ORGANIZATION EVOLUTION

You can anticipate and plan for change.  As a business evolves, knowing where you are and what to expect eliminates surprises and crises management.

A small research company chooses too complicated and formalized an organization structure for its young age and limited size.  It flounders in rigidity and bureaucracy for several years and is finally acquired by a larger company.  

Key executives of a retail store chain hold on to an organization structure long after it has served its purpose, because their power is derived from this structure.  The company eventually goes into bankruptcy.

A large bank disciplines a “rebellious” manager who is blamed for current control problems, when the underlying cause is centralized procedures that are holding back expansion into new markets.  Many younger managers subsequently leave the bank, competition moves in, and profits are still declining.

The problems of these companies, like those of many others, are rooted more in past decisions than in present events or outside market dynamics.  Historical forces do indeed shape the future growth of organizations.  Yet management, in its haste to grow, often overlooks such critical developmental questions as:  Where has our organization been?  Where is it now?   And what do the answers to these questions mean for where are we going?  Instead, its gaze is fixed outward toward the environment and the future—as if more precise market projections will provide a new organizational identity.

Companies fail to see that many clues to their future success lie within their own organizations and their evolving states of development.  Moreover, the inability of management to understand its organization development problems can result in a company becoming “frozen” in its present stage of evolution or, ultimately, in failure, regardless of market opportunities.

The term evolution is used to describe prolonged periods of growth where no major upheaval occurs in organization practices.

The term revolution is used to describe those periods of substantial turmoil in organization life.

As a company progresses through developmental phases, each evolutionary period creates its own revolution.  For instance, centralized practices eventually lead to demands for decentralization.  Moreover, the nature of management’s solution to each revolutionary period determines whether a company will move forward into its next stage of evolutionary growth.  There are at least five phases of organization development, each characterized by both an evolution and a revolution.

KEY FORCES IN DEVELOPMENT

From an analysis of recent studies, these five key dimensions emerge as essential for building a model of organization development:

(
Age of the organization

(
Size of the organization

(
Stages of evolution

(
Stages of revolution

(
Growth rate of the industry

Each dimension influences the other over time; when all five elements begin to interact, a more complete and dynamic picture of organizational growth emerges.

Age of the Organization.  The most obvious and essential dimension for any model of development is the life span of an organization.  All historical studies gather data from various points in time and then make comparisons.  From these observations, it is evident that the same organization practices are not maintained throughout a long time span.  This makes a most basic point:  management problems and principles are rooted in time.

The passage of time also contributes to the institutionalization of managerial attitudes.  As a result, employee behavior becomes not only more predictable but also more difficult to change when attitudes are outdated.

Size of the Organization.  A company’s problems and solutions tend to change markedly as the number of employees and sales volume increase.  Thus, time is not the only determinant of structure; in fact, organizations that do not grow in size can retain many of the same management issues and practices over lengthy periods.  In addition to increased size, however, problems of coordination and communication magnify, new functions emerge, levels in the management hierarchy multiply, and jobs become more interrelated.

Stages of Evolution.  As both age and size increase, another phenomenon becomes evident:  the prolonged growth that I have termed the evolutionary period.  Most growing organizations do not expand for two years and then retreat for one year; rather those that survive a crisis usually enjoy four to eight years of  continuous growth without a major economic setback or severe internal disruption.  The term evolution seems appropriate for describing these quieter periods because only modest adjustments appear necessary for maintaining growth under the same overall patter of management.

Stages of Revolution.  Smooth evolution is not inevitable; it cannot be assumed that organization growth is linear.  Fortune’s “500” list, for example, has had significant turnover during the last 50 years.  Thus we find evidence from numerous case histories which reveals periods of substantial turbulence spaced between smoother periods of evolution.

I have termed these turbulent times the periods of revolution because they typically exhibit a serious upheaval of management practices.  Traditional management practices, which were appropriate for a smaller size and earlier time, are brought under scrutiny by frustrated top managers and disillusioned lower-level managers.  During such periods of crisis, a number of companies fail.   Those unable to abandon past practices and effect major organization changes are likely either fold or to level off in their growth rates.

