how to transform
existing ones.

Self-designing organizations have the capa-
bility to alter themselves fundamentally and
continuously. Creating them is a highly partici-
pative process in which multiple stakehold-
ers set strategic direction, design appropriate
structures and processes, and implement them.
This intervention includes considerable inno-
vation and leaming as organizations gain the
capacity to design and implement significant
changes continually.

Learning organizations are those with the
ability to learn how te change and improve
themselves constantly. Distinct from individual
leaming, this intervention helps organizations
move beyond solving existing problems to gain
the capability to improve constantly. It results
in the development of a learing organization
where empowered members take responsibility
for changing the organization and learning how
to do this better and better.

Built-to-change organizations include design
elements and managerial practices that are all
geared for change not just normal operations.
This intervention provides design and implemen-
tation guidelines for building change capability
into the structures, processes, and behaviors of
the organization so that it can respond continually
to a rapidly changing environment.

SELF-DESIGNING ORGANIZATIONS

A growing number of researchers and practitioners have called for self-designing orga-
nizations that have the built-in capacily to transform themselves continually to achieve
high performance in today’s competitive and changing environments.* Mohrman and
Cummings have developed a self-design change strategy that involves an ongoing
series of designing and implementing activities carried out by managers and cmoployecs
at ali levels of the firm.* The approach helps members translate corporate values and
general prescriptions for change into specific structures, processes, and behaviors suited
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to their situations. It enables them to tailor changes to fit the organization and helpg
them continually adapt the organization to changing conditions.

The Demands of Adaptive Change

Mohrman and Cummings developed the sell-design strategy in response to a number
of demands facing organizations baving to adapt to turbulent cnvironments. Thege
demands strongly suggest the need for self-design, in contrast to more traditiong)
approaches 1o organization change that emphasize ready-made programs and see
change as a periodic cvent. Although organizations preler the conirol and certainty
inherent in traditional change, the five requirements for adaptive change revieweq
below argue against this strategy:

l. Adaptive change generally involves altering most features of the organization ang
achicving a it among them and with the firm’s strategy. This suggests the need for 3
systernic change process that accounts for these multiple Icatures and relationships 3

2. Adaptive change generally occurs in situations experiencing rapid change and
unccriainty. This means that changing is never totally linished, as new strnclures
and processes will continually have to be modified (o [it changing conditions, Thus,
the change process needs to be dynamic and iterative, with erganizations continu-
ally changing themselves.®

3. Current knowledge about adaptive change provides only gencral prescriptions
for change. Organizations need to learn how to translate that information into
specilic structures, processes, and behaviors appropriate to their situations, This
generally requires considerable on-site innovation and Icarning as members learn
by doing—trying out new structures arrd behaviors, assessing their effectivencss,
and modilying them il necessary. Thus, adaptive change calls [or constant organi-
zational learning.”

4. Adaptive change invariably affecis many organization stakeholders, including
owners, managers, cmployees, and customers. These dilferent stakeholders are
likely to have different goals and interests related to the change process. Unless
the ditferences are revealed and reconciled, enthusiastic support for change may be
dillicult 10 achicve. Conscequenily, the change process must attend 1o the interests
of multiple stakeholders.®

5. Adaptive change needs to occur at multiple levels of the organization if new strate-
gies arc to result in changed behaviers throughout the [irm. Top cxcculives must
formulate a corporate strategy and clarify a vision of what the organization needs
Lo look like to support it. Middlc and lowcer levels ol the organization need to put
those broad parameters into operation by creating structures, proceduores, and
behaviors to implemnent the strategy.’

Application Stages

The self-design strategy accounts for these demands of adaptive change. It focuses on
all fcatures ol the organization (for examnple, structure, human resources praclices, and
technology) and designs them to support the business strategy. It is a dynamic and an
iterative process aimed at providing organizations with the buili-in capacity to change
and redesign themselves continually as the circumstances demand. The approach pro-
molcs organizational Icarning among multiple stakeholders at all levels ol the firm,
providing them with the knowledge and skills needed to transform the organization
and continually improve it.

Figure 21.1 outliues the self-design approach. Although the process is described in
three stages, in practice the stages merge and interact iteratively over time. Each stage
is described below:
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CHAPTER 21 Continuous Change

. {Figure 21.1]
The Self-Design Strategy

Laying the Foundation

Implementing
Acquiring Knowledge — Designing > and
S AN Assessing

Diagnosing — Valuing

SOURCE: SELF-DESIGNING ORGANIZATIONS by Mohrman/Cummings, © 1989. Adapted by permission of
Pearson Education, Inc., Upper Saddle River, N.J.

1. Laying the Foundation. This initial stage provides organization members with
the basic knowledge and information needed to get started with adaplive change.
It involves three kinds of activities. The lirst is acquiring knowledge about how
organizations function, about organizing principles for achieving high perfor-
mance, and about the self-design process. This information is generally gained
through rcading relevant material, aitending in-house workshops, and visiting
other organizations that successfully have adapted themselves. This learning
lypically starts with senior executives or with those managing the change pro-
cess and cascades to lower organizational levels if a decision is madce to procecd
with self-design. The second activity in laying the foundation involves valuing—
determining the corporate values that will guide the change process. These val-
ucs represent those performance oulcomes and organizalional conditions that
will be needed to implement the corporate strategy. They are typically writien in
a values statement that is discussed and negotiated ammong multiple stakeholders
at all levels of the organization. Tbe third activity is diagnosing the current orga-
nization to determine what needs to be changed to enact the corporate strategy
and values. Organization members generally assess the ditferent features of the
organization, including its performance. They look lor incongruities between
its Tunctioning and its valued performances and conditions. In the case of an
cntirely new organization, members diagnose constraints and contingencies in
the situation that need to be taken into account in designing the organization.

2. Designing. In 1his second stage of self-design, organization designs and innovations

are generated to support corporate strategy and valucs. Only the broad parameters
of a new organization are specified; the details are left to be tailored 1o the levels
and groupings within the organization. Referred to as “minimum specification
design,” this process recognizes that designs need to be refined and modilied as
they are inplemented throughout the firm.

3. Implementing and Assessing. This last stage involves implemncenting the designed

organization changes. It includes an ongoing cycle of action learning: changing
structures and behaviors, assessing progress, and making necessary modifications.
Information about how well implementation is progressing and how well the
new organizational design is working is collected and used to clarify design and
implementation issucs and {0 make necessary adjustments, This learning process
continues not only during implementation but indefinitely as members periodically
assess and improve the design and alter it to fit changing conditions. The fecdback
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loops shown in Figure 21.1 suggest thal the implementing and asscssing activitieg
may lIcad back Lo alfect subsequent activitics of designing, diagnosing, valuing, and
acquiring knowledge. This iterative sequence of activities provides orga Nizatiopg
with the capacity to translorm and improve themselves continually.

The scll-design strategy is applicable to existing organizations nceding to change they,.
selves, as well as (o new organizations. Tt is also applicable to changing the total orga-
nization or only some subunits. The way self-design is managed and unfolds can a]sq
dilfer. In some cases, it follows the cxisting organizaiion structure, starting with the
senjor excculive (eam and cascading downward across organizational levels, In other
cases, the process js managed by special design teams that are sanctioned to set broag
parameters for valuing and designing for the rest of the organization. The outputs of
these tcams arc then implemented across departments and work units, with consider.
able local refinement and modification.

Appiication 21.1 describes the change process at American Healthways. The appli-
cation describes how the striictural change effort used the self-design approach on an
overall basis and as the basis for cach ol the task forces as well.

LEARNING ORGANIZATIONS

The second continuous change intervention is aimed at helping organizations develop
and use knowledge 1o change and improve themselves constantly. It includes two
interrelated change processes: organization Icarning {OL), which enhances an orga-
nization’s capability to acquire and develop new knowledge, and koowledge man-
agement (KM), which focuses on how that knowledge can be organized and used
to improve performance. Both OL and XM arc crucial in 1oday’s complex, rapidly
changing environmenis. They can be a source of strategic renewal, and they can
¢nable organivations Lo acquire and apply knowledge more quickly and etfectively
than competitors, thus establishing a sustaincd competitive advantage.'® Morcover,
when knowledge is translated into new products and services, it can becomne a key
source of wealth creation for organizations." OL and KM are among the most wide-
spread and fastest-growing interventions in OD. They arc the locus ol an expand-
ing body of research and practice, and have been applied in such diverse firms as
McKinsey, T.. I.. Bean, the Canadian Broadcasting Corporation, Allegheny-Ludlum
Steel, Boeing, Microsoft, and the U.S. Army.

