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CHAPTER 1

Introduction: Navigating the Strategy
and Change Interface Successfully

Angelina Zubac, Danielle Tucker, Ofer Zwikael, Kate Hughes,
and Shelley Kirkpatrick

Book’s Aims

There are no two ways about it, it is no easy task to significantly change
how an organisation operates, much less transform it. There is always
so much leaders need to think about and there are countless ways a
programme of strategic change could be derailed. This partly explains why
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2 A. ZUBAC ET AL.

it is regularly reported fewer than 30% of all strategies are fully imple-
mented, if at all. Of course, not implementing a strategy or changing
it mid-course may be a good thing if the management team is leading
from the front and are continuously considering how the strategy could
be improved or reimagined. Sometimes a strategy needs to be drasti-
cally tweaked or discarded entirely. Notwithstanding, it is more often the
case that a strategy is badly or not implemented because the recursive
practices required to effectively implement it or modify it over time are
poorly understood or non-existent (Zubac et al., 2021), the organisation
does not have a compelling vision for the future everyone can get behind
(Kirkpatrick, 2016) and processes are not in place to ensure the organisa-
tion’s strategic projects can realise their expected value (Zwikael & Smyrk,
2019).

Unfortunately, the management literature provides us with little defini-
tive guidance about the best way to navigate the strategy process to create
value and bring about meaningful organisational change regardless of the
context. It is still replete with contradictions. For instance, even though
MBA students are now taught there can be huge disparities between the
planned strategy and what is actually realised, they are also taught the
strategy process is essentially a mechanistic stepwise process, which may or
may not involve everyone at the organisation. They are told the strategy
process can only begin once the external and internal environments have
been thoroughly analysed. The objective of this step is to understand
the opportunities the organisation can viably pursue and to generate
strategic options for the future. The options chosen from the final short-
list inform the strategic plan. Once the strategic plan is finalised, it is then
possible to identify the programmes and budget allocations that are neces-
sary to ensure the strategy can be successfully implemented. Further, top
management accountabilities for each programme can then be confirmed

K. Hughes
Technological University Dublin, Dublin, Ireland
e-mail: kate.hughes@hughes-scm.com

S. Kirkpatrick
The MITRE Corporation, McLean, VA, USA
e-mail: skirkpatrick@mitre.org
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to ensure the intended benefits are realised and organisational change
happens.

Because most employees tend to resist change, MBA students are also
taught that it is important to develop a change management plan as a
cardinal last step in the strategy process. This plan defines the models
of change and leadership that will be used to motivate everyone at the
organisation to embrace the strategy and update their skills. However, it
is not always clear why the organisation’s people are being urged and/or
incentivised to apply themselves differently because the people responsible
for developing the change management plan are seldom the same as those
who prepared the strategic plan. This vital connection is never established.
As a result, it is not surprising that most leaders prefer to apply popular
models of change instead of empirically validated models or are unable to
learn valuable lessons from their implementation leadership experiences
(Stouten et al., 2018).

With this in mind, differentiating itself from all other books on strategy
implementation published to date, this book sheds light on the specialised
(sub)processes and cognitions used by managers, singly or in combina-
tion, to navigate the strategy and change interface. Put another way,
it demonstrates how the best managers make rationally derived strate-
gies a reality in practical and sometimes very non-rational terms through
the organisation’s key processes and its people. The book applies the
latest thinking from the resource-based literature, in particular the idea
that high performing organisations have become adept at developing
and utilising value creating dynamic capabilities to not only develop and
implement a strategy but to make timely adjustments to it as is neces-
sary. It builds on the idea that dynamic capabilities make it possible to
sense opportunities and threats, seize profitable opportunities and miti-
gate threats, and reconfigure or transform the organisation as required.
They are comprised of specialised (sub)processes and cognitions brought
together, sometimes as platforms, to achieve these ends. The way dynamic
capabilities are developed and utilised at different organisations will differ
because no two organisations ever evolve in the same way (Teece, 2007).

This book also assumes that, unless managers understand the organi-
sation’s institutional context and accept that organisations are essentially
all about their people, they will struggle or be unable to navigate the
strategy and change interface successfully to bring about lasting change.
Thus, it represents a break with past thinking about how to successfully
enact change in organisations. Towards the end of the last millennium,
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it was widely accepted that organisations could be changed effectively if
principles from industrial organisation (IO) economics and the resource-
based view were judiciously applied. This is because these theories can be
used by managers to understand the competitive environment, including
how best to position the organisation within its industry and lever its
unique portfolio of assets and capabilities. However, neither of these theo-
ries consider how an organisation can do well by emulating the behaviour
of other organisations. This includes achieving success as a result of
complying with the same laws, regulations and rules of the formal insti-
tutional environment, and the cultural and ethical norms and practices
of the informal institutional environment of which their contemporaries
are also subject. One more theory was required for this to happen. An
institution-based view is such a theory because it acknowledges the social
context within which strategic decisions are made. Decision-making is
not limited to finding ways to outsmart the competition (Peng, et al.,
2009). An institution-based view makes it clear that organisations can also
thrive by becoming appreciably similar to competitors and other notable
organisations.

Therefore, the book provides insight into how an organisation’s
leadership can effect strategic change by building a dynamic capability
base designed to comprehensively address the institutional environment.
Crucially, it develops a number of versatile frameworks leaders can utilise
while leading a complex programme of strategic change to bring out the
best in others.

The Corporate Strategy: The
Market and Non-Market Domains

Accordingly, the corporate strategy in this book is conceived as being
an amalgam of four fundamental strategies: the organisation’s financial,
customer value creation, resource strategies and its non-market strategies.
This reflects the idea that organisations must constructively participate in
the capital, product and service, and the resource markets, and the non-
market environment of relevance to them if they are to succeed. This must
be done while observing these institutions’ parameters as is appropriate
(Zubac et al., 2012). Hence, for-profit organisations need to use the
market system (capital, product and services, and resource markets) while
observing the rules of competition and pursuing their profit agendas.
Not-for-profit organisations need to use the market system to achieve
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their stakeholders’ social goals and their revenue neutral agendas. Compa-
rable principles apply to the non-market institutions with the potential
to impact the organisation. Regardless of their profit-seeking status, all
organisations need to address the demands placed upon them by the non-
market environment to gain legitimacy. However, the methods used to
gain legitimacy by for-profit and not-for-profit organisations are likely to
differ because they are driven by different value systems.

All organisations need to comply with the expectations of collectives of
institutions. This is because all institutions are socially derived. They exist
to serve society in some meaningful way. Many institutions are promoted
through the auspices of an organisation too. When the organisation is not
a for-profit or not-for-profit organisation as is commonly understood and
has a legitimising objective, in all probability it was established to ensure
compliance, for example, it was established to ensure compliance with
the rules for safely driving a car, transacting commercially or manufac-
turing fit-for-purpose products. Markets, regulators, standards developers,
enforcement agencies, the judiciary and governments are all institutions,
as are the laws and conventions or behavioural norms that they exist to
define, oversee or uphold. By the same token, for-profit and not-for-profit
organisations are institutions. All of these institutions matter in different
ways (North, 1994).

These ideas underpin the whole book. They are depicted diagrammat-
ically at the top of (Fig. 1.1) in the area labelled “a”. As shown, the
corporate strategy informs the organisation’s financial, customer value
creation, resource and non-market strategies. However, as the double-
headed arrows suggest, the organisation’s people are always learning and
finding new ways to improve upon the strategy or change it, as well
as solve problems as they arise; therefore, it is inevitable the corporate
strategy will be informed by the four lower-level strategies.

The opportunities inherent in the market and non-market systems
are determined through the processes associated with the appropriate
lower-level strategy. Accordingly, the financial strategy reflects the capital
markets of relevance to the organisation. The customer value strategy
reflects the product and service markets of relevance to it. The same
can be said of the resource strategy—it reflects the resource markets of
most relevance to the organisation. The non-market strategy reflects the
specific non-market institutions that could impact the organisation. As
the double-headed arrows connecting the strategies also suggest, each of
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these strategies are best developed, implemented and/or revised with an
appreciation of how they complement or could impact each other.

The section labelled “a” similarly establishes the fact that all organisa-
tions evolve their own institutions and, consequently, their own unique
internal context. Ideally, the strategies encourage the organisation’s
people to cultivate (sub)processes and cognitions, including mindsets that
allow them to play a positive role at the organisation and contribute
to its cultural development. Of course, it is conceivable that sometimes
the (sub)processes and cognitions that are evolved are not particularly
constructive. This is consistent with what we already know about institu-
tions. Some organisations are very dysfunctional due to their inefficient
processes or problematic cultures. In summary, the external institu-
tional environment influences the evolution of the organisation’s internal
context, and organisations will influence the development of society’s
institutions over time. The extent to which this can occur depends on
their intertwined histories, including the way in which certain institutions
accumulated power.

The potential usefulness of this approach is further clarified diagram-
matically in (Fig. 1.1) in the section labelled “b”. In this perspective, the
organisation’s market strategies are grouped together because they have
the same underlying drivers. These are distinct from the organisation’s
non-market strategies. Market strategies address the market environment
while non-market strategies address the non-market environment, that is,
market strategies focus on achieving the organisation’s economic objec-
tives while non-market strategies focus on achieving its non-economic
objectives, including the organisation’s ethical and cultural objectives.
Just as was the case in “a”, the corporate strategy informs the develop-
ment of the organisation’s market and non-market strategies. Each of the
lower-level strategies informs the corporate strategy. When the market
and non-market strategies are approached in an integrated manner, they
are more likely to complement and support each other (Baron, 1995).

What is most significant about this second perspective is that it
highlights how important it is to consider the interests and needs of
stakeholders. This includes at all stages of the strategy process. This is
indicated by the inclusion of the “stakeholder matrix”. The stakeholder
matrix makes it clear that while some stakeholders may be internal stake-
holders, a large number of important stakeholders are likely to be external
to the organisation. Both kinds of stakeholders may have some sort
of association with, be embedded within, or be socially defined by an
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external institution, which may or may not be fronted by an organisa-
tion. No matter the type of organisation, organisations are more likely to
achieve so much more through their strategy than they otherwise would
have done if their stakeholders’ needs are considered. Stakeholders help
organisational leaders understand if the organisation is demonstrating the
“right” set of values. This is important because when an organisation
disappoints some stakeholders the organisation’s reputation could suffer
inordinately (Freeman et al., 2021). For example, we probably can all
recount an instance where one extremely well-written and widely read
published letter to a newspaper editor had a profound impact.

Of course, some stakeholders may end up having a larger say in how
the organisation operates while others have very little. It is important
to assess the potential of all stakeholders to impact the organisation
regardless lest something of strategic importance ends up being missed.
Organisations are stakeholder dependent for this reason. This second
perspective also reinforces the fact that gone are the days when the
sole objective of a strategy was to maximise the welfare of shareholders.
Instead, the welfare of all stakeholders must be internalised by the organ-
isation if it is to find its place in the world and be governed with foresight
(Tirole, 2001).

The Strategically Aligned Organisation

The two preceding frameworks provide insight into the organisational
forms the contemporary organisation ought to aspire to evolve. In the
past, it was taken as a given that young or growing organisations should
build the same vertical, divisional structures as large multi-business indus-
trial organisations of the last century. It was argued that these behemoths
had achieved scale and scope efficiencies because the divisional struc-
ture enabled effective decentralised decision-making (Chandler, 2001).
Of course, while growing and resource constrained, it was important to
adopt organisational forms of a more intermediate nature, such as the
functional form. What was important, no matter the structure that was
ultimately adopted, was a structure that allowed decisions to be made
by those most qualified to make them, no matter where that person
sat within the organisation’s hierarchy (Miles & Snow, 1984; Miller &
Kirkpatrick, 2021).

These principles are illustrated diagrammatically in (Fig. 1.2). The
section labelled “a” is an example of a functional structure. Functional
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structures are normally adopted when an owner or single manager needs
assistance from people with functional expertise. The section labelled
“b” is an example of a divisional and functional structure. Such vertical
structures are adopted when it is important to have decision input from
managers with market or product expertise, as well as managers with
functional expertise. The section labelled “c” is an example of a divi-
sional structure supported by functions. Divisional structures of this type
are adopted when head office requires divisional support, and the divi-
sions require specialist functional support. The section labelled “d” is an
example of a matrix structure. Matrix structures are adopted to ensure
divisional or functional strategic projects are undertaken by project profes-
sionals who can draw on the expertise of divisional or functional staff. The
project manager and the head of the division or functional area instigating
the project are normally jointly responsible for the project.

In addition to ensuring effective decision-making, the “right” structure
or organisational form became synonymous with the ability to achieve fit
with the external environment and the related concept of the strategi-
cally aligned organisation. This is because high performing organisations
were good at meeting the demands of the external environment, strate-
gically using the resources they had at hand. When an organisation was
sustainably high performing, it was because its managers could quickly
adapt its structure and use organisational resources differently to meet the
demands of the external environment and, thus, achieve the organisation’s
strategic objectives (Sarta, 2021).

Although both vertical and horizontal structures can be used to achieve
a particular strategic theme, the horizontal structures established at the
organisation tend to be more useful in this regard. The theme adopted
depends on the priorities of the organisation (Kathuria et al., 2007).
For instance, it may be important to ensure the organisation is able to
consistently reconfigure its value chain to achieve its industry position
goals (Porter, 1985). Likewise, it may be important to ensure everyone
at the organisation contributes to new product development initiatives
in the same way (Acur et al., 2012), the organisation’s goals and indi-
vidual employees’ goals better align (Alagaraja, 2013; Han et al., 2019;
Wright & Snell, 1998) or the organisation’s digital systems are able to be
used more strategically (Coltman et al., 2015). If the wrong underlying
strategic driver is chosen or it is assumed what is good for the organi-
sation today will be good for it tomorrow, then the organisation could
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struggle. Inconsistencies between the organisation and the greater insti-
tutional environment may emerge that become extremely problematic.
They may be very difficult to bridge without completely transforming the
organisation.

To avoid inconsistencies emerging, it is important to consider the
cross-disciplinary and wide-ranging strategic implications of the organi-
sation’s unique institutional context. This is illustrated diagrammatically
in (Fig. 1.3). As opposed to (Fig. 1.2), it is taken as a given that
just as much effort should be placed on building suitable horizontal
structures as is placed on building vertical structures. As illustrated in
(Fig. 1.3), this is because market and non-market environments cannot
be thoroughly addressed without establishing an appropriate set of knowl-
edge sharing, learning, decision-making and collaborative action-oriented
structures based on what was learned about the institutional environ-
ment. The ability to respond to the institutional environment may also
be contingent on the ability to source resources from across the organ-
isation and effectively use them. If the corporate strategy informs how
the three market and non-market strategies are developed, implemented
and/or revised over time, and the four lower-level strategies inform the
corporate strategy, a diversity of people with expert knowledge and expe-
rience of all kinds will need to be involved in every single strategic decision
made at the organisation. This needs to be enabled as much as is practi-
cably possible through the formal structures. This includes by establishing
platforms, self-forming teams and/or focused microdivisional structures
(Zubac et al., 2021).

The Strategy and Change Interface

However, despite knowing more than we have known ever before about
the strategy and change interface, it is still difficult to understand
how organisations can approach strategic change problems consistently.
Resource-based theory has come close to providing a solution. It is still
the dominant theory for explaining why some organisations are able to
outperform other organisations within their industry for sustained periods
of time. Indeed, it deservedly pushed IO economic explanations for high
performance from the top spot of explanations because it explains how
the possession of a superior resource base could improve an organisa-
tion’s competitiveness within its industry (Helfat et al., 2007). However,
as previously discussed, an institution-based view has the potential to
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provide even more insight into the sources of competitive advantage and
high performance more generally because it also explains the benefits of
becoming similar to other organisations.

Interestingly, there are situations when an institution-based view also
explains a differential advantage. For instance, when an organisation is at
the forefront of changing an institution with broad social implications, it
may become known as the organisation that took the lead. Some organi-
sations have been the first or only organisation to propose a change to a
law or standard, to comment on a proposed change in government policy
or to suggest and garner support for the establishment of a new industry
body. Indeed, there are many potential reputational and knowledge-based
advantages that an organisation can gain by taking the lead to trans-
form an institution (Greenwood & Suddaby, 2006). Analogously, some
organisations will imitate the competitive actions and business models of
successful organisations during periods of uncertainty to avoid being left
behind. There are many potential ways to benefit from being known as
an industry leader or being the first to introduce a new type of business
model to the market (DiMaggio & Powell, 1983). Thus, in addition to
providing insights about the benefits of sameness, an institution-based
view explains institution-based forms of differentiation. This is some-
thing that IO economics and resource-based explanations of differential
performance have not explained.

Without a doubt, leaders face many challenges when navigating the
strategy and change interface. In addition to determining the extent to
which an organisation should differentiate itself from other organisa-
tions while simultaneously pursuing social legitimacy, leaders also need to
understand the many different actions their organisations can take given
the diversity of markets and non-market institutions that confront the
organisation on any given day. The problem is only so much can be
achieved at any one time too. Also, what works well one day may not
work well another day. It may take years for an organisation to come even
close to achieving its stated strategic objectives, if at all. Even if is able to
achieve good things through its strategies, there is another challenge to
overcome. Organisations cannot grow and perform sustainably over time
unless they can develop the dynamic capabilities that they need to enable
their people to sense, seize and reconfigure or transform the organisation
as is necessary. Dynamic capabilities are the means by which organisa-
tions are able to meet the demands of a changing external environment.
However, they need to be able to change too.



14 A. ZUBAC ET AL.

These ideas are illustrated diagrammatically in (Fig. 1.4). Just as before,
it can be observed that corporate strategy informs the four lower-level
strategies. The four lower-level strategies inform the corporate strategy.
All of these strategies are important for addressing the capital, product
and service, resource markets and non-market institutions of most rele-
vance to the organisation. These can variously promote or constrain the
organisation’s growth. Most importantly, (Fig. 1.4) makes it clear organ-
isations cannot effectively develop, implement and revise their strategies
over time allowing for the institutional context unless it possesses sensing,
seizing and reconfiguring/transforming dynamic capabilities. These need
to be particularly attuned when the institutional environment is especially

RECONFIGURING/TRANSFORMING TO PURSUE OPPORTUNITIES

SENSING OPPORTUNITIES/SEIZING OPPORTUNITIES

Pressure to converge

Corporate 
Strategy

SENSING THREATS/MITIGATING THREATS 

RECONFIGURING/TRANSFORMING TO MITIGATE RISKS

Pressure to converge

Capital Markets Resource Markets 
Product & Service 

Markets 
Non-Market 
Ins tu ons 

Customer 
Value Crea on 

Strategy

Financial 
Strategy 

Resource 
Strategy 

Non-Market 
Strategies 

Capital Markets Resource Markets 
Product & Service 

Markets 
Non-Market 
Ins tu ons 

Growth constraining ins tu onal structures

Growth promo ng ins tu onal structures

Fig. 1.4 An institutional approach to strategy and change
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complex and diverse. As the double-headed arrows suggest, the dynamic
capabilities organisations develop by utilising many (sub)processes and
cognitions are always changing too because new ways to sense, seize and
reconfigure/transform are always necessary to find to stay relevant.

Logically, since dynamic capabilities allow organisations to keep pace
with change emanating from the external environment, organisations that
find it difficult to address change in the external environment are less
likely to possess dynamic capabilities. The capabilities they develop will be
of a more ad hoc nature. This is not to say that the people leading such
organisations should just give up. When an organisation becomes good at
sensing, seizing and reconfiguring through the process of implementing
the strategy, as bad as it might be, its people can change the strategy. The
organisation can then pursue the opportunities that would have otherwise
been overlooked (Lee & Puranam, 2016).

Thinking, Collaborating
and Acting Strategically Together

In summary, there are many good reasons why leaders should not take
a rigid stepwise approach when developing and implementing its strate-
gies. Although it can be helpful to run strategy workshops or go away to
a strategy retreat to get to know each while setting the organisation’s
direction, this is only a small part of what strategy is all about. Ulti-
mately, the strategy process works best when everyone, in every part of
the organisation, understands that the concept of “the current strategy”
is just that, a concept. It is simply a means by which everyone can learn
about the organisation’s longer-term strategic objectives and identify the
projects that should be undertaken in future to achieve them. The strategy
process also works best when everyone understands the strategy is not set
in stone and that it will change over time as it becomes clearer how the
organisation can more effectively address the external environment with
the resources it has on hand.

As to the latter, it will be important to establish the ways in which the
organisation’s people can change the strategy, including improve upon
how fit with the external environment is achieved over time. The dynamic
capabilities, particularly the specific (sub)processes and cognitive methods
that are key for enabling these changes, must be apparent and acces-
sible. Everyone at the organisation should be aware of how they can
use these tools for adapting the organisation and the extent to which
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they are authorised to use them to initiate change given the organi-
sation’s decision-making and operational structures. The organisation’s
people cannot contribute to the strategic development of the organisa-
tion over time otherwise. Likewise, how internal stakeholders think, feel
and institutionalise knowledge and interact with each other, as well as
interact with external stakeholders must be understood. Certainly, this is
something that the astute leader needs to understand will be part of the
mix.