The critical task for management in each revolutionary period is to find a new set of organization practices that will become the basis for managing the next period of evolutionary growth.  Interestingly enough, these new practices eventually saw their own seeds of decay and lead to another period of revolution.  Companies therefore experience the irony of seeing a major solution in one time period become a major problem at a later date.

Growth Rate of the Industry.  The speed at which an organization experiences phases of evolution and revolution is closely related to the market environment of its industry.  For example, a company in a rapidly expanding market will have to add employees rapidly; hence, the need for new organization structures to accommodate large staff increases is accelerated.  While evolutionary periods tend to be relatively short in fast-growing industries, much longer evolutionary periods occur in mature or slowly growing industries.

PHASES OF GROWTH

With the foregoing framework in mind, let us now examine in depth the five specific phases of evolution and revolution.  As shown in Exhibit I., each evolutionary period is characterized by the dominant management style used to achieve growth, while each revolutionary period is characterized by dominant management problem that must be solved before growth can continue.  The patterns presented in Exhibit I., seem to be typical for companies in industries with moderate growth over a long time period; companies in faster growing industries tend to experience all five phases more rapidly, while those in slower growing industries encounter only two or three phases over many years.

It is important to note that each phase is both an effect of the previous phase and a cause for the next phase.  For example, the evolutionary management style in Phase 3 of the exhibit is “decentralization,” which grows out of, and becomes the solution to, demands for greater “autonomy” in the preceding Phase 2 revolution.  The style of decentralization used in Phase 3, however, eventually provokes a major revolutionary crisis that is characterized by attempts to regain control over the diversity created through increased delegation.

Phase 1:  Entrepreneurial

In the birth stage of an organization, the emphasis is on creating both a product and a market.  Here are the characteristics of the period of creative evolution:

· The company’s founders are usually technically or entrepreneurially oriented, and they disdain management activities; their physical and mental energies are absorbed entirely in making and selling a new product.

· Communication among employees is frequent and informal.

· Long hours of work are rewarded by modest salaries and the promise of ownership benefits.

· Control of activities comes from immediate marketplace feedback; the management acts as the customers react.
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The leadership crisis:  As the company grows, larger production runs require knowledge about the efficiencies of manufacturing.  The founders find themselves burdened with unwanted management responsibilities.  So they long for the “good old days,”  still trying to act as they did in the past.  And conflicts between the harried leaders grow more intense.  At this point a crisis of leadership occurs, which is the onset of the first revolution.  Who is to lead the company out of confusion and solve the managerial problems confronting it?  Quite obviously a strong manager is needed who has the necessary knowledge and skill to introduce new business techniques.  But this is easier said than done.  The founders often hate to step aside even though they are probably temperamentally unsuited to be managers.

Phase 2:  Direction

Those companies that survive the first phase by installing a capable business manager usually embark on a period of sustained growth under able and directive leadership.  Here are the characteristics of this evolutionary period:

· A functional organization structure is introduced to separate manufacturing from marketing activities, and job assignments become more specialized.

· Accounting systems for inventory and purchasing are introduced.

· Communication becomes more formal and impersonal as a hierarchy of titles and positions builds.

· The new manager and their key supervisors take most of the responsibility for instituting direction, while lower-level supervisors are treated more as functional specialists than autonomous decision-making managers.

The autonomy crisis:  Although the new directive techniques channel employee energy more efficiently into growth, they eventually become inappropriate for controlling a larger, more diverse and complex organization.  Lower-level employees find themselves restricted by a cumbersome and centralized hierarchy.  They have come to possess more direct knowledge about markets and machinery than do the leaders at the top; consequently, they feel torn between following procedures and taking initiative on their own.