Conceptual Framework

Like many new interventions in OD, there is some ambiguity about the concepis
underlying OL and KM.'? Somctimes the terms “organization learning” and “knowl-
edge management” are used interchangeably to apply to the bread sct ol activities
through which organivzations learn and organize knowledge; other times, they are used
separately to emphasize different aspects of learning and managing knowledge. This
conlusion derives in part [rom the dillereni disciplines and applications traditionally
associated with OL and KM.??

OL interventions empbasize the organizational structures and social processes that
enable employees and teams to learn and to share knowledge. They draw heavily on the
social sciences lor conceptual grounding and on OD interventions, such as team building,
structural design, and employee involvement, for practical guidance. In organivations,
OL change processes typically are associated with the human resources function and
may be assigned to a special leadership role, such as chicf Icarning olficer.

KM interveniions, on tbe other hand, focus on the tools and techniques that enable

" organizations to collect, organize, and translate information into useful knowledge.

They are rooted concepiually in the information and computer sciences and, i
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Self-Design
Healthways

The senior leaders at American Ttealthways (ATIMC)
dearly sensed a need to look at the organization’s
design. in the context of the expecied rapid growth
of its health plan business. AMIIC had identified
an important and growing niche (proaciive diseasc
management) in the growing health care industry.
They had crafted an impressive strategy bt recog-
nized that the current siructure was insufticient to
the task.

A university-based OD practitioncr initially recom-
mended a task lorce and a serics of workshops to
choose an appropriate organization design for the
company. The task force and workshop idca was
guided by a sell-design philesophy. The organiza-
tion knew its siructure was inadequate and that it
needed a new way of operaring, but it did not have
a broad range ol skills or experience in operating
a large organization. This led the OD practitioner
to believe that the sell-design model would be the
best approach. As the organization considered what
siructure (o implement, it also needed to learn and
build the capacity to change itsell.

To date, there have been three organization design
and develepment (ODD) task forees, and each one
has been guided by the sell-design strategy. The
first ODD task force was dedicated to laying the
toundation; their output was the recommenda-
tion to pursuc a process-based structure, The
sccond ODD task force was responsible for design-
ing; they werce charged with putting “mecat on the
bones” of the approved structurc. The third G123
task lorce began implementing the new design as
wcll as developing more sophisticated long-term
implementation templates.

The first OD1) task force’s activities were dominated
by laying the foundation activities. Members of
the task force, representing most of the organi-
zation’s key functional arcas, rcad extensively on
organization design, intcrviewed other organiza-
tions who had adopted diffcrent structures, and
studied alternative change processes. As a rcsult
of the knowledge acquired through this process,
the task force became aware that the organiza-
tion lacked a clear vision ard “big hairy audacious
goal” (BHAG) that most change management
frameworks listed as a key success factor. This

at American
Corporation

insight led the lask force to instigate a vision and
strategy cffort Lo clarify the organization’s purpose,
to forccast revenues, and to understand the orga-
nization’s strategic intent. Within the context of a
clearer strategy, the lask lorce was able o examine
the pros and cons of alternative structures and to
ground iheir recommendation in business terms.
The first ODD task force also engaged in diagnostic
activities. This process allowed the group to better
understand the current organization’s strengths
and weaknesses, to test the initial draft of the
BITAG, to alert the organization to the task force’s
activitics, and to cnsure that the new organization
aligned with the organization’s culture. Finally, the
task force spent a considerable amount of time dis-
cussing and debating the values that would guide
the new organization. A culture inilialive was
proceeding concomitantly with the ODD task force
and the outputs of their work were an important
input to these discussions.

The first ODD task force used the knowledge and
information generated in the laying-the-foundation
phase to design three aliernative siructures that they
believed would meel the needs ol the [uture orga-
nization. Bach of the allernative struciures was for-
malized with high-level charis, pros and cons, and
a business case raltionale. The group discussed the
structures and debated their relative strengths and
weaknesses in the context ol the diagnostic infor-
mation, values, and strategy ol the organirzation.
The design phase concluded with a recommenda-
tion to scnior managentent to adopl the process-
bascd structure. The recommendation ol the [irst
QDD task force was debated and approved by mem-
bers of AMHC's senior management team, several of
whom had been on the task force. The senior team
recominended that another task force be created to
expand on the recommended structure.

The second ODD task lorce’s activitics were pie-
dominantly focused on the design phase of the
sclf-design strategy. In addition 1o a [ew original
taslk force members, the second task [orce consisted
of organization mcmbers representing a broader
range of functions and levels in the organization.
This ensured that knowledge and understanding of
the process-based structure gencrated in the first
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task force would be passed along to a larger set of
managers in ihe organization. More importanily,
Lthe sccond tlask force was expected to model the
type of cross-functional icam that would be the
centerpiece of the new structure. As a result,
the laying-the-foundation phase of the second task
force included acquiring knowledge about cross-
functional and sclf-managed teams and continu-
ous improvement processcs. The rationale for the
process-hased structure was reviewed and the val-
ucs guiding the structural choice were discussed by
the tearn. However, the primary work of the sec-
ond ODD 1ask force was to add detail to cach of the
corc processes, conceplualize and define the cor-
porate office organization, create design principles
to aid managers in undersianding why functions
and processes were assigned in certain ways, create
financial statements reflecting expected operating
expenses in the new design, and create additional
timelines and implementation templates to guide
exccution ol the new structure. The sccond task
force ended with a presentation ol roles, report-
ing relationships, metrics, and control and reward
mechanisms to the senior management team.

As the organization debated how to implement the
structure, learnings from the first two task forces
were applied. That is, both groups had devcloped
important insights about the operation of a process-
bascd organizaton and recommended thai the
next group o manage the change process had to
be the senior management team itself. As a result,
the COO appoinicd the senior management tcam
to be the third ODD task loree. The primary focus
of this group would be iinplementation, the third
phase of the self-design strategy. Despite several
senior managers’ participation on the first two task

forces, the entire senior management team was ne,
intimately familiar with the logic and operation gf
the process-based organization, nor had this group
operated as a cross-lunceional team. By having the
COO’s dircet reports operate as a cross-functiong)
team, ownership for the new structure would pe
placed squarely on the shoulders of those whg
would guide its implementation and an importang
symbol of the new organization structure would he
eslablished. Barly in the life of the third task force,
and based on ils recommendation, the COO ang
CUHO renamed and replaced the old senior manage.-
ment team with the cxccutive leadership group
structure that would be responsible lor operating
the new organization. In addition, several key pro-
cess owners were namned to begin the implernen-
tation. The third ODD task lorce also developed
more detailed itnplementation guidelines, includ-
ing a varicty of measurcs to monitor the success
of the structure’s implementation and methods to
keep the organization’s focus on meeting customer
needs during the transition.

The design and implementation of the process-based
structure at AMHAC has been driven by the phi-
losophy and logic of the self-design strategy. It has
produced important insights and changes in the way
managers at the orpanization viewed ils strategy,
culture, and operations. Most importantly, the pro-
cess itself has built capacity and knowledge into the
system. A variety of managers in dillerent functions
and levels of the organizarion have a deeper under-
standing ol the structure’s rationale and important
expericnces working on cross-funciional teams.
This knowledge and experience will serve the orga-
nization well as it implements the process-based
structure.

practice, emphasize electronic forms of knowledge storage and transmission such as
intranets, data warehonsing, and knowledge repositories. Organizationally, KM appli-
cations often are located in the information systems fnnction and may be under the
dircction of a chicl information ot technology officer.

There is also confusion about the concept of organization learning itself, about
whether it is an individnal- or organization-level process. Some researchers and prac-
litioners describe OL as individnal learning that occurs within an organization context
thus, it is the aggregate of individual learning processes occurring within an organiza-
tion.™ Others characterize it in terms of organization processes and structures; they
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enphasizc how learning is cmbedded in routines, policies, and organization cultures.’’
gnyder has proposed an integration of the two perspectives that treats organization
Jearning as a relative concept.'® Individuals do learn in orpanizations but that learning
may or may not contribute 1o OL. Learning is organizational to the extent that

. [t is done to achieve organization purposes.

!

