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A Tale of Two Firms
by David Bennet

(A short story depicting the challenges facing today’s companies as we move into the 21st Century.)

As Joe looked out over the river at the end of a long day, he pondered the current situation and how his company was progressing. He and his friend and ex-schoolmate, Mary, had both started companies about eight years ago in this Midwestern city where a lot of engineering and management talent grew locally through the excellent universities in the area. Joe felt tired, somewhat perplexed, and concerned over recent events both in his company and in the market. He wondered if his dream of building a billion dollar company would ever come true. 

At that time Reliable Systems, Inc. had close to a thousand people, a good reputation, and a 20 percent per year growth rate. Joe had deliberately chosen to build a systems integration firm because he wanted to offer full-spectrum support to major customers. This included providing the software and hardware, basic systems design, installation, and then follow-on maintenance. His value added was the increased efficiency that his integrated systems offered to clients, and being a technologist by nature, he loved to see the extra value obtained from a well-integrated technology system. Although he was more of an engineer and entrepreneur than an executive, he had good, strong knowledgeable people working for him and together they had designed an organization that had worked very well during their growth period over the last eight years.

Reliable Systems, Inc. was pretty much a standard organization with a control-oriented hierarchy, support departments such as contracting and human resources, and a matrix structure where program managers ran individual contracts for particular customers supported by a set of functional departments providing specialized expertise to the program managers. The whole system was smooth running, very conscious of efficiency and cost reductions as well as customer satisfaction, and the organization had developed a good reputation and image in the marketplace. Their hiring policies had been directed toward identifying and hiring the technical and managerial expertise necessary to perform specific jobs, and their long-term strategy was to continue their growth rate of between 10 and 25 percent per year with well-proven, reliable systems. Decision-making was done at the supervisory and higher level, although managers had good working relationships with their knowledge workers and specialists. Learning was focused on immediate needs relative to specific systems being installed and to respond to customer needs. 

Over the past few months, Joe and his board had spent time thinking about the environment because of recent events that might be part of a larger pattern, a pattern that gave him an uneasy feeling. On the other hand, he knew that profitability was good, growth seemed to be continuing and he would have trouble with his board of directors if he tried to make too many changes. Besides that, he really didn’t know what needed to be done since his organization was operating so well. Thoughts about Mary and how she would look at this situation passed through his mind. From past experience he knew she would always be an entrepreneur and an out-of-the-box thinker more willing to take risks than himself.

Perhaps it was synchronicity---or more likely, just coincidence---but it just so happened that across the river Mary was also thinking about the environment and what Joe would do. She recalled that she and Joe had started their companies at about the same time, during the period when technology was flying and companies begged to get the latest IM and IT systems. They were even in the same business, but the market had expanded so quickly that neither one of them felt they were competing with each other. Mary’s company had also been growing at about 20 percent per year. However, over the past 18 months its growth had slowed to the point where it was now flat. Intelligent Systems, Inc., the love of Mary’s life, had done a great job early on after it was formed and was pretty much a systems integration firm similar to Joe’s. The only difference was that Mary, because of her nature and interest in new technology, had put more emphasis on advanced systems, new ideas, and looking for the potential added value to customers. Her organizational structure was not much different from Joe’s. It was also hierarchal, emphasizing efficiency and effectiveness. She had also hired specialists who could provide the expertise to complete the systems integration and satisfy customers.

Over the years she and Joe had maintained their relationship by getting together for lunch every couple of months just to talk about how things were going. While it was true that in one sense they were competitors, it was also true that neither company had a large market share. Their real competition was national, not local. Of more interest to Mary was how to grow a business in the market as it stands and as it would become.

As one would expect, Mary had become very concerned over the flattening of her company’s growth rate, even though profitability still looked as good as it was before. She had done a great deal of soul searching with others whom she respected, including her board of directors, to try to understand why Intelligent Systems had stopped growing. Was it a temporary statistical phenomenon because they had lost a couple of contracts or was it perhaps caused by something deeper, like the way they were doing business or a change in their customer’s reaction to their product? She really didn’t know the right answer, but she knew she had to find out. Now was the time to put some serious thought into how the organization was operating, what the environment was like and what it would be like in the future. She had learned from too many colleagues that a CEO never waits until things are heading south before taking action; that was the way companies went bankrupt or were bought out. Deep within, she feared that she may have waited too late.