Thus, the second revolution is imminent as a crisis develops from demands for greater autonomy on the part of lower-level managers.  The solution adopted by most companies is to move toward greater delegation.  Yet it is difficult for top managers who were previously successful at being directive to give up responsibility.  Moreover, lower-level managers are not accustomed to making decisions for themselves.  As a result, numerous companies flounder during this revolutionary period, adhering to centralized methods while lower-level employees grow more disenchanted and leave the organization.

Phase 3:  Decentralization

The next era of growth evolves from the successful application of a decentralized organization structure.  It exhibits these characteristics.

· Much greater responsibility is given to the managers of plants and market territories.

· Profit centers and bonuses are used to stimulate motivation.

· The top executives at headquarters restrain themselves to managing by exception, based on periodic reports from the field.

· Management often concentrates on making new acquisitions which can be lined up beside other decentralized units.

· Communication from the top is infrequent, usually by correspondence, telephone, or brief visits to field locations.

The control crisis:  A serious problem eventually evolves, however, as top executives sense that they are losing control over a highly diversified field operation.  Autonomous field managers prefer to run their own shows without coordinating plans, money, technology, and manpower with the rest of the organization.  Freedom breeds a parochial attitude.

Hence, the Phase 3 revolution is under way when top management seeks to regain control over the total company.  Some top managements attempt  a return to centralized management, which usually fails because of the vast scope of operations.  Those companies that move ahead find a new solution in the use of special coordination techniques.

Phase 4:  Coordination

During this phase, the evolutionary period is characterized by the use of formal systems for achieving greater coordination and by top executives taking responsibility for the initiation and administration of these new systems.  For example:

· Decentralized units are merged in to product groups.

· Formal planning procedures are established and intensively reviewed.

· Numerous staff personnel are hired and located at headquarter to initiate company wide programs of control and review for line managers.

· Capital expenditures are carefully weighted and parceled out across the organization.

· Each product group is treated as an investment center where return on invested capital is an important criterion used in allocating funds.

· Certain technical functions, such as data processing, are centralized at headquarters, while daily operating decisions remain decentralized.

· Stock options and company-wide profit sharing are used to encourage identity with the firm as a whole.

The red-tape crisis:  A lack of confidence gradually builds between line and staff, and between headquarters and the field.  The proliferation of systems and programs begins to exceed its utility; a red-tape crisis is created.  Line managers for example, increasingly resent heavy staff direction from those who are not familiar with local conditions.  Staff people, on the other hand, complain about uncooperative and uninformed line managers.  Together both groups criticize the bureaucratic paper system that has evolved.  Procedures take precedence over problem solving, and innovation is dampened.

Phase 5:  Collaboration
The last observable phase emphasizes strong interpersonal collaboration in an attempt to overcome the red-tape crisis.  Where Phase 4 was managed more through formal systems and procedures, Phase 5 emphasizes greater spontaneity in management action through teams and the skillful confrontation of interpersonal differences.  Social control and self-discipline take over from formal control.

The Phase 5 evolution builds around a more flexible and behavioral approach to management.  Here are its characteristics:

· The focus is on  solving problems quickly through team action.

· Teams are combined across functions for task-group activity.

· Headquarters staff experts are reduced in number, reassigned, and combined in interdisciplinary teams to consult with, not to direct, field units.

· A matrix-type structure is frequently used to assemble the right teams for the appropriate problems.

· Conferences of key managers are held frequently to focus on major problem issues.

· Educational programs are utilized to train managers in behavioral skills for achieving better teamwork and conflict resolution.

· Economic rewards are geared more to team performance than to individual achievement.  

· Experiments in new practices are encouraged throughout the organization, i.e., total quality etc.

The ? crisis.  What will be the revolution in response to this stage of evolution?  Many large U.S. companies are now in the Phase 5 evolutionary stage, so the answers are critical.  While there is little clear evidence, I imagine the revolution will center around the “psychological saturation” of employees who grow emotionally and physically exhausted by the intensity of teamwork and the heavy pressure for innovative solutions.