12 : « It is shared or distributed among members of the organization.

al » Learning outcomes are embedded in the organization’s systemns, structures, and cutture.
e i

Eﬁ ; To the extent that these criteria are met, organization learning is distinct from individ-
e ‘pal learning. Thus, it is possible for individual members to learn while the organization
e, does not. For cxample, a member may learn to serve the customer better without ever
1d sharing such learning with other members. Conversely, it is possible for the organiza-
e- don to lcarn without individual members learning. Improvements in equipment design
p : or work procednres, for example, reflect OL, even if these changes are not understood
18 by individnal mermbers. Moreovcer, because OL serves the organization’s purposes and
g: . is embedded in its structures, it stays with the organization, even i members change.
d A key premise underlying mmnch of the literature on OL and KM is that such interven-
d- tons will lead 1o higher organization performance. Although their positive linkage to
55 performance is asstined, the mechanisms throngh which OL and KM translate into per-
to formance improvements are rarcly identified or explained. Understanding ihose mecha-

ese change processes in organizations.
Figure 21.2 provides an integrative frame-
17 summarizing the elements of these

€1 nisms, however, is essential for applying th
Based on existing research and practice,
work for understanding OL and KM interventions,

2d
Yi- change processes and showing how they combine to affect organization performancc.
as This [ramework suggeses that specific characteristics, such as structnre and human
ay resources systems, influence how well organization learning processes arc carried out.
2{: These learning processes affect the amount and kind of knowledge that an organization
he possesscs; that knowledge, in turn, directly influences performance ontcomes, such as
ns product quality and customer service. As depicted in Figure 21.2, the linkage Dbetween
- organization knowledge and performance depends on the organization’s competitve
nt strategy. Organization knowledge will lead to high performance to the extent that it
18.
a
ed —JFigure 21.2]
How Organization Learning Affects Organization Performance
Organization Learning Knowledge Management Competitive
— Strategy
Organization [
Characteristics: Organization
* structure Learning Processes: Organization
as « information systems « discovery Knowledge: L Organization
li- = phuman resources ==« invention " . explicit -1 Performance
he practices + production . tacit
= culture » generalization
ut » leadership
Ic-
K
a- SOURCE: Reprinted by permission of Sage Publications Ltd. from W. Snyder and T. Cummings, “Organization Learning Disordars:
Y Conceptual Model and Intervention Hypotheses,” Human Relations 51 (1998): §73-95. © The Tavistock Institute, 1998.
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is both relevant and applied etffectively to the strategy. For example, customer-driyey,
organizations require timely and relevant information aboul customer nceds. Theiy
success relies heavily on members having that knowledge and applying it effectivet
their work with customers.

Figurc 21.2 also shows how OI, and KM are interrelated. OL interventions address how
organizations can be designed to promote etfective learning processes, and how thoge
learning processes themselves can be improved. KM interventions focus on the outcomeg
of learning processes, on how strategically relevant knowledge cau be effectively organizeg
and uscd throughout the organization. Each of the key elements ol OL and KM—orgap;.
zation characteristics, organization learning processes, and organization knowledge—are
described below along with the interventions typically associated with them.

yin

Orpanization Learning Interventions

As shown in Figure 21.2, there are several organiration features that can promote
effective learning processes, including structure, information sysicms, hurnan
resources practices, culture, and leadership. Consequently, many of the interven-
tions described in this book can help organizations develop more effective learning
capabilities. Human resources management interventions—performance appraisal,
reward systemns, and career planning and development—can rcinforce members’
motivation to gain new skills and knowledge. Technostructural interventions, such
as process-based and network structures, self-managing work teams, and rcengi-
neering, can provide the kinds of lateral linkages and tcamwork nceded to process,
develop, and share diverse inlormation and knowledge. Human process changes,
inctuding team building, scarch conferences, and intergroup relations interventions,
can help members develop the kinds of healthy inicrpersonal relationships that
underlie effective QL. Strategic intcerventions, such as integrated strategic change
and alliances, can help organizations gain knowledge ahout their environments and
develop values and norms that promote OL.

Characteristics of a Learning Organization OL practitioncrs have combined
many of these interventions into the design and implementation of what is com-
monly relerred 10 as the “learning organization.” 1t is an organization “skilled at
creating, acquiring, interpreting, transferring, and rctaining knowledge, and at
purposefully modilying its behavior to reflect new knowledge and insights.”'® Much
ol the literaturc on the learning organization is prescriptive and proposes how orga-
nizations should be designed and managed to promote effective learning. Although
there is relatively little systematic research to support these premiscs, there is grow-
ing conscnsus among researchers and practitioners about specific organizational
features that characterize the lcarning organization.'® These qualities are mutually
reinforcing and lall into five interrelated categories:

¢ Structure—QOrganization structnres emphasize teamrwork, lesser nuinber ol layers,
strong lateral relations, and nciworking across organizational boundaries both inter-
nal and external to the firm. These features pronmote inlormation sharing, involve-
ment in decision making, systems thinking, and ermmpowerment.

¢ Information systems—Organization learning involves gathering and processing
information, and consequently, the inlormation systems of learning organizations
provide an inlrastructure for OL. These systems facilitate rapid acquisition, proccss-
ing, and sharing of rich, complex inlormation and cnable people to manage knowl-
edge for compelitive advantage.

* Human resources practices—Illuman resources, incuding appraisal, rewards, and
training, are desigrnied 1o account for long-term perlormance and knowledge devel-
opment; they reinforce the acquisition and sharing of new skills and knowledge.
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Organization culture—Learning organizations have strong culiures that promote
OpENDESS, creativity, and experimentation among members. These values and norms
provide the underlying social support needed for successtul tearning. They encourage
members 1o acquire, process, and share information; they nurture innovation and pro-
vide the freedom 10 try NEwW things, to risk failure, and 1o learn from mistalses.

LeadershiprLike most interventions aimed at continous change, OL and KM
depend heavily on effective leadership throughout the organization. The teaders
of learning organizations actively model the openness, risk taking, and reflection
necessary for learning. They also comumunicate a compelling vision of the learning

organization and provide the empathy, support, and personal advocacy needed 1o
jead others in that direction.

Organization Learning Processes The organizaton characteristics described above affect
how well members carry out organization learning processes. As shown in Figure 21.2,
¢ of four interrelated activities: discovery, invention, production,

E these Processes COMSIiS

and generalization.’-“ Learning starts with discovery when errors or gaps between desired
) and actual conditions are detected. For example, salcs managers may discover that sales
;g are falling below projected levels and sel out 10 colve the problent. invention is aimed
s: at devising solutions 10 close the gap between desired and current condjtions; it includes
h diagnosing the causes of the gap and creating appropriate solutions to reduce it. The sales
; managers may learm that poor advertising is contributing o the sales problem and may

1- - . - .
devise a new sales campaign to irnprove sales. Production processes involve implernent-

ing solutions, and generalization includes drawing conclusions about the elfects of tbe

S' a N . . *

5 solutions and extending that xnowledge to other relevant situations. For mstance, the

at new advertising prograi would be implemented, and if successful, the managers might
use vanations of it with other product lines. Thus, these four learning processes eriable

ze
= . . .
members to generate the knowledge Decessary to change and improve the organizalion.

d Organizations can apply the Jearning processes described above to three types of
learning.®! First, single-loop Jearning O adaptive Jearning is focused on improving the
=d status quo. This is the most prevalent form of learning in organizations and enables
n- members to redace errors or gaps between desired and existing conditions. It can pro-
at duce incremental change it how organizations function. The sales Tnanagexs described
at above engaged in single-loop lcarning when they looked for ways to reduce the difler-
ch ence between current and desired levels of sales.
- second, double-loop Jearning OT generative learning is aimed at changing the status quo.
gh It operates at @ more abstract level than does single-loop learning because members
w- Jearn bow to change the existing assumptions and conditions within which single-
val loop learning operates. This level of learning can Jead to transtormational change,
iy where the status quo itself is radically altered. For example, the sales managers may
Jearn that sales projections ar¢ based on faalty assumpiions and models about future
market conditions. This knowledge may result in an cntirely new conception of [utare
TS, markets, with corresponding changes in sales projections and product developmment
cL- plans. It may lead the managers to drop some products that had previously appeared
ves promising, develop new Ones that were Dt considered before, and alter advertising
. and promotional campaigns to it the new conditions.
ng The third type of learning is called deuterolearning, which involves learning, how
s to learn. Here learming is directed at the learning process itself and sceks 1o IMprove
S5 how organizations perform single- and double-loop learning. For example, the sales
wl- managers might periodically examine how well they perform the processes of discov-
exy, Invention, production, and gencralization. This could lead to improvements and
and efficiencies in how learning is conducted throughout the organization.
vel- Practitioners have developed change strategies designed specifically for o1ga nization

learning processes. Alihough these interventions arc relatively new in OD and do not

e
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follow a common change process, they tend 10 focus on cognitive aspects of learnip
and how members can become more effective learners. In describing these change
strategies, we draw heavily on the work of Argyris and Schon and of Scnge and hig
colleagues because it is the most developed and articulated work in OL practice 22

From this perspective, organization learning is not concerned with the organization
as a static entity but as an active process of sense making and organizing. Based on the
interpretive model of change (Chapter 2), mermbers socially construct the organiza-
tion as they continually act and interact with each other and learn from those actions
how to organize themsclves for productive achievement. This active learning process
enables members to develop, test, and modify mental models or maps of organiza-
tional reality. Called theories in use, these cognitive maps inform member behavior and
organizing.” They guide how members make decisions, perform work, and organize
themselves. Unfortunately, nembers’ theories in use can be faulty, resulting in incffee-
tive behaviors and organizing efforts. They can be too narrow and fail to account for
important aspects of the cnvironment; they can include crroneous assumptions that
lead to uncxpected negative consequences. Effective OL can resolve these problems by
enabling members to learn from tbeir actions how to detect and correct errors in their
mental maps, and thus it can promote more effective organizing efforts.