These ideas are considered by the chapter contributors of this book in
a variety of ways, reflecting a range of theoretical and disciplinary tradi-
tions. Consequently, the book has been divided into five sections. The first
considers the nature of the strategy process. The second, third and fourth
consider how the financial, product and service, and resource markets of
most relevance to the organisation could impact it. The fifth and final
section considers the non-market environment and how organisations
could address it. The chapters demonstrate the relationship between the
corporate strategy and the four fundamental strategies. Importantly, they
demonstrate the many recursive practices and enabling structural, learning
and cognitive mechanisms that should be in place and then effectively
utilised to implement a strategy as a process of learning, as suggested
diagrammatically in (Fig. 1.5). Each strategy is essentially a reflection of
the other. The following is an overview of the sections and the chapters
contained within them.

The Strategy Process

The three chapters in the first section of this book consider the nature of
the strategy process in some detail from different disciplinary view-points.
Chapter 1 by Steven Cofrancesco, A social context view of strategic cogni-
tion: Strategists are highly emotional and interactive Homo sapiens, argues
that it is a mistake to assume strategy can be formulated and implemented
linearly and rationally. The strategy process evokes strong emotions. These
can be advantageously harnessed. Chapter 2 by Harry Sminia and Freddy
Valdovinos Salinas, Implementing strategy and avenues of access: A practice
perspective, argues that strategy is best conceived as a continuous imple-
mentation process. This is because the structures, incentives, cultural and
people goals, and controls put in place to position the organisation in
future can never be pursued with certainty. Concomitantly, Chapter 3
by Czeslaw Mesjasz, Strategy implementation and organisational change:
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A complex systems perspective, considers how systems logic can be used
to understand the strategy and change interface. Mesjasz considers how
change can be instituted using well-established structuring, continually
changing processes.

The Financial Strategy

The two chapters in this section considers how organisations approach
the capital acquisition and management problem. Chapter 4 by Angelina
Zubac, Implementing a financial strategy: Managing financial capital,
investing in people, balancing risk and developing critical resources, argues
that financial strategies are primarily concerned with the management and
transformation of financial capital. However, very strategic choices need
to be made about how capital can be used to utilise people’s skills, manage
risks and lever the organisation’s non-human resources. Chapter 5 by
Mark Pickering, An evolution: Turning management accounting into a
strategic function, argues financial strategies define how organisations
operationalise their strategic priorities using their financial resources over
time. Particular attention is paid to how management accounting eventu-
ally evolved into strategic management accounting. Both chapters clarify
how financial strategies empower organisational stakeholders to make
better strategic decisions.

The Customer Value Creation Strategy

The three chapters in this section consider how organisations approach
customer value creation. Chapter 6 by Lenore Pennington, Business
models for sustainability, argues since customers now expect organisations
to demonstrate a concern for the climate and the world’s other megaprob-
lems, it has become necessary to find ways to adapt their business
models with this in mind and develop a concordant culture. Chapter 7
by Angelina Zubac, The customer value concept: How best to define and
create customer value, explains that performance-enhancing customer
value related decisions are more likely to be made if the “right” definition
of customer value is used. A powerful definition of customer value should
allow the organisation to be responsive to customers’ changing needs,
including in partnership with others. Chapter 8 by Wojciech Dyduch,
Strategic mechanisms of value creation and value capture: Some insights
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from business organisations in Poland, explains his findings from an empir-
ical study. He found that organisations operating in emerging market
economies struggle to achieve a balance between value creation and value
appropriation. The problem is that it can be difficult to consciously invest
in the organisation’s own processes when the environment is uncertain.

The Resource Strategy

The three chapters in this section highlight the criticality of the resource
strategy. Without it, the rest of organisation’s financial, customer value
creation and non-market strategies cannot be implemented. They also
make it clear that the process by which an organisation organises (coor-
dinates) has strategic value in itself. Chapter 9 by Maris Martinsons,
Communicating and shaping strategic change: A CLASS framework,
considers the different kinds of leaders that are required to implement
different strategic change objectives. It identifies the five contingent
change-leadership related elements that must be managed to achieve a
successful change outcome. Chapter 10 by Stephen Abrahams, A struc-
tured approach to project management as a strategic enabling priority,
explains the ways in which an organisation can benefit by adopting a struc-
tured approach to project management, including by becoming more
adaptable. Chapter 11 by Danielle Tucker and Stella Lind, Family firms
and mergers and acquisitions: The importance of transfer of trust, discusses
the criticality of the trust transfer process when it is necessary to integrate
two family businesses post-merger/acquisition. When trust relationships
are established, it is easier for everyone to learn from each other with
integrity.

Non-Market Strategies

The two chapters in this section consider how the non-market environ-
ment must be addressed by different kinds of organisations. Chapter 12
by David Rosenbaum and Elizabeth More, Towards a Strategic Manage-
ment Framework for the Nonprofit Sector: The Roll-out of Australia’s
National Disability Insurance Scheme (NDIS), explains the findings of
a study of the roll-out of the NDIS programme in Australia. It was found
that disability service organisations with effective leaders, a supportive
culture, processes for communicating and engaging with others could
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more readily adapt to a demand-driven services model from a service-
driven model. Chapter 13 by Angelina Zubac, When Everything Matters:
Non-Market Strategies, Institutions and Stakeholders’ Interests, is a review
of the extant institutions and stakeholder literatures. Using inductive
methods, it found stakeholders play an important institutionalising role
when strategising and implementing integrated market and non-market
strategies.

Conclusion

At the start, the observation was made that, more often than not,
strategies are badly or not implemented at all because of an inability
to understand the recursive practices that must be in place to achieve
strategic success over time, it is unclear why everyone should back the
organisation’s vision for the future, and processes are not in place to
ensure the organisation’s strategic projects achieve what was intended.
The chapters in this book describe how these problems are being over-
come at some organisations or could be at others with a little imagination.
A number of frameworks are also developed that can be used by leaders to
make better sense out of the challenges a complex programme of change
might represent. The chapter’s multidisciplinary insights confirm the
importance of building dynamic capabilities to sense and seize opportuni-
ties, and to build supportive operational and strategic change structures.
They also confirm how crucial it is to appreciate an organisation’s own
institutional context. More to the point, it is essential to encourage the
right mindsets to get the best out of people. It is not possible to achieve
great things through an organisation otherwise. In an increasing complex
and hypercompetitive world, full of ambiguity and paradox, it is clear
organisations need to be adaptable and strategic in many ways.
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The Strategy Process



CHAPTER 2

Introduction: The Strategy Process

Angelina Zubac, Danielle Tucker, Ofer Zwikael, Kate Hughes,
and Shelley Kirkpatrick

The three chapters in this section demonstrate that, although it can be
helpful at times to separate strategy formulation from the strategy imple-
mentation stage for pedagogical and communication purposes, when
strategy is approached in this way, the wrong mindset ends up being
adopted across the organisation. The process becomes the focus rather
than the strategic outcomes the organisation needs to achieve. As a result,
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the organisation falls short of its potential to draw on its people’s drive,
passion and talents to pursue opportunities and solve the organisation’s
problems.

That being the case, Chapter 3 by Steven Cofrancesco, A social context
view of strategic cognition: Strategists are highly emotional and interac-
tive Homo sapiens, argues that it is a mistake to assume that strategy can
be formulated and implemented rationally and, as a consequence, very
successfully. This is because humans have evolved to respond to oppor-
tunities and threats as an affective response, that is, using verbal, bodily
and other physiological signals for interpreting the social context. The
nonconscious signals that are picked up and then interpreted during the
process of formulating and implementing a strategy, including as a process
of continual refinement, cannot be ignored. However, this does not
mean that strategies cannot be formulated and implemented decisively or
without integrity and commitment. If the strategist can work with others
to harness the organisation’s people’s passion, creativity, knowledge, skills
and ability to learn from the past and pre-empt the future, the strategy
process can be successfully navigated, enabling the organisation to achieve
its strategic objectives. For that reason, it is highly recommended that
strategies are formulated and implemented with an understanding of who
exactly will be contributing to it, if the strategy evokes strong emotions
easily spread to others that can be productively levered, and how it might
be possible to manage people’s propensity to respond both rationally and
nonconsciously to varying degrees as the social context dictates.

Analogously, Chapter 4 by Harry Sminia and Freddy Valdovinos
Salinas, Implementing strategy and avenues of access: A practice perspective,
argues that despite the appeal of approaching strategy in design terms,
that is, as a series of steps that if properly enacted should lead to the
organisation changing to be more strategic, strategy is best conceived as
a continuous implementation process. The reality is that the structures,
incentives, cultural and people goals, controls put in place, etc., that are
pursued as part of the strategy to better position the organisation in the
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future can never be pursued with certainty. Everything in the organisa-
tion is so connected; when one practice is changed at an organisation,
others will change. The strategy as originally intended may not be possible
to achieve. Managers’ behaviours during the implementation process can
be interpreted by others in ways not intended too, leading to a shift in
how it is subsequently approached. Organisations that are able to become
“strategically aligned” may do so circumstantially rather than as a strategy
being realised as intended.

Chapter 5 by Czeslaw Mesjasz, Strategy implementation and organisa-
tional change: A complex systems perspective, considers how systems logic
can be used to better understand the strategy implementation process in
non-sequential terms. In the past, the strategy process was described as
involving two sets of processes—strategy formulation and strategy imple-
mentation. However, it became apparent that managers did not move
from the strategic analysis to the decision stage and then to the implemen-
tation stage in a clear-cut manner. Strategic change, including the changes
normally instituted by applying principles from the discipline of organi-
sational change occurs non-sequentially. It also involves the interplay of
many variables. After reviewing the systems related literature, explaining
their relevance for solving different systems and complexity problems, it is
concluded that the literature on coevolutionary complexity provides the
most promising framework for studying the interface between strategy
implementation and strategic change.

Taken together, these three chapters make it very clear that though it
is important to set a direction for the organisation for practical reasons,
the strategy process is all about learning. This includes learning about
how people can be inspired to learn, and how the organisation’s many
systems and structures can be adapted to ensure that this learning can
occur. Building on the themes underpinning this book, Fig. 2.1 demon-
strates what is involved. The corporate strategy is continually refined by
the market and non-market strategies of the organisation, and vice versa.
This enables the organisation to invest in and develop the resources it
needs for the future, including build dynamic capabilities. Dynamic capa-
bilities are important to build as they allow the organisation to adapt itself
on an ongoing basis by harnessing its people’s creativity and commitment.

Importantly, Fig. 2.1 highlights the reasons why different organisa-
tions will build different capability bases and a corresponding ability to be
suitably adaptable. Many recursive activities may need to be undertaken
over time that are unique to the organisation. To make these activities
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possible, a range of multi-level learning, cognitive, processual and struc-
tural enablers (or internal systems) will be necessary to establish allowing
for the fact that all organisations are open systems. These may be realised
as platforms or carefully crafted routines designed to help decision-makers
overcome their cognitive shortcomings while implementing a strategy or
when making necessary adjustments to it.
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CHAPTER 3

A Social Context View of Strategic
Cognition: Strategists Are Highly Emotional

and Interactive Homo Sapiens!

Steven R. Cofrancesco

Introduction

Cognition refers to thinking, i.e. how one processes information or
one’s form of thought, and strategic cognition therefore simply refers
to how one processes information or thinks about strategic issues. The
strategic cognition literature views strategy as over emphasising rational
forms of cognition and methods (Ashton-James & Ashkanasy, 2008;
Calabretta et al., 2017; Healey & Hodgkinson, 2015; Hodgkinson &
Sadler-Smith, 2018; Powell, 2014; Robinson et al., 2017; Sibony et al.,
2017), including strategy tools themselves (Hodgkinson & Healey, 2011;
Kaplan, 2009; Moisander & Stenfors, 2009; Wright et al., 2013). This
has resulted in one-dimensional research that does not account for the
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whole of the phenomenon, which is problematic because it is misin-
forming both researchers and practitioners in their work (Ashton-James &
Ashkanasy, 2008; Calabretta et al., 2017; Healey & Hodgkinson, 2015;
Hodgkinson & Sadler-Smith, 2018; Powell, 2014; Robinson et al., 2017;
Sibony et al., 2017). In turn, those misconceptions have resulted in a
cognitive style that is emotionally and physically detached across strate-
gists, their team members and even their work. This is problematic for
strategy, perhaps explaining why it is described as a tumultuous roller-
coaster (Bartunek et al., 2011; Sanchez-Burks & Huy, 2009), that does
not facilitate the development of something new, unique and valuable for
customers.

The social context view of strategy emphasises the concept of emergent
strategy as opposed to rationally planned strategy (these two views are
described in detail below). Therefore, viewing strategy as occurring within
a social, emergent context suggests that emotional contagion and its
related psychological impact on the strategists and others who contribute
is significantly more sensitive, ubiquitous and influential on cognitive
styles than previously portrayed. In fact, emotional human interaction
emerges as a unifying concept throughout the whole of organisational
change efforts. The experience of emotion is referred to as affect , and
therefore the term affect is mostly used throughout the entirety of this
paper. I think it is beneficial for practitioners and even educators to use
the terms presented in this paper because it will change the way you
think about doing the work of strategy with other human beings. Please
give it a shot! Keep in mind that Organisations ARE our communities,
and therefore strategic level decision-making directly impacts communi-
ties themselves, but also entire societies. This is the significance of this
work.

The social context view also portrays strategy as an iterative and inter-
active activity performed by humans whose affect is present throughout
the whole of their bodies, i.e. throughout their interconnected neurology
and biology, and therefore throughout their interactions with each other.
I think it’s fascinating that the literature overwhelmingly suggests our
cognition is dominated and controlled by our historical Homo sapien
cognition from millions of years of living in the forest! This older form
of cognition is commonly known as our subconscious or below-the-radar
thinking, which the literature often refers to as nonconscious cognition.
This work provides a fully contextualised, social view of strategy team
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interactions, which comprises those who contribute and their interac-
tions, strategy work itself including its tools, and the physical environment
within which it occurs. Addressing the full social context provides strategy
practitioners with an accurate description of the whole of strategy, as
current models and theories do not accurately explain how or with whom
strategists interact (Balogun et al., 2003; Gary et al., 2012; Gavetti &
Rivkin, 2007; Hodgkinson & Healey, 2008; Powell et al., 2011; Salas
et al., 2010).

This article thematically synthesises theoretical concepts and thoughts
from approximately 60 top journals and authors on the topic of strategic
cognition. It begins by first extrapolating the misinformation realised
from our focus on cold cognition, prescribing how it should be conceived
based on the social context. The current state of strategic cognition
follows. It begins by presenting our two cognitive processing systems:
one that is older, affective, intuitive and nonconscious in nature, and
one that is newer, rational, affect-free (without emotion) and conscious
in nature. Then, a critical section on emotional contagion is presented,
explaining how emotion is transmitted from one person to another and its
potential for psychologically harming strategists, their team and even the
organisation itself. Emotional contagion and psychological harm inspired
development of a mechanism that deeply explains how strategists receive
affect from the social context, determine an affective response, and in turn
give affect back to the context. I italicise those three terms throughout
this paper to clearly identify when referring to those specific affective
steps of an interaction. The mechanism explains how emotion (affect)
overwhelmingly drives our assessments of others and situations, i.e. our
assessments are NOT driven by calm, rational cognition! The paper is
rounded out by a section on cognitive regulation, which the literature
presents as having the potential to produce supportive and kind envi-
ronments instead of domineering and wicked environments. Each of
those two environments leads to variations in cognitive styles and related
outcomes. The paper concludes with a discussion of the implications
for practising managers and even educators. Attention is also paid to
questions that require further research and consideration by those three
parties.
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Misconceptions Due to Rational
and Detached Thinking

Unfortunately, the one-dimensional, cold focus of strategy research has
permeated the entirety of strategy producing damaging misconceptions.
For example, the one-dimensional literature suggests formulation and
implementation are considered mutually exclusive phases, where strate-
gists are only top managers such as the CEO and the top management
team (TMT) who do their work in calm, rational, linear manners
without emotional debates or conflict (Ashton-James & Ashkanasy, 2008;
Bartunek et al., 2011; Calabretta et al., 2017; Reitzig & Sorenson, 2013).
In alignment with the rational view of strategy, the work is performed
only in formal meetings in boardrooms or at getaway resorts, some-
times occurs in a single event (Healey, Hodgkinson, et al., 2015), never
sporadically or informally, and those responsible for implementation are
minimally involved even though their work is equally strategic, itera-
tive and developmental in nature (Ashton-James & Ashkanasy, 2008;
Huy, 2011; Jarzabkowski, 2008; Reitzig & Sorenson, 2013). Addition-
ally, strategists’ work is supported by data driven tools and analyses that
suggest, without human input or critique, optimal courses of action in
dogmatic fashions. Strategies are normally disseminated in a procedural
manner to middle and project managers for implementation, not commu-
nicated to them, who efficiently and procedurally implement strategies
through scientifically based, emotionless project management tools (Huy,
2011). This does not portray the work of strategy as developmental,
passionate and creative, but rather as linear, procedural and emotionally
and interactively neutral.

The apparent abdication of the social and emotional nature of the
activity has become so ingrained that strategy now has an overarching
philosophical view of the work and even the people as scientifically
detached from each other. Only science, data, procedures and the
almighty tools are valued. In other words, emergence and the social
context are overwhelmingly underemphasised and undervalued (Balogun
et al., 2003; Felin et al., 2015; Gary et al., 2012; Gavetti & Rivkin, 2007;
Jarzabkowski, 2008). These misconceptions are highly problematic.
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Correcting the Misconceptions:
Strategy’s Social Context

The strategic cognition literature overwhelmingly suggests the presence
of an all-encompassing social context that comprises (1) strategists and
their team members from both inside and outside the organisation, (2)
strategy work and its tools and (3) even the physical environment (synthe-
sised from: Akinci & Sadler-Smith, 2012; Ashton-James & Ashkanasy,
2008; Bakir & Todorovic, 2010; Barsade, 2002; Elbanna & Fadol, 2016;
Healey & Hodgkinson, 2015; Powell, 2014; Pratt & Crosina, 2016;
Salas et al., 2010; Walsh, 1995). Those three components of the social
context, which are described in detail below, are interconnected via highly
iterative and affective interactions among human beings, who are highly
affective throughout their neurological and biological systems (Akinci &
Sadler-Smith, 2012; Ashton-James & Ashkanasy, 2008; Barsade, 2002;
Healey & Hodgkinson, 2015; Lieberman et al., 2002; Lieberman et al.,
2004; Sibony et al., 2017). In other words, affect is not simply a feeling
experienced in our heads, but rather permeates the entirety of our human
body through its neurological and biological systems. The literature
often combines those two terms into one: neurobiological, which I use
throughout this paper.

Also, the social context tacitly comprises the concept of emergence
(Felin et al., 2015), which suggests, for example, that strategizing occurs
during both formal and planned meetings, and also during informal and
emergent meetings such as around water coolers and in parking lots
(synthesised from: Andersen & Nielsen, 2009; Andrews et al., 2009;
Balbastre-Benavent & Canet-Giner, 2011; Elbanna, 2006; Jarratt &
Stiles, 2010; Kjærgaard, 2009; Poister et al., 2013; Reitzig & Sorenson,
2013; Sminia, 2009). Strategists are loosely defined as those responsible
for strategy work or the chief decision makers, which are normally the
CEOs, department heads and possibly even supervisors. Interestingly,
such behind-the-scenes, informal interactions described above might be
even more important than the formal interactions (Bartunek et al., 2011).
Therefore, the interactions of strategy work occur between many more
strategists and contributors than normally portrayed, suggesting many
more are contributing to both formulation and implementation activities
than normally portrayed. The upcoming sections make it clear that almost
an entire organisation could be considered strategy team members. For
example, Lee Iacocca is touted and exalted for saving Chrysler with his
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now famous K-car strategy, but did he develop this strategy completely by
himself? Considering the organisation was on the brink of failure, would
he not have passionately and intensely discussed the problematic situa-
tion with his TMT, other CEOs, customers, line workers, governmental
leaders, as well as interacted with the process and its tools? Stated another
way, those who contribute are normally not recognised as strategy team
members, and they might not even know that they have contributed!

The aforementioned social context clearly suggests the inclusion of
nearly all organisational members into the concept of strategy (Bartunek
et al., 2011), from both inside and outside an organisation, such as
those who run workshops, write reports (Whittington et al., 2006),
leaders from the competition, industry analysts, distributors (Reger &
Huff, 1993), the corporate board, journalists and politicians (Bromiley &
Rau, 2016), and include lower-level managers and even non-managerial
staff (Balogun et al., 2003) because they are content experts (Balogun
et al., 2003; Reger & Huff, 1993). Therefore, all who contribute to
strategic organisational change efforts, whether formulation or implemen-
tation, shall heretofore be referred to as strategy team members, or just
team or members. Additionally, there is significant cognitive confluence
among formulation and implementation. For example, those involved
in formulating ideas for new product strategies would simultaneously,
in their heads, consider whether they have the skills and knowledge to
actually make (implement) those products. Also, those involved in imple-
menting new product strategies, whether planning and organising for
the implementing or actually making the product, would simultaneously
consider in their heads whether the new structures and systems recom-
mended are adequate or even necessary for the implementation, which
are formulation issues. In other words, formulation and implementation
are intrinsically and tacitly linked and inseparable, not mutually exclusive
phases (Bartunek, et al., 2011; Whittington et al., 2006).

