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To Catalina




FOREWORD


This book has been written at the right time. Fifteen years ago it would not have resonated with senior executives, most of whom were experiencing good times they thought were going to last and last and last. A few years from now it will be too late for many who would benefit from it, perhaps you among them.


It was not so long ago that many smart people believed that the world was in the early stages of what Peter Schwartz and his colleagues called “The Long Boom” in their book of that title first published in 1999. Prosperity forever.


In 2002, when Juan Carlos Eichholz and our other colleagues opened the doors of Cambridge Leadership Associates (CLA), our global consulting firm, potential clients were not interested in adaptation. At most, they wanted advice on how to go not from Good to Great, in Jim Collins’ memorable phrase, but from Greater to Even Greater.


Hah. Looks pretty shortsighted with the benefit of hindsight.


All of that changed in 2007. The economic downturn was more than just a “correction,” as my financial advisor likes to call it whenever the stock market tanks, our family nest egg shrivels, and it begins to look, again, as if I will have to die with my work boots on. The moment was a fundamental reset in the way most people looked at the world. Reality set in. Life would never be the same.


Look, I grew up in the 1940s and 1950s. The pace of change was slow and steady, easy to accommodate. I remember watching television for the first time in 1949, on a tiny snowy screen on a clear, crisp November day in the basement of my best friend’s house. It was a football game, the annual meeting of the United States Military Academy and the United States Naval Academy, the Army-Navy game. I was glued to the set, although I could barely make out the players. Then came my own family’s little TV, replacing our huge radio console, then a bigger TV, then color. Step by step, over a decade or more we easily accommodated the incremental additions to our home entertainment resources. Those were pleasant years of welcome change at a comfortable pace. True, our family was not what you would call early adopters.


How different is the world we live in now. We are inundated with confusing and inconclusive data; endure rapid, significant change as a constant; and cope under conditions of great uncertainty, ambiguity, and unknown futures.


It is into this environment that this book steps, creating some much-needed clarity and order around how to understand and thrive under these new conditions.


saying all that, that this is the right book for all senior executives in the times in which we live, oh how I wish I had it on my bedside reading table nearly forty years ago when I took my first management job. (of course, that bedside table reference is just a metaphor for what I should be reading. There are eleven business-oriented books on my bedside table right now that are mostly collecting dust while I divert myself nightly with lighter reading that helps me get my dotage-required eight hours of sleep.)


That first management job was as editor of a weekly alternative newspaper that had been purchased by friends from the ’60s-style cooperative that had founded it several years before. The new owners and I were trying to move the publication from an underfinanced, worker-subsidized, albeit very culturally hip and politically outside publication with a narrow but fervent, mostly young following to a more mainstream but still hip, high-quality, politically engaged but less predictable alternative to the traditional media, reaching a much wider readership, and leading to a financially stable if not significantly profitable business.


It was a huge adaptive challenge, although I was at least twenty years away from having the language to describe it that way, and having read this book, now realize I was another twenty years away from having the diagnostic and implementation tools to meet that challenge in a systematic and systemic way. Where was Juan Carlos when I needed him?


I operated intuitively, made every possible mistake leading the change, most of them more than once, and barely comprehended what I was trying to do. In Eichholz’s terms, the newspaper was a communal and action-driven organization, organized as a cooperative, but needing to put out a product every week, week after week. We needed to move into being more innovative, and yes, more bureaucratic, to establish systems in order not to operate only under survival-driven sustained chaos. I put my head down and charged ahead, meeting resistance at every turn, and for the first couple of years at least, made no progress at all. Boy, did I need what this book offers.


What is in these pages is a gift to you.


First, there is language to help you diagnose the situation you are in. What kind of organization are you helping to manage? What are its qualities along the communal-bureaucratic-action-driven-innovation dimensions, and where do you need to move it? What are the state of the external environment, the current reality in the industry you are in or planning to enter, and the best assumptions about where it is going in the future?


Juan Carlos Eichholz offers us a set of frameworks and tools to help us get there. What are the levers in your organization that you can use to make progress? What is the difference between what was required for progress in the tranquil time in which I came of age, during the years of unbridled growth, and what is required now? How do you adjust your purpose, strategy, structure, culture, and talent to increase the adaptive capacity of your organization as a whole and the individuals within it?