The predominant mode of learning in most organizations is ineffective, however,
and may even intensify crrors. Referred to as Model 1 learning, it includes valuces and
norms (hat emphasize unilateral control of environments and tasks, and protection
ol onesell and others from information that may be hurtful.* These norms result in
a variety of defensive routines that inhibit learning, such as withholding information
and feclings, competition and rivalry, and little public testing ol theories in usc and the
assumptions underlying them. Model I is timited to single-loop lcarning, where exist-
ing theories in usc are reinforced.

A more eftective approach 1o learning, called Model II learning, is based on values
promoting valid information, free and informed choice, internal commitment o the
choice, and continuous assessment of its implementation.?® This results in minimal
defensiveness, with greater openness to information and feedback, personal mastery
and collaboration with others, and public testing of theories in use. Model 11 applies
to double-loop lcarning, where theories in use are changed, and to deuterolearning,
where the learning process itsell is examined and improved.

Application Stages OL interventions arc aimed at helping organization. members
learn how to change from Model T to Model 1I learning. Like all learning, this change
strategy includes the learning processes ol discovery, invention, production, and gen-
cralization. Although the phases arc described linearly below, in practice they form a
recurrent cycle of overlapping learning activitics.

1. Discover Theories in Use and Their Consequences. This lirst step involves uncover-
ing ruembers’” mental models or theories in use and the consequences that tollow
from bchaving and organizing according to them. Depending on the size of the di-
ent system, this may direcily involve all members, such as a senior excecutive team,
or it may include representatives of the system, such as a cross section of members
from different levels and areas.

OL practitioners have developed a varicty of technignes to hclp members iden-
tily their theories in use. Because these theories generally are taken for granted
and rarely examined, members need to generate and analyrzc data to infer the
theories’ underlying assumptions. One approach. is called dialogue, a variant of the
human process interventions described in Chapter 12.%¢ It involves members in
genuine exchange about how they currently address problems, make decisions,
and interact with cach other and relevant others, such as supplicrs, enstomers, and
competitors. Participants are encouraged to be open and [rank with cach other, 10
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behave as colleagues, and to suspend individual assnmptions as much as possible,
OT. practitioners facilitate dialogue sessions using many of the human process tools
described in Chapter 12, such as process consultation and third-party intervention.
As a result, group members are cncouraged to inquire into their own and others’
ways ol thinking, to advocate for certain beliefs, and to reflect on the assnmptions
that lead to those beliefs. Dialogue can result in dearer understanding of existing
theories in use and their behavieral consequences and enable menbers to uncover
faulty assumptions that lead to ineffective behaviors and organizing cllorts.

A second method of identifying theorics in usc involves constructing an action map
of members’ theorics and their behavioral cousequences.”” OL practitioners typically
interview members about recurrent problems in the organization, why they arc occur-
ring, actions thai are taken to resolve them, and outcomes of those behaviors. Based
on this information, an action map is constructed showing interrelationships among
the values underlying theorics in usc, the action strategics that [ollow from them, and
the results ol those actions. Such information is fed back to mernbers so that they can
test the validity of the map, assess the effectiveness of their theories in usc, and identify
[actors that contribute to tunctional and dysfunctional lcaming in the organization.

A third technique for identifying theorics in nse and revealing assurnptions is
called the lefi-hand, righi-hand colmmn.® 1t starts with each member selecting a specific
example of a situation wherc he or she was interacting with others in a way that
produced inetfective results. The example is described in the form of a script and is
written on the right side of a page. For instance, it might include statements such as,
“T told Tarry that T thought his idea was good.” “Joyce said 1o me that she did not
want to take the assignment because her workload was oo heavy.” On the left-hand
side of the page, the member writes what he or she was thinking but not saying at
each phase of the exchange. For example, “When 1 told Larry that 1 thought his idea
was goad, what Twas really thinking is that Thave serious reservations about the idea,
but Larry has a [ragile ego and would be hurt by negative teedback.” “Joyce said she
didn’t want to take the assignment becausc her workload is too heavy, but I know
it's because she docsn’t want to work with Larry.” This simple yet powerful exercise
reveals hidden assumptions that guide behavior and can make members aware ol
how erroncous or uniested assurnptions can undermine work rclationships.

A fourth method that helps members identily how mental models are created
and perpetuated is called the ladder of inference, as shown in Figure 21.3.%°
It demonstrates how far removed [rom concrete experience and selected data
are the assumptions and beliefs that guide our behavior. The ladder shows viv-
idly how members’ theories in use can be faulty and lead to ineflective actions.
People may draw invalid conclusions [rom limited cxperience; their cultural and
personal biascs may distort meaning attributed to selecied data. The ladder of
infercnce cau help members understand why their theories in use may be invalid
and why their behaviors and organizing etforts are ineffcctive. Members can start
with descriptions of actions that are not producing intended results and then back
down the ladder to discover the reasons underlying those inclfective behaviors.
For example, a service technician might withhold [rom managcement valuable
yet negative customer fecdback about product quality, resulting in cventual loss
of business. Backing down the ladder, the technician could discover an untested
belief that upper management does not react favorably to megative information
and may cven “shoot the messenger.” This belicl may have resulted from assnnp-
tions and conclusions that the technician drew from obscrving periodic layolfs and
from hearing widespread rumors that the company is out 1o get troublemalcers
and pcople who speak up too much. The ladder ol inference can help members
understand the underlying reasons for their behaviors and help them confront the
possibility that erroneous assumptions are contributing to ineflective actions.
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[Figure 21.3}
The Ladder of Inference
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3. Invent and Produce More Effective Theories in Use. Based on whal is discovered in
the tirst phase of this change process, members invent and produce theorics in use
that lead to more effective actions and that are more closely aligned with Model 11
learning. This involves double-loop learning as members try to creaic and cnact new
theories. In essence, members learn by doing; they learn from their invention and
production actions how to invent and produce more effective theories in use. As
might be expecied, learning how to change theories in use can be extremely difficult.
There is a strong tendency for members to revert to habitual behaviors and modes
of learning. They may have trouble breaking out of existing mindsets and seeing
new realities and possibilities. OL practitioners have developed both behavioral and
conceptual interventions to help members overcome these problems.

Behaviorally, practitioners help members apply the valucs underlying
Model 11 learning—valid information, Iree choice, and internal commitment—to
question their expericnce of trying to behave more consistently with Model IL”
They encourage members to conlront and talk openly about how habitual actions
and lIearning methods prevent them from creating and enacting more effective
theories. Once these barriers to change arce discussed openly, members typically
discover that they are changeable. This shared insight often leads to the inven-
tion of more effective theories for behaving, organizing, and learning. Subsequent
experimentation with trying to epact those theories in the workplace is Jikely to
produce more effective change becausc the crrors that invariably occur when try-
ing new things now can be discussed and hence corrected.
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Concepiually, OL practitioners teach members systems thinking to help them
invent more elfective theories in use.*! It provides concepts and tools for detecting
subtle but powerful structures that underlic complex situations. Learning 1o see
such structures can help members understand previously unknown forces operat-
ing in the organization. This information is essential for developing effective theo-
ries for organizing, particularly in today’s complex, changing world.

Systems thinking generally requires a radical shift in how members view the
world: from seeing parts Lo seeing wholes: from seeing linear cause—ellect chains to
seeing interrelationships; from seeing static entities (o seeing processes ol change.
practitioners have developed a variety of exercises and tools to help members
make this conceptual shitt. These include systems diagrams for displaying circles of
influence among system elements; system archetypes describing recurrent struc-
ures that affcct organizations; computerized microworlds where new sirategies
can be tried out under conditions that permit experimentation and learning; and
games and experiential exercises demonstrating systems pri nciples.*

5. Continuously Monitor and Improve the Learning Process. This final stage involves
deuterolcarning—learning how to learn. As described earlier, learning is directed
at the learning process itsell and at how well Model 11 learning characteristics are
reflected in it. This incIndes assessing OL strategies and the organizational struc-
tures and processes that contribute 10 them. Members assess periodically how well
these clements lacilitate single- and double-loop learning. They generalize posi-
tive findings to new or changing situations and make appropriate modificalions 10
improve QL. Becausc these activities reflect the highest and most difficult level of
OL, they depend heavily on members’ capability to do Model IT learning. Members
musi be willing Lo question openly their theories in use about OL; they must be
willing to test pnblicly the effcctiveness of hoth their learning strategies and those
of the wider organization.