While she hesitated a bit, Mary knew she needed to call Joe for lunch to see what he thought about the current environment and how his business was going. Her hesitation, of course, was that from all indications his company was continuing to grow while, as she mulled again through her mind, hers had flattened. Before setting up the lunch, she must put a lot of time into thinking about what her company was doing and how it compared to what she knew of his. 

At lunch Mary and Joe had both been open about their companies with Joe agreeing with Mary’s views on the market. Joe was providing standard state-of-the-art hardware, software, and systems integration, whereas Mary was dealing with more advanced technology. So her customers were slightly different than Joe’s. But it seemed to Mary that customers might be looking more for reliable, well-proven technology that did not have the capabilities that her products offered. Her costs had always been higher than Joe’s because of the initial cost of the technology and the learning necessary for her knowledge workers to keep up with that technology. 

Mary came away from her lunch with Joe somewhat puzzled, because Joe seemed to be satisfied with his company’s operation and had even suggested that perhaps Mary’s people were not satisfying customers well enough, or perhaps the apparent problem was just in response to a temporary drop in the market. Joe had always been conservative and was satisfied with any steady growth so long as it was profitable. Still, Mary thought, there has to be something happening that was causing Intelligent Systems, Inc. to stop growing. If it was just economic conditions, why wasn’t Joe facing the same problem? If it was something internal to the company, her own leadership perhaps, or her supervisors’ and managers’ inability to keep up the high-quality work and responsiveness, then she must find out and find out quickly.

It had in fact hurt her a little bit at lunch when Joe made the rather flippant comment that perhaps the problem was leadership. But she passed it off as a friendly joke and didn’t think about it any more. After giving the meeting more thought, she came back to her office and made a quick and strong decision. Her company would not try to wait out some “economic slump.” She identified five key individuals within her company whom she knew quite well to be intelligent, objective, and very different thinkers than herself. She knew that these five individuals knew the views of employees at all levels and that she could count on them for being honest in their communication and in their assessments. She then called them together, explained to them the context of the situation and her concerns. After answering their questions---followed by a lot of dialogue---they committed to working with her as an action team chartered to take a thorough look at the environment and all internal operations of the company. However, Mary intuitively knew a single team looking at the organization could not solve her problem, and might even create more irritation and concern on the part of employees. So her approach was to charter ten teams throughout the organization, represented by all levels and areas of expertise, to take their own look and assess how the organization was doing and what areas of improvement could be identified. At the same time, the action team would do a detailed study of the environment and their own markets to better understand what was happening and what to expect in the future.

Six months later, Mary, her team, and the teams chartered throughout the organization were prepared to provide their results to all employees to generate a dialogue on the situation, the company, and the future. The ten teams chartered to look at the internal effectiveness of Intelligent Systems, Inc. came up with a large number of ideas for change and a number of concerns on the part of the workers. Many of these concerns had never surfaced before or, if they had, middle managers had not passed them up the chain, or perhaps had not understood the depth or seriousness of the concerns. In any case, Mary was interested in “what do we do now” not “why aren’t things better.”

Mary’s group, looking at the environment and marketplace, came to the conclusion that the environment was becoming unpredictable due to advances in technology, new product entry rates, the explosion of new software, and the saturation of computers. At the same time nanotechnology was beginning to grow rapidly, biological systems were within distant sight and artificial intelligence was continuing to improve. It appeared that high tech was losing its aura even under these conditions and many companies were becoming unhappy with the lower than expected value added from integrated and powerful hardware systems. Uncertainties in the economy and stock market, and continuous international political unrest, together with the terrorist cloud, all seemed to make it impossible to predict the future, although there were always articles in the papers and pundits everywhere that willingly offered their own predictions. Even at the local level where Mary’s company worked with customers no one had a good feel for what was happening. Feedback had indicated that the company’s customers were equally concerned and confused over what they should do in the current environment in order to grow and remain profitable.