Those potential clients we talk with post-2007 are no longer focused on going from Great to Greater. Their attention is on how they can create organizations that can survive and thrive under conditions of internal and external uncertainty they’ve never experienced before. They know that the skills and experience that got them where they are will not get them or their organization to the next place. They are aware that the emphasis on execution that has driven them for so long, which has become part of their identity and core skill-set and that of their teams, now must be tempered with a new set of insights, capacities, and techniques all centered on developing their own and their organization’s adaptive capacity. It is the capacity to adapt, as Darwin first noted, that will separate the winners from the losers as far ahead as we can see.


As Eichholz says succinctly, “Instead of concentrating on becoming very good at doing any one particular thing, companies should concentrate on becoming very good at learning how to do new things.” Eichholz generously acknowledges that he is building on the work of others. Adaptive Leadership is not a new idea. However, by bringing those foundational ideas to an organizational setting and developing new frameworks and tools for analysis and action, he has charted new territory and created new knowledge.


As I write this, I am serving on the boards of two organizations: a fast-growing start-up and a well-established educational institution drifting into deep decline. I have used the frameworks offered here to diagnose where these organizations are and where they need to move. I have a sense of which levers need to be adjusted to enable each to increase its adaptive capacity and enhance its potential for being successful down the road. My colleagues on those boards and the senior managers we oversee had better watch out. I am on a tear.


This book has been a gift to me as well.


Marty Linsky


Co-Founder and Principal, Cambridge Leadership Associates (CLA) Faculty, Harvard Kennedy School
New York
April 2014




PROLOGUE: THE TREES


In May 2005 Fortune magazine published a cover story by reporter Fred Vogelstein titled “Gates vs. Google: Why Google Scares Bill Gates.” At the time, the search engine company founded by twenty-somethings Sergey Brin and Larry Page was just a fraction of the Internet powerhouse it would become, and Gates’ Microsoft was still the sole dominant player in the world of PC software. The article begins with an extraordinary anecdote describing the moment in December 2003 when the enormous scope of Google’s challenge to Microsoft first became clear to Gates. He had taken a look at descriptions for open jobs at Google on the company website and noticed they were looking for engineers with backgrounds that had nothing to do with a web search business but were identical to Microsoft job specs. Gates later that day sent an email to some of his executives saying, in effect, “We have to watch these guys. It looks like they are building something to compete with us.”1


I recall reading the article when it was published and being impressed that Bill Gates would devote his time to analyzing descriptions of Google’s open jobs. As a business consultant and a professor of leadership and organizational change, I was fascinated learning that the founder and CEO of one of the largest corporations in the world would resort to such unconventional means to better understand the evolution of his industry and the opportunities and threats confronting Microsoft.


Perhaps Gates had learned the importance of observing as many signals as possible in part through his failure to do so a decade earlier. When the Internet was in its initial steps of massive development and penetration, Microsoft bet against it, mainly because Gates believed it had little potential. Fortunately for the company, that view was soon challenged by other executives who forced a change in Microsoft’s strategy and successfully mobilized sufficient resources to seize an Internet foothold.


Although Microsoft was able to adapt quickly enough in the 1990s to keep its prominent position in the information technology industry, it was unable to repeat the process in the 2000s. Not only was Microsoft incapable of challenging Google’s core search engine business despite huge investments in the effort, but the company also saw its own core business as a software developer decline over time, especially when Apple’s new devices changed the playing field.


Why did Microsoft fail to adapt to the changing world of technology, despite its founder’s prescient recognition of the threat posed by the likes of Google? How could the outcome have been changed? And will Microsoft be able to reinvent itself in the years to come, thereby ensuring its continued existence and perhaps a rebound to the pinnacle of business success?


These questions have no clear answers, but one thing is sure: predicting the future and acting intelligently on one’s forecast has become an increasingly difficult — and risky — task. There are so many trees out there in the dynamic world we live in, all very different from each other and each growing in its own tangled, impenetrable thicket, that mapping the forest and making sense of its byways is now harder than ever.


For that very reason, the ability to remain competitive in this changing world depends less on an organization’s capacity to predict the future than on its capacity to adapt to that future as fast as possible. Microsoft’s decline can be traced to the fact that its adaptive capacity fell over time — or at least did not increase quickly enough to match its competitors. So even though looking outside to understand the trends that will affect your organization is certainly important, looking inside to diagnose your ability to adapt to the impending changes is equally important. It is also extremely difficult. As the world gets more complex, so do organizations, and their own internal forests become more and more difficult to discern among the trees.