Knowledge Management Interventions

The key ontcome of prganization learning processes is organization knowledge. Ti
incindes what members know about organizational processes, products, Customers, and
compeltitive environments. Such kmowledge may be explicit and exist in codified forms
such as documents, manuals, and databases; or it may be tacit and reside mainly in
members’ skills, memories, and iutuitions.” Fueled by innovations in information tech-
nology, KM interventions have focused heavily on codifying organization knowledge
so it can be readily accessed and applied to organizational tasks. Because tacit knowl-
edge is dilficult if not impossible to codity, attention has also been directed at how such
knowledge can be shared informally across members aud organizational units.

Knowledge and Performance Organization knowledge contributes to organization
performance (o the exient that it is relevant and applied effectively to the organization’s
competitive strategy, as shown in Fignre 21.2. Morcover, organization knowledge is
particnlarly valuable when it is nnigue and cannot casily be obtained by competitors.*
Thus, organizations seek to devclop or acgnire knowledge that distinctly adds value for
customers and that cau be leveraged across products, [unctions, business anits, or geo-
graphical regions. For example, Wal-Mart cxcels at managing its unique distribution
system across a wide variety of regional stores. Honda is particularly successtul at lever-
aging its competence in producing motors across a number of product lines, includiug
automobiles, motorcycles, generators, outboard motors, and lawn mowers.”

Because organization knowledge plays a crucial role in linking organization learning
processes 10 organization performance, increasing aitention is being directed at how firms
can acquire and use it cffcctively. Studies have demoustrated how many Japanesc coml-
panies and such Americap firms as Hewlett-Packard and Motorola achieve competitive
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advantage through building and managing knowledge effectively.?® These knowleq e
capabilities have been described as “core competencies,”* “invisible assets, s and
“intellectual capital,”* thus suggesting their contribution 1o organization performange
Mohrman and her colleagues have looked al organizations through a knowledge lepg «
They have shown how firms can fine tune their organization designs so that cach design
element, such as structure, rewards, work design, and managerial processes, contribyteg
Lo creating and leveraging knowledge for competitive advaniage.

There is growing cmphasis both in the accounting profession and in many industrieg
on developing measures that capture knowledge capital.* For many organizations, the
value ol intellectual assets far exceeds the value of physical and linancial assets; inte].
lectual asscts are usually worth three- to [our-times tangible book value .2 Morcover,
the key components of cost in many of today’s organizations are research and develop.
ment, intellectual assets, and services, rather than maierials and labor, which are the
focus of traditional cost accounting. Dow Chemical, for example, has developed a pro.-
cess for measuring and managing inteflectual capital.** The method first defines the rele
of knowledge in the lirm’s business sirategy, then assesses current knowledge assets ang
deficiencics, and finally asscmbles a knowledge portfolio. This process enables Dow 1
manage knowledge alinost as rigorously as it manages its tangible assels,

Application Stages KM interventions are growing rapidly in OD and include a range
ol change stralegics and mcthods, Although there is no universal approach to KM,
these change processes address the essential steps for generating, organizing, and dis-
tributing knowledge within organizations:

1. Generating Knowledge. This stage involves identifying the kinds ol knowledge that
will create the most value for the organization and then creating mechanisms for
increasing that stock of knowledge. It starts with examination of the organization’s
competitive stralcgy—how il sccks (o creale customer value lo achicve prolitable
results. Strategy provides the focus for KM; it identifies those areas where knowledge
is likely to have the biggest payoff. For example, competitive strategies that empha-
size customer service, such as those found al McKinscy and Nordstrom, place a pre-
mium on knowledge about customer needs, preferences, and behavior. Strategics
favoring product development, like those at Microsott and Holfman-LaRoche, ben-
efit from knowlcdge aboutl technelogy and rescarch and development. Strategies
focusing on operational excellence, such as those at Motorola and Chevron, value
kuowledge about manufacturing and quality improvement processcs.

Once the knowledge required for competitive strategy is identified, organizations
need to devise mechanisms for acquiring or creating that knowledge. Externally,
organizations can acquire othcr companics that possess the nceded knowledge,
or they can rent it from kuowledge sources such as consultants and university
researchers.* Internally, organizations can lacilitale communities of practice—inlor-
mal networks among cmployees performing similar work to share expertise and
solve problems together.” They can also create more formal groups [or knowledge
generation, such as R&D departments, corporate universities, and centers ol excel-
lence. Organizations can bring together people with diflerent skills, ideas, and
values to generatc new products or services. Called creative abrasion, this process
breaks traditional frames of thinking by having diverse perspectives rub creatively
against each other Lo develop innovative solutions.*

2. Organizing Knowledge. This phase includes putting valued knowledge into a form
that organizational members can use readily. It may also involve refining knowl-
cdge 1o increase its value to users. KM practitioners have developed tools and
methods for organizing knowledge that form two broad strategies: codification and
personalization.®
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Codification approaches rely heavily on information technology. They categorize
and store knowledge in databases where it can be accessed and used by appropri-
ate members. This strategy works best for explicit forms of knowledge that can be
extracted from people, reports, and other data sources, and then organized into mean-
ingful categories called “knowledge objects” that can be rcused for varions purposes.
The economic rationale underlying this strategy is to invest once in a knowledge asset
and then 1o reuse it many times. Management consnlting firms such as McKinscy and
Bain extract key knowledge objects from consulting reports, penchmark data, and
market segmentation analyses, and then place them in an electronic repository for
people o use. This enahles them to apply knowledge assets across various projects and
clients, thus achieving scale in knowledge reuse to grow their business.

personalization strategies for organizing knowledge focus on the people who
develop knowledge and on how tbey can sharc it person-to-person. This approach
emphasizes tacit knowledge, which cannot be codified and stored cifectively in
computerized information systems. snch knowledge is typically accessed through
personal conversations, direct contact, and ongoing diatogue with the people who
possess it. Thus, KM practitioners have developed a variety of methods for facilitat-
ing personal cxchanges between those with tacit knowledge and those secking it
For example, Bain and Company fosters networking among its employees through
iransferring people across offices, enconraging the prompt returmn of phone calls
from collcagues, brainstorming sessions, and cross-functional project teans.
Hughes, Microsoft, and Time-Life have created “knowledge maps” that identity
valued competencies, skills, and knowledge and show people where to go and

whom to contact to access them. "

3. Distributing Knowledge. This final stage of KM creates mechanisms for members

1o gain access to nceded knowlcdge. It overlaps with the previous phasc ol KM
and involves making knowledge easy for people to find and encou raging its usc
and reuse. KM practitioners have developed a variety of methods for distribut-
ing knowledge, generally grouped as threc approaches: sell-directed distribution,
knowledge services and networks, and facilitated transfer.®’

Seli-directed distribution methods rely heavily on member control and initiative for
knowledge dissemination. They typically include databases for storing kuowledge
and locator systems for helping members find what they want. Databases can include
diverse information such as articles, analytical reports, customer data, and best practices.
Locator systems can range from simple phone directories to elaborate scarch engines.
Self-directed knowledge transfer can involve either “pull” or “push” systems.” The
former lets members pull down information they nced, when they need it; the latter
makes knowledge available to members by sending it out to them. Fluor Corporation,
for example, placed job requirements and career ladder information on its intranct and
let employees access the information on an “as needed” basis.

Knowledge services and networks promote knowledge transfer by providing specilic
assistance and organized channels for leveraging knowledge throughout the organiza-
tion. KM services include a variety of snpport for knowledge distribution, such as hclp
desks, information systems, and knowledge packages. They may also involve special
units and roles that scan the flow of knowledge and organize it into more uscful Torms,
such as “knowledge departments,” “knowledge managers,” or “knowledge integrators.”**
Knowledge networks create linkages among organizational members tor sharing knowl-
edge and learning from one another, These connections can be electronic, such as those
occurring in chat rooms, intranets, and discussion databases, or they may be personal,
such as thosc taking place in tatk rooms, knowledge lairs, and communities of practice.

Pacilitated transfer ol organization knowledge involves specific people who assist
and encourage knowledge disiribution. These people arc trained to help members
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lind and transmit knowlcdge as well as gain access to databascs and other knOWledge
scrvices. They may also aci as change agenis helping members iraplement kr_lcnfvledge
to improve organization processes and structures. For example, BP's “Shared Lﬁarning
Program” includes dedicated practitioners, calfled “quality/progress professionals,” whq
coach employees in best practices and how to nse them. ™

Application 21.2 describes how Motorola created a KM system at its manufa.cturing
facility in Penang, Malaysia. It shows how KM cvolves in practice and the bencfits of
integrating it with the organization’s culture.”