Therefore, strategy work is NOT wholly or even mostly scientific and
procedural with clearly delineated goals, but rather it is mostly ambiguous
and complex with moving targets for goals that require passionate inten-
sity and intuitive creativity (Dane & Pratt, 2007; Jarzabkowski, 2008;
Salas et al., 2010; Sanchez-Burks & Huy, 2009; Tversky & Kahneman,
1981). Strategy work is developmental, iterative and based on interactions
between and among people and activities, i.e. it is not linear, proce-
dural and emotionally detached (Eggers & Kaplan, 2013; Marcel et al.,
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2011; Whittington et al., 2006). In fact, it has significantly more inten-
sity and passion than operational level decision-making (Ashton-James &
Ashkanasy, 2008). Implementation also requires a certain amount of
passionate intensity, iterations and creativity to be performed successfully
(Bartunek et al., 2011; Dane & Pratt, 2009; Jarzabkowski, 2008; Pratt &
Crosina, 2016), which is considered necessary for developing new, unique
and valuable strategic alternatives (Barsade & Gibson, 2007; Calabretta
et al., 2017; Dane & Pratt, 2009; Hodgkinson et al., 2009; Lieberman &
Eisenberger, 2009).

In summary, the social context of strategy comprises the people, their
work and their physical environment as cognitive sources of interaction.
Therefore, the three are not mutually exclusive, but rather they are one.
Even though we conduct research and write about these topics in a sepa-
ratist methodological manner, because it facilitates our understanding of
their complexities, the methods we use to research complex topics should
not be used to “do” or perform strategy. Therefore, even though much
information is presented in a slightly scientific and detached manner, I
conclude with a more impassioned and practice-based discussion of what
the information means for the practising manager.

I now address significant components of our human cognition iden-
tified by the literature, providing a more nuanced mechanism of inter-
actions between and among strategists and their team members not
normally emphasised in the literature. Such a nuanced view helps us
to more deeply understand why the one-dimensional view is inappro-
priate, and understanding why often helps us to actually achieve perform
activities (strategy) in a more optimal manner. Those sections conclude
with a couple thoughts on how strategists can consciously regulate or
control their emotions in order to enhance supportive and kind cognitive
functioning in strategy work.

Cognitive Systems of Information Processing

This section begins by introducing human information processing
systems, then describes their conflicting purposes and characteristics,
which is followed by a fascinating mechanism describing how strategists
receive and give affective interactions (Barsade & Gibson, 2007). This
section is finalised by summarising the cognitive styles and outcomes
that result from those affective interactions. In other words, this section
describes and explains everything about strategic cognition that is
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excluded or misconceived from its current one-dimensional view. Once
again, this is a significant because practising strategists, and even educa-
tors, are being misled and misinformed in their work. The following
sections, therefore, address what those practising strategists, and educa-
tors, need to know in order to formulate and implement unique and
valuable products!

The Two Systems

There is widespread agreement that human cognition comprises two over-
arching systems that operate iteratively and in unison: a newer system
developed only tens of thousands of years ago that is overwhelmingly
absent emotion (affect-free) and rational in nature, and an older system
developed over many millions of years that is overwhelmingly affective
and intuitive in nature (synthesised from: Akinci & Sadler-Smith, 2012;
Epstein, 2010; Healey & Hodgkinson, 2015; Healey, Vuori, et al., 2015;
Hodgkinson et al., 2008; Lieberman et al., 2002; Pratt & Crosina, 2016;
Sadler-Smith, 2004). The older system provides this meaning by focusing
on instantaneously recognisng risks to one’s survival and reacting accord-
ingly, e.g. by killing before being killed. The newer system provides this
meaning by focusing on planning and organising in order to achieve goals,
e.g. by working with other individuals or tribes to track and kill larger
and stronger prey. However, this should NOT be interpreted to mean
that the newer system is entirely superior to the old system. I believe this
is one of the reasons (misconceptions) for the one-dimensional focus on
the newer, affect-free and rational cognitive system. Let us now explore
these two systems in greater depth to understand why focusing on rational
cognition is detrimental…

The two cognitive systems have been described in numerous ways.
For example, the newer, rational system has been called: reflective, cold,
slow, analytical, effortful, controlled, intentional, cerebral and imper-
sonal (synthesised from: Ashton-James & Ashkanasy, 2008; Carton &
Lucas, 2018; Dane & Pratt, 2009; Healey & Hodgkinson, 2015, 2017;
Healey, Vuori, et al., 2015; Powell, 2014; Pratt & Crosina, 2016; Salas
et al., 2010). It is further described as logical reasoning responsible
for planning and hypothetical cognition (Akinci & Sadler-Smith, 2012;
Epstein, 2010). Conversely, the older, affective and intuitive system has
been called: reflexive, hot, fast, spontaneous, nonconscious, heuristic,
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automatic, uncontrolled and effortless (synthesised from: Akinci & Sadler-
Smith, 2012; Dane & Pratt, 2007; Epstein, 2010; Healey, Vuori, et al.,
2015; Hodgkinson & Healey, 2008; Hodgkinson et al., 2008; Salas et al.,
2010). It is further described as highly visceral and creative (Barsade &
Gibson, 2007; Dane & Pratt, 2009; Hodgkinson et al., 2008, 2009),
responsible for idea generation and divergent thinking suited for prob-
lems that lack concretely defined goals (Ashton-James & Ashkanasy, 2008;
Epstein, 2010; Hodgkinson et al., 2008, 2009). Such goals include the
making of new products because the formulators cannot know exactly
when their new product strategy is “good”. The same is true for imple-
menters, albeit to a lesser degree, who cannot know precisely when their
new manufacturing process or sales training programme is precisely what
the strategists have prescribed. In other words, they cannot know whether
they have implemented the new strategy with fidelity (as intended). The
nonconscious is also considered to be a neurobiological system because
of its highly intense and iterative connections between affect, intuition
and the interconnected neurology and biology of the human body,
as previously described (Ashton-James & Ashkanasy, 2008; Lieberman
et al., 2002, 2004; Sibony et al., 2017). Notice that the two cognitive
systems are nearly the antithesis of each other! This is significant to the
practitioner’s understanding of strategic cognition.

Based on these descriptions, I heretofore refer to the newer system
as the rational system and refer to the older system as the noncon-
scious system. These two terms seem to capture the essence of their
characteristics.

Conflicting Purposes and Characteristics

The overarching purpose of the newer, rational system is to make meaning
(Carton & Lucas, 2018), which is the consciousness considered unique
to human beings (Lieberman et al., 2002) providing us with the poten-
tial for greatly enhanced cognitive function, but also with confusion,
stress, depression and even hopelessness associated with unanswerable
questions such as: What is the meaning of life?! (Calabretta et al., 2017;
Hodgkinson et al., 2009; Salas et al., 2010). Hence, the dog’s life seems
attractive (Lieberman et al., 2002). The rational system achieves this by
evaluating life as fed to it by the older system, which is often inaccurate
(Calabretta et al., 2017; Lieberman et al., 2002). It also seeks to take
control of the nonconscious system and protect its identity and status
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by speaking and behaving in a socially and organisationally appropriate
manner (Sibony et al., 2017). To be clear, this is the rational system’s
overarching purpose, but that does not mean it is always successful in its
endeavours!

In contrast to the newer system’s purpose of making meaning, the
older nonconscious system has the overarching purpose of assessing risk
and threats in order to enhance survival, as employed throughout our
Homo sapien history (Akinci & Sadler-Smith, 2012). This system is
based on our life’s experiences (Akinci & Sadler-Smith, 2012; Ashton-
James & Ashkanasy, 2008; Barsade & Gibson, 2007; Bartunek et al.,
2011; Carton & Lucas, 2018; Eggers & Kaplan, 2013; Epstein, 2010;
Gavetti et al., 2005; Lieberman et al., 2002; Marcel et al., 2011; Miller &
Ireland, 2005; Salas et al., 2010), as well as millions of years of prepro-
grammed experiences, which is why it is referred to as ancient biological
wisdom (Hodgkinson et al., 2008). It makes meaning by correlating
analogies between past experiences and present situations (Carton &
Lucas, 2018; Gary et al., 2012). For example, the strategists at Kodak
probably never had the experience of their product (or perhaps any other
product) becoming obsolete due to new technologies that completely
changed the industry landscape. Therefore, their rational cognition made
wonderfully positive statements about themselves, perhaps referring to
their dominance in the market for so many years, and the greatness of
their product. They simply did not have any similar analogies on which
to base their thinking! Additionally, however, present situations eventu-
ally become past experiences, meaning that the experiential base changes
over time and can even be intentionally modified (Akinci & Sadler-Smith,
2012), albeit with significant, passionate effort. You can be sure that those
Kodak strategists now have the experiential base to make better decisions
in those situations!

Because the two cognitive systems have completely different purposes,
they are often in conflict with each other (Calabretta et al., 2017; Epstein,
2010; Gavetti & Rivkin, 2007; Healey, Vuori, et al., 2015; Hodgkinson
et al., 2008; Pratt & Crosina, 2016). Making matters worse, the noncon-
scious is normally in charge of the rational (Ashton-James & Ashkanasy,
2008; Hodgkinson et al., 2009; Lieberman et al., 2002; Marcel et al.,
2011), even if we do not realise it (Epstein, 2010)! The conflict is so
intense that it has the potential to result in significant stress and confu-
sion, and therefore produce destructive and damaging behaviour! This



3 A SOCIAL CONTEXT VIEW OF STRATEGIC … 41

is highly problematic for the already ambiguous and stressful nature of
strategy work.

In order to cope with life’s issues and overload (stress), the noncon-
scious seeks to maximise pleasure, minimise pain and avoid stable
states—it is essentially consumed by hedonism (Epstein, 2010; Tversky &
Kahneman, 1981), which distracts it from those issues and overload.
Unfortunately, said distraction can represent damaging thinking and
behaviour such as superstitions, phobias and even aggression towards
others (Epstein, 2010; Lieberman et al., 2002). In other words, the
nonconscious thinks and behaves according to what feels best and safest,
which includes quickly choosing action over sitting still, and even electing
to engage in negative thoughts and behaviours if there are no better
options. In other words, negative feelings are better than no feelings!
This is perhaps due to the system’s evolutionary history, when inactive
or complacent states might result in complacency and expose one to
surprises, thereby risking injury or even death. As such, the nonconscious
system uses affect (e.g. fear) to appraise a situation and guide its atten-
tion, cognitive style and decision-making (Ashton-James & Ashkanasy,
2008; Healey & Hodgkinson, 2015; Huy, 2012). Conversely, as stated
previously, the rational system puts its stamp on the nonconscious’ hedo-
nism by (attempting to) speak and behave in accordance with social
and organisational norms. All the above has very significant implica-
tions for interactions between and among strategists and their strategy
team members because it appears to represent an untenable cognitive
conundrum. How is one to navigate through this treacherous territory?
As the following section demonstrates, such interactions often result in
negative emotions that are both contagious (transmitted to others much
like the common cold) and psychologically harmful to others. This is
especially concerning considering the emergent nature of strategy work
that includes many more strategists and members throughout almost the
entirety of an organisation.

Contagion, Psychological Harm, and Emergence

Emotional contagion occurs constantly, automatically and without our
awareness (Barsade & Gibson, 2007) through our nervous system
(Akinci & Sadler-Smith, 2012; Healey & Hodgkinson, 2015). It results
in bodily presentations such as facial musculature, postures and body
language, and physiological presentations such as perspiration, tears and
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pounding hearts that are perceived and understood by others (Barsade &
Gibson, 2007; Ashton-James & Ashkanasy, 2008; Lieberman & Eisen-
berger, 2009). In addition, the nonconscious has the tendency to copy
or repeat others’ bodily and physiological expressions with synchronised
bodily movements such as facial expressions, postures, movements and
vocalisations, known as mimicking, which results in experiencing the
same emotion (Barsade, 2002; Barsade & Gibson, 2007; Healey &
Hodgkinson, 2015). Contagion can be transferred from line and staff
members to managers and other leaders, not only from leaders to
line workers (Cropanzano et al., 2017; Reitzig & Sorenson, 2013). In
other words, the affect of all verbal and visual signals from the entirety
of the social context is received and comprehended by all strategists
and members due to our highly sensitive perceptions of those signals!
Human’s nonconscious has developed and refined those abilities over our
historical evolution. I think it is fascinating that emotional contagion is
rather mechanical in nature, i.e. it is not magically transmitted through
brain waves or ESP! Problematically, however, negative affect is more
contagious than positive affect, and therefore the risk of psychological
pain and damage is greater than the potential for psychological plea-
sure and enhancement (Barsade, 2002). This is why I suggest emotional
contagion is an oversensitive, dangerous and omnipresent force in strategy
work!

The concept of contagion is essentially absent from the rational view
of strategy, perhaps receiving honourable mentions, and yet the cogni-
tion literature overwhelmingly suggests it is ubiquitous throughout the
social context (synthesised from: Barsade, 2002; Barsade & Gibson, 2007;
Bartunek et al., 2011; Healey & Hodgkinson, 2015, 2017; Huy, 2011;
Jarzabkowski, 2008; Powell et al., 2011). This information has both detri-
mental and beneficial implications. In other words, humans understand
emotion by seeing it in the form of bodily and physiological represen-
tations, not by hearing it, unless the vocalisations are impassioned or
otherwise artistic in nature (Ashton-James & Ashkanasy, 2008; Barsade,
2002; Cropanzano et al., 2017; Epstein, 2010; Lieberman & Eisenberger,
2009; Lieberman et al., 2002). This is highly representative of strate-
gy’s social context and its structure of emergence where interactions are
numerous and the stakes are high, i.e. passionate and intense. In other
words, it is the optimal format for spreading each other’s feelings, for
better or worse. It is detrimental if feelings are negative, but can be bene-
ficial if feelings are positive! Although some are less likely to be influenced
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by contagion and mimicry (Tasselli et al., 2015), it appears the average
person is highly and significantly susceptible, and therefore emotions will
most likely be received with fidelity by others. This means it is nearly
impossible to hide or fake one’s true feelings, especially if they are nega-
tive—Homo sapiens are masters at deciphering them! As an example, a
master’s student in one of my classes, who was a department head at a
large hospital, said that his CEO does not like him at all. I asked how he
knows this, and after pausing in reflection, he said: actually, I’ve never met
him formally, but I just get that feeling. In other words, his nonconscious
read the affect as portrayed to him by his CEO, either through direct a
visual contact or perhaps even by interacting with a third party. This is
the power, and danger, of emotional contagion!

Affect is normally described in an overarching manner as having either
positive valence which simply means good or positive feelings, or negative
valence which simply means bad or negative feelings. However, there can
be varying magnitudes of those positive and negative feelings (valences),
much like points on a continuum. In other words, severe psychological
pain is located on one end of the continuum, which is experienced much
like physical pain equal to a broken leg (Lieberman & Eisenberger, 2009),
and psychological pleasure is located on the other end, assumedly expe-
rienced much like a euphoric physical experience. Further complicating
the issue, psychological pain is in the eyes and ears of the beholder, i.e.
the magnitude of the pain someone experiences is based in part on their
individual perceptions. As you might expect, perceptions are real and the
pain can actually be debilitating, just like physical injuries. I believe we’re
just beginning to understand the significance of our emotional health.
Such emotional pain is probably based on our time in the forest, when
experiencing pain was a signal that we were in need of social connec-
tion, food, water or shelter (Lieberman & Eisenberger, 2009). Therefore,
considering the affectively sensitive social context, it seems an impossi-
bility for strategists and teams to navigate their way through the complex
and ambiguous process without realising psychological harm capable of
debilitating the entire organisational change activity. Emotions are there-
fore suggested to be virally contagious in strategy work, placing affective
interactions at centre stage of entire strategic change efforts! Inciden-
tally, psychological pleasure is also in the eyes and ears of the beholder,
suggesting there is hope within this cognitive conundrum. Yet another
key thought for the strategist to put in his/her back pocket for future
reference.
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Positive Conflict
Not all conflict and negative affect is to be avoided, as it can actually
translate into psychological pleasure. In other words, some mild nega-
tive affect can activate the nonconscious system and actually enhance
emotional contagion (Lieberman et al., 2002), because people pay more
attention to negativity (Barsade, 2002), which can also lead to more
concentrated, detailed and analytic processing (synthesised from: Ashton-
James & Ashkanasy, 2008; Barsade & Gibson, 2007; Cropanzano et al.,
2017; Healey, Vuori, et al., 2015; To et al., 2015). This is especially the
case if survival is at stake, whether of one’s job or department, the strategy
or the organisation itself, eventually resulting in psychological pleasure.
When emerging unscathed from such conflict with new knowledge,
experience, capabilities and confidence, we can experience psychological
pleasure much like euphoria, with gratitude for the great relationships
and interactions that occurred along the way. Once again, negative affect
should not be avoided. Additionally, the entirety of strategy change efforts
cannot be smooth socio-psychological sailing! Therefore, positive conflict
possibly represents an arena for letting the conflict of our cognitive
systems play out, at least if everyone is pursuing the organisation as the
focus of that conflict.

I now introduce a mechanism of how affective interactions occur,
beginning with receiving an affective interaction, followed by determining
an affective response, and concluding with giving an affective interaction.
The nature of our cognition and associated contagion suggests the inter-
actions between and among strategists and their team members are highly
complex and ubiquitously influential beyond our current portrayal, i.e.
they are nothing less than the epicentre of strategy!

Receiving an Affective Interaction

Strategists and members receive visual and audible information simultane-
ously from all three components of strategy’s social context. Interestingly,
as can be seen in Fig. 3.1, the nonconscious receives most of its infor-
mation from imagery through the eyes, which is in the form of bodily
and physiological presentations, as previously described, but also from
the physical environment’s sights (synthesised from: Ashton-James &
Ashkanasy, 2008; Kaplan, 2009; Moisander & Stenfors, 2009; Powell
et al., 2011; Pratt & Crosina, 2016; Robinson et al., 2017; Stigliani &
Ravasi, 2012) such as structures, busy office settings, computers, the
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Fig. 3.1 The receipt of an affective interaction

humming of manufacturing equipment, palm trees at strategy getaways,
and the work such as complex spreadsheets and colourful graphs on
shinny screens. In addition to imagery, the nonconscious system can
receive speech that is intense and passionate, which is represented by the
dotted line (Barsade, 2002; Carton & Lucas, 2018; Cropanzano et al.,
2017; Epstein, 2010; Lieberman et al., 2002; Miller & Ireland, 2005;
Sadler-Smith, 2004). In short, signals that are affect-laden will be received
by the nonconscious system for processing.

The rational system, conversely, is home to content-based verbal
communication, which tacitly excludes nonconscious cognition and affect
(Lieberman et al., 2002). The scientific and detached speech of strategy
work, as currently emphasised, is received through the ears, containing
only content, and essentially passes directly to the rational system for
processing (Carton & Lucas, 2018; Epstein, 2010; Healey, Vuori, et al.,
2015; Hodgkinson et al., 2008). Therefore, the receipt of an interaction
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comprises simultaneous verbal and visual signals from the entire social
context, which is also the beginning of the emotional contagion process.

Notice in Fig. 3.1 that the eye is considerably larger than the ear, and
further that speech and the ear are grey, whereas imagery and the eye
are black. This represents the human’s overwhelming emphasis on infor-
mation acquisition through imagery. However, notice also that highly
impassioned or intense sounds, although physically entering through the
ears, enter the same region of the brain for processing as imagery! So
the key component to comprehend is that affect-laden signals, whether
visual or verbal, will be directed to the nonconscious for processing. This
has great implications for the physical surroundings of strategy work.
To be clear, however, visual and verbal signals are received into the
whole of the brain, not into disconnected hemispheres, as incorrectly
purported by the rational view (Akinci & Sadler-Smith, 2012; Calabretta
et al., 2017; Healey & Hodgkinson, 2015; Hodgkinson et al., 2009).
Specifically, the rational and nonconscious systems are each controlled by
three different parts of the brain, i.e. six total (Lieberman et al., 2002),
but those parts are cross-hemispherical, interconnected and interactive
neural systems (Hodgkinson et al., 2008; Lieberman et al., 2002, 2004).
This means the myriad verbal, bodily and physiological signals from the
social context are processed via both cognitive systems, simultaneously
and collaboratively (although not cooperatively!), to construct an affec-
tive response. Once again, the whole of our bodies, i.e. brain, biology,
neurology, psychology and physiology, are actually one highly intercon-
nected system! Stated differently, since we are affective creatures, there
is no way to exclude affect from strategy work. It simply is not possible.
Attempting to do so seems to result in only suppressing it, which appears
to exacerbate the conflict between the two systems, resulting in even more
damaging cognition and behaviour!

Determining an Affective Response

Once a member receives an interaction, the nonconscious system almost
instantaneously produces an affect in response, achieved by determining
the interaction’s: (1) emotional valence as either positive or negative in
nature, and (2) the magnitude of that valence. I now describe each of
those two steps.

Step one: First, the system determines whether the valence of the
received interaction is positive affect and therefore representative of



3 A SOCIAL CONTEXT VIEW OF STRATEGIC … 47

psychological pleasure, or negative affect and therefore representative of
psychological pain (Barsade, 2002; Epstein, 2010; Neumann, 2017). It
is believed this determination is based in the concept of moral intuition,
where one decides whether a given situation feels right or wrong (Dane &
Pratt, 2009). Over millions of years of evolution, Homo sapiens have
developed the ability to assess imagery at near instantaneous speeds, with
the purpose of assessing threats in order to enhance chances of survival. It
is essential for recognising threatening facial musculature when happening
upon a stranger in the forest (Hodgkinson et al., 2008), as it may preserve
life. Extending that thought, that skill may also be useful for recognising
threatening bodily and physiological presentations in the boardroom or
on the shop floor, as it may preserve organisational life or ensure career
success.