The purpose of this book is to help top executives look inside their own organizations, make sense of the forest growing there, and understand how the trees may need to be nurtured, pruned, replanted, or felled to create a more adaptive organism. Having worked closely with executives of large corporations with the goal of making progress on their toughest challenges, I have learned a lot about carrying out changes that can improve the organization’s performance in a sustainable way. At the same time, I’ve realized how difficult it can be for executives to see the big picture where their own company is concerned and do the necessary adaptive work.


Most successful executives are very good at understanding the business they are in and visualizing the opportunities in front of them. However, they tend to falter when trying to mobilize the organization to take advantage of those opportunities. The typical business executive behaves like an auto racer who tries to drive faster simply by flooring the accelerator; he or she fails to recognize that the engine may need a tune-up or even a complete overhaul if the car is to achieve its full potential.


Making matters worse, unlike auto racers, who work with teams of mechanics to keep their vehicles in tip-top shape, most business executives have to figure out on their own how to mobilize their organizations to be more adaptive. In fact, this is one of their most important responsibilities in the knowledge era, when an organization’s success depends less on the talent of the CEO than on unleashing the potential of employees. Unfortunately, maximizing this potential is generally a process of trial and error, given both the inherent complexity of the task and the current stage of theoretical development of this field.


This book is intended to represent a step forward on our journey toward understanding adaptation at the organizational level, especially from the perspective of top executives and their needs. It is certainly neither the first nor the final word on the subject. Specifically, it builds on the ideas about adaptive leadership initially developed by Harvard professor Ronald Heifetz and Riley Sinder. I first met Heifetz as a graduate student in the mid-1990s. His book Leadership Without Easy Answers is a vital reference point for understanding leadership and authority in the context of adaptive change. It was later supplemented by the more practical and personal book Leadership on the Line, co-authored by Heifetz with Harvard professor Marty Linsky. The application of these ideas to the development of leadership capacity in organizations through Cambridge Leadership Associates (CLA), the consulting firm founded by Heifetz and Linsky in 2002, allowed them to further advance the depth and breadth of their framework, culminating in the publication of The Practice of Adaptive Leadership, by Heifetz, Linsky, and Alexander Grashow, senior advisor and former CEO of CLA.2


In my role as a professor at Adolfo Ibáñez Business School in Chile, the founder and director of the Adaptive Leadership Center, and the driver of CLA’s practice in Latin America, I have partnered with Heifetz, Linsky, and Grashow for a decade, teaching, consulting with corporations, and conducting various workshops and learning experiences together. Adaptive Capacity is the product of what I have learned in collaboration with many others who are part of a larger community of professors and practitioners that help organizations tackle change processes with an adaptive approach.


Part One describes the broad concepts of change, adaptation, and organizational complexity that underlie our approach. Part Two moves on to examine specific practical techniques that top executives can apply to increase their organizations’ adaptive capacity, including a number of variations demanded by companies facing different kinds of internal and external challenges.


You may be tempted to jump immediately into Part Two, particularly if you are a business executive facing pressing challenges that demand swift action. However, I urge you to invest some time in reading Part One first. Increasing your organization’s adaptive capacity is not just a matter of looking at a set of variables and trying to modify them. It would be difficult and probably ineffective to do so without understanding why adaptive capacity is important. This is the question addressed in Chapter 1, “Everything Starts with a Problem,” which analyzes why organizations tend to remain in equilibrium and how that can be changed, which in turn requires a sophisticated overview of human nature in both its individual and its systemic aspects.


Furthermore, if you hope to make your organization more adaptive, it’s essential to comprehend what an adaptive organization is really like, which is the focus of Chapter 2, “Organizations Face Problems Differently.” Here I explain how adaptive capacity may need to vary from one kind of business to another. Google, for example, needs a very different adaptive capacity than a company like BHP Billiton, one of the largest mining companies in the world. Consider the fact that when executives at Google talk about “long-term planning” they are probably thinking about the next three years, whereas senior managers at BHP Billiton use the same phrase to describe strategies for the next thirty years. This single contrast suggests the differences these two companies should be expected to have — and actually do have — in their decision-making styles, structures, levels of disequilibrium, process definitions, turnover rates, and many other aspects. Nonetheless, both companies can be more adaptive within the framework of their own realities. To make sense of those different realities, I discuss four kinds of organizations, each requiring different levels of adaptive capacity: action-driven, bureaucratic, communal, and innovative.