Qutecomes of OL and KM

Given the popularity of OL and KM interventions, research about their cffects in
organizations is growing. The Socicly lor Organizational Learning {Sol: himp:/fwww,
solonline.org) at MIT is engaged in a varicty ol research efforts that focus ou capacity
building, dialogue, and other aspects of OL processes. For example, Volvo and IKEA
applied Tearning processes in their implementation of cnvironmentally sustainable
organization designs. Other organizations claim considerable success with the lad-
der of inference, the left-hand/right-hand column tool, and systems thinking. The
Canadian. Broadcasting Corporation, lor example, used the left-hand/right-hand
column to increase collaboration between the English and French radio and TV orga-
nizations and to create a new vocabulary for sharing resources. Shani and Docherty
reported how QD interventions aimed al designing and implementing organization
lcarning mechanisms contributed to positive performance outcomes in firms in Israel,
Sweden, the UK, and the United States.** Studies of transler of best practices and
KM by the American Productivity & Quality Center reveal a number ol performance
improvements in such companics as Brnclkman Laboralories, Texas Instrnments, CIGNA
Property & Casualty, and Chevron.” Among the reported outcomes were increases in
new prodnct sales, manulacturing capacity, and corporate profits, as well as reductions
in costs, service delivery time, and start-up time for new ventnres. A study of 40 firms
in Furope, Japan, and the United Staics fonnd that in contrast to poorer performing
companies, highcer performing firms were belier at creating, distributing, and applying
knowledge.® A recent stndy of KM in 131 Korean companies showed that thosc that
combined strategies [or managing both internal-oriented tacit knowledge and external-
oriented objective knowledge performed the best.””

Despite these snccess stories, there appears to be considerable room for improving
OL interventions. A longitudinal analysis of Royal Dutch Shell described its rise and fall
as a “premier learning organization” and questioned whether such a strategy could be
institutionalized.?® Argyris and Schon state that they are unawarc ol any erganization
that has fully implemented a double-loop lcarning (Model IT} system.> Accenture, a
pioneer in KM, experienced problems applying a standardized KM system across its
global opcrations primarily because it did not take into account local and regional
dillerences in how knowledge is generated and used. ™ A comprehensive study ol KM
in 431 U.S. and European firms also suggests that organizations may have more prob-
lems implementing KM practices than is commonly rcported in the popular media.*
Only 46% of the companies reported above-average performance in “generating new
knowledge.” Ratings were even lower for “embedding knowledge in processes, prod-
ucts, and/or services” (29%) and “transferring existing knowledge into other parts of
the organization” (13%). Another study of 31 KM projects across 20 organizations
revealed that KM contributed to the fundamental transformation of only three of the
firms studied.®> Many of the companies, however, reported operational improvements
in product development, customer support, software devclopment, patent mauage-
ment, and education. and training. Because many of the existing reports ol OL aud KM
outcomes are case studies or anecdotal reports, more systcmatic research is need 10
assess the effects of these popular interventions.
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Implementing a Knowledge Management
System at Motorola Penang

Launched in 1974, Motorola Penang (MP) has
pecorne one of the largest and most respected
hi-tech companies in Malaysia. The 3,500-person
company produces two-way communication prod-
ucts for public safety and enterprise applications,
including Motorola’s iDEN and WiMAX chipscts.
MP is structured into supply chain and R&1} units.
Supply chain includes forecasting, purchasing,
manufacturing, quality, and logistics functions.
MP’s factory is highly automated and includes 21
manufacturing lines with more than 12 million
units’ capacity. It exports more than US$1 billion
worth ol products annually.

Since mid-1990s, Malaysia’s manufacluring sector
faced scvere competitive pressures. Globalization,
combined with increased raw materials costs, prod-
uct complexity, and customer expectations, pushed
MP to rcthink how it did business. At the same
time, the firm's strong reputation and manulactur-
ing capability cncouraged other Motoroela businesses
to transfer their preducts to the Penang facility. As
a result, MP became a “condo factory” where mul-
tiple product groups from multiple businesses oper-
ated on the samc production floor. This diversity ol
products, techmnelogics, and cmployees combined
with the 24 X7, three-shift operating system posed

challenging problems. As cach new product group

was added, il tended to work independently and did
not communicate with other product groups. Rather
than jointly solve common problems, resources
were wasled, manpower was poorly utilized, and
opportunities for cost and productivity improve-
ment went untapped. Because of MP's incrcased
scale and complexity ol operations, knowledge
sharing became extremely dilficult. Information
about online performance, machine maintenance
history, and the outcomes ol Lroubleshooting was
not capturcd and leveraged for ellicieni learning
and improvement. On top of ali this, MP needed Lo
re-skill existing employees and get new hires up to
speed to supporl the product growth.

Te address these challenges, MP's Engineering
Dircctor brought together the dillerent manufac-
turing leaders to forin an “integrated knowledge
management system” team. The teamn’s aim was
lo maximize knowledge sharing at the factory to

make problem solving more proactive, elleclive, and
efficient. An integrated system lor data gathering and
retrieval was cnvisioned. It would break down com-
munication barriers, lacilitate problem solving and
change, and support more “on-demand” training.
The ieam staried by diagnosing MPs existing
knowledge-sharing  processes. [t concluded that
the implementation of an integrated KM system
needed to account lor the organization’s culture,
especially its behavioral norms and shared lan-
guage. Specifically, 10 communicate ctfectively
and elliciently, the new KM system would need to
be based on a clear and understandable platform
or taxonomy. A good laxonommy would cnable
users Lo navigate easily lo needed documents and
quickly assess their relevance and apply them
to specilic problems. The KM system would also
need to be aligned lo corporate goals so pcople
could visualize the “big picture” and sce where
their contributions applied. Perhaps mast impor-
lani, the new system would need to proactively
involve individuals in action planning and learn-
ing, thus taking advantage of MP’s long tradition of
employee participation.

Next, the team designed the new KM system to fit
these requiremnents. Tt structured the system into
three layers (see figure below). Senior cxecutives
defined the top layer, which included the overall
business goals that drive performance at MP. The
middle layer translated those goals downward to the
firm's various organizational and functional units
having to do with specilic products or functions. The
bottom and most fundamental layer included the
concrete actions needed to drive performance and
achieve results. They represenied the day-to-day
performances of the engineers, technicians, and
line operators. The new KM system rellecied MP’s
language and therefore enabled users across (he
organization to share a common “mind map” lor
synchronizing their actions toward comunon goals
and perlormance. Hence, it was given the name
“Actions to Perlormance.”

Tmplementing the Actions to Performance sys-

tern took almost a decade. The change strategy
started small, with onlty a few groups participating.
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For example, MP’s engineers uscd a paper-based
“problem-cause-solution” tracking system to record
their daily troubleshooting activities on manulac-
turing operations. This inlormation was compiled..
and used in daily operations mcetings where
engineers spoke with coworkers across product
lines 1o identify shared technical problems, to otfer
solutions, and to create new knowledge that might
be used lor future problem solving. As the process
gained acceptance, additional people and groups
got involved. BEventually, the paper-based tracking
process migrated into a computerized database sys-
tem. Leveraging Motorola’s intranel systemn tools,
Imowledge sharing became more sophisticated
and efficient. When information was published
electronically, knowledge sharing among engineers
could occur without time and space consiraints,
Knowledge could be searched and retrieved any-
time and anywhere.

Next, corporate initiatives were leveraged to cre-
ate greatcr awareness and use of the KM system
among MP’s cntire workforce. Company-wide
programs, such as Teaming for Excellence and
Technical Symposium, directly involved front-line
technicians and operators in managing knowledge.
Kiosk stations were sct up on the production floor

‘Paste volume

Vacuum level

. Inspection Redundan: - . Monitoring

to provide key information on machine perform-
ance, quality, and problem-solving histories, The
human resources depariment incorporated K
training into people’s development plans, tied KM
to larger worklorce transformaiions, and helped
nurture a continuous improvement culture.

MP’s recent introduction of Digital Six Sigma (1DSS)
provided another opportunity to integrate the K
systern with other organization processcs. DSS
focused on aligning the organization’s business
goals to major initiatives to achieve them. As part
of this cffort, the online KM system evolved into
a broader user interface that was Web-based and
aser fricndly. It provided a “digital dashboard”
that displayed performance measures coniinu-
ously. People could log in to this system anytime,
anywhere in the world and obtain real-time infor-
mation. The digital dashhoard enabled managers,
cngineers, and workers to make good decisions and
take timely actions. Anotber KM interface helped
people perform specific data analyses to support
decisions about machine downtime, maintenance,
and quality. §till another user interface facilitated
data entry so that users could provide feedback
on aciions that had been taken. When line opera-
tors perlormed basic troubleshooting tasks on ibe
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machines, for example, that information could be
channcled back to the databases for further and
wider use.