My hunch is the Phase 5 revolution will be solved through new structures and programs that allow employees to periodically rest, reflect, and revitalize themselves.  We may even see companies with dual organization structures:  a “habit” structure for getting the daily work done, and a “reflective” structure for stimulating perspective and personal enrichment.  Employees could then move back and forth between the two structures as their energies are dissipated and refueled.

IMPLICATIONS OF HISTORY

Let me now summarize some important implications for practicing managers.  First, the main features of this discussion are depicted in Exhibit II., which shows the specific management actions that characterize each growth phase.  These actions are also the solutions which ended each preceding revolutionary period.  Let me offer some explicit guidelines for managers of growing organizations to keep in mind.

Know where you are in the developmental sequence.

Every organization and its component are parts at different stages of development.

The task of top management is to be aware of these stages; otherwise, it may not recognize when the time for change has come, or it may act to impose the wrong solution.

Recognize the limited range of solutions.

In each revolutionary stage it becomes evident that this stage can be ended only by certain specific solutions; moreover, these solutions are different from those which were applied to the problems of the preceding revolution.  Too often it is tempting to choose solutions that were tried before, which makes it impossible for a new phase of growth to evolve.

Evolution is not an automatic affair; it is a contest for survival.  To move ahead, companies must consciously introduce planned structures that not only are solutions to a current crisis but also are fitted to the next phase of growth.  This requires considerable self-awareness on the part of top management, as well as great interpersonal skill in persuading other managers that change is needed.

Realize that solutions breed new problems.

Managers often fail to realize that organizational solutions create problems for the future, i.e. a decision to delegate eventually causes a problem of control.  Historical actions are very much determinants of what happens to the company at a much later date.   An awareness of this effect should help managers to evaluate company problems with greater historical understanding instead of “pinning the blame” on a current development.  Better yet, managers should be in a position to predict future problems, and thereby to prepare solutions and coping strategies before a revolution gets out of hand.

A management that is aware of the problems ahead could well decide not to grow.  Top managers may, for instance, prefer to retain the informal practices of a small company, knowing that this way of life is inherent in the organization’s limited size, not in their congenial personalities.  If they choose to grow, they may put themselves out of a job and a way of life they enjoy.

Exhibit  III
ORGANIZATION PRACTICES DURING EVOLUTION

Category
Tell ‘Em
Sell ‘Em
Transition
Participate
Delegate

MANAGEMENT FOCUS
Make & Sell
Efficiency of Operations
Expansion of Market
Consolidation of Organization
Problem Solving, Innovation & Quality

ORGANIZATION  STRUCTURE
Informal
Centralized, Functional
Decentralized,  Geographical
Line-staff & Product Groups
Matrix of Teams

TOP MANAGEMENT STYLE
Individualistic, Entrepreneurial
Directive
Ambivalent
Participative & Watchdog
Delegative

CONTROL SYSTEM
Market Results
Standards & Cost Centers
Reports & Profit Centers
Plans & Investment Centers
Mutual Goal Setting & Exception Reporting

MANAGEMENT REWARD EMPHSIS
Ownership
Salary & Merit Increases
Individual Bonus
Profit Sharing & Stock Options
Team Bonus

Phase
1
2
3
4
5

CONCLUDING NOTE

Clearly, there is still much to learn about processes of development in organizations.  Researches are just beginning in organizations.  Researchers are just beginning to study the specific developmental problems of structure, control, rewards, and management style in different industries and in a variety of cultures.

The critical dimension of time has been missing for too long from our management theories and practices.  The intriguing paradox is that by learning more about history, we may do a better job in the future.

In summary then, growing organizations move through five distinguishable phases of development, each of which contains a relatively calm period of growth that ends with a management crisis.  Since each phase is strongly influenced by the previous one, a management with a sense of its own organization’s history can anticipate and prepare for the next developmental crisis.  Companies can turn these organizational crises into opportunities for future growth.

From “Evolution and Revolution as Organizations Grow,” by Larry E. Greiner,  Harvard Business Review July-August 1972.
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