It’s not enough, though, to have a good diagnosis of your organization’s adaptive capacity and the gaps that may need to be addressed. Chapter 3, “The Problem as an Adaptive Challenge,” will help you understand how to design and conduct a process aimed at increasing that adaptive capacity as a way of better tackling the business challenges that are putting pressure on the company.


Equipped with the concepts outlined in Part One, you’ll be prepared to turn to Part Two, where we’ll examine a number of variables that, if consciously worked through, may trigger an increase in your own organization’s adaptive capacity. Each of the five chapters in Part Two will analyze one of the key dimensions of an organization, examining the variables that can affect your ability to unleash your people’s capabilities. These dimensions, which together form the organic whole that makes up your organization, are:


 


• Purpose — the organization’s soul


• Strategy — the organization’s brain


• Structure — the organization’s skeleton


• Culture — the organization’s blood


• Talent — the organization’s heart


At the end of the book, you should be prepared to answer these four questions about your organization, which can also be applied to your team or even to yourself:


 


• How much adaptive capacity does it have?


• Is that adaptive capacity enough to meet the challenges it faces?


• How can its adaptive capacity be increased?


• What are the variables that may increase its adaptive capacity?


I suggest you consider these questions carefully now and refer to them often as you read the chapters that follow. They serve as guideposts throughout the journey we are about to start.




PART ONE





WHAT IS
ADAPTIVE CAPACITY?


Nearly a century and a half ago, the great biologist Charles Darwin revolutionized the study of life on Earth with his theory of evolution through variation and natural selection. His theory can be summed up in his famous line: “It is not the strongest of the species that survives, nor the most intelligent that survives. It is the one that is the most adaptable to change.”3


Darwin’s idea applies not only to biological evolution but also to social evolution — especially in today’s organizational world, where increasing levels of external change demand increasing levels of internal adaptation.


In biology, adaptation is a natural process that organisms engage in unconsciously. By contrast, organizational adaptation is hard work; indeed, it is so psychologically and socially difficult and challenging that it may even become dangerous for those who promote it because of the resistance it generates. It is also purposeful work, which should be strategically designed and led with specific changes and goals in mind.


These ideas are the basis of Part One of this book, which addresses the following issues:


 


• What is organizational adaptation?


• What are the implications of the current economic, social, and business environments for organizational adaptive capacity?


• Why is organizational adaptation often painful and fiercely resisted by members of the organization?


• What is the role of authorities in making adaptation happen?


• How does the nature of adaptive capacity vary depending on the nature of the organization and the environment in which it operates?


• What must companies do to manage the process of adaptation effectively?




CHAPTER 1


EVERYTHING STARTS WITH A PROBLEM


If there weren’t a problem, adaptation wouldn’t be necessary. People and organizations thrive when they face problems successfully. And when they avoid problems, they may not survive.


David Franco was born with a newspaper in his hands.4 The first son of the founder of a local newspaper called the Home Star, he was introduced to the business at a young age. It was the early 1960s, and after school he would go to his father’s office and hear him talking on the phone with prominent newsmakers in their small city and then take part in the meeting at which the headlines for next day were decided; he might also help choose a photo for the front page or distribute newspapers at night, and always talk with his father about politics while driving back home.


Over the years, David learned every single aspect of the business and every single person who worked at the firm, most of whom had been there for quite a long time. Before graduating from high school, he knew how to conduct an interview, write an article, conduct editorial discussions with journalists, sell ads to clients, work the printing equipment, and drive a truck to distribute the newspapers at three in the morning. His father had taught him everything about the newspaper, and David was passionate about it.


Everybody knew that at some point David would take over the firm. But it happened much sooner than expected. While David was at college, his father had a fatal heart attack, which caused David to drop out and replace his father in the business. As sad and unexpected as the situation was, David faced the enormous challenge before him with determination and resolution, relying on the support of his mother and siblings as well as the collaboration and advice of the employees. Little by little, David became more empowered, and actually navigated the initial years quite well, avoiding the crisis that a small organization like this one could face in the sudden absence of its founder.