After much heated discussion, dialogue, soul searching, and brainstorming, their choice was to either put the future in some soothsayer’s hands or create a company that had the health and capacity to sustain itself even if it could not know what the future would be like. Mary and her staff decided that the time was now to re-create Intelligent Systems, Inc. and make it more viable for the future. Starting with their customer base, they decided that Intelligent Systems, Inc. should look beyond adding value and efficiency to the customer’s operation through integrated systems. They would also look at their customer’s customer and see how the once removed customer value could be enhanced, not just by supplying and maintaining integrated systems but by also providing professional services to help their customers grow. It became clear to the action team that although the key to their customers’ success was situational and depended on the nature of their business, there was a generic potential of value improvement through knowledge and information. This line of thought caused the team to look carefully into the potential returns from the creation and application of knowledge. To take advantage of this, the team decided that Intelligent Systems, Inc. must first become a knowledge-based organization, building in the capability to help its customers beyond its integrated systems. To do this, Mary started to quickly invest first in the technology to support knowledge creation, sharing, etc., and then in developing the networks and relationships among her workers to ensure that everyone would benefit from this knowledge transformation. 

Several of the study teams had reported back that many knowledge workers felt that they were limited by the company’s tendency to control. They wanted more freedom to do their jobs, and wanted to work together more often and more effectively. In response to this, Mary created a number of working teams with team leaders who were given line responsibility for customer support. The team leader’s responsibility was equally shared by every member on the team. This gave the teams and the knowledge workers much more freedom in dealing with customers, identifying problems and opportunities, and in being creative to find better and more effective solutions for their customers. 

Mary’s own team had concluded that the real value to most organizations in their world and marketplace came from increased understanding of the value and application of their technology. It had also become clear that many of their customers’ businesses were knowledge dependent and that efficiency and lowest cost was not necessarily a winning combination. Thus, Mary decided that one of the focus areas of Intelligence Systems, Inc. would be to find new ways that the company could add value to their customers through their integrated systems, their knowledge of their customers’ needs, and through the professional services that their own knowledge workers could provide. With this in mind, Mary got the concurrence of her board of directors to begin a massive rebuilding process within the organization to reorient its direction, structure, culture, and leadership approach. This would enable knowledge workers throughout Intelligent Systems, Inc. to make the maximum use of their experience and learning to the benefit of both their company and their customers. 

Mary knew this change would be difficult and risky. If she was going to bet the survival of her company on its employees, then she had to make sure those employees had what it takes. This meant new learning programs, changing hiring and termination practices, and revamping personnel policies to match a knowledge-centric culture; and that was only part of the changes. 

Mary heard through the grapevine that Joe’s company, Reliable Systems, Inc., had lost several new contracts and the rumor mill had it that his growth rate had turned downward. A quick phone call to him verified the truth of the rumors. Joe mentioned that in response to the recent environmental pressures he had reduced staff, eliminated some inefficiencies, and was having his people work harder than before. He could not accept that the direction, strategy, and management approach of his company were the problem; his company had been too successful the past few years. Besides, his board had agreed with his recommendation to hang in there and wait the economy out. Things would soon return to normal and his company would be back on the growth track. To his old friend, Joe admitted he had some doubts about this strategy, but he really didn’t know what else to do. He didn’t want to risk making things worse by disrupting his people at this time. Besides, the market value of Reliable Systems had dropped and he could not afford for it to go down any more---at least not if he could help it. 

After the phone call, Mary thought carefully about the changes she was making and recognized the risk involved and the long-term consequences if she was wrong. After further reflection, she decided to go with her intuition and gut feel: the best long-term solution for the growth and health of Intelligent Systems was to build a robust, flexible, agile corporation that understood their customers and their customer’s customers, one that would provide value added to those customers through integrated systems and their applications coupled with the information and knowledge that would help those customers grow and succeed. To do this, Intelligent Systems had to become competent to deal with the increasing speed of change. Employees had to trust each other, make good decisions, and work collaboratively while supporting the values and direction of the company. The company had to develop a capability to understand and deal with the environment. If prediction was not possible, then there were a number of ways the company could improve its ability to deal with uncertainty and unknowns, not the least of which was---borrowing from Darwinian fitness---the intelligent use of a trial-and-error basis. Mary knew that her company had a tremendous amount of brainpower and competency. She had to find ways of pulling that competency and knowledge out and getting employees to create ideas and apply them wherever appropriate. She was convinced that the employees, if they had the support of their managers and accepted responsibility, would work wonders with the customers. With the company, its leaders, and the workers working together and moving in the same direction, they could leverage knowledge and improve decisions and actions everywhere in the organization. The simple truth was that every action and every relationship made the difference, because that was where organizational performance was created or destroyed. 