Motorola Penang has rcaped numerous benefits
from its integrated KM systern. Once line operators
mastercd the system, they used the information to
perform basic machine troubleshooting. In addition,
best practices were shared across the organization
and. people took ownership to improve MP's per-

formance. The KM systcin provided a commmon
comnmunication platform for workers, staff, and
managers. Il promoted a culture of continuous
improvement and knowledge sharing. The online
availability ol performance data in real time facili-
tates MP’s move Loward a virtual lactory, In terms
of hard numbers, MP's Lotal guality has improved
threefold, and defect levels Tor all manulacturing
lines have been reduced by al least 50%.

BUILT-TO-CHANGE ORGANIZATIONS

One of the newest continuons change interventions involves designing an entire
organization lor change and not just for nornmnal operations. Based on extensive acltion
research at the University of Southern California’s Center for Effective Organizations,
Lawler and Worley have developed a built-to-change (B2C) appreach to designing
organirations.®® It is based on the simple fact that most organizations arc designed
for stability and dependable operations. Their design elements and managerial prac-
tices reinforce predictable behaviors aimed at sustaining a particular competitive
advantage. Lawler and Worley argue that many change ellorls are unsuccessiul, not
because of human resistance or lack of visionary leadership, but because organizations
are designed to be stable. Snch built-in stability can be a recipe for failure in rapidly
changing environments. In these situations, the ability 1o change constantly is the best
sustainable source of competitive advantage. The B2C intervention helps organizations
design themselves for change.

Design Guidelines

The B32C intervention includes guidelines such as the following for bow organization
design components can be conligured o promote change:

Managing Talent. B2C designs are geared io sclecting, developing, and mana-
ging the right talent for change. Selection practices seek quick learners who want
to take initiative, desire professional growih, and thrive on change. Employment
contracts specify clearly that change is to be expected and support for change is a
condition of employment and a path 1o success. Rather than specific job descrip-
tions, members are encouraged to discover what needs to be done by frequent
goal-setting rcviews where lasks are constantly assessed and revised. Training and
development are continuous aud aimed at supporting change and gaining value-
addced skills and knowledge.

Reward System. Rewards play a key role in motivating and reinforcing change
in B2C organizations. Individual or team bonuses are tied directly fo change goals,
learuing new things, and performing new tasks well. This cstablishes a clear line of
sight between rewards and change activities. Bonuses can include one-time rewards
given at the end of a particuiar change effort, or rewards targcied to different phases
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ol the change process. B2C designs also shift the basis of rewards from jobs to people,
Members are rewarded for what they can do, not for the particular job they perfory,
Because jobs and tasks are continually changing, people are motivated to learn new
skills and knowledge, thus keeping pace with change and enhancing their long-ter,
value to the organization.

Struciure. B2C designs emphasize flat, lean, and flexible organization structureg
that can be reconligured quickly when the circumstances demand. These organic
designs—process, matrix, and network structures, lor example—put decision making
into the hands of those dosest to the work and the environment. They enable mem.
bers to process information, share it with relevant others, and make decisions rapidly.
Organic designs keep the organization closely connecled with the environment, ¢,
that it can detect external changes and create innovative responses to them.
Information and Decision Processes. In B2C organizations, information ang
decision making arc moved throughoul the organization to wherever they are
needed. These performance-based systems ensure that information is transparent
and current and that it provides a clear picture of how the organization is per-
forming relative to its competitors. They enable organizations to make timely and
relevant decisions to keep pace with changing conditions.

Leadership. B2C designs stress the importance ot shared leadership throughout
the organization. Rather than having the organization rely on centralized sources
of power and control, these designs spread leadership across multiple levels of the
organization. This speeds decision making and response rates because those lower in
the organization necd not have to wait for top-down direction. It provides leadership
experience and skills to a broad array of members, thus developing a strong cadre
of lcadership talent. Shared leadership supports continuous change by spreading
change expertise and cormnmitment across the organization. It increases the chances
that competent leaders will be there to keep the change process moving lorward.

Application Stages

Lawler and Worley stress that not all organizations should be built 1o change, though
most could benefit from applying some B2C principles. This intervention is mainly for
organizations having problems adapting to complex and rapidly changing environments.
For them, the lollowing five initiatives can help the transition 10 a B2C organization:

1. Create a Change-Friendly Identity. This first stage addresses organization
identity—the established set ol core valucs, norms, and belicls shared by organiza-
tion members. Similar to organization culture, identity is the most stable part of an
organization; it is deep-seated, taken for granted, and guides decisions and behaviors
like an invisible hand. Organivation identity can promole or hinder the transition
to B2C depending on whether it supports change or stability. In many traditionally
designed organizations, values and norms reinlorce stability and predictability, thus
making change difficult. To move toward a change-friendly identity requires sux-
facing existing values and norms, assessing their relevance to change, and making
appropriate adjustments. This typically involves highly interactive sessions where
relevant stakeholders openly discuss and debate questions about the organization’s
identity and how it can be “reframed” to be more change friendly. Atiention is
directed at creating values and norms that focus behavior on the organization’s
environment and help members see change as necessary and natural. To enhance
member commitment to a new change-friendly identity, these new or rcframed
values and norms arc placed in the context of important cxternal pressures facing
the organization and what these mean for its effeciiveness. The organization’s exist-
ing design is also asscssed in relation to the new identity, and plans arc made for
changing specific components using the 32C guidelines outlined above.
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Pursue Proximity. This step helps the organization get closer to carrent and
possible future environments. Starting from the organization’s identity, - the
intervention looks outward to gain a clearer picturc of environmental demands
and opportunities. Rather than try to predict what's going to happen, attention
is directed at devcloping scenarios of possible and desired [ntare environmernis.
genjor executives commit significant time lo thinking about the future and to
creating possible patbs to future snccess using various scenario-planning meth-
ods. They identify how the orpanization’s corc competencies and capabilities can
contribute to making desired futures happen. This is then translated into a robust
strategy for what needs Lo be done to move the organization and the competitive
cnvironment in the desired directions.

Build an Orchestration Capability. This stage helps the organization gain the
ability to implement the strategy and to exccute change elfectively. It first specifies
the events and decisions necessary 10 make the strategy happen, including how
new competencies will be developed, if necessary. Then, based on the B2C belief
that the ability to change is the key to competiiive advantage, attention is directed
at building this change capability into the organization. This involves threc telated
activities. First, change management skills are developed widely in the organization
by hiring people with those skills and by training existing managers and employees
to acquire those skills. Sccond, an organization effectiveness function is created
with competencies in strategic planning, organization design, and change manage-
ment. This center of excellence is nsually stalted by proiessionals from the stratcgic
planning and human resources functions; they provide advice and facilitation {or
planning and executing change in the organization. Third, organization mcmbers
learn how to apply their change capability by engaging in organizational changes
and reflecting on that experience. This so-called “learning by doing” is essential for
building an orchestration capability. Tt provides members with the hands-on expce-
rience and reflective learning necessary to hone their change skills in action.
Establish Strategic Adjustment as a Normal Condition. This step involves
creating dynarnic alignment in implermenting strategy. developing new capabilitics,
and fitting organization design elements (0 emMeErging environmental demands. In
fast-paced environments, the organization must continnally make strategic adjust-
ments as part of normal operations. It miust constantly work at changing and
coordinating all of the organization design elements so that they promote new
strategies and capabilities and respond to shifting environmental demands and
opportunities. Keys to making strategic adjustment a standard practice include
pushing decision making downward in the organization, sharing relevant informa-
tion widely, giving members the relevant skills and knowledge, and mcasuring and
rewarding the right things. These “cmployee empowerment” practices {described
in Chapter 15) reinforce the enormous value placed on human resources in B2C
organizations; they also provide the struciurces, talent, and systems o supporl Comn-
tinual change and adjustment.

seek Virtuous Spirals. This last stage involves bringing all of the prior processes
together to pursue a series of temporary competitive advantages. This so-called
“hit and run” approach rests on the logic that in turbulent environments, sac-
cess results [rom identitying future opportunities, organizing to take advantage of
them, and then moving on to the next opportnnity when things change. Because
specific sources ol compelitive advantage do not last long, B2C organizations con-
tinually modify their capabilities and designs to take advantage of emerging pros-
pects. They constantly work to balance the short and long mns, to keep close to
an unfolding environment, to sustain dynamic alignment among their design ele-
menis and capabilities. When they do this for long periods of time, a virtuous spiral
results. The organization’s design and capahilities supportt a successful strategy,
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whictt in tum provides the rewards and motivation Lo create even better designg
and capabilitics for newer strategies, and so on. In rapidly changing env1rutllnelm
B2C organizations are more capable ol seeking and creating virtuous spirals than
traditional organizations.