As soon as he felt the situation was stable enough, David began putting all his energy, creativeness, and know-how into making the Home Star grow and compete directly with other local media. He worked with the people who had been loyal to his father, and with others he brought into the firm, giving the newspaper a fresh new look and a new emphasis on investigative journalism that would dig deeply into important issues. It didn’t take long for David to gain the respect of his employees and to become well known in the local industry. In his mid-thirties, with the experience he had gained and his willingness to experiment, David added new sections, magazines, and supplements to the newspaper and launched a project to increase subscriptions, doubling the circulation in a few years. He knew more than anyone else in the firm about the business, was on top of everything, involved in every decision, working hard, inspiring and taking care of people. The results were encouraging.


When the ’90s arrived, the Home Star had become the main local newspaper, and everything was under control. But David wanted to go further in the emerging globalized world in which media integration was becoming a significant trend. He decided to buy a radio station and a newspaper in a nearby larger city. It was a big step to take, and it felt like a good strategic decision.


As he had done when his father passed away, David faced this new challenge by fully involving himself in both acquired businesses. He moved to the nearby city and assumed the main management role, which would allow him to be on top of everything, make the decisions, get to know the people, and understand every detail of how the firms functioned. It had worked before; it should work now.


But it didn’t. Instead, some unexpected things started happening.


A couple of months after his arrival, some key people resigned at both the radio station and the newspaper. David was a bit surprised by these events but didn’t ascribe too much importance to them. On the contrary, he put more energy into making the new businesses work well, just as he had done for more than two decades in his hometown business. Yet he increasingly felt as if things were not working properly. It was as if people didn’t understand that the reality of the business had changed — that a new owner had taken over, that the rhythm of the industry had accelerated, and that growth was essential for survival in a world being reshaped by globalization and new technologies. Despite David’s efforts to convey this message, his employees continued doing things in their own way, causing David to become increasingly frustrated and worried.


Moreover, things started deteriorating at David’s beloved Home Star. Employees resented that David was not there as he used to be, that decisions could not be made without him, that commercial clients wanted to meet him, that reporters no longer had access to the inside information David used to provide. David couldn’t understand this: “I have problems all over, both where I am and where I am not. What’s going on with my people?”


Most surprising of all, the same traits and behaviors that had enabled David Franco to achieve such success in the wake of his father’s passing were now having the opposite effects. The Home Star had become too dependent on him and at the same time he had taken charge of two organizations that were not used to being conducted in such a directive way, with a boss who would micromanage and make all decisions. Even worse, because of the combined size of the three businesses and the changes that were starting to take place in the industry, there was no possibility that David could be on top of everything. Now in his mid-forties, he felt overwhelmed, tired, and disappointed by the results he was obtaining, despite the enormous effort he’d put in in the last three years.


David had a problem. And though he didn’t see it that way, he was an important part of the problem. He had become the bottleneck of his own big organization, and if he didn’t adapt, things would surely get worse. But that adaptation would not be easy for him. In order to empower people who would allow the organization to grow and adapt to a rapidly changing industry, he would have to be less involved in day-to-day operations and devote more time to having conversations with his employees. He would have to ask more questions and give fewer instructions, avoid making every decision, accept mistakes, and, most of all, learn to work without knowing and being in control of every single detail.


This was easy to say, but difficult to carry out. In order to allow his organization to continue thriving, David had to change the recipe he had learned from his father, which had worked for him for so many years. He had to stop doing many of the things he was so passionate about. He might have to fire some of his — and his father’s — longtime collaborators at home, who were used to a paternalistic style and unable to take responsibility. The very survival of the organization — at least under his ownership — might be at stake, hanging on the owner’s adaptive capacity.


The firm needed to function in a different way if it was to overcome the problem it was in, but that could only happen if its owner and top executive changed himself.


CARLY FIORINA, HP, AND THE DIFFICULTIES OF ADAPTATION


When Carly Fiorina was appointed CEO of HP in 1999, the board of directors gave her a fundamental mission: “Totally re-create and reinvent HP according to the original HP Way.”5 It was clear that the company had a problem, but how did Fiorina interpret this somewhat contradictory mandate? “Preserve the best, reinvent the rest,” as she used to say. And that is what she did, or tried to do.


A powerful and determined woman with a strong reputation in America’s corporate world, Fiorina sought to transform the bureaucratic company that HP had become during the previous decade into the leading actor in electronic services, accelerating change and risk-taking in the same way she had successfully done as president of the global service provider Lucent, an equipment and technology spinoff of AT&T.