However, those near instantaneous assessments can be dysfunctional.
In other words, we judge others based on the same method of visual
assessment as when we lived in the forest, which excludes the context and
reasons for people’s behaviour, probably because what we see what our
eyes is so salient visible (Lieberman et al., 2002). For example, humans
usually ascribe negative affective assessments to someone who is belliger-
ently yelling and screaming at another. However, even though yelling and
screaming in response to the discovery of embezzlement is appropriate
and moral, we normally do not include that reason in our instantaneous
assessment of others. Therefore, because the possible outcomes from
those inaccurate assessments in organisations are not life threatening as
in the forest, humans have time to better understand the context of one’s
affective behaviour, which permits more accurate affective judgements of
others (Bartunek et al., 2011; Epstein, 2010; Neumann, 2017; Tasselli
et al., 2015). This would lead to reduced psychological pain, because
inaccurate affective assessments can depersonalise individuals (Pratt &
Crosina, 2016), and enhanced psychological pleasure, for both those
directly involved as well as observers. Therefore, such dysfunctional assess-
ments are perhaps far more significant than previously thought due to
strategy’s social context and emergence, resulting in highly facilitated
contagion spreading such negative affect and even psychological harm
ubiquitously throughout entire strategy teams.

In short, humans sincerely believe imagery and especially their asso-
ciated feelings, anchoring to and defending them with visceral intensity
if necessary, almost as if defending themselves against physical harm or
death in the forest! Such inaccurate assessments of an interaction’s valence
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(i.e. mistakenly assessing someone as negative instead of positive) could
produce a downward spiralling culture of psychological harm within the
entirety of the strategy context (Barsade, 2002; Cropanzano et al., 2017).
That concludes how we determine the valence of an interaction.

Step two: Once the appropriate affective experience has been deter-
mined, the system seeks to determine the magnitude of that valence
(Barsade, 2002; Epstein, 2010; Neumann, 2017). Once again, keep in
mind the concept of a continuum from psychological harm to psycholog-
ical pleasure, as previously described. For example, affective experiences
such as elation, happiness, contentment and even serenity might be
roughly considered euphoric psychological pleasure, whereas lethargy,
depression, sadness, upset, stress and nervousness might be roughly
considered severe psychological harm (Barsade & Gibson, 2007). If
the nonconscious feels insulted with upset and stress, representative of
psychological pain, it seeks a response appropriate for survival under these
conditions, which might be to attack the offender with verbal lashings,
vengeful back stabbings or even the development of alliances that carry
out underhanded activities, whether through formal channels or under-
ground channels. Sometimes the proper response is to flee and hide!
Although such cognition and behaviour are appropriate for survival in the
forest, it is not normally appropriate for survival (success) in the strategic
organisational change environment. The rational system, conversely, seeks
to take control of the nonconscious by determining whether, and to what
degree, its affect should be expressed or suppressed—such a determina-
tion is based on the appropriateness of said affect for organisational and
social expectations, which is achieved via carefully tweaked tactical speech
(Lieberman et al., 2002).

Therefore, the combined influence of the sights and sounds from the
social context, including contagion and mimicry and the battle between
the two systems’ purposes, results in a verbal rationalisation that has the
ultimate effect of portraying oneself (or one’s team or department) in a
positive light (Epstein, 2010). However, the nonconscious is normally the
victor in the battle between the two systems, whether we know it or not.
This normally results in negative psychological affect and psychological
harm, despite any spoken words of a positive nature, which is currently
the norm in strategy work and is contagious for the team and beyond.
Stated another way, members can unconsciously and unintentionally cause
others psychological harm, as if in the forest seeking to protect oneself
against physical harm or death. Humans behave this way because, much
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like ignoring painful situations is less painful than facing them (the ostrich
effect) (Healey & Hodgkinson, 2017), insulting or attacking someone
who is different feels better than facing one’s own issues! We might also
behave this way because, much like in the forest, we simply cannot take
the risk of possible injury or death, and therefore its safer to attack or run
away in order to enhance the certainty of preserving ourselves.

Giving an Affective Interaction

Now that an affective response has been determined, it will be given
to others. Together, the rational and nonconscious cognitive systems
produce neurobiological activity, i.e. both neurological and biological
activity that produces signals that represent the giving of an affective
response to others. Specifically, those signals are presented to others
verbal, bodily and physiological, as previously described (see Fig. 3.2). As
you might guess, speech is provided by the rational system, and bodily
and physiological signals as well as passionate or intense vocalisations
are provided by the nonconscious system. That briefly summarises the
giving of an affective interaction. Of course, that giving is then received
by strategy team members through their ears directly into their rational
processing system, and through their eyes directly into their nonconscious
processing system. This is part of the contagion/mimicking mechanism
previously discussed, where affect is actually transmitted to, and received
by, others. Once again, the verbal signals given to others seek to take
care of one’s status by making statements that make one look as good
as possible, i.e. by telling people what they view as favourable, while
the bodily, physiological and passionate vocalisation signals represent the
actual affect experienced. This part of the mechanism describes how
conflicts between the verbal and bodily/physiological signals are often
given and therefore received as well. For example, a strategist’s words
can thank a member for great ideas and contributions, but the facial
expression and body language might say the ideas will not even be consid-
ered! Even if the recipient does not consciously recognise the conflicting
messages, their cognitive systems will most certainly recognise them.

The nonconscious system is essentially accurate in its interpretations
of others’ bodily and physiological presentations, i.e. when it receives
them, because it has millions of years of evolutionary experience doing
so. In other words, the nonconscious signals are most likely received
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Fig. 3.2 The giving of an affective interaction

and understood as experienced and presented (given) by others, regard-
less of whether that nonconscious signal conflicts with verbal state-
ments. Stated differently, due to the almighty nonconscious system, the
receiver comprehends the affect experienced by the giver because it is
in the ideal, highly iterative and interactive social format to be compre-
hended, as previously explained. Fascinatingly, however, there is usually
no awareness of the nonconscious’ power to decipher the very subtle
nonconscious signals or its perceptions of those signals because it is…
nonconscious (Akinci & Sadler-Smith, 2012; Epstein, 2010; Gary et al.,
2012; Healey & Hodgkinson, 2015; Pratt & Crosina, 2016; Sibony et al.,
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2017; Sinclair et al., 2010)! Therefore, the receivers are probably not
fully aware that they comprehend both the verbal and bodily signals,
focusing mostly on the verbal and yet feeling the conflictory bodily and
physiological signals. Hence, the confusion and stress, which can actu-
ally be experienced by both giver and receiver, and by those who observe
the interactions. This often leads to destructive cognition and behaviour
such as conflicts and aggression towards others, especially those who have
different appearances, opinions, group affiliations and personal values.
Stated differently, we attack others as a method of avoiding the pains
associated with the conscious (rational) evaluations of ourselves (Epstein,
2010; Lieberman et al., 2002).

Because the nonconscious system is not visible to us, especially its all-
encompassing neurological and biological connections throughout the
entire human organism, overcoming these destructive behaviours and
the biases they cause is beyond the average person’s abilities (Epstein,
2010; Powell et al., 2011; Pratt & Crosina, 2016). In fact, some actually
prefer destructive behaviours and actually derive psychological pleasure
from them because it is their historical pattern of existence and inter-
actions (Powell et al., 2011; Sibony et al., 2017). In short, we simply
cannot see our own cognition and behaviour as experienced by others
(Pratt & Crosina, 2016), instead believing our self-perceptions represent
our true selves (Lieberman et al., 2002). There appears to be no stopping
it! Iterations of this nature probably permeate an entire strategy team,
which might comprise the majority of an organisation, as affect becomes
entrained over myriad iterations that produce an overarching affect repre-
sentative of those interactions (Bartunek et al., 2011; Cropanzano, et al.,
2017). Although the situation appears glim, there is hope for improving
our thinking and behaviour. By regulating ourselves and our emotions, we
can create kind environments that facilitate more valuable and successful
strategic change initiatives.

Cognitive Regulation and Kind Environments

Thus far, strategic cognition has been portrayed as located in a battle
between our two systems that can result in damaging forms of cogni-
tion and behaviours. However, there is overwhelming agreement in the
research that self-regulation of our thoughts, feelings and behaviour is
necessary (Barsade & Gibson, 2007; Healey & Hodgkinson, 2017; Salas
et al., 2010; Sinclair et al., 2010; Tasselli et al., 2015), because left
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without oversight, the nonconscious will continue its clandestine control
of the rational system in pursuit of hedonic pleasure and unstable states.
Further, the rational system will continue to provide socially and organ-
isationally acceptable niceties to protect its identity and status. Worse,
emphasising the rational and suppressing the nonconscious, which is the
current state of strategy, most likely exacerbates the tension and conflict
between them, in turn exacerbating the already damaging cognition and
behaviour. Not good. Neither of these pursuits is beneficial to the highly
iterative and affective interactions required of strategy work that requires
passionate creativity in order to develop and implement something truly
unique and valuable.

Regulation suggests attaining control over both cognitive systems
by learning about emotions, in general, but also by becoming familiar
with one’s and others’ specific emotions and taking control of both
(Barsade & Gibson, 2007; Huy, 2011; Pratt & Crosina, 2016; Salas et al.,
2010; Sinclair et al., 2010). Of course, this should be performed with
strategy team members in a transparent manner (Healey & Hodgkinson,
2015; Pratt & Crosina, 2016). However, incorporated into regulation
is the concept of faking one’s affective responses. Doing so is consid-
ered morally appropriate if the purpose of faking is considered sincere
and genuine towards the good of the people and the organisation itself
(Barsade & Gibson, 2007). In short, it appears some have the ability
to regulate their cognitive systems, and perhaps even switch back and
forth between them (Calabretta et al., 2017; Dane & Pratt, 2007;
Hodgkinson & Healey, 2008; Hodgkinson et al., 2008). However,
controlling and faking one’s emotions is rife with challenges when consid-
ering the discussion thus far, as well as the fact that some have a natural
attraction to either the rational or nonconscious style (Calabretta et al.,
2017; Carton & Lucas, 2018; Hodgkinson et al., 2009; Sadler-Smith,
2004; Salas et al., 2010). One wonders whether it can actually be
accomplished.

Emotional regulation appears to produce kind learning environments
where discourse and feedback are encouraged that, as well as accepting
multiple truths, has the effect of enhancing cognitive frames (Dane &
Pratt, 2007; Epstein, 2010). This is aligned with positive affect and
therefore psychological pleasure. Wicked learning environments, to the
contrary, are those almost absent feedback, which actually suppress intu-
ition and facilitate damaging cognition and behaviour (Epstein, 2010;
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Hodgkinson et al., 2009). This is aligned with negative affect and psycho-
logical harm. Emotional regulation also suggests a more harmonious
relationship between individuals’ two cognitive systems, which is sugges-
tive of optimal reasoning and judgement, and decision-making as well,
implying that strategic change efforts will be more likely to produce
unique and valuable products that can be implemented with fidelity.

In other words, some might have the ability to truly empathise with
others, thereby stimulating their own neural networks and influencing
their bodily and physiological presentations (Healey & Hodgkinson,
2015). This might be the most hopeful scenario for achieving serenity
between the two systems and producing passionate creativity necessary
for development work, because the source of nonconscious processing
is its experiences, which can be modified. However, I suspect this chal-
lenging endeavour is simply not plausible for the average strategist or
team member to overcome. One would have to sufficiently control their
neurobiological system and associated bodily movements and presenta-
tions in order to fool the recipient’s nonconscious system. In other words,
one must control the entirety of their nonconscious organism—not an
insignificant undertaking! Although certainly within the realm of possi-
bility, it would most likely require very significant training, passion and
socio-emotional skills.

Cognitive Styles

The two processing systems are actually said to represent cognitive
styles—those cognitive styles control people’s perceptions, memory,
reasoning and judgement, and how they solve problems (Hodgkinson &
Healey, 2008; Hodgkinson et al., 2008; Sadler-Smith, 2004). Of course,
myriad iterations of receiving and giving affective interactions occurring
over time will solidify an affective state or characteristic of an indi-
vidual or the team. Therefore, the actual cognitive style embodied by any
member or team as a whole depends on the stream of affective interac-
tions between and among strategy team members, the strategy work and
the physical environment at any particular moment. Restated: the nature
of affect experienced determines the cognitive style. Both cognitive styles
and their specific characteristics are described in Table 3.1, including the
outcomes from each individual style.

Rational cognition is overwhelmingly, although not completely, associ-
ated with interactions that produce negative affect and psychological pain,
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Table 3.1 Cognitive styles: characteristics and outcomes

Rational style Nonconscious style

Characteristics Rational analysis, logical
decision-making, convergent
thinking, absent affect and
therefore low intensity,
commitment, and gratitudea, and
expert intuitionb

Moral and creative intuition,
judgemental decision-making,
divergent thinking, affect laden
and therefore high intensity,
commitment and gratitudee

Outcomes Wicked learning environments,
separation of people,
reduced/degraded interactions,
pursuit of selfish myopic goals,
ambiguity of strategy work,
conflicting affect, and degraded
sensing, ideation (creativity),
commitment, and monitoringc,
with a little positive intensityd

Kind learningf, close relationships,
increased/enhanced interactions,
pursuit of strategy, comprehension
of work/strategy, shared affects,
and sensing, ideation (creativity),
commitment, and monitoringg,
with a little complacency and
stereotyped/biased thinkingh

aSynthesised from: Akinci and Sadler-Smith (2012), Calabretta et al. (2017), Cropanzano et al.
(2017), Dane and Pratt (2007), Dane and Pratt (2009), Healey and Hodgkinson (2017), Epstein
(2010), Powell et al. (2011), Pratt and Crosina (2016), and Sadler-Smith (2004)
bAkinci and Sadler-Smith (2012), Dane and Pratt (2009), Hodgkinson et al. (2008), Miller and
Ireland (2005), and Salas et al. (2010)
cSynthesised from: Ashton-James and Ashkanasy (2008), Barsade (2002), Bartunek et al. (2011),
Epstein (2010), Calabretta et al. (2017), Gavetti et al. (2005), Healey and Hodgkinson (2015),
Healey, Vuori, et al. (2015), Hodgkinson et al. (2009), Narayanan et al. (2011), Pratt and Crosina
(2016), Sinclair et al. (2010), and Whittington et al. (2006)
dAshton-James and Ashkanasy (2008), Barsade and Gibson (2007), and Neumann (2017)
eSynthesised from: Akinci and Sadler-Smith (2012), Barsade and Gibson (2007), Cropanzano et al.
(2017), Dane and Pratt (2009), Epstein (2010), Hodgkinson et al. (2008), Hodgkinson et al.
(2009), Gary et al. (2012), Powell et al. (2011), and To et al. (2015)
fDane and Pratt (2007)
gSynthesised from: Ashton-James and Ashkanasy (2008), Barsade (2002), Barsade and Gibson (2007),
Bartunek et al. (2011), Carton and Lucas (2018), Cropanzano et al. (2017), Epstein (2010), Gary
et al. (2012), Gavetti et al. (2015), Healey and Hodgkinson (2017), Healey, Hodgkinson, et al.
(2015), Healey, Vuori, et al. (2015)), Huy (2011), Lieberman and Eisenberger (2009), Sadler-Smith
(2004), and Sinclair et al. (2010)
hSynthesised from: Ashton-James and Ashkanasy (2008) and Epstein (2010)

whereas the nonconscious cognition is overwhelmingly, although not
completely, associated with interactions that produce positive affect and
psychological pleasure (Barsade, 2002; Dane & Pratt, 2009; Healey &
Hodgkinson, 2017; Lieberman & Eisenberger, 2009; Neumann, 2017).
More specifically, rational processing is suggestive of behavioural and rela-
tional separation between and among members. It values science, data
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and methods, not thoughts and feelings, and also damages relationships,
degrades commitment, facilitates pursuit of one’s own myopic goals,
and yet has potential for unitedness and exceptional problem solving if
occurring within the concept of positive conflict. This exacerbates an
already-challenging strategy process and tools, possibly enacting a down-
ward spiral that, if permitted to continue, becomes more tumultuous in
nature with each iteration of interactions (Barsade, 2002; Cropanzano
et al., 2017). The nonconscious processing style, conversely, is sugges-
tive of more enhanced behaviours and relationships. It values emotion,
enhances relationships through affective interactions, inspires working
with unitedness and togetherness towards the common good of the
strategy and organisation, and yet has the potential for complacency
and mediocrity. These descriptions have very significant implications,
because relationships between strategists and members have been almost
absent from strategy work, and yet are considered critical to success in
strategy work, both in formulation and implementation (Ashton-James &
Ashkanasy, 2008; Bromiley & Rau, 2016; Cropanzano et al., 2017; Huy,
2012; Jarzabkowski, 2008; Salas et al., 2010). Notice that, however,
despite the negatives associated with the rational processing style, it is not
entirely detrimental for strategy work, nor is the nonconscious processing
style entirely beneficial for strategy work. This thought is now explained
in detail, as it is critical for the practising manager to understand that each
style is necessary for certain types of strategy work.

The rational cognitive style is appropriate for work involving more
routine procedures that are not developmental or creative, for which
there are clear goals, whereas the nonconscious style is best suited for
complex environments or those requiring significant developmental and
creative activities, for which there are ambiguous goals (Dane & Pratt,
2007; To et al., 2015). The rational cognitive style is ideally suited for
work rooted in planning and organising (Akinci & Sadler-Smith, 2012;
Calabretta et al., 2017; Epstein, 2010; Dane & Pratt, 2007; Neumann,
2017; Sadler-Smith, 2004), and therefore such cognition is absolutely
necessary for strategy work. This point should not be overlooked. For
example, the gathering of information and recording it in an electronic
database, whether for scanning for formulation or for development of
a new operations system for implementation, is relatively unambiguous
and procedural in nature, with clear and specific goals. This is where we
excel as compared to other animals. Imagine trying to gather and organise
massive amounts of information intuitively, without any rationality, logic
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or tools! However, the same may be said for developmental work: imagine
trying to develop a unique and valuable product or trying to implement
a new product strategy with its myriad potential permutations, using only
rational, unpassionate, noncreative cognition! Hence the current crisis in
strategy, as it currently emphasises the rational style. The development
work of strategy change efforts requires higher levels of psychological
pleasure and its associated intensity/passion in order to achieve the affec-
tive and intuitive creativity necessary for developing something new,
unique and valuable (Barsade & Gibson, 2007; Calabretta et al., 2017;
Dane & Pratt, 2009; Hodgkinson et al., 2009; Lieberman & Eisenberger,
2009). Positive conflict is also a necessary ingredient.

In summary, since the two systems operate simultaneously and are
neurobiologically interactive, it is critical to conceive of any member’s
or team’s style as one unified, blended style of the two. It seems an
impossibility that any human could be entirely one or the other, espe-
cially one that is completely absent affect—only Dr. Spock from the Star
Trek television series comes to mind as such a creature. Incidentally,
he often made ineffective decisions, especially those involving complex
human emotions and ambiguous problems without well-defined goals!
Although the optimal blending of rational and nonconscious cognition
for strategy work cannot be stated with precision, a certain ratio is likely,
much like the ratio of two ingredients in a cocktail. For example, I specu-
late that strategy’s current cognitive style represents 75% rational and 25%
nonconscious, which might simply be called mostly rational. However,
this review suggests the optimal cognitive style is the inverse, i.e. mostly
nonconscious with a touch of rationality, or simply mostly nonconscious.

Conclusion

The main take away from this review of strategic cognition is clearly
that the highly contagious interactions of affective Homo sapiens, which
have been almost absent from the literature, are simply the epicentre of
strategy! It is the concept that unites the members and their work. There-
fore, strategists must be acutely concerned with what enters members’
eyes and ears from within strategy social context, as it has the power
to really hurt them and others in the organisation, and therefore hurt
the organisation itself. Conversely, it also has the power to get people
committed, passionate, intense and creative, benefitting them with feel-
ings of euphoric teamwork and camaraderie! Sometimes members give
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their hearts and souls to this work, so a simple and cold “thank you” will
not suffice. Those who contribute to strategy want to have their thoughts
and feelings about strategy considered with sincerity and genuineness.
They do not mind disagreement, as they enjoy discussing the very high
stakes of strategy work because it is part of their lives. The strategist must
be appreciative and gracious with all members, otherwise, negative affect
can be perceived which hurts people’s hearts and souls, who normally
respond by giving it back viscerally to others, or even the work, right
between the eyes (in the spirit of survival in the forest)!

In short, strategic organisational change efforts need the intense
passion and creativity of all their members’ knowledge, skills and life
experiences if they are to produce unique products and services of value
to others. To be clear: I’m not recommending niceties for the sake of
niceties. Causing others psychological harm literally shuts down their
passion and creativity. This means strategists will not receive positive and
beneficial affect from their members. Keep in mind that affect helps
strategists determine whether ideas for strategy are valuable and imple-
mentable. For example, external members know whether products align
with customer needs and desires, and insider members certainly know
whether they have the skills, knowledge and camaraderie to produce,
sell, deliver and service particular products! Strategist cannot receive what
those numbers truly think and feel about products and implementation
issues if their affect is either shut off or negative. Strategists must pay
attention to what they think and feel about interactions with others, no
matter how brief or insignificant. This is the power of affect and contagion
within strategy work!