Application 21.3 describes how Capital One Financial created a built-to-change organi-
zation. It shows how change capability is built into the firm’s stratcgy, design featureg
and culture.

SUMMARY

In this chapter, we presented interventions for helping organizations change themselves
continnally. These change processes arc particularly applicable for organizations faging
turbulent environiments where traditional sources of competitive advantage erode quickly,
Bnilding change capabilities directly into the organization is cssential to constantly renew
forms of competitive advantage to kecp pace with a rapidly shifting environment.

A sell-design change sirategy helps a firm gain the capacity to design and implement
its own continuous change. Self-design involves multiple levels of the firm and mul-

tiple stakeholders and includes an iterative series of activities: acquiring knowledge,
' valuing, diagnosing, designing, implementing, and assessing.

Organization learning and knowledge management intcrventions help organiza-
tions develop and use knowledge to change and improve themsclves continually.
Organivation learning intcrventions address how organizations can be designed to
promote effective learning processes and how those leaming processes themselves can
be improved. An organization designed to promote learning can create a continuous
stream ol valuable knowledge. Knowledge management [ocuses on how that knowl-
edge can be organized and nsed to improve organization perlormance.

Built-to-change organizations are designed [or change, not stability. They are based
on design guidelines that promote change capability in the firm’s talent management,
reward systems, structure, information and decision processes, and leadership. In a
rapidly changing environment, this change capability can be a source of sustained
competitive advantage.
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Creating a Built-to-Change Organization
at Capital One Financial

Capital One, a leading financial services lirm and a
top issucr of credit cards in the United States, has
puilt an organization that does not view change
as an unwanted intruder or as an alterthought Lo
get resistors to buy into a new initiative. Rather,
change capability is intcgrated inio every aspect ol
Capital One’s strategy, structure, and culture. This
enables the firm to exccute change routinely.

Capital One ireats strategic planning as a continuous
process ol exploring alternative futures and gaining
momentary advantages in a fast-paced compctitive
environment. According 1o Mike McDermott, former
Director ol Organization Effectivencss, “Strategic
thinking goes pretty deep on two levels. On one
level, the strategic planning department runs a
variety of scenarios that look several years out.”
As described by CHEO and Founder Rich Fairbanlk,
“Bighty perceent ol strategy is liguring out where
the world is going, and twenty percent is figuring
oul what you are going 1o do in response. I you
can figure out where the world is going, what you
need to do usually becomes obvious.” For example,
Capital One might explore the broader forces atlect-
ing interest rates or the impact ol changes in China’s
mongctary policy. Cach business line, in turn, would
consider how these future trends might affect
its particular business. “On another level,” notes
McDermott, “the executive commiilee meeis regu-
larly to discuss and debate a sel ol annual ‘impera-
tives” or bold challenges. The imperatives are just
that ... they arc things that must be done il we are
to achieve our long-term vision.” They are intended
to provide Capital One with a series ol lemporary
compelilive advantagces.

This robust strategizing enables Capital Onc to “test
and learn” how best to compete in a constantly
changing cnvironment. L combines educated
guesses about how the environment is changing
with rigorous analysis of consumer behaviors Lo
produce testable propositions about what credit
services (o oller specific consumer groups. When
a consumer group and its assoclated service reach
a certain threshold ol business, a potential com-
petitive advantage exists. The service then is broad-
encd o a larger customer base. Because consumer
proliles, compctitor behaviors, and olther market

forces are constantly changing, however, any cur-
rent advantage is fleeting and new ones musl he
identified 10 grow revenues. Moreover, Lo nion-
¢tize a competitive advantage even in the short
run, Capital One must often maodily its human
capital, resources, systems, and structures. Thus, il
constently renews itsell as it moves [rom one com-
petitive advantage Lo the next.

To adapt quickly te gain new competitive advan-
tages, Capital One has developed a highly agile
organization design, 10 begins with hiring people
who have a passion for excellence, collaborate well
wilh others, and thrive in a changing environmeni.
Once hired, associates are given challenging work
assignments and opportunities to develop new
skills as business needs change. Complimenting
the selection process is a decentralized and fluid
organization structure, with few layers of manage-
ment and decision making pushed downward in
the organization. Associates are allowed to take
on a variely ol tasks without having to worry
about job descriptions and pay grades. An adapt-
ahle perlormance management system completes
Capilal One’s flexible design. It focuses on both
perlormance and development. Rewards are tied
directly 10 current results as well as to developing
competencies the organization belicves are tmpor-
tant for its luture.

The [inal leature of Capital Onc’s built-to-change
organization involves change capability, In the
past, the lirm’s aggressive growth often left associ-
ates feeling overwhelmed by the rapidly changing
product/service offerings. Adding to the stress
were frequent updates in associates” knowledge
basc, reorganizations that tested their ability to
remain flexible and to take on new assignments,
and modifications in work processes and methods
1o maintain customer satisfaction. To make change
managcable and even rouline, Capital One charged
McDermott with developing the firm’s change
capability. With the help of a design leam com-
posed ol HR generalists and linc managers, he cre-
ated a unique approach to change management.

Most organizations develop change capability by
deploying TIR generalists to facilitate change in
business units or by creating a center of excellence
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in change management staffed mainly by O pro-
fessionals. Capital One created a more embedded
strategy. It rooted change skills and responsibili-
ties directly into the roles of line managers. This
promised to radically shorten the cycle time of
change because managers would have the exper-
tise needed to carry out most changes on their
own. But tasking managers with change manage-
ment responsibilities raised important questions
about Capital One’s commitmerl to change capa-
bility as a source of competitive advantage. Crilics
argued, “Shouldn’t the locus of line managers
be on getting business results?” The design team
answered affirmatively, of course, but then added
that in fast changing environments, this was not
enough to succeed. Managers needed to be able 1o
combine their business expertise with knowledge
about change so that strategies to acquire new
competitive advantages could be implemented
faster and their benefits gained sooner.

Capital Onc’s embedded approach was based on
a standardized change methodology that cvery-
one shared and learned. Called ADKAR, it pro-
posed that successful change followed a process of
(1) creating awareness of the nced for change,
(2) having the desire to change, (3) posscssing the
knowledge to change, (4) having the ability to change,
and (3) being reinforced for change. The change
meodel included a common language and mindsct for

thinking and communicating about organizational’

change; it afforded Capital Onc a highly cfficient
approach to change management. For cxample,
service changes often required cooperation among
the credit card business, IT scrvices, and the regula-
tory compliance and HR departinents. Because alt
partics were familiar and comfortable with the same
change model, coordination costs and change cycle
timces werce significantly reduced. This contrasted 1o
carlicr times when Capital One employed over 17
different change models and more than 160 diller-
enl change (ools throughout the firm.

Toimplementithenewchangemethod, McDermott's
leam applied three action levers: knowledge/skill
acquisition, visible demonstrations, and alignment

wilth perlormance management. First, Capitg)
One’s corporate university ollered twao Courses
build people’s change knowledge and skij. One
course, aitended by both managers and staff, Went
deep into the change methodology and Provideq
the opportunity to apply it to existing change
projects. This helped participanis learn by doing,
while driving change in the organization. The
second course was a one-day program designeg
lor line managers. It provided an overview of tle
methodology and linked it 1o the organization’
values and leadership competencies. This helped
managers sec the conneclion between change
capability and perlormance management.

Second, McDernoti’s team targeted scveral large-
scale change projects as visible demonstrations of
the change model. This created an internal “buzz”
for the methodology and encouraged people to leamn
how to apply it. For example, McDermolt’s team
highlighted change initiatives coming oui of a stra-
legic imperative called ACE (Achieving Corporate
Bxceellence): a large-scate systems conversion proj-
ecl, an MR reengineering elfor, and a workplace
redesign process called the Future of Work.,

Third, McDermotl’s team worked closcly with a
group revising Capital One’s perlormance man-
agemner! system o ensure thal it measurcd and
rewarded change management competencies,
Together, Lthe lwo groups increased the number of

and rewarded. This sent a clear message about the
importance of these behaviors lor the future.

Capital One’s buili-to-change organization is widely
accepted and firmly entrenched in the firm’s cul-
ture. Change capability is treated like a muscle that
gets better with exercise. Not surprisingly, Capitat
Onc engages in lots of change and is getting better
and better at it. Its change capability is a key source
of sustainced competitive advantage. As one execu-
tive put it, “We can take on more change hecausc
with this new musde, it doesn’t scemn like we are
changing all that much. Ii fecls like we are chang-
ing less because we are capable of handling more
change than our competitors.”