Mary’s philosophy of dealing with the market was to work with it, not against it. While there was always a concern and danger of giving up secrets and silver bullets, she had never really believed in that too much. Her approach was to insist that everyone do their best to work with and help their customers and count on the results to help the company grow. Relationships were more important and more valuable than momentary financial gain.

As Mary went about implementing these changes she found it quite difficult at times. Many employees were not willing to accept the changes, did not understand nor believe in them, and simply would not share knowledge, collaborate effectively, or go the second step for coworkers or customers. Mary had always known change was hard, but until now she had never realized just how hard it was. Nevertheless, she was stubborn. Once she made up her mind, she kept her direction and did not waver. Mary knew that for the company to change, all levels had to cooperate and work toward a new vision of the organization and their role in it. As preparation for the changes, she had her ten study teams prepare one-day workshops on each of their areas. These workshops were taught by leaders and other study team members within the company and were designed to get feedback and to stimulate thinking, questioning, and ideas to help the company transform itself. They were to be honest and open, and to encourage dialogue and discussion on any topic of relevance. These sessions strove to transfer understanding of what, why, and how Intelligent Systems was transforming itself to match the environment and create a sustainable competitive advantage. 

Within six months---to Mary’s own surprise---the company had already made significant improvements. Their customer base was increasing as word about their new mode of operation and the value added to customers spread across the marketplace. As always, success begets success. As the company grew, its employees recognized the value of cooperation, collaboration, learning, and knowledge leveraging. There were still problems: the structure was not fully supportive of the knowledge workers, the culture was different, but not optimum, and some managers had to be reconditioned, and some left.

Nevertheless, Mary felt comfortable with their progress because her fundamental assumptions were proving to be good. Her people were the ones that would make the difference. They did know more about their work than anyone else. They would work together if they trusted each other and the company. The structure, culture, and leadership did play a big role---but that role was in supporting the workers, not in directing or controlling them. Knowledge did seem to be the key to the future and to understanding the environment---if not understanding then being able to live with it. Flexibility, agility, and adaptability were becoming the hallmark of Intelligent Systems, Inc. and employees and stakeholders were proud of being identified with an organization that seemed able to work and co-evolve with its marketplace and maintain its high values and integrity. But we live in an uncertain and sometimes nefarious world, Mary thought to herself as she relaxed with a cup of coffee over the latest sales and profit curves. She wondered how Joe was doing, and could not help but wonder how she would feel a year from now. It never pays to gloat or slow down---she had learned that things are never as good as they seem or as bad as they seem. “Everything is exactly as it should be,” she muttered to herself as she picked up the phone to see if Joe was available for lunch---perhaps she could help him?

--- --- --- --- ---

We leave it to the reader to speculate on the future of the two companies. Clearly, a future scenario could be developed which would prove Mary right and Joe wrong, or perhaps both would survive in their slightly different markets, or perhaps Reliable Systems could in fact wait the problem out. More important, the story is a means of contrasting two fundamentally different approaches to business. The one strives for efficiency, customer satisfaction, stability, and clear, clean decision chains and quick results. The other looks toward the organization, its structure, culture, and leadership in terms of how organic and robust it is and how well it can make the maximum use of knowledge and the workforce. 

Both could be right, both could be wrong. It depends completely on what the environment is like and what it will become over the next five, ten, twenty, or thirty years. As we enter the age of complexity---and recognizing that a social complex adaptive system cannot ignore its environment---we leave it for each reader and for each organization to decide for themselves which direction (or what direction?) makes the most sense. 

Is it better to develop an all-around, strong, healthy body or to be the fastest runner in the world? Perhaps it depends on the landscape, the weather, and where you want to go! 
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