In short, strategists must value people, emotion, intuition and the
interactions themselves! Science, data and the strategy process are simply
methods and tools. The romance and prestige associated with detached
scientific thinking, behaviour and language are over! It is producing
mediocrity. The strategist must take control of emotions in interac-
tions with the team by enhancing his/her acting skills. In other words,
express real appreciation for contributions, with passionate and expressive
words, facial expressions and body language. SHOW them you care about
them and their contribution! This means overcoming your own inaccu-
rate Homo sapien assessments of people and situations. Judge people
for their ideas and commitment instead of their appearances or group
affiliations. Use passionate and expressive adjectives to describe data, as
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opposed to detached terms such as “statistically significant” and “compet-
itive advantage”. Finally, slow down, you have time to decide and discuss,
even in the high-speed world of strategic decision-making. Deciding fast
and confidently aligns with detachment and superiority, producing poor
judgement. You will not die (as you would in the forest) if you slow
down and sincerely entertain other’s thoughts and feelings. But it must
be sincere and real. No exceptions. Everyone knows what you are really
thinking and feeling, even if you don’t know, and even if they don’t know
that they know!

Achieving all of this will be a challenge. Given the entirety of this
review, I wonder whether it is possible… I wonder whether we can get
past the past! It seems the most hopeful route is for strategists to undergo
very significant training on (1) the true structure of strategy and all who
contribute, (2) emotion and its related contagion and (3) our two types
of cognition. Business education programmes could begin training the
next generation of strategists and strategy team members on these topics.
In summary, strategists and their team members must acknowledge and
embrace the work of strategy as messy, tumultuous and even conflic-
tory, but also as exhilarating and rewarding teamwork. Strategists are
NOT calm rational managers, but rather highly affective, intuitive and
interactive Homo sapiens!

Implications for Future Research

This review clearly suggests that what comes into our eyes and ears must
be accounted for and understood more fully. For example, more atten-
tion could be paid to the effect of passionate or intense speech on Homo
sapien cognition and interactions. Other related possibilities include other
senses such as touch, smell and taste. For example, researchers might
explore the effect of receiving and giving affect related to a hand on the
shoulder or a handshake.

Researchers could seek to better understand how and to what degree
the valence and magnitude of affective interactions, the wickedness or
kindness present in development work and components of the physical
environment trigger the nonconscious to protect itself from potential
harm. This appears to represent an enormous opportunity.

Finally, who should be learning about and doing the work of cognitive
regulation? The lead strategists, the TMT or all members? How should
they be trained? Through pre-strategy trainings, or through our education
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system? Should training on Homo sapien cognition be included as part
of this training, as implied by this study?

Due to the depth and the nascent nature of the affective cognition
movement, I sincerely hope others will formulate additional research
directions based on this important topic for strategy, organisations and
in fact for societies.
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CHAPTER 4

Implementing Strategy and Avenues
of Access: A Practice Perspective

Harry Sminia and Fredy Valdovinos Salinas

From its inception, strategic management has been conceptualised as
strategic planning (Ansoff, 1965). This presupposes a chronology in that
a plan needs to be formulated first, which is then subsequently imple-
mented. Strategy implementation is thence understood as a process of
execution, a putting into action of explicitly formulated intentions; often
requiring deliberate and managed organisational change. Thinking of
strategy implementation in this way has achieved a level of sophistica-
tion in that over the years various frameworks have been developed by
which managers can execute a strategy (e.g. Ansoff & McDonnell, 1990;
Hrebiniak & Joyce, 1984; Okumus, 2003; Thompson et al., 2019). These
frameworks present strategy implementation as a matter of designing
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an appropriate organisation structure, establishing an incentive scheme,
changing the organisational culture and of monitoring and control. This
way of thinking has been labelled as the structural control view (Weiser
et al., 2020).

Paradoxically, over the years there also appeared much research looking
for explanations why implementation continues to fail, which then reach
the conclusion that the frameworks are still lacking, and more research
needs to be done (e.g. Cândido & Santos, 2015; Kaplan & Norton, 2001;
Kiechel III, 1982; Nutt, 1999). Distinguishing strategy formulation from
strategy implementation led to problematizing the successful realisation
of a strategy as having to bridge the implementation gap (Martin, 2010;
Whipp, 2003). Successfully executing a strategic plan appears to be as
elusive as it ever was (Bourgeois III & Brodwin, 1984).

Roughly, there are two possible reactions to these observations. One
reaction is of resignation and an acknowledgement that a top-down
strategic management approach in which managers direct and the organ-
isation responds and realises a strategy is an idée fixe perpetuated by
a management rhetoric that can only be delusional. The other reaction,
which is more prevalent, builds on what has been labelled as the adaptive
view to strategy implementation (Weiser et al., 2020), which recognises
that organisation and management is a social process. The aim is to find
a way of retaining the possibility of managers intervening in this process
to have an effect on eventual outcomes, albeit only a limited one. Instead
of a top-down command and control style, more emphasis is put on the
people in the organisation with them having to be empowered to decide
what is best in the situations that they encounter yet being kept in check
by a mission or a vision rather than a plan (Kanter, 1983; Wilkinson,
1998). This has recently been popularised again under the label of agility:
an organisational capability to strategically deal with a continuous need for
change (e.g. McKinsey, 2015; PwC, 2021). On the basis of this second
reaction, what is then required is a specification of how implementation
activity can make a contribution. For this we need to liberate imple-
mentation from planning and develop an alternative understanding that
recognises strategy implementation as an activity in its own right.

Interestingly, implementation as execution is not the only way to define
it. Execution comes from the Latin term Executionem and includes
the prefix ex, meaning “out”, and the root sequi meaning “to follow”
(Partridge, 2006). The word “sequel” has the same root. Etymologically,
execution means “to follow out of”. It signifies the process as an ex-post
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exercise of carrying intentions into effect. Implementation can also be
understood as generating a whole, a more holistic effort. As a word, it
comes from the Latin term Implere, and includes the prefix im, which
means “in”, and the root plere, meaning “to fill” (Partridge, 2006).
Implementation shares this root with the word “plenary”. Etymologi-
cally, implementation means “to fill in”. In this sense, it is not an ex-post
activity following on from formulating intentions. Instead, it must be
understood as a set of activities aimed at creating a whole, at actualiza-
tion, or at generating something from nothing. In a way, understanding
implementation as execution and as a subsequent stage in a process does
not do justice to its etymological origin. The latter understanding of
implementation seems to be more appropriate if we take management
and organisation to be a social process.

Implementation understood as a generative social process chimes with
a conceptualization of strategic management as strategy formation, of
realising a pattern in a stream of actions (Mintzberg & Waters, 1985).
In this view, intentions can make contributions, but these tend to be
drowned out by all the little and larger problems that need to be dealt
with constantly. The endless succession of (half-baked) solutions is seen as
contributing more to the pattern that emerges over time than the execu-
tion of periodically produced plans. Accordingly, strategic management
has been described as wayfinding rather than planning; as a continuous
coping with newly emerging situations (Chia & Holt, 2009).

The process conceptualization underpinning wayfinding is also
different from the process conceptualization underneath planning.
Wayfinding is more akin to the “strong” process approach that sees
organisational reality as essentially processual (Langley & Tsoukas, 2010;
Tsoukas & Chia, 2003). From a “strong” point of view, an organ-
isation as it changes and persists exists as an ongoing process with
the management challenge being about directing this process towards
favourable outcomes. Planning is based on the “weak” process approach
that sees process as happening to an organisation. The management
challenge according to the “weak” process point of view is about effec-
tuating change when it is deemed necessary. Strategic management as
“wayfinding” does away with problematizing strategic management as
having to bridge the implementation gap. Instead, the problem is about
how strategic management contributes to an ongoing and continuous
process by which an organisation performs and changes.
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The ambition for this chapter is to look at strategic management from
a strong process point of view to specify how implementation activities
can have an effect. Implementing strategy then refers to those activities
that direct and channel the process that is continuously going on anyway
into a desired pattern. We will do that by basing ourselves on Schatzki’s
(2002, 2019) Theory of Practice. This will allow us to propose an under-
standing of strategic management as a continuous implementation process
that generates both persistence and change. Interestingly, strategy formu-
lation then becomes part of the implementation effort as well, instead
of it being seen as a separate activity preceding strategy implementation.
We will start by introducing Schatzki’s Theory of Practice to then specify
how implementation practices can make a contribution to an organisa-
tion’s strategic management. We finish this chapter by drawing out some
implications for strategic management and strategic change.

The Implementation Problem
According to the Theory of Practice

Looking through the lens of Schatzki’s practice theory, an organisa-
tion and everything associated with it come into being through and
as practices that interact with material circumstances, i.e. “an organiza-
tion […] is a bundle of practices and material arrangements” (Schatzki,
2006: 1863). Practices in the bundle perform the organisation, with the
patterning in this process as practices change, persists and relate to each
other and to the wider “practice plenum” (Schatzki, 2019), taken to be
what strategic management is about.

Practices are “open-ended, spatial–temporal sets of organized doings and
sayings” (Schatzki, 2019: 26). “Doings” are the performances of action,
events, things that happen—in short: activity. A “saying” is a particular
type of “doing”, singled out to be able to distinguish between discur-
sive and non-discursive doings; a distinction we will come back to when
discussing strategy formulation as an implementation practice. Open-
ended means two things. One, a practice only persists if it happens again
yet, and two, a practice happening does not guarantee that it will happen
again and persist. Whether a practice will happen depends on whether
something has happened that prompts a reaction. It is important to
understand that to Schatzki, a practice happening is a reaction to some-
thing that happened rather than an activity being determined by what
has happened. Practices are spatial–temporal because practices happen in
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and over time at specific locations. As with the strong process approach,
organisations as a bundle of practices and material arrangements are essen-
tially processual, as organisations appear and perform because practices
happen. The emphasis is on activity and everything follows on from that.

A practice as it is happening is structured by practical and general
understandings, rules and teleoaffectivity (Schatzki, 2002, 2019). Prac-
tical understanding refers to knowledge of how to perform the particular
activity that makes the practice what it is. Frying an egg requires you to
put a frying pan on a hot stove, add some butter, let it melt and heat up,
break an egg and add the contents to the pan but throw away the shell
to then wait a couple of minutes to let it solidify, but take it out before it
burns. This practical understanding is part of the structure of the frying
an egg practice. General understanding refers to the overall atmosphere to
which the practice is attuned and, in a way, indicates the overall purpose.
For instance, the egg is being fried to be served as part of a breakfast in
a hotel and therefore serves a purpose in running a hotel business. Rules
are directives or instructions that have been formulated to indicate what
actions should and should not be taking place. If the frying of this egg is
part of cooking a breakfast in a hotel, there are food hygiene regulations
that instruct how food preparation is to be done. Teleoaffectivity refers
to the particular projects, tasks and ends inherent in the practice as to
what needs to be performed there and then. If an egg is being fried as
part of preparing breakfast in a hotel, the breakfast is the project within
which getting the stove heated up, cracking the egg to get at its contents
and not letting the egg burn as it is solidifying are all ends that need to
be accomplished. There might be all kind of issues with a practice as it
is being performed like not having the right equipment, lacking practical
or general understanding, flouting the rules or failing to get specific tasks
completed—and we will come back to that later—but these are the four
aspects that structure a practice.

As a practice is happening, it interacts with “assemblages of material
objects” (Schatzki, 2006: 1864). In the case of frying eggs as part of
making and eating breakfasts in a hotel, these material arrangements
include the kitchen with all its equipment, the food ingredients, the
building, but also the chefs, the waiting staff and the guests as bodily
entities. The material arrangements are involved in or causally support the
happening of the practices that are in the organisation’s bundle. These
material arrangements relate to a practice by contributing some causal
effect (an egg reacts to heat by solidifying), by helping to constitute (a



70 H. SMINIA AND F. V. SALINAS

pan contains the egg to be heated on a stove) and to prefigure a practice
(the hotel kitchen with a hot stove, a chef, a pan and an egg put together
allow for the egg to be fried and served as breakfast), or embodying direc-
tion and meaning (an egg sizzling in a pan in a hotel’s kitchen at 7:03am
indicates that a breakfast is being prepared for a guest) (Schatzki, 2019).

Practices are interrelated in that practices link up as they are playing
out Schatzki (2002, 2005). Providing a breakfast in the morning is part
of the practices bundle of many hotels as is the checking in and out of
guests, cleaning and preparing rooms and taking reservations. Without
guests making reservations and checking in, breakfasts would not need to
be made. Whether and how well breakfasts are provided prompts guests
to book a room in this hotel. The practices and material arrangements and
the way they interrelate are specific but not necessarily unique to a partic-
ular organisation. Frying eggs as part of preparing breakfasts happens in
many hotels, although the people involved, the kitchens and how these
are equipped, or what kind of breakfasts are prepared and whether these
include fried eggs or not varies. The hotel bundle will connect and overlap
with other bundles as well, creating larger constellations of practices, with
all these constellations put together referred to as the “practice plenum”
(Schatzki, 2019). For receiving and taking reservations, hotels sign up
to booking companies who maintain websites where prospective guests
look for availability and prices, and through which reservations are made,
notwithstanding that people can book directly with the hotel as well.
Washing towels and bedlinen tends to be outsourced to specialist laundry
firms as well as the hotel’s housekeeping practices in combination taking
care of cleaning and preparing guestrooms. All of this happens as part of
wider society.

Practices happening and linking up as they do is what makes an organ-
isation what it is and how it performs. The pattern that emerges is what
Mintzberg and Waters (1985) refer to as the realised strategy. It means
that strategy is being implemented as long as there is activity, whether
specific implementation efforts are part of the process or not. When
you hire somebody as a chef, put her to work in a hotel kitchen in the
morning, you can expect that breakfasts will be prepared. Schatzki (2002,
2019) stresses that this patterning is not a simple replication of practices
time and time again. There is fluctuation to deal with smaller or larger
contingencies, as these interfere with what is going on (cf. Feldman &
Pentland, 2003). The number of breakfasts being cooked will vary with
the number of guests being present every morning. There could be a
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sudden issue with the daily egg order and one morning the chef finds
there are not enough eggs to go round, or a member of kitchen staff
phones in sick and tasks have to be re-arranged. Or there is so little
demand for porridge that the kitchen stops preparing a batch in advance
to only make a portion on demand, which affects the speed by which
porridge will be served and might lead to an unhappy guest, a nega-
tive review on a booking website, blemishing, say, the 4-star reputation
of the hotel. And, as was written above, there might be all kind of
issues with the practices as these are being performed like not having the
right equipment, lacking practical or general understanding, flouting the
rules or having trouble accomplishing specific tasks. An organisation as
a bundle of practices and material arrangements allows for incorporating
the fluctuation that is happening all the time.

All of this then qualifies the problem of how strategy implementation
is happening into three interrelated questions. As the realised strategy is a
consequence of how practices are performed, one question concerns why
people in organisations do what they do in the way that they do it? This
is about practical intelligibility. The second question is about what lets
people do what they do, as surely not every course for action imaginable
will be equally feasible. This is about prefiguration. The answers to these
two questions pave the way for answering the third question that is central
to this chapter. It concerns strategy implementation itself, or implemen-
tation practices, and how we are to understand how management activity
can make an organisation perform in a preferred and particular way? This
is about avenues of access.

With regard to why people do what they do, the answer is simple.
People do what makes sense for them to do (Schatzki, 2001, 2002). Such
sense making requires “practical intelligibility”. This is a matter of every
individual’s teleology (to what ends would somebody want to do some-
thing) and affectivity (how it matters to somebody). What makes sense
for a chef employed by a hotel to fry an egg is because it earns her a
living, but maybe also because she likes people to enjoy food. Practical
intelligibility is specific to each individual and is only informed, not deter-
mined, by practice structures, or more specifically by practices’ practical
and general understandings, rules and teleoaffectivity.

The answer to the question what lets people do what they do is a
matter of prefiguration. Prefiguration in turn is about causality, consti-
tution and meaning, as these are posed by how the practices in the
bundle interrelate and how these interact with the material arrangements
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(Schatzki, 2019). Prefiguration is about the extent to which courses for
action are feasible options. Causality refers to an action as being a reac-
tion to something that has happened, i.e. another practice in the bundle.
An egg can be fried because it solidifies when exposed to heat. A chef
only fries an egg after being notified by a waiter that a guest would like
a fried egg for breakfast. As was said earlier, activity is a reaction to what
has happened; that what happened does not determine what will happen
next. Constitution is about what needs to be in place; about the practices
that have to have happened ahead of or what needs to happen in conjunc-
tion with, as well as about the material arrangements that have to interact
with the actions as these are happening. You cannot fry an egg without
an egg. These need to have been ordered and delivered. The stove and
the pans have to be present, cleaned and made ready. A guest needs to
have woken up and appeared in the restaurant expecting a cooked break-
fast. Meaning defines the situation. Being in a hotel kitchen early in the
morning employed as a chef tells a person that she is expected to fry an
egg when an order comes in. Whether a course for action is feasible is a
matter of degree rather than a yes or no situation (Schatzki, 2002).

Consequently, the extent of the feasibility of a practice is very specific to
a particular situation and relative to the feasibility of connected practices
at that time and place. A chef employed by a hotel and present in the
hotel’s kitchen receiving an order to fry an egg at 7.09 AM, with eggs
being available, will fry an egg, unless the fire alarm has just gone off
and the kitchen staff are about to evacuate. She might also not fry the
egg when the order is received at 10.33 AM, as breakfast service ends
at 10.30 AM and her shift has finished with union regulations telling
her not to work beyond her contracted hours. However, prefiguration
prompts rather than determines, and with everybody’s specific practical
intelligibility eventually telling each individual person whether to engage
in a practice, “human activity is fundamentally indeterminate” (Schatzki,
2002: 232).

Indeterminate does not mean random. The bundle of interrelated prac-
tices and material arrangements, which is the organisation, is an orderly
but fluent process by which the organisation performs. The practical intel-
ligibility of the people involved in combination with the prefiguration that
is present sees to that. The organisation is a process and a bundle of prac-
tices and material arrangements, which fluctuates, changes and persists. It
is as part of this orderly but fluent process that we can explore how we
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Table 4.1 Key terms and definitions

Key term Definition

Avenue of access A causal chain of possible events across a number of
practices, which links an implementation practice with a
targeted practice when these practices are enacted

Practical intelligibility An individual’s teleology and affectivity that tells this
individual whether it makes sense to do something

Practice Doings and sayings of people while being prompted by the
practice’s structure that consists of general understanding,
practical understanding and rules

Practice bundle The practices and material arrangements that perform the
organisation

Practice plenum A constellation of practice bundles by which social reality
exists

Prefiguration The extent to which courses of action are feasible as posed
by the interrelationship of practices by way of causality,
constitution and meaning, and by the material arrangements

Strategy implementation The enacted practices in the practice bundle that is the
organisation, by which a strategy is realised

are to understand how implementation practices can make an organisation
perform in a preferred and particular way? (Table 4.1).

Implementation Requiring Avenues of Access

To understand the possibility and efficacy of implementation practices,
we need to go back to Schatzki’s (2002, 2019) notions of practice struc-
ture, practical intelligibility and of prefiguration. We also need to take into
account Schatzki’s claim about the fundamentally indeterminate nature of
human activity.

For organisations to operate and be organised, there needs to be
some persistence with the bundle of practices. This persistence appears
if a number of things come together. The way in which practices are
structured—a practice’s practical and general understandings, rules and
teleoaffectivity—informs people how to act. Organisations in particular
have “practice memory” by which practice structures persist as long as
practices happen (Schatzki, 2006). This combines with people’s prac-
tical intelligibility—each individual’s teleology and affect—by which they
decide whether to engage in a practice, while also taking into account
how the situation they face is prefigured by relations between practices in
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terms of causality, constitution and meaning, and by the material arrange-
ments. Although a practice is open-ended and practices are never perfectly
replicated, a specific configuration of practice memory, prefiguration and
people’s individual practical intelligibility can produce a pattern that
shows persistence over time and across space. This persistence can even
have the effect of returning to form when dealing with some disturbance,
as the configuration of practice memory, prefiguration and practical intel-
ligibility can make the process conform to how things have been done
previously. Or the process reconfigures itself and adapts to the new situa-
tion, as people improvise and adjust. If the chef finds out at the beginning
of a morning shift that again that there are not enough eggs to go round,
she might instruct the kitchen porter to get some petty cash and go to the
supermarket to buy some eggs. This engages various practices of workflow
planning, procurement, accounting and kitchen hierarchy, as well as the
way practices connect, the material arrangements and the practical intel-
ligibility of the people involved, all in aid of delivering a breakfast service
expected from a 4-star hotel. The kitchen porter’s supermarket run can
become a persistent part of the hotel’s practice bundle to compensate for
the intermittent food deliveries.

If we take strategic management to be about generating a pattern in a
stream of actions (Mintzberg & Waters, 1985), the practice bundle that
is the organisation has the ability to take care of that all on its own,
even when fluctuations and disturbances need to be dealt with. All is
well if this activity is what is generating preferred outcomes. However,
it is not uncommon that the practice bundle that is the organisation is
creating problems and issues rather than solutions, and something needs
to change. Such an intervention would require what Schatzki (2019)
labelled as “governance”: the “intentional shaping, directing, or making a
difference”(93). Strategy implementation then is about intervening in the
bundle of practices and material arrangements, i.e. in the ongoing process
that is the organisation, in order to direct the process towards preferred
outcomes. For this, Schatzki (2015) developed the notion of “avenue of
access”.

An avenue of access is a possible “action chain” involving a range of
practices including those targeted for change and those that are connected
and implicated (Schatzki, 2015). An action chain is one of the forms by
which practices connect (Schatzki, 2002). With a practice described as “a
nexus of actions” (71), an event is one of these actions. An action chain
appears when events react to events, with practices connecting when these
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actions are from different practices. In effect, because of the reactions, an
action chain is where causality appears. Schatzki (2002: 41) understands
causality “as the relation of bringing about”. As was mentioned earlier,
essential to this understanding of causality is that it appears only if there
is a reaction. There is not anything in what triggers the reaction, which
makes it inevitable that something has to happen as a consequence. It
is the other way around. That what happens as a consequence happens
because there is a reaction to what happened. Whether this reaction
happens is decided by or built into whoever or whatever reacts. An egg
solidifies as a reaction to heat. An egg does that because of the chemistry
of the egg. Heat has the opposite effect when ice reacts to it. A chef in
a hotel reacts to a breakfast order of two eggs on toast by putting a pan
on a hot stove, breaking two eggs, and by adding the contents with some
butter to the pan, and by putting a slice of bread in a toaster.

Because of the indeterminate nature of human activity, the chef can
react differently if she wants to. She can boil the eggs, do nothing or even
walk out. Although being informed by how practices are structured and
prefigured, it is her own practical intelligibility that tells her whether and
how to react at that moment in time. Practical intelligibility understood
in this way is part of the argument why human activity is indeterminate.
Nevertheless, because practices in the organisation’s bundle are connected
to each other and also link with practices in the wider practice plenum,
events through causality appear as action chains (Schatzki, 2002, 2019).
On the one hand, the fundamental indeterminacy of human action can
make such activity chains rather haphazard. On the other hand, the persis-
tence of practices and the recurrent patterning in the (re-)actions that
appear are a pre-requisite of the social phenomenon of the organisation
to occur. The result is that somebody can book a room with a hotel on
a booking website and have the confidence that on arrival a room will be
available. If the box to include breakfast has been ticked, then the guest
can also be confident that an egg will be fried in the morning.

The notion of “avenue of access” makes use of action chains as these
are occurring. It allows us to explore the efficacy of what can be identified
as dedicated implementation practices. The first thing to recognise is that
implementation practices are interventions in the ongoing process that is
the bundle of practices and material arrangements by which the organ-
isation exists and performs. The indeterminate nature of human activity
makes that there is no guarantee that an intervention involving an imple-
mentation practice will result in the effect that was desired. However,
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the ordered but fluent process by which an organisation performs and
persists can also harbour the possibility of an action chain that poses
as an “avenue of access” because it connects an implementation prac-
tice through a sequence of events with some targeted practices where a
change is needed. If such an avenue appears, it would be very specific to a
particular organisation at a certain time in a certain place, posing as what
is commonly referred to as a window of opportunity.

For instance, if the hotel is part of a hospitality conglomerate and top
management has made the strategic decision to become more efficient,
the kitchen porter’s supermarket run to stock up on missing food items
because of the intermittent food deliveries would be an obvious target
to save some costs. Buying food ingredients at supermarket prices on a
regular basis quickly adds up and will eat into the hotel’s thin margin
quite easily. There is a whole action chain that probably starts with the
centralised procurement department that manages the contract with a
national food service company who supplies every hotel that is owned
by this larger hospitality conglomerate. The action chain includes the
food service company having to manage the logistics of sourcing eggs
and other ingredients and getting it delivered in the required quanti-
ties at the right time to every hotel that is covered by the contract. The
action chain also includes local hotel management who have to keep track
of food ingredient usage and food waste while hotel occupancy varies
daily in order to communicate with the food service company about what
the kitchen needs on a day-to-day basis. And this action chain interacts
with the material arrangements that are present and involves the practical
intelligibility of all those participating. It is in this action chain that one
or more practices need to be targeted, with an implementation practice
having to link up through an avenue of access that includes this action
chain but extends across various hierarchical and coordination practices
by which procurement, logistical and kitchen practices can be accessed,
all in order to stop the daily early morning supermarket run.

The Efficacy of Implementation Practices

There are a number of implementation practices that are common to
the various strategy implementation frameworks that have been devel-
oped over the years (e.g. Ansoff & McDonnell, 1990; Hrebiniak & Joyce,
1984; Okumus, 2003; Thompson et al., 2019). One of these implemen-
tation practices is about re-designing/re-structuring the organisation in
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line with a newly formulated strategy. Business Process Re-engineering
(BPR) as an implementation effort, for instance, centres on organisa-
tional re-design (Hammer & Champy, 1993). The activity that comes
with this implementation practice boils down to telling people what job
they are supposed to do and how they have to do it. People are told
about this by way of job descriptions and organisation charts. In terms of
Schatzki’s (2002, 2019) practice theory, job descriptions mostly concern
the rules part in the practice structure. A job description in effect is a set
of rules, directives and instructions telling somebody what actions should
and should not be taking place. Nonetheless, the general and practical
understandings as well as the targeted practices’ teleoaffectivity have to
be reflected in the job descriptions and in the organisation chart for these
to make any sense. Organisation charts sketch out who is responsible for
certain practices and how these are to link up. The organisation chart
also indicates what the material arrangements are because it informs the
resourcing that allows for the people to do their jobs.

Furthermore, it is the practices that are being subjected to a re-design
attempt, which have to respond to the “organisation design” practice for
it to be effective. Whether this happens depends on what is going on with
the targeted practice, the interactions with the material arrangements and
with other practices to which the targeted practice connects, and with the
people’s practical intelligibility. The organisation chart as well as the job
descriptions should take the prefiguration into account for the re-design
to make it feasible. The people’s practical intelligibility will be telling them
whether to change. To prevent the hotel porter’s daily supermarket run
from ever happening again, the job description could be tightened up
to exclude any procurement activity. But to make that work, something
also needs to be done about the intermittent food deliveries. The general
understanding that this is a 4-star hotel that has to deliver a 4-star break-
fast experience tells all the people involved in this that you cannot afford
to run out of eggs, no matter what job descriptions have been formu-
lated for kitchen porters. And because she cares, chef will sent out the
hotel porter to buy eggs if they have run out.

To address the intermittent food deliveries, one or more practices need
to be targeted in the action chain that involves the hotel chain’s procure-
ment department, the food service company and local hotel management.
They could consider replacing fresh eggs with egg powder to deal with
the fluctuations in demand for breakfasts in the morning because hotel
occupancy varies so much on a day-to-day basis. Egg powder can be
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stored over longer periods and it is therefore easier to stockpile in a
hotel kitchen and have it continuously available. This would compen-
sate for the intermittent food deliveries. An alternative would be to
improve yield management and to vary room rates depending on occu-
pancy to have roughly the same number of guests using the hotel every
night and consequently even out the demand on the kitchen, especially
if room rates would always include breakfast. With less variability with
regard to how many breakfasts need to be prepared every morning, food
orders and delivery would settle into fixed quantities, which would make
procurement and logistics better manageable. Other options could be
contemplated but when these are, their avenues of access would need
to be part of the considerations. The two options here already demon-
strate how the various practices that are targeted are connected through
action chains. By looking into the detail and into the extent to which the
action chains pose an avenue of access, the feasibility of each option can
be assessed.

Additionally, the avenue of access also has to include the practices by
which an option is to be put into effect, i.e. the actual intervention.
Apart from the intervention practice itself—which is the “organisation
design” practice here—there are further management and coordination
practices by which the connections are to be made. The egg powder
option requires communication with kitchen staff to prompt alterations
to their cooking practices so that fresh eggs can be replaced with egg
powder. To assess the effectiveness of this action chain, the reaction on
the basis of the practical intelligibility of the kitchen staff, with them being
informed by the cooking practices that they undertake and the material
arrangements with which these practices interact, is paramount to assess
whether egg powder is a viable alternative to fresh eggs, especially because
replacing fresh eggs with egg powder changes the material arrangements.
A similar consideration needs to be made with regard to the yield manage-
ment option. It requires communication with hotel marketing and sales
staff to prompt them to vary rates on the basis of occupancy levels. This
intervention also links into the booking practices of would-be guests,
expecting that price is a deciding factor in their practical intelligibility.
Again, it is practical intelligibility in combination with practices’ structures
and the material arrangements, which inform them how the feasibility of
the yield management option will play out. What this illustrates is that
an avenue of access on which the efficacy of an implementation practice
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relies is very specific and local to the organisation in which strategy is to
be implemented.

Similar arguments apply to implementation practices like “incentivi-
sation”, “monitoring and control”, or to “culture” interventions. The
assumption with the “incentivisation” practice is that activity that is in line
with a formulated strategy is rewarded, mostly in financial terms. From
Schatzki’s practice theory perspective, it directly intervenes in the general
understanding of the practices in the bundle, which are targeted, with
an expectation that the purpose of each practice by and large is about
making money by those who are involved in them. Furthermore, incen-
tivization as an implementation practice can be criticised for making the
affect in practical intelligibility rather one-dimensional by dismissing any
other reason than money as to why it matters to people to engage in
a practice. An avenue of access could be present if the general under-
standing of the practices is mostly about financial rewards. Incentivisation
would struggle to generate a reaction that helps to realise a strategy if
people’s affect is about non-financial rewards. If incentivisation would be
an implementation practice in the hotel that wants to replace fresh eggs
with egg powder and kitchen staff care more about preparing good food
than about getting top dollar, incentivisation would not generate much
of a reaction. If it does, it could skew general understanding away from
preparing outstanding food for a 4-star breakfast experience and towards
a “what-is-in-it-for-me” culture.

A number of implementation frameworks include the practice of
changing an organisation’s culture by propagating a set of shared values
and understandings that support the strategy. Shared values and interpre-
tations also chime with notions like mission and vision, which have been
assigned a role in keeping empowered employees in check in organisa-
tions that are designed as “agile”. Such “culture intervention” practices,
by limiting the notion of organisational culture to shared interpretations
and values, target the general understanding of practices in the bundle
by which the organisation exists. The incentivization practice in effect has
been elaborated as a “culture intervention” practice just now in as far that
it propagates a specific shared value about the importance of money.

Alternatively, the hospitality conglomerate can have been advised by
PwC or McKinsey to become an “agile” organisation. In doing so,
kitchen staff in every hotel have been empowered to run their kitchens as
they see fit but within the confines of a mission statement and an overall
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vision. With efficiency becoming more important, these could be refor-
mulated to now state that the hotel is 4-star but also should be run on a
tight budget. The solution to have the kitchen porter do an early morning
supermarket run to stock up on eggs is a manifestation of the chef having
felt empowered enough to solve a local problem with regard to delivering
breakfasts in line with the 4-star rating of the hotel. A re-stated vision and
mission that now also emphasises frugality would prompt chef to re-think
this solution. In effect, the reformulated mission and vision has impli-
cations for practical understanding and for teleoaffectivity because the
understandings and values that are being put forward refer to a specific
but different way in which practices are to be done.

The expectation is that such explicitly reformulated values and interpre-
tations are to become part of the practice structure. Again, the efficacy
of such an intervention is a matter of the reactions that happen, with
these reactions just as easily being the opposite of what was intended
and the propagated shared interpretations and values getting an ironic
ring to them. This mostly depends on the practical intelligibility of the
people who are targeted with a culture intervention, which on this occa-
sion includes kitchen staff who have been empowered to marry frugality
with a 4-star breakfast service. They might find a way that avoids egg
powder and dispels the need for a daily supermarket run. They might not
and ignore the newly formulated mission and vision. A “culture” inter-
vention can and should be more sophisticated than simply forcing shared
interpretations and values on a supposedly empowered workforce. Aiming
for dialogue and enhanced mutual understanding by way of a process
of, for instance, Organisation Development or Large Scale Intervention
(French & Bell Jr, 1998) could work better but the same argument of
having to rely on an avenue of access applies.

“Monitoring and control” is an interesting implementation practice in
this respect. It is particular popular in the guise of the Balanced Score-
card (Kaplan & Norton, 2001). The idea is that a set of indicators can be
developed by which progress with regard to whether an intended strategy
is realised can be assessed, in the expectation that deviations of the trajec-
tory leading to realising the strategy can be picked up and measures put in
place to put everything back on track again. It is interesting from a prac-
tice theory point of view because it can be appreciated in two ways. One
way is about the reactions that might occur as a consequence of putting a
monitoring and control practice like the Balanced Scorecard in place. The
other way concerns the expected effects of the scores and assessments that
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are generated, especially, as is often the case, when the strategy that was
intended is not being realised.

The activity that takes place to establish indicators that are to be moni-
tored, and maybe even the monitoring itself, on its own can invoke
reactions. In a way, this would be a variant of the supposed Hawthorne
effect (Roethlisberger & Dickson, 1939) with attention being paid to
what people are doing having an effect on how they are doing things. If,
for instance, hotel kitchen staff activity is being scrutinised for measure-
ment opportunities, then what they show as being observable might be
different to what they normally do because they are being scrutinised.
They might hide the supermarket run because they know it has been
prohibited but still do it to safeguard their food supply. Or the measure-
ment might actually capture what it intends to capture. The reaction
to the monitoring and what the score on the scorecard turns out to
be, is a consequence of the conjunction of the practice structure that is
being monitored, of how this practice is prefigured as it relates to other
practices and interacts with the material arrangements, and the practical
intelligibility of the people involved in the practice.

The control part of the practice assumes that any deviation of the
trajectory towards realising the intended strategy, once exposed, will lead
to a corrective measure. From a practice theory point of view, such a
mechanism is not a matter of course. Similar to the reaction to the moni-
toring, any control effect is a matter of how the practices about which
this information is gathered will react to any such deviation when it is
being revealed. This information can be ignored; it can be acted upon in
that something about these practices will change. However, this change
does not automatically direct all activity towards realising the intended
strategy. Whether that happens or not, again, is a matter of how practices
are structured and prefigured, and of people’s, practical intelligibility. As
with the other implementation practices, “monitoring and control” prac-
tice efficacy depends on how it connects with other practices through an
“avenue of access”. Probably for this reason, Kaplan and Norton (2001)
present the balanced scorecard among a suite of other implementation
practices because for monitoring and control to have an effect, at least
it needs to connect with the other implementation efforts, although the
overall effect depends on the presence of avenues of access across the
wider organisation.

The practice of strategy formulation tends not to be seen as an imple-
mentation practice but rather as a practice preceding implementation
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activity. Intriguingly, the argument can be made that similar to moni-
toring above, the practice just happening can invoke a reaction. Just
talking about what the strategy could be or should be can be picked up
in other practices. Kitchen staff who catch a rumour that hotel manage-
ment is considering replacing fresh eggs with egg powder could create an
uproar because they feel that it makes it impossible to provide a 4-star
breakfast experience. The only eggs that can be prepared for breakfast
with egg powder are scrambled eggs. It would preclude serving fried
eggs, poached eggs, boiled eggs or the proverbial 4-star breakfast of Eggs
Benedict. However, the dialogue that could ensue between kitchen staff
and hotel management about kitchen practices could lead to kitchen staff
learning about the hotel’s thin margins and the need to be frugal with
food ingredients, and to minimise food waste. Strategy formulation is
more of a “saying” than a “doing” when it comes to appreciating it as
a practice (cf. Schatzki, 2019). Because it can be linked to an avenue
of access or action chain by which a pattern in a stream of actions is
changed, strategy formulation can be understood as being an imple-
mentation practice as well. Top management who are aware of strategy
formulation already invoking reactions and contributing to strategy as it
is being realised could be using this practice as such.

In summary, utilising Schatzki’s Theory of Practice, strategy implemen-
tation turns into a collection of implementation practices in which efficacy
is a matter of the reactions it generates in other practices in and beyond
the organisation’s bundle. The intervention needs to target specific prac-
tices that by themselves are part of an action chain, with the desired
effect heavily dependent on how the targeted practice through the action
chain of which it is part generates the desired effect. Additionally, prac-
tices that are targeted for deliberate change have to be accessible through
an action chain themselves. All of these action chains make up a specific
and essentially localised infrastructure of change that only appears as
practices—with their practice structures and being prefigured by intercon-
nections and material arrangements—line up and combine with people’s
practical intelligibility so that the action chain triggered by the imple-
mentation practice invokes the desired reaction in the targeted practice.
Avenues of access are highly contextual because these appear only if all
the elements that are required line up and happen to be in place (Table
4.2).
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Table 4.2 Implementation practices

Implementation practice Intervention Considerations

Job description Specifies the rules in the
practice structure of the
practices that are part of a job

Job content needs to
consider practical
intelligibility of job
holders as well as
prefiguration of practices
that are part of the job
Job content has to reflect
teleoaffectivity and
material arrangements of
practices that are part of
the job

Organisation design Specifies how practices in the
bundle connect, who should
be involved and what material
arrangements are required

Design needs to consider
practical intelligibility of
position holders as well as
prefiguration of practices
that are part of the design

Incentivisation Emphasises financial rewards in
the general understanding of
the practices in the bundle

Struggles to be effective if
people’s practical
intelligibility is mostly
non-financial

Culture Specifies the general
understanding and the rules of
the practices in the bundle

Has to chime with
people’s practical
intelligibility

Monitoring and control Signals what general
understanding is expected

Has to chime with
people’s practical
intelligibility and needs to
take into account how
practices are prefigured

Strategy formulation Signals what general
understanding is expected

Has to chime with
people’s practical
intelligibility and needs to
take into account how
practices are prefigured

Conclusion and Some Practical Implications

We approached strategy implementation from a strong process perspec-
tive utilising Schatzki’s (2002, 2019) Theory of Practice. In doing
so, strategic management is being understood as a continuous imple-
mentation process in which implementation practices aim to direct an
organisation onwards on a continuous journey by which a pattern in a
stream of activity is realised (Mintzberg & Waters, 1985). In this way,
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even strategy formulation can be appreciated as an implementation prac-
tice. Bearing in mind the indeterminacy of human activity, the efficacy of
implementation practices can be gauged by way of the presence of avenues
of access that connect the implementation effort with targeted practices.
Such avenues are highly contextual in that they are sensitive to time and
place. We can also expect avenues of access to open up and close down as
the process moves on.

Consequently, implementation practices that have been put forward
like designing an appropriate organisation structure, establishing an incen-
tive scheme, changing the organisational culture, empowering people or
monitoring and control cannot be expected to have universal applicability.
Whether these have an effect is place and time sensitive and depends on
the reactions that are triggered. There is no intrinsic causal force associ-
ated with any implementation practice that makes that certain effects can
always be anticipated. Any anticipation of effects has to take into account
the whole practice bundle, the practice’s persistence, the prefiguration and
the practical intelligibility of the people involved.

As with every practice, implementation practices have a practice struc-
ture in that there is practice understanding, general understanding and
teleoaffectivity, and there are rules. Implementation practices are also
prefigured in that their feasibility depends on how they connect to other
practices and how they connect to material arrangements. The highly
contextual nature of avenues of access in effect refers to the prefigura-
tion aspect of implementation practices and indicates the fragility of their
efficacy.

Using Schatzki’s theory of practice also highlights the importance
of managers and their role in the process, especially when we consider
the role of their practical intelligibility. The practical intelligibility of top
managers, with them often put at the centre of an organisation’s strategic
management effort, can be seen as essential in disentangling the mutual
implication of the organisation as a bundle of practices and strategy as a
pattern of actions. What this chapter tells us is that strategic management
requires managers to always be critical and self-reflective about what is
going on and how they go about doing management (Sminia, 2022). Top
managers’ individual affect and teleology is pivotal for them to appreciate
what is happening with the organisation and seeing a necessity to inter-
vene in what is going on or not, as well as being able to see it through.
However, affect in particular is only recently being recognised as being of
consequence in management and organisation (Gherardi, 2019).



4 IMPLEMENTING STRATEGY AND AVENUES OF ACCESS … 85

Within the practice structure, practical understanding is particularly apt
from the perspective of this chapter because the argument that has been
put forward here indicates that this practical understanding has to include
an appreciation of Schatzki’s practice theory and particularly the notion of
avenue of access. Having an appreciation of how the efficacy of an imple-
mentation practice is a matter of avenues of access would be an essential
element in the know-how of strategy implementation. This is not to say
that strategic managers should become experts in Schatzki’s Theory of
Practice. However, it might supply a vocabulary and a frame of refer-
ence, or at least a basic sense for understanding what is going on. What
is of particular importance for understanding what is going on is that the
practical applicability of any strategy tool or theory is not inherent in the
tool or the theory. There is no universal applicability. Instead, usefulness
and efficacy are born out of the specifics of the situation in two ways.
Firstly, whatever a manager does, its effect is a matter of the reactions
that it generates, not a consequence of some inherent power in the tool
or method that has been used. Secondly, a manager can and needs to
consider any intervention in the ongoing process by which an organisa-
tion exists in relation to the appearance of an avenue of access that links
the intervention with the effect that needs to be generated.

Furthermore, this take on strategic management as effectively being
a continuous implementation process urges managers to show some
humility, firstly, because an organisation will realise a strategy because the
process will be happening anyway, despite or in spite of what a manager
does or does not contribute. In a way, this practice approach to strategy
tells managers that in many instances they could and should trust the
process for sorting itself out. Secondly, if they choose to intervene, they
should be aware that to successfully implement strategy, their activity
must invoke a reaction of the actual practices and actions that configure
the organisational doings. Simply formulating a desired strategic posi-
tion, identifying a strategic capability, stating the required culture through
visions and missions, designing an organisational structure or acquiring
new tangible assets is not enough to safeguard an organisation’s viability
and success. Whether any of this has any impact is a consequence of the
reactions it generates. Chances are that whatever happens next is a circum-
stantial alignment of many factors. Attributing it all to the brilliance of a
strategist is just another instance of what has been labelled the “romance”
of leadership; of wanting to understand achievement as a consequence
of deliberate managerial activity (Meindl et al., 1985). Practical strategic



86 H. SMINIA AND F. V. SALINAS

managers should primarily be focused on the avenues of access that pose
as affordances (Gibson, 1979) as these open up and close down, to have
interventions ready to be activated if and when this is required.
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CHAPTER 5

Strategy Implementation and Organisational
Change: A Complex Systems Perspective

Czesław Mesjasz

Introduction

The relations between strategy and organisational change constitute one
of greatest challenge of management theory and practice. It is espe-
cially important since the low level of success in strategy implementation
has become almost a mantric observation in multiple publications in
strategic management, for example (Busulwa et al., 2019; Okumus,
2003; Hrebiniak, 2006; Kaplan & Norton, 2008; The Oxford Hand-
book…, 2016). Therefore, it is not incidental, that similarly as in other
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areas of management, it was expected that new domains of knowledge
such as cybernetics, systems thinking developed in the 1950s and 1960s
and broadly defined complexity studies originated in the 1970s, would
provide instruments for a better understanding of the interrelationship
between strategic management and organisational change.

It is mirrored in the literature referring to strategic management
and organisational change published since the 1950s. As examples, the
following works can be quoted—strategic management (Ansoff, 1965),
change and cybernetics (Beer, 1957), strategic management, change and
systems thinking (Emery & Trist, 1965). The publications in the 1960s
and 1970 were not numerous. The applications of complexity-related
research in theory of strategic management organisational change have
become one of decisive factor of development of theory and practice of
management since the 1980s (Allen et al., 2011; Boulton et al., 2015;
Stacey, 1996, 2000; Stacey et al., 2000; Stacey & Mowles, 2016).

One of the most challenging problems in relations between strategic
management and organisational change is strategy implementation. In
the initial concepts of strategic management, the implementation was
treated just as an easily identifiable stage of the decision-making process:
strategic analysis—strategic decision—strategy implementation. Following
the development of economics and management, such an idealised
picture became too simple. However, even when the intricacy of rela-
tions between strategy and organisational change is borne in mind, the
transfer of results of decisions concerning changes of organisation, or in
a broader sense, interaction of those two processes still is a source of
multiple questions and doubts.

There are two research problems of the studies of interrelations
between strategy implementation and organisational changes. The first, a
more precise identification of those interrelations, and the second, iden-
tification of the factors of determining effectiveness of those interactions.
In the modern theory and practice of strategic management, the process
of development of strategy built on learning, adaptation and coevolu-
tion with non-linearity as a determining factor of its dynamics creates an
additional hurdle in studying these interrelationships.

In the literature, a superficial divide can be observed. Some sources use
the term strategy implementation examples, while the other tilt towards
the concept of strategy execution examples. A closer look shows that
in most cases these terms are treated as synonymous (Hrebiniak, 2005,
2006).
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In spite of this terminological and theoretical divide, there is a
need to study the interrelationships between strategy implementation
and organisational change. Bearing in mind the impact of the applica-
tions of broadly defined complexity-related ideas on management theory,
including, strategic management, the following question is arising: What
is the impact of complexity-related ideas on a better understanding of
the interrelations between strategy implementation and organisational
change? These interrelationships are described with the concept of inter-
face (Zubac et al., 2021) and they are defined in a more detailed way in
the remainder of the paper.

The main research question can be decomposed into the following
partial questions:

1. What are the interpretations of strategy implementation under the
circumstances in which both strategy development and organisa-
tional change are interpretated as cyclical adaptive processes?

2. How have the ideas from broadly defined complexity-related studies
been helpful in gaining a better understanding of the interrelations
between strategy implementation and organisational changes?

3. What are the main advantages and disadvantages of those applica-
tions?

The study presented in this chapter aims at giving preliminary answers
to the above questions. In addition to the traditional arguments favouring
applications of complexity-related ideas in management the argument
about time perspective can be added. The status quo of applications of
complexity-related ideas in management allows for a more cautious assess-
ment than was possible, say, in the 1990s and in the beginning of the
twenty-first century when fascination of chaos and complexity theories
too often led to excessive and naïve expectations.

The study is prepared with full awareness of terminological problems
occurring in theory of management. Obviously, it will be pointless to
strive for unequivocal definitions and interpretations but in the era of
dominance of constructivist approach in management, it is not possible to
fall into an opposite trap of terminological carelessness and negligence. A
range of fundamental terminological doubts must be clarified in advance.
Firstly, due to a multitude of definitions and interpretations of the terms
applied in the studies of strategy and organisational change, instead of
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using the term definition, the term interpretation is applied. Secondly,
the research dealing with various interpretated notions of complexity
is so broad and differentiated so for the sake of clarity two terms are
used: complexity-related ideas and complexity studies. Most significant
terminological nuances are explained in the further part of the chapter.
Due to the terminological clarity, the term organisational change is used
consistently throughout this chapter.

The final formal introductory remark concerns the literature. Strategic
management and organisational change were discussed in almost
uncountable sources of various rank and scope of impact. In this survey-
like introductory study, a necessary selection of sources had to be made.
Usually such a selection could lead to omission or redundant quotes but
it is an unavoidable aspect of modern management research affected by
information overabundance.

The main method of research was a classical literature survey. It was
selected purposively with a full awareness of availability of various methods
of text mining and meta-analysis. Such analyses of a large number of
publications are helpful when topics are well-defined and widely applied.
This chapter embodies a preliminary study in which counting the occur-
rences of words in titles, abstracts and texts would be too superficial and
useless. It is not a systematic survey but just a collection of representative
examples.

The structure of the chapter is as follows. In the first part, strategy
and interpretations of organisational change are described. The second
part embodies the proposal of a simplified typology of interpretations
of complexity-related ideas. In the third part, examples of applications
of complexity-related ideas in the studies of relations between strategy
implementation and organisational change are surveyed and preliminarily
assessed.
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Strategy and Systemic Interpretations
of Organisational Change

Systemic Interpretations of Organisational Change

Change constitutes an important attribute—if not an element when seen
in a constructivist perspective, of every social system, including artifi-
cially created purposive organisation.1 Change is an intuitive concept thus
instead of presenting attempts to define it in a classical way, it is more
useful to enumerate its characteristics. As a conceptual background, a
broad systemic interpretation is applied. In this interpretation, organisa-
tion is always treated as a system. This comment may seem self-evident
but it is added here as to prevent the misunderstanding in which a
dichotomy between systemic and processual interpretations of organisa-
tion is exposed. In the ultimate case, in processual interpretation, the
organisation can be also viewed as a system of processes.

In the broadest systemic sense, the change of organisation can be
depicted with the following characteristics:

• the relation between observer-participant and organisation in
defining organisation—objective, subjective and intersubjective,

• definitions of organisations,
• the borders of organisation,
• interactions between organisation and its environment (mutual influ-
ence),

• causes of changes of organisation—external and internal,
• the aims of change of organisation,
• the structural elements and subsystems of organisation and the
patterns of their changes organisation structure, motivation system,
IT system, manufacturing system,

• changes of characteristics of elements and subsystems, e.g. changing
patterns of behaviour of employees, their qualifications, motivation,

• phases of processes of change at each level of organisational hierarchy
(classical structures and networks),

1 Without definitional and philosophical considerations and using simple intuitive inter-
pretation, it is assumed that the term change treated as an event or process means cause of
difference observed over time in a specific feature of an observed object. As an inspiration
for this interpretation, a more precise definition of intuitive interpretation of organisational
change can be found by Van de Ven and Poole (1995: 512).
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• continuity/discontinuity of the processes of change at each level of
organisational hierarchy (classical structures and networks),

• relations between the changes of elements and changes of the entire
organisation,

• time horizon and scope of change—strategic, tactical, operational,
• scope of change—partial (selected elements and subsystems) and
complete (whole system),

• scope of difference between the initial and the final state of charac-
teristics describing organisation, its elements and subsystems,

• scope of controllability of organisational change—controlled, spon-
taneous (emerging) and mixed,

• psychological aspect of change—change of mental models, cognitive
patterns, motivation of stakeholders of organisation,

• cultural change—change of individual cognitive patterns and change
of collective cultural norms,

• change of physical infrastructure of organisation.

Looking from a systemic point of view, a large variety of interpreta-
tions of organisational change can be proposed. This phenomenon seems
understandable because of two reasons. First, the economic development
was accompanied by different patterns of organisation of manufacturing
and management. Second, in order to understand better the changing
patterns of business organisation, inspiration was sought for in technology
(classical management) and collective phenomena in physics, chemistry
and biology. This variety of interpretations of organisational change was
perceived as something natural after the observation of Morgan (1986)
that organisation can be depicted with various metaphors.

Staying on the ground of systemic understanding of organisation and
taking into account the impact of complexity studies, the following
typology of interpretations of organisational change can be proposed:

– planned change as an instrument of improvement of organisation,
– specific (functional?) interpretations,
– universal interpretations,
– interpretations deriving from cybernetics and classical systems
thinking,

– interpretations deriving from complexity studies.
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Planned Organisational Change
The ideas of planned change stemmed from the need to enhance perfor-
mance of organisation and to accommodate it to the changing environ-
ment. They are usually labelled as linear, goal-oriented, including clearly
separable stages, rational and based on the decisive role of managers
and/or other influential actors within the organisation.

Usually as the first attempt to develop a process of change, Lewin’s
ideas of freezing and unfreezing are quoted (1947). The majority of
linear concepts of organisational change were developed in the 1990s,
e.g. “power tools for change” (Grundy, 1992), “Ten commandments”
(Kanter et al., 1992), “Eight steps to transforming your organization”
(Kotter, 1996). Later some of them were developed into more flex-
ible approaches in which the growing complexity of organisation and
complexity and uncertainty of the environment was considered, e.g.
Kotter et al. (2021).

Specific Interpretations
One of most popular and influential typologies of organisational change
was developed by Van de Ven and Poole (1995). The ideas presented
in this paper were later refined and extended by Van de Ven and Sun
(2011). They proposed four universal ideal-type processes of change
treated also as developmental processes which are applicable in the
studies of organisational change. The authors use the terms theory and
model interchangeably: teleological theory (planned change), life-cycle
theory (regulated change), dialectical theory (conflictive change) and
evolutionary theory (competitive change).

The teleological theory—planned change, is derived from the assump-
tion that the purpose is the final cause for guiding movement of any
entity. It means that an entity having its final state is purposeful and
adaptive. The process of change, or in a broader sense, development,
includes the following phases: goal formulation, implementation, evalu-
ation and modification of goals based on what was learned or intended
by the entity which can be an individual or any collectivity. This adap-
tive process is not sequential due to the learning loops. In some cases,
the path of achieving the goals may be different as it is expressed in the
concept of equifinality developed in systems thinking (Bertalanffy, 1968:
131). The process of change can be perpetual since the goal is not viewed
as the state of equilibrium.
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The life-cycle theory (regulated change) is built on the metaphor of the
living organism for which the change is imminent. The linear sequential
and deterministic process embodies all stages from the initiation to the
termination of existence of an entity. Each stage determines the following
stage and there is no possibility for any kind of learning. This theory is
relevant to organisations, products and projects.

The Hegelian assumption of colliding forces: thesis-antithesis-synthesis
constitutes the point of departure of the dialectical theory (conflic-
tive change). The organisational entity exists in a pluralistic world of
colliding events, forces and contradictory values, both inside and outside
of the organisation. In dialectical process theory, stability and change are
explained by reference to the balance of power between opposing entities.
Change is occurring when one of those values, forces and events gains
sufficient power to undermine the status quo. Although the concept is
rooted in the Hegelian triad, it is not assured that dialectical conflicts
lead to creative syntheses.

The evolutionary theory (competitive change) refers to classical biolog-
ical evolutionary theory but not in an isomorphic sense. The concept
of evolution is focused on cumulative changes in structural forms of
populations of organisational entities across communities, industries or
society at large. Similarly, as in biology, the change embodies continuous
cycles of variation, selection and retention. The main object of interest
is organisations which change their structural properties (variation) and
then they are selected by the mechanisms of market competition. As a
result, they can find their environmental niches. Retention serves to coun-
teract the self-reinforcing loop between variations and selection. In this
theory, evolution explains change as a recurrent, cumulative and proba-
bilistic progression of variation, selection and retention of organisational
entities.

The presentation of the four theories is extended with the metatheories
referring to different cycles of events, the concepts of generating mech-
anisms called “motors”, different units of analysis and different patterns
of change. The above theories are split into two broader types: first-order
change and second-order change. According to the first-order change,
processes of change are building on what has gone on before or change
within an existing framework that produces variations on a theme. The
processes that produce these variations are prescribed and predictable
because they are patterned on the previous state. The life-cycle and
the evolutionary theories belong to this type of prescribed change. The



5 STRATEGY IMPLEMENTATION AND ORGANISATIONAL CHANGE … 97

second-order change is in some sense constructive, meaning that there
is a conscious break with the past situation basic assumptions or frame-
work. The level of predictability is lower but the change is more genuine.
The teleological and dialectic theory are assigned to the second-order
(constructive/emergent) change.

Universal Interpretations
Organisational change can be perceived in a broader perspective that gives
an additional point of departure for a deeper understanding of a great
variety of ideas associated with the theory of organisational change. Two
examples of such a broader approach have been selected in order to show
the scope and intricacy of the universal theoretical concepts and of their
relations.

As the first, the typology of philosophical foundations of organisational
change developed by Graetz and Smith (2010) can be recalled. In this
study, only the ideas drawn from their paper are referred to, not from
the book published a year later (Graetz & Smith, 2011). After criticising
the abovementioned, traditional, simple concepts, they argue that 10
broader interpretations exploring prescriptive functions of metaphors can
be helpful in a deeper understanding of organisational change by identi-
fying the relations between various theories of change. For the purpose of
our study, this typology is modified. The philosophy of change associated
with cybernetics, systems thinking and complexity studies constituting
the main topic of our study is scrutinised in detail separately. Instead, a
constructivist philosophy is introduced because the postmodernist philos-
ophy of change included in the original typology of Graetz and Smith
should be explained with higher precision. It must be added that this
additional philosophy is introduced with a full awareness of discussions
about differences between constructivism and constructionism (Table
5.1).

The number and differentiation of theoretical concepts of change lead
to the question: What are the relations between those theories? Are they
competing or complementary, or perhaps, they are indifferent to each
other?

According to the authors of this typology, the multiple universal inter-
pretations of organisational change show that in the studies of change
several perspectives have to be applied (Graetz & Smith, 2010: 149–151).
In consequence of applications of various interpretations of organisational
change, two approaches are proposed—modularity and ambidexterity.
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Table 5.1 Synthesis of philosophical interpretations of organisational change

Philosophical interpretations of
organisational change

Characteristics

Biological Collective evolution—population ecology,
evolution of organisations, natural
selection, strive for effectiveness,
competition for scarce resources
Individual experience of
organisation—lifecycle, imminent and
progressive change

Rational (strategic) Process of change—rational and linear,
natural and universal patterns of change
Goal-oriented change, rational managers
who are pivotal for change

Institutional Change is a function of transforming
industrial landscape (institutional
environment)
External stimuli for change leading to
homogeneity of industry

Resource Organisational change deriving from
search for necessary resources
Change begins from identification of
necessary resources
Possibility of acquisition of scarce
resources and not the impact of
environment determines organisational
change

Contingency perspective Explanation of organisational change
from a behavioural perspective concerning
managers who have to identify the best
fit between internal conditions and the
environment in order to achieve
maximum efficacy
Impossibility of a proper identification of
all factors leads to increased uncertainty

(continued)

Modular organisation is defined as composed from elements performing
different functions. In consequence, modularity allows for independent
evolution of elements. Organisations can be also ambidextrous unifying
hierarchical structure and networks.

In another typology, Dooley (1997) proposed three universal
approaches to organisational change, which he treats as paradigms:
systems theory-based, evolutionary and information processing. In the
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Table 5.1 (continued)

Philosophical interpretations of
organisational change

Characteristics

Psychological Continuation of tradition of Kurt Lewin
Individual and personal experience are
the main determinants of organisational
change
Organisational change is determined by
individual emotions, feeling and learned
slowing down of pace
Dealing with organisational change was
included in the concept of organisational
development

Political Organisations are political systems with
power games, coalitions and conflicting
interests
Conflict as a decisive factor driving
organisational change
Change managers must skillfully deal with
the internal power system in the
organisation and with external factors
Results of organisational change are
uncertain

Cultural Organisational change is treated as
changes of organisational
culture—unconsciously determined
patterns of behaviour
Collective experience, norms and
behaviour as elements of prolonged
organisational change
Cultural change can be natural and also
imposed as an instrument for determining
motivation of managers and employees

Postmodernist Change is a function of reality
constructed by actors associated with the
organisation
Departure from modernist, industrial and
post-industrial society
The language of description of
organisation is decoupled from real
experience
Increased role of knowledge as a
determinant of power
Power perceived not as a potential source
of rational imposition of change but as an
instrument of oppression and unjust
relations within and without the
organisation
Absence of overarching theoretical
approaches

(continued)
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Table 5.1 (continued)

Philosophical interpretations of
organisational change

Characteristics

Constructivist Associated with post modernism but
exposes the processes and patterns of
creating social systems
Concentrated on the ways/how
individuals and collectivities create an
organisational “reality”
Change as a social construct and
sensemaking
Necessity to consider relations between
subjectivity, intersubjectivity and
objectivity

Source own research based on (Graetz & Smith, 2010)

approach based on systems theory and cybernetics, the organisation is
treated as analogous to a living organism changing in a coevolutionary
process with its environment in order to maintain its equilibrium. In the
evolutionary, or population ecology-based approach, attention is given
to creation, diffusion and adoption of technical and managerial innova-
tion. In this approach, including also neo-Darwinian evolutionary model,
innovations are treated as memes (cultural genes) and the dynamics of
innovation diffusion are described as self-organising systems allowing
to compete successfully with other organisations. Change understood
as an effect of information processing and decision-making processes is
dependent on the limitations of rationality (bounded rationality) and
adaptation of the organisation to its environment is built upon second-
order learning. These three approaches presented here in a simplified
form have been used by Dooley to build the foundations for studying
change of organisations with the concept of Complex Adaptive Systems
(CAS). Similarly, as in the case of typology of Graetz and Smith (2010),
Dooley’s typology is treated as an example of context for implementation
of the CAS as a theoretical instrument for studying the relations between
strategy, strategy implementation and organisational change.

This collection of systemic interpretations of organisational change is
obviously not complete but it provides a point of departure for a better
understanding of applications of complexity-related ideas in the studies of
relations between strategy implementation and organisational change.
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Strategy and Organisational Change

The studies of relations between strategy and organisational change are
based on the idea of strategy process proposed by Mintzberg and Lampel
(1999) and Van de Ven (1992). The strategy process can be then treated
as interacting in various forms with the process of organisational change.

Additional explanation is also needed for strategic change. According
to Van de Ven (1992: 211), strategic change has been used to denote
“key” organisational changes. It is treated as being purposive and goal-
oriented. Strategic change has also been used to denote changes under-
taken to align an organisation with its environment. It can be also treated
in a processual framework. Analysis of relations between implementa-
tion of strategy of various levels and scope—strategic, tactical, operational
demands for further research. The above explanation of strategic change
is added to signal additional complexity of relations between strategy
implementation and strategic change.

From a broader systemic vantage point, the relations between strategy
and organisational change are determined by the following factors:

1. Type of strategy and the processes of its realisation.
2. Interpretations of organisational change.
3. Organisational change and strategic change.
4. The interface between the processes of development and implemen-

tation of strategy and organisational change.
5. Limited possibility of separation of the phase of strategy implemen-

tation from the entire strategic management process.
6. Patterns of interrelations between strategy implementation and

organisational change.

In consequence, the research area determined by the above factors is
very broad, including competing ideas, affected by the lack of clarity of
definitions and interpretations, and, last but not least, full of various dual-
ities, predominantly the paradoxes, e.g. the distinction between strategy
implementation and strategy execution.

The interrelations between the strategic management process and
organisational change process can be described with the metaphor of
interface. Zubac et al. (2021) proposed two interpretations of inter-
face. The Interface between strategy and organisational change (ibidem,
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p. 484) and the interface between strategy implementation and organisa-
tional change (ibidem, p. 482). Although the original concept of interface
concerns predominantly the latter relation, in a systemic study both
concepts must be given a more detailed interpretation.

The coevolutionary interface (Fig. 5.1) embodies all potential inter-
actions between strategy process and organisational change process. It
concerns both processes and all of their types—from linear to adaptive
and all their potential interactions. It must be underlined that only some
of the interactions are bi-directional, coevolutionary and even recursive
with feedback since in the most general sense those two processes are
constantly interacting with each other.

In some cases, the strategy implementation is traditional, one direc-
tional—strategy influences and determines organisational change. Zubac
et al., (2021: 482) reaffirms this property of the interface: “if strategy
implementation is defined as strategic decision-making processes ‘put into
action through the development of programmes, budgets and proce-
dures’ (Wheelen & Hunger, 2008: 16), while organizational change is
the application of behavioral science, specifically as the ‘planned devel-
opment and reinforcement of organizational strategies, structures and
processes for improving an organization’s effectiveness’ (Waddell et al.,
2011: 4)”. Under such circumstances, for purely operational reasons, this
more precisely defined interface can be treated as one-directional.

Fig. 5.1 Coevolutionary interface—strategy and organisational change (Source
own research)
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The above interpretations can be further specified and decomposed.
They can be treated as a conceptual background for studying the role
of complexity-related ideas in relations between strategy and organisa-
tional change. In this part, they are treated as the context for discussing
the interrelationships between strategic management and organisational
change, and relations between strategy implementation and organisational
change.

Complexity and Organisation:
A Multitude of Approaches

Since the 1960s management theory and practice have been devel-
oped under a strong influence of various areas of knowledge in which
interpretations of complexity and complexity-related concepts were origi-
nated—cybernetics, systems thinking, broadly defined complexity studies.
They have been used as mathematical models, analogies and metaphors.
It is well-known that mathematical models can be used for description,
explanation of causal relationships, prediction and in normative (prescrip-
tive) approaches but it must be remembered that analogies and metaphors
also can be applied for similar purposes.

First and foremost, we have to realise that there are not any commonly
accepted definitions of complexity. There were multiple attempts to
develop and to systematise definitions and interpretations of complexity-
related terms, e.g. 45 interpretations of complexity by Lloyd (2001),
attempts made in comprehensive synthetizing works (Bar-Yam, 1997;
Castellani 2021). Similar efforts have been made in the management liter-
ature (Allen et al., 2011; Boulton et al., 2015; Brown & Eisenhardt,
1998; Jackson, 2019; Stacey, 1996; Stacey & Mowles, 2016; Stacey et al.,
2000).

When discussing the role of complexity in management, we have to
take a broader perspective including not only the impact of complexity
science which has become popular since the 1970s but also the earlier
ideas and the ideas developed in other areas. The typology proposed here
in a simplified version refers to management but here it is tailored for
the studies of relations between the strategic management process and
organisational changes. The assumptions of the typology are as follows:
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1. It is based on the experience of applications of complexity-related
ideas in management which began with development of cybernetics
and systems thinking.

2. It embodies not the definitions but various interpretations of the
meaning of the term complexity.

3. The distinction between “hard” quantitative (computable) and
“soft” qualitative aspects of complexity is considered but for the use
in studying strategy implementation, the problems associated with
computability and complexity are left for further considerations.

4. The role of observer in defining complexity as a set of characteristics
of a system is taken into account.

Before presenting the typology, the following ideas are helpful
in ordering the research area so they can be preliminarily defined:
Complexity-related concepts which can be directly and indirectly asso-
ciated with variously defined complexity. As examples, such terms as
chaos, edge of chaos, emergence, feedback and self-organisation. All
more or less specifically defined areas of knowledge, they are labelled as
complexity-related studies. It is a significant simplification but it makes
their application in management more relevant to reality.

The proposed typology includes the following interpretations of
complexity.

1. Intuitive complexity.
2. Complexity is defined directly and indirectly in cybernetics, manage-

rial cybernetics, system thinking and in associated areas, e. g. systems
dynamics.

3. Complexity studies embodying quantitative and qualitative interpre-
tations of complexity.

It is neither possible nor necessary to present here all the defini-
tions. This typology is only a point of departure for presenting the
main concepts and some representative patterns of their applications in
management.
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Intuitive Complexity

The following distinctive features allow to treat the interpretation of the
notion complexity as intuitive (quantitative “hard” and qualitative “soft”):

• description of complexity with universal characteristics commonly
treated as intuitive, e.g. number of elements, differentiation of
elements and their states, number of interactions, hierarchy, etc.
(structural complexity),

• dynamics of a collectivity described with simple intuitive quantitative
and qualitative characteristics—speed of change of elements, of their
interactions and of the whole collectivity, growth, decay, dissipation,
uncertainty.

Complexity and Cybernetics

Cybernetics: first-order, objective, cybernetics without considering the
role of the observer, and subjective, second-order cybernetics including
the role of the observer and managerial cybernetics. The name cyber-
netics was coined by Wiener as to describe “the science of control
and communication, in the animal and the machine” (Wiener, 1948).
References to complexity can be found in such cybernetical concepts
as feedback, information, communication, learning, non-linearity, self-
organisation, self-reproducing machines. Another pioneer of cybernetics
W. Ross Ashby (1957) understood complexity in general terms as a prop-
erty of the brain, computing machines, human organisms, society and
declared that his research aimed to develop methods for studying them
as complex systems. Cybernetics was defined by Ashby as providing effec-
tive methods for the study, and control, of systems that are intrinsically
extremely complex. He proposed a rank of complexity-related concepts
as adaptation, Black Box, feedback, equilibrium, homeostasis, stability,
regulation, self-organisation, the law of requisite variety and ultrastability.

The “soft” interpretations of complexity are deriving from the “second
order cybernetics” in which the role of observer is taken into account
(Foerster, 1982). In “soft” complexity, it is assumed that the object
is not independent from the observer, what is reflected in the famous
observation “complexity as beauty is in the eyes of the beholder”.
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Management Cybernetics

British scholar and practitioner, Stafford Beer, inspired by the ideas of
cybernetics and neurology, developed a synthesis of the managerial cyber-
netics called the Viable System Model (VSM) which can be treated as
an instrument of effective management of variety and complexity (Beer,
1972, 1979).

Systems Thinking

At the same time as cybernetics was being developed, the concept called
systems thinking, systems theory or the systems approach was developed
in the 1950s. Ludwig von Bertalanffy (1968) and Kenneth Boulding
(1968) are regarded as founding fathers of systems thinking. They made
attempts to develop General Systems Theory. The main idea of systems
theory proposed by Bertalanffy is an open system such as a living organism
interacting with its environment and exchanging information. Systems can
be treated as organised complexity.

The concept of soft systems methodology, developed as an opposition
to hard systems engineering (Checkland, 1999) applied in management
theory and practice can be viewed as an extension of classical systems
thinking. Soft systems methodology (SSM) is an approach for tackling
problematical, complex messy situations of all kinds.

System Dynamics

System dynamics is an example of linking cybernetics and systems thinking
with mathematical models including feedback and non-linearity as the
characteristics of complexity. The core element of system dynamics is
simulation models. The interpretation of complexity used in systems
dynamics can be assigned to intuitive quantitative complexity, to quanti-
tative complexity developed in systems thinking (feedback) and indirectly
to complexity science (non-linear models). System dynamics have been
applied in studying various social systems—company (business strategy),
urban planning, world models (Forrester, 1975).
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Complexity Studies

The term complexity studies, describing another group of interpreta-
tions of complexity-related ideas and concepts, is selected purposively
as to make a distinction between the ideas called complexity science
or complexity theory and other concepts not always directly associated
with them. In this proposition complexity studies embody complexity
science, the Stacey Matrix, Cynefin and the concepts of complexity of
social systems of Niklas Luhmann.

Complexity Science
The impact of ideas relating to complexity which were developed in cyber-
netics and systems thinking had been significant but the real complexity
revolution in science and in management theory and practice began with
the development of a collection of mathematical models in the 1970s,
including such concepts as deterministic chaos, non-equilibrium thermo-
dynamics, synergetics developed by Hermann Haken, catastrophe theory,
etc.

There are two terms used for describing this collection of mathemat-
ical models—complexity science and complexity theory without clearly
delineated distinction. Bearing in mind the various opinions of authors
using the terms complexity theory, e.g. (Jackson, 2019; Stacey, 2000;),
complexity science (Richardson & Cilliers, 2001) or interchangeably
(Stacey & Mowles, 2016), it is proposed to apply the term complexity
science.

In consequence, complexity science embodies two areas. First, hard
complexity science, including mathematical models of complexity and
complexity-related ideas, and second, soft complexity including analo-
gies and metaphors built with the terms in which those terms are
treated as source domains. This interpretation of complexity science
refers to the works of Nicolis and Prigogine (1989), Waldrop (1992),
Kauffman (1993, 1995), Gell-Mann (1994), Holland (1995, 1998),
Bar-Yam (1997) and was made popular by Gleick (1987/2011).

Complex systems are usually depicted by the following features: (1)
Non-linearity of interactions among the elements, (2) Simple behaviour
of elements contributing to intricacy of the system (3) Simple models
describing and explaining the complex behaviour of systems.

Similarly, as in other cases, the typology of ideas belonging to
complexity science is not unequivocal. Taking into account the surveyed
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general works on complexity, it may be assumed that the ideas viewed
as the dominant interpretations in “hard” complexity science include the
following, sometimes overlapping areas:

– chaos theory as the primary idea and associated with that concept
complexity theory referring to non-linearity,

– the theory of dissipative structures developed in non-equilibrium
thermodynamics,

– Complex Adaptive Systems (CAS)—mathematical models and soft
(mixed) interpretations,

– the edge of chaos.

The vocabulary of complexity science includes a large variety of
terms—intuitive, taken from other areas of complexity-related studies and
specific indigenous terms, just quoting the most popular ones: adaptation,
attractor, bifurcations, butterfly effect, catastrophe theory, chaos theory,
coevolution, Complex Adaptive Systems, edge of chaos, emerging prop-
erties, far-from-equilibrium states, fractals, learning systems, non-linearity,
open system, path dependence, scale-free networks, self-organisation,
self-reflexivity, self-similarity, strange attractor, synergy, synergetics, turbu-
lence.

The above list is an introduction to further studies in the multitude
of works devoted to applications of complexity science in manage-
ment theory and practice. They have become popular in the vocabulary
of modern management theory and practice because they embody a
strong appeal to intuition, sometimes even normative and emotional,
not mentioning speculative, e.g. chaos, the edge of chaos, emergence,
self-organisation, synergy, etc. They have to be treated with very high
cautiousness and without fascination mirrored in such sentences—the
environment is turbulent and chaotic, we are creative at the edge of chaos,
the leader is a strange attractor, etc.

The multiple sources of these and similar approaches easily found in the
management literature are purposively not quoted. Instead, the following
reflections originated from the studies of complexity-related works in
management theory and practice are presented.

1. They refer to organisations which in the ultimate resort are social
constructs.
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2. First and foremost, it must be remembered that those ideas are
applied in management theory and practice as metaphors.

3. It should be then understood how those metaphors are created,
what are their source domains and target domains.

4. It must be remembered that sometimes the names of the mathemat-
ical models used as the source domains were just incidental, e.g. the
chaos theory (Li & Yorke, 1975; Lorenz, 1972, 1995), or the edge
of chaos (Langton, 1992; Waldrop, 1992). The biggest error is to
use them in management theory with an exact literal meaning.

5. They may have various interpretations and as the best example the
Complex Adaptive Systems can be quoted. Their initial different
mathematical interpretations Gell-Mann (1994) and Holland
(1995) have turned into multiple quantitative, qualitative and mixed
interpretations.

Before studying complexity of organisation of science a fundamental
ontological question has to be answered. It concerns all social systems
but here it is focused on organisation as defined in organisation and
management theory. This question can be formulated as follows: What
is an organisation? Is it a system understood as engineering or is it a pure
social construct? It can be summarised with another question: Are organ-
isations systems in the world or in the mind (Stacey & Mowles, 2016:
191)?

As to the first question, organisation is a complex adaptive system
made of tangible and intangible components—human agents, physical
and symbolic artefacts, which can be described and studied with mathe-
matical models, verbal narratives and hybrid constructs. Does this pattern
dominate the majority of applications of complexity-related ideas in
management theory and practice? (McKelvey, 1997; Stacey, 1996).

An opposite understanding of organisation called complex Responsive
Processes of Relating (later referred to as CRPR) has been presented in
several works of Stacey and his co-workers (Stacey, 2000; Stacey et al.,
2000). According to such interpretations, it is not the individuals who
organise themselves but the pattern of their relationships in communica-
tional and power terms. The process of communicating is an analogue of
a complex adaptive system (Stacey, 2000: 148). These interpretations of
complexity of organisation are mentioned here in order to show the depth
of studies of strategy and change in the modern theory of management.
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No unequivocal position is taken but it is only mentioned as to show the
complexity of complexity-related discourse in organisation theory.

Stacey Matrix and Cynefin
These two concepts supported by well-known graphic illustrations have
undoubtedly become one of most popular vehicles of transferring the
complexity-related ideas to management theory and practice. They are
presented here together as a part of complexity studies but it is necessary
to underscore that the ideas of Ralph Stacey derive from mathematical
models of complexity science while the Cynefin Framework is an indige-
nous idea from studying complexity of social systems developed by Dave
Snowden.

The initial model, popularised as the “Stacey Matrix” embodying an
attempt to distinguish degrees of simplicity, complication, complexity and
chaos along two dimensions—proximity to certainty and proximity to
agreement was for the first time published in Stacey (1996: 47). It is
still used in the studies on the links between complexity-related ideas and
various areas of management although the author had resigned from its
application and explained the reasons for this decision (Stacey, 2012).

Cynefin, in Welsh equivalent to home, habitat, or as recently under-
scored, “Place of Your Multiple Belongings” (Snowden & Goh, 2021:
17) is another popular model of interpretations of complexity applied in
management. It was developed by Snowden in the late 1990s and in the
beginning of the twenty-first century (Kurtz & Snowden, 2003). The
Cynefin Framework embraces five decision-making contexts (domains):
known—simple (obvious), knowable—complicated, complex, chaos and
disorder. Similarly, as was the Stacey Matrix, it has been widely applied in
management with the use of a metaphorical sense of all these concepts.
It is worthwhile to observe that the Cynefin Framework was constantly
evolving in the subsequent versions of the works of its author and co-
workers. The most recent version presented in Snowden and Goh (2021,
p. 77) includes three domains, called also systems: Ordered, Complex and
Chaotic. The domain described as Disorder is the state of not knowing
which domain you are in. Since it is frequently confused with Chaos in
this version it is labelled as A/C (Aporia/Confused).

Luhmann’s Complexity of Social Systems
The concept of social system developed by Niklas Luhmann (2013) has
gained a significant influence in management theory, especially in Europe.



5 STRATEGY IMPLEMENTATION AND ORGANISATIONAL CHANGE … 111

The theory of social system is built on the idea of autopoiesis proposed
by Maturana and Varela (1980) in theoretical biology. According to
Luhmann, a social system can be treated as the system of mean-
ingful communication. A complex system is one in which there are
more possibilities than can be actualized. Complexity of operations
means that the number of possible relations becomes too large with
respect to the capacity of elements to establish relations. It means that
complexity enforces selection. As an example, the survey of applications of
Luhmann’s ideas in organisation theory can be recalled (Seidl & Becker,
2006).

Strategy Implementation,
Organisational Change and Complexity

Strategy Implementation: Comprehensive Approaches

It is not possible to elaborate a limited number of definitions, or in a
broader sense, interpretations, of strategy implementation. It is usually
treated as a process, which is distinguishable but at the same time inter-
related with the process of strategy development (Hrebiniak, 2006). As
to delineate the research area, several attempts were made to identify
and to order these interpretations (Okumus, 2003; Reza & Hui, 2013;
Yang et al., 2010). Okumus (2003: 875) proposed the following universal
factors determining strategy implementation:

1. Strategic content including the development of strategy.
2. Strategic context is divided into external and internal context. The

former including environmental uncertainty and the internal context
including organisational structure, culture and leadership.

3. Operational process includes operational planning, resource alloca-
tion, people, communication and control.

4. Outcome including results of the implementation process.

Another attempt of ordering of interpretations of strategy implemen-
tation was made by Yang et al. (2010). They proposed three perspec-
tives on the strategy implementation: process perspective, behavioural
perspective and hybrid perspective. Coming out from their proposal, the
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following synthetic interpretations of relations between strategic manage-
ment process, strategy implementation and organisational change are
proposed (Table 5.2).

Table 5.2 Perspectives of strategy implementation

Perspective Interpretation

Simple process perspective Strategic management is a sequential
process in which the stage of strategic
decision is at the same time partly
separated from the process of strategy
implementation although they remain
interdependent. Organisational change is
treated as a result of this process

Behavioural perspective Strategic process management, strategy
implementation and organisational change
are treated as actions resulting from the
decision-making processes of managers
(organisational units) involved in the
process. Inherent limits of rationality
(bounded rationality) and consequences
of uncertainty are partly considered

Constructivist perspective Strategy, organisation and their attributes
are treated as social constructs developed
in the processes of sensemaking. The
processes of social construction of
strategy and organisational change are
perceived as parallel and interacting.
Individual and organisational learning can
be treated as an element of the process of
social construction

Complex coevolutionary process perspective Both processes—strategic management
and organisational change are constantly
mutually interacting, with processes of
learning, feedback, iterations, recursion
and reflexivity. Coevolution of various
internal organisational units and
coevolution of organisation with its
environment are also considered. Strategy
implementation is a part of this
coevolutionary process. The constructivist
(constructionist) perspective can be taken
into account

Source own research based on (Hrebiniak, 2005, 2006; Lewin & Volberda, 1999; Okumus, 2003;
Yang et al., 2010; Zubac et al., 2021)
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The perspectives presented in Table 5.2 reflect the evolution of
approaches to strategic management and interpretations of change in
management. From a systemic point of view, the first perspective is
somehow isolated from the remaining ones since it includes only one-
directional interactions. The behavioural, the constructivist and the
coevolutionary perspectives are interrelated. Seen from the same vantage
point the last perspective, embodies the behavioural and constructivist
perspectives. Treating the coevolutionary perspective as most universal
gives ground for applications of all complexity-related ideas depicted
earlier.

In the studies of strategy implementation, the distinction between
strategy implementation and strategy execution constitutes another theo-
retical problem which cannot be reduced to a semantic puzzle. This
distinction scrutinised by (Yang et al., 2010) is only signalled here
and requires additional studies. Here only some examples are listed.
In the literature on strategy implementations, two viewpoints can be
distinguished.

In the first dominating one, strategy implementation is treated as
synonymous, to strategy execution and no efforts are made to assign them
different meaning. Hrebiniak (2006: 12) declares that: “Formulating
strategy is difficult. Making strategy work – executing or implementing
it throughout the organization – is even more difficult. Without effec-
tive implementation, no business strategy can succeed. Unfortunately,
most managers know far more about developing strategy than they do
about executing it”. No distinction between strategy implementation and
strategy execution was also made by Kaplan and Norton (2008) and
Kotter et al. (2021). In the book with strategy execution in its title
(Busulwa et al., 2019), those terms are also treated interchangeably but
the explanation for such an interpretation is that it results from the
iterative character of strategy implementation.

The following example of distinction between strategy implementation
and strategy execution that has been invented in management consulting
can be treated as a potential source of inspiration. Favaro (2015) treats
the lack of distinction between strategy implementation and strategy
execution as an important source of confusion influencing the practice
of two-level strategic management—corporate strategy and business unit
strategy. In this concept, implementing a strategy consists of all the deci-
sions and activities required to turn the strategic choices at the corporate
level and at the business level into reality. Strategy execution is defined
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as the decisions and activities which are undertaken in order to turn the
implemented strategy into commercial success.

As it has been declared earlier, the terminological carefulness is decisive
in sophisticated studies in those areas of management theory and prac-
tice where any complexity-based interpretative approaches are applied.
The absence of distinctions between implementation meaning, a sepa-
rate part of the strategic management process and strategy execution
embodying the entire process, shows that by the majority of researchers
this distinction is treated as purely semantic and negligible. It creates an
important methodological hurdle in applying the complexity-related ideas
in studying the relations between the strategic management process and
strategy implementation. Taking this conclusion as an encouragement for
the further, more profound research, in this chapter the term strategy
implementation is used with full awareness of the above terminological
subtleties and the need for further research.

Cybernetics and Systems Thinking

Focusing attention on the applications of complexity-related ideas origi-
nated in cybernetics and systems thinking in the studies of the relations
between strategy implementation and organisational changes, the exam-
ples are drawn from the following areas are preliminarily depicted:

– cybernetics: feedback, requisite variety, disorganised and organised
complexity,

– managerial cybernetics,
– systems thinking.

The ideas drawn from cybernetics and systems thinking have a signifi-
cant impact on the concept of strategic management created by H. Igor
Ansoff (1965, 1979), e.g. the idea of turbulence. In a comprehensive
work on strategy implementation, broadly defined complexity echoing
the ideas of organised and disorganised complexity of Weaver (1948), and
the law of requisite variety are treated as an epistemological foundation of
the study of the main issues of strategic management, including strategy
implementation (Ansoff et al., 2019).

The Viable System Model (VSM), the key idea of managerial cyber-
netics developed by Beer (1957, 1979) as an instrument supporting
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strategy implementation in complex organisation, can be scrutinised from
a double perspective. The first perspective concerns the time when it
was originated. The VSM by definition was regarded as a comprehensive
multi-level model of organisation whose aim was to improve its manage-
ment in the complex environment. In the time of its development, the
1970s and 1980s, it was applied but without any specific emphasis put on
strategy implementation. It was designated to deal both with strategy and
its implementation.

The second perspective is connected with more recent proposals of
applications of the VSM in strategy implementation. Two examples are
representative for this perspective. In a conference paper (Espejo, 2000)
shows a possibility to apply the general concept of the VSM and his
original method, that in improving the process of implementation, new
strategic and implementation processes are derived through the design of
organisational structures which establish novel forms of co-operative rela-
tionships based on trust and self-organising autonomy. The main aim of
the Espejo’s concept is to develop a methodology of the strategic manage-
ment process embodying process of strategy implementation, which in
turn, is referring to complexity, to the law of requisite variety and to the
learning process. This concept is only signalled here and can be treated as
an example of applicability of ideas invented in cybernetics and in manage-
ment cybernