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By RALPH H. KILMANN

¢ reating and maintaining organiza-
tional success is a different kind
of problem now than it was a few
decades ago. The information explosion,
worldwide communications and greater
interdependence among world economics
make our world more dynamic and com-
plex than in the past. This dynamic com-
plexity means that organizations do not re-
main stable for long. Constant external
change requires constant internal change,
Suceess is determined largelv by how well
the organization adjusts all its tangible and
intangible propertics to keep itself on track
with its surroundings.

T'he older and larger the firm, the more
difficuley it has changing. Essentially, the
organization becomes rigid. If the organi-
zation has been successful in the past, its
managers may fall mto the trap of errone-
ous extrapolation, the false assumption
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that what worked in the last decade will
work in the next.

With dynamic complexity, the new rule,
the very thing thar brought the organiza-
tion success can bring about its sudden
downfall.

The tempration for both managers and
consultants 1s to gravitate toward every
new approach offering the promise of or-
ganizational success. Like the search for
the Holy Grail, each new approach looks
for the one single answer. In the 1950s,
management by objectives was heralded
as the new solution to performance prob-
lems. In the 1960s, organizational struc-

I never encountered a case in which only the culture lagged
behind and an effective organization was in place

ture was believed to be the best solution.
In the 1970s, corporate strategy was the
new panacea. In the 1980s, the rage is cor-
porate culture.

That managers again will have to learn
the hard wav chata brand new culture can-
not solve their performance problems ei-
ther is a shame. Evencually, managers will
drop the culture fad and move to the next
remedy, and the cvele will continue. Too
often, single approaches are discarded be-
cause thev are not given a fair test. "The
single approaches are not inherently inef-
fective. Rather, each is ineffective only i
applied by itself, as a quick fix.

Organizations generate complex prob-
lems that cannot be solved by simple,

quick-fix solutions. The only alternative
is to develop a truly integrated approach
that examines «// the tangible and intangi-
ble properties of an organization. Three
ways of viewing the world are as a simple
machine, as an open system and as a com-
plex hologram. These contrasting world
views highlight why an integrated ap-
proach is so necessary for organizational
success and why any quick fix inevitably
will Tead to failure.

The holographic world

Viewing the world as a simple machine
argues for single efforts at change, much
like replacing one defective part in some
mechanical apparatus. T'he once defective
part can be replaced without affecting any
other part. "This single approach works for
fixing a physical, nonliving svstem, but it
cannot heal a human being, much less a
living, breathing organization. "T'he simple
machine view represents one-dimensional
thinking.

Viewing the world as an open system is
amore integrated approach in which sev-
cral parts are balanced simultancously to
manage the whole organization. Here, a
dynamic equilibrium exists between an or-
ganization and its changing environment.
The organization consists of systems,
such as strategies, structures and rewards.
T'he environment contains its own svs-
tems, too, such as the government, sup-
pliers, competitors and consumers. This
view, however, remains at the surface level,
where things can be easily observed and
measured. The open system represents
two-dimensional thinking,



Viewing the world as a complex holo-
gram adds depth to the open system,
probing below the surface to examine cul-
tures (shared but unwritten rules for each
member’s behavior), assumptions (un-
questioned beliefs behind all decisions and
actions) and psyches (the deepest reaches
of the mind). "To ignore the deeper aspects
of organizational life is to assume that what
cannot be seen or touched directly is un-
important. The complex hologram view
seems to capture the essence of today's
world, although three-dimensional ap-
proaches rarely arc discussed, let alone
utilized.

Barriers to success

Figure 1 shows organizational life as a
complex hologram. The model consists of
five broad categories representing the
open system aspects of an organization,
plus, at center stage, three holographic
aspecets that add the dimension of depth.
"T'he five broad categories are: the sctting,
the organization, the manager, the group
and the results. The three holographic
aspeets are: culture, assumptions and
psyches. "The double arrows surrounding
the holographic diamond signify the
strong reciprocal influence between the
three below-the-surface aspects and the
other categories. "T'he single arrows show
the primary impact one category has on
another, partcularly how several cate-
gories combine to determine decision
making, action taking, morale and
performance.

Examples from the recent transforma-
tion of the American "I¢lephone and “Tele-
graph Company (AT&T) illustrate both
the separateness and interconnectedness
of the categories shown in Figure 1. This
case is powerful because it requires the
world’s largest company to make an un-
precedented break from the past. Simply
put, the future success of AT&T requires
a radical change in every category in the
model.

The setting

At the top of the model is the broadest
category of all. The setting includes every
possible event and force that can affect the
survival of the organization. Even if many
possible events are irrelevant, they can
become a significant factor for the
organization at any time. FFor example, the
world can be caught in an cconomic reces-
sion that ultimately affects organizations
in every industrial nation. An energy crisis,
like the one in the 1970s, can affect many

countries, including their ecconomies and
political strategics. "T'he term “dynamic
complexity” summarizes the two qualities
that are having increasing impact on all or-
ganizations: rapid change and interdepen-
dence.

A useful way of looking at the setting of
the organization is through the concept of
stakeholder: any individual, group, other
organization or community that has some
stake in what the focal organization does.
While most organizations would consider
similar stakcholders—government, stock-
holders, competitors and financial institu-
tions—as relevant to their setting, different
strategics, products and services (markets)
result in different stakeholders. Further,
new stakeholders can enter the organiza-
tion's sCttng at any tme: new competitors
with improved products; new government
agencies with new regulations: new re-
scarch groups developing new production
methods: and new consumers wich differ-
ent tastes.

Once the largest company in the world,

AT&T existed within a stable, regulated,
monopolistic setting. In the 1980s, AT& I
found itself in the throngs of dynamic
complexity as a result of just two decisions
by external stakeholders: the Federal
‘Irade Commission required AT&T to
form a separate, unregulated subsidiary to
provide new telephone equipment at cus-
tomer locations, effective January 1, 1983:
and after an cight-vear study, the Depart-
ment of Justice decided to break up
AT Ts monopoly as a telephone com-
pany, effective January 1, 1984,

W. Brooke "Tunstall, assistant vice presi-
dentand director of corporate planning of
ATET, aptly describes how the decisions
by two stakeholders so powerfully affected
the very soul of the organization and its
members: *While the critical rescarch,
manufacturing and long distance operating
capabilities remain intact, it must be ree-
ognized that the two government man-
dates will mean the disintegration of the
Bell System as the nation has known it.
This, of course, strikes at the heart of
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Bell's historical legacy—its sense  of
unification over the course of a century.

“The culture shock created by these
changes is difficult to exaggerate. In fact,
when Bell System people began to verbal-
ize their feelings on January 8, 1982 (the
day divestiture was announced), they
spoke in metaphors of personal gricf, al-
most as if they had been deserted or there
had been a death in the family. Gradual-
ly, the initial shock began to abate, helped
along by occasional flashes of grim humor.
‘My initial reaction; one company presi-
dent said, ‘was that my best horse had just
been shot out from under me.™

Most problems that beset organizations
stem from the actions of stakeholders.
Stakcholders change their plans, alter their
decisions, modify their demands and
adapt to changes in their own environment
of stakeholders. Any organization existing
in a complex and changing environment
will face a continual stream of dilemmas,
no matter how perfectly the organization
is designed and managed internally.

The organization

The formally documented systems of
any organization include: strategy, struc-
ture and reward systems. Strategy is the
way the organization positions itself in its
setting in relation o its stakeholders given
the organization’s resources, capabilities
and mission. More specifically, strategy in-
volves specific objectives, policies and
plans that are guides to all decisions and
actions. Structure is the design of divisions
and departments, including job descrip-
tions, rules and work procedures that
guide activitics within each unit of the
organization. The reward system includes
all methods of attracting and retaining em-
ployees, particularly those for motivating
employees to high levels of performance.
All approaches to performance appraisal
are in this category.

Critical government decisions that af-
fect AT&T require sweeping changes in
strategy and structure, If these docu-
mented systems are not realigned with
AT&Ts new mission (to be competitive in
the teleccommunications industry), they
can become massive barriers to success.

Radical changes in strategy and struc-
ture, however, have to be supported by a
new reward system that encourages a mar-
ket orientation. "I'he reward system should
encourage employees to make the mental
and behavioral switch to the new corpo-
rate mission and discourage emplovees
from living in the past.

The manager

While employees are an important part
of the membership, the barriers-to-
success model emphasizes the role of
managers. The management aspects
emphasized in Figure 1 concern skills and
methods for problem management. The
greater the changes in the setting, the
more the mix of current skills might have
to be questioned and modified.

Problem management refers to a special
class of skills needed by managers for to-
day’s complex problems. Until recently,
managers have been thought of primarily
as decision makers —persons who must
choose among a sct of given alternatives
to arrive at an optimal or satisfactory solu-
tion. "This can work if the alternatives are
already determined and the rules for
choosing among the alternatives are clear-
cut. With dynamic complexity, however,
the problem itself often is unclear, let
alone the alternative choices. “Today's
managers must be more than decision
makers; they must be able to sense and
define problems, scleet and implement
solutions.

T'he split-up of the Bell system repre-
sents not only the biggest breakup in cor-
porate history, but also the most enorm-
ous task of rcorienting managers that any
company has ever faced. Some critics
charge that senior management is the big-
gest obstacle to change? AT&Ts previous
management style of caretaking in its
stable, regulated setting seems to fit bet-
ter with a simple machine view of the
world. A management style of risk taking,
in contrast, is mandatory in a world char-
acterized by dynamic complexity.

Culture

T'he three below-the-surface aspects of
culture, assumptions and psvches cach
function at a different depth in the orga-
nization. Just below the surface, and thus
casiest of the three to manage, is culture—
the invisible foree behind observable char-
ACTEristics in any organization, a social en-
ergy that moves the membership into ac-
tion. Culture is to the organization what
personality is to the individual. It provides
a hidden, yet unifying theme of meaning,
direction and mobilization. Strategy,
structure and reward systems are insuffi-
cient to get members working together in
the right direction.

Operationally, culture is defined as
shared values, beliefs, expectations and
norms. Norms are casiest to define. T'hey
are the unwriteen rules of the game. Some
norms arc: maintain the status quo; don't

disagree with vour boss; dont rock the
boat; don't share information with other
groups: follow all rules and procedures to
the letter: do as lietle as is necessary to get
bv. Seldom written or discussed, such
norms are learned by living in the organi-
sation and becoming a part of it. Culture,
as manifested in norms of behavior, greatly
affects how formal statements are inter-
preted and fills in what written documents
omit. T'his affects all decision making and
action taking, which in turn affect morale
and performance.

Of special concern is how culture often
steers behavior in the opposite direction
from what is “requested” by job descrip-
tions and work procedures or “dictated” by
supervisors and higher level managers.
I'his is when culture becomes a barrier to
productive cfforts instead of a channel for
SUCCesS.

‘I'he role of culture in managing change
and transition s a major problem  for
ATXT Just acknowledging the cultural as-
pects of the reorganization is certainly a
step in the right direction. "T'he nexe step
is to manage culture explicitly rather than
to assume it will resolve itself when the
tangible aspects of the organization are
addressed.

Assumptions

T'he next level of depeh after culture, as-
sumptions, are all beliefs thatare assumed
to be true but that mav be false under
closer analysis. Underlyving any decision or
action is a set of generally unstated and un-
tested assumptions.

For example, managers might assume
that the following unstated beliefs are un-
questionably true: No new competitors
will enter the industry; the economy will
improve steadily; the government will con-
tinue to restrict foreign imports for the in-
dustry; the consumer will buy whatever
the firm produces; the availability of capi-
tal will remain the same; employees will
continue to aceept the same compensa-
tion package and benetits plan; vesterday's
structures are best for solving today's prob-
lems. In short, all previous decisions and
actions might be based more on fantasy
and habit than on reality and choice.

If the sctting changes substantially, as-
sumptions that guided the past can spell
disaster for the future. If assumptions are
not examined and discussed, managers
mayv assume wrongly that their tried-and-
true wavs still are appropriate—a case of
crroncous extrapolation. "This thinking is
dangerous for the modern organization,
The need to expose and update all as-



sumptions is essential for high-qualiey
decisions. Even one outdated assumption
can result in a poor decision.

Psyches

‘T'he third holographic aspect of organi-
zations is the deepest: the innermost
qualities of the human mind and spirit.
While psyches cannot be changed in a
short time, if ac all, an accurate under-
standing of human nature is essential in
order to design strategy, structure, reward
systems, cultures and the implementation
of all business decisions. In essence, the
assumptions members make concerning
what people want, fear, resist, support and
defend underlie the eventual success or
failure of all systems and decisions.

Accurate assumptions about human be-
havior reflect the facts that human beings:
are not entrely rational; have limited
memory and tend to distort the recall of
events; are often insecure; have strong de-
sires for power and control; have a strong
need to be accepted by a group; do not
like massive change; and do not universal-
Iv have the ability to learn.

Only when we make naive assumptions
that human beings arc all ratonal, all-
knowing, honest, good and pure are we
surprised and shocked as the member-
ship, or anv stakcholder, acts differenty
than expected.

The group

While individuals make decisions and
take actions on their own, complex orga-
nizational problems require multiple input
from members of one or more groups.
T'he team approach usually provides the
most comprehensive source of expertise
and information to solve complex prob-
lems. Synergism enabies the team to con-
tribute more than the sum of its members,
resulting in high-quality decisions and
commitment to implement decisions cf-
fectively. When several groups must work
jointly on a problem, the degree to which
information and expertise flow between
groups aftects the qualicy of all decisions.
Only if the groups break artificial bounda-
ries and look at the larger, holographic pic-
ture, will the organization benefit from in-
terteam activities.

Because of the dynamic complexity
now facing AT& | interteam effectiveness
is imperative. Nowhere is this more evi-
dent than in the problems created by
switching from a manufacturing to a mar-
keting orientation: “Ultimately, whether
its silicon chips, computers or plain

respect, the marketers feel theyre not
egetting enough from the manufacturers,”
a former marketing manager savs. Mr
Bosomworth, president of International
Resource Development, Inc., calls the
present situation of manufacturers domi-
nating marketers a “ticking time bomb.™

A holographic view shows that the “tick-
ing time bomb” reflects an unstable trans-
ition of AT&I™ culture, management
skills, strategy, structure and reward sys-
tem. As Figure 1 shows, the group is di-
rectly affected by all the previous cate-
gorics in the model. If the tangible
properties of the organization resule in
multiple barriers to success, rendering
high-qualicy decisions and action will be
difficult. A group or intergroup efforc will
be caught in a burcaucratic grip even
betore it begins discussion of a complex
problem.

The results

‘T'he two primary outcomes that interest
organizations have been referred to most
frequently as morale and performance.
Morale is the human resources side of the
cquation, the extent to which members
have a positive fecling about and commit-
ment to their work and their organization.
Morale includes job satisfaction and sat-
isfaction with one’s work group, supcr-
visor, physical surroundings, salary and
fringe benefits. Performance is viewed in
different wavs depending on which stake-
holder is considered. For example, stock-
holders emphasize return on investment,
consumers emphasize quality and reliabil-
ity of products, and the community
emphasizes more jobs and clean air. Or-
canizational success is creating and main-
taining high performance and morale for
all or most stakeholders over an extended
period of time.

Distinguishing decisions and actions
from morale and performance is important
for two rcasons. IFirst, cach decision and
action does not translate directly into
specitic increments in morale and perfor-
mance. Sometimes, only a series of deci-
sions and actions makes a noticeable dif-
ference in the resules. Other times, one
critical decision or action can make or
break an organization. Second, a time lag
exists berween decisions and actions on
the one hand and performance and morale
on the other. Building morale takes time;
destroving it takes litele time. Regarding
performance, developing new products
and bringing them to the marketplace re-
quires time, but one bad decision can af-
feet many stakeholders quickly.

Key implications

Are organizations continually apply-
ing the same simple theories and models
to manage complex problems when in fact
these no longer produce successful re-
sults? The solution is not a matter of us-
ing the old models beteer, but of adopting
a new filter. When the time comes that the
holographic world view no longer reflects
accurately phenomena of the world, then
new models will be needed to guide our
efforts. Only by making our theories ex-
plicit in the form of models, including the
assumptions that drive them, will we be
able to disband old models and move
forward.

Morcover, do our systems of organiza-
tion, management skills, assumptions and
cultures keep step with the world as a
complex hologram? "T'he major problem
facing organizations is change in response
to new problems imposed by new stake-
holders.

An almost uncanny pattern emerges
from all the research and consulting [ have
done in organizations. Rarely do [ find that
the formally documented systems alone
need readjustment for organizational suc-
cess, or that managers’ learning of new
skills about complex problems will by it-
self solve the organization’s performance
and morale problems. [ never encountered
a case in which only the culture lagged
behind and an  cffective  organization
already was in place, with managers apply-
ing up-to-date skills. "I'he culture problem
always was associated with problems in
the organization, the group and the
managcr.

These observations are really not sur-
prising. T'he world as a complex hologram
adds to the interrelated view of the open
svstem an assortment of individual and
collective nonrational aspects of human
life. “The likelihood that an organization
can cope with a new world by adjusting
only some categories in the barriers to suc-
cess model is slim. Rather, all categories
have to be considered and acted upon in
all cases. This is the new rule of organiza-
tional change, not the exception. Manage-
ment development, organizational design
and culture change, implemented with an
enlightened view of the world and all its
stakeholders, arc necessary to revitalize
our organizations.

Consider the unparalleled challenge fac-
ing XI&1 as its strategic shift must be
supported by fundamental changes in all
the other categories in the barriers to suc-
cess model. As AT learned from its
carlier attempt to sell specialized services,



change cannot be implemented merely by
sending people to school. Nor can it be
made by hiring new staff, by acquiring new
businesses, by changing the name of the
company or by redefining its business.
-ven exhortations by the chief exceutive
to operate differently will not succeed
unless they are backed up by a changed
structure, new role models, new incentive
systems and new rewards and punish-
ments built into operations?

T'he need for a holographic approach to
organizational success was reported sev-
eral vears before AT& T was deregulated
and split apart. The handwriting was al-
ready on the wall. In just a few vears, we
will know if AT was able to overcome
all its barriers to success. The same will
be true for all organizations living in today’s
dynamic complexity.
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