The members of HP’s board understood that Hewlett-Packard was no longer the innovative and admired technological company it had been since its founding in 1939. This sense of urgency led them to select Fiorina, the first CEO in HP’s history to come from outside, to be a woman, to be under forty-five, and to come from a non-engineering background. Moreover, she became the first woman to lead a Fortune 20 company. The board clearly wanted a change; a survey among HP’s top 300 executives showed in 1997 that they wanted a shift toward more creative thinking and more customer focus.6 But they wanted this change to reflect the “HP Way,” a long tradition of doing things according to certain values that had been embodied and cultivated for years by the two founders, one of whom, emeritus board member William Hewlett, was still alive when Fiorina took over.


Being a marketer, Fiorina started by refreshing some old-fashioned symbols of the company, giving credit to everything that had been done before, but trying to give the old symbols a new twist. She renewed the classic “rules of the garage” that represented the company’s soul, and changed not only the logo’s shape but also the text it contained, using the initials HP instead of Hewlett-Packard.


These symbolic changes were accompanied by an organizational restructuring that divided the company into six divisions and reduced the number of product groups from 87 to 12. Fiorina also implemented a decision that had been made by the board before her arrival: she separated the company’s technical equipment division into the stand-alone Agilent Technologies. The core strategy, which Fiorina made a special effort to communicate aggressively throughout the organization, was a simple one: to position HP for the Internet’s second wave, creating new e-services and the hardware and software to deliver them. But the new strategy and the structural changes led to layoffs, which many longtime HP employees deeply resented.


Fiorina knew that within the company she still had many of the best engineers and that HP boasted a long history of technological innovation. But she also knew that this was not enough to compete in an industry that had many strong players and was changing dramatically. She therefore also looked for opportunities outside. She attempted to acquire PricewaterhouseCoopers’ global management and information technology consulting business, which would have meant integrating 31,000 new employees despite the layoffs that were taking place because of the restructuring and the economic downturn. By the end of 2000 she had to back off, giving in to internal resistance to the acquisition, the same thing that had happened with her attempt to acquire the computer-services business EDS, also highly resisted by the shareholders.


Nonetheless, Fiorina did not give up in her efforts to make HP grow beyond its internal capacities. In 2001, she went for a deal that would become her most relevant challenge — and a personal battle: the merger with Compaq, a leading competitor in the PC industry. The announcement of the merger, after months of secret negotiations, produced an immediate negative reaction among analysts on Wall Street. More important, it created a conflict within the board and a division among shareholders, with strong opposition to the proposal coming from the Hewlett and Packard heirs, led by Walter Hewlett himself. After six months of a hard and open dispute, the shareholders voted in favor of the merger by a margin of only 2.8 percent. Fiorina’s victory was accompanied by a lingering sense of distrust, wounded egos, and loss. Many people saw in this the final burial of the famous and traditional HP Way.


As one executive put it: “We were looking for a CEO who would shake up a company that had grown slow and stale. The moral of the story: watch out what you wish for, because you may get it!”7


If HP had a problem before Fiorina arrived, many people now thought that she was the problem. Her reputation was damaged, thousands of employees had been laid off, and the stock price had fallen during her tenure. Finally, in early 2005, amid press reports that the board was considered a new restructuring plan that would limit Fiorina’s power, she entered a board meeting and, without expecting it or receiving any explanation, was fired.


To this day, observers differ in their interpretations of Fiorina’s performance both in terms of the strategy she followed and in the way she implemented it. The fact is that after she left HP’s stock started rising (a trend that continued for the next three years) and the company regained its position as the world’s number one PC manufacturer and one of the top innovator companies.


Were these positive developments due to Carly Fiorina? Could the changes she made have been implemented with less pain? Were they sustainable? Was Fiorina’s firing necessary? And in the years to come, how open would the new HP be to further strategic changes?


Questions like these have arisen in the histories of countless companies disrupted by the turmoil of change. Whenever significant change is undertaken, some sort of resistance should be expected from particular factions or groups within an organization, even when it is generally conceded that the change is good and necessary. This is because, despite the benefits that will come from change, there will typically be costs that few or several employees will have to bear. For this reason, the HP story of painful acceptance of change is one we’ll see repeated again and again in one industry after another.


Resistance to change is nothing new. Back in 1513, pioneering political scientist Niccolò Machiavelli wrote about it in his masterpiece, The Prince:


It must be remembered that there is nothing more difficult to plan, more doubtful of success, nor more dangerous to manage than a new system. For the initiator has the enmity of all who would profit by the preservation of the old institution and merely lukewarm defenders in those who gain by the new one. The hesitation of the latter arises in part from the fear of their adversaries, who have the laws on their side, and in part from the general skepticism of mankind, which does not really believe in an innovation until experience proves its value.8


In the case of HP, resistance arose from the middle and lower levels of the organization when an executive from the top, Fiorina, attempted to impose change. In other cases, resistance arises from the top executive himself, as in the case of David Franco, for example, who had to personally change for the organization he had built to succeed in the future.


EQUILIBRIUM, DISEQUILIBRIUM, AND ADAPTIVE CAPACITY


The Home Star and HP had problems that demanded organizational and strategic change. The sources and the magnitude of the problems were very different, but their fundamental nature was the same. It was not just a matter of making a decision and leaping into action. To make change happen, a reframing process had to take place in many shareholders’ and employees’ mentalities and behaviors, which in turn were connected to assumptions, values, loyalties, attitudes, competencies, and habits that needed to be questioned. This is the process we call adaptive change. It has little do to with rationality or making the right decision. Instead, it is closely tied to many other factors, including human emotions that tend to prevent change or make it too difficult or slow, despite the pressing need for change.


David Franco had to fight against himself if he wanted to effectively face the problems that his organization was experiencing. Yet why should he change a style of managing the Home Star when it had been successful for more than two decades? Moreover, he had learned this style from his own father, whose image and lessons were still resonating in David’s head. Would he have enough adaptive capacity to question himself, to act in ways he was not used to and didn’t feel comfortable with, to confront his oldest collaborators and push them to change themselves?


At HP, Carly Fiorina met resistance to her efforts to transform the organization because there were values at stake connected to what many people in the company thought of as the company’s identity. This identity was built on the company’s culture — the HP Way — and the legacy of its two founders, William Hewlett and David Packard. Fiorina knew this and actually made attempts to honor that legacy, but not sufficiently, not in a strategic way. Her efforts faltered because of her failure to recognize that HP’s adaptive capacity was not large enough to enable the company to go where Fiorina wanted to take it — at the pace she wanted and with the type of managerial style she embodied.


Of course, the Home Star and HP aren’t the only companies faced with changing environments that pose major challenges. It’s difficult to think of any kind of organization that has not been touched by the many rapid changes that are currently revolutionizing the world of business and demanding unprecedented levels of adaptive capability from companies that want to survive and thrive.


Think, for example, of the record companies that tried to adapt to technological change by fighting against the many music-sharing websites that emerged in the late 1990s and early 2000s. While they were devoting their energy to lawsuits in a vain attempt to stop piracy and copyright violations — trying desperately to protect and then to restore the previous status quo — Apple came up with the iPod, transforming the music industry and creating a new status quo in which the record companies had little role to play.


Or consider companies that extract resources like oil, gas, coal, and minerals from the earth. They now have to deal with more empowered communities, not only in developed countries but in the developing world, which are increasingly unwilling to put up with the environmental damage extractive industries cause in exchange for the relatively poor-paying jobs they create. How can these businesses adapt to the new realities in a way that will create increasing value to everyone?


Nor is the challenge of adaptation restricted to business. Nonprofit organizations and governments are in trouble, too, confronting problems they do not understand, under pressure to provide fast solutions they do not have at hand to people who have higher expectations than ever before, and all this within a political climate that is more inclined to polarization than cooperation. How can such once-respected sectors of society as government, education, religion, and health care regain the sense of public trust and confidence they once commanded? This is a major adaptive challenge that may even suggest the need to reframe the social contract under which we’ve lived for more than two centuries in the Western world.


These cases and situations, and many others we will visit in this book, show the importance of increasing a person’s and an organization’s adaptive capacity in times that demand change.


Of course, in some circumstances companies can survive and even thrive for a time without developing any significant adaptive capacity. When the environment is calm and the organization is in a state of equilibrium, adaptation may not be necessary. In this condition, simply “keeping on doing the same things we’ve always done” may not be a bad strategy at all. In fact, when people know what they have to do in order to get the expected results, good management becomes a matter of managing the resources at hand and allocating them wisely rather than changing things for the sake of change. As the saying goes, “If it’s not broken, don’t fix it!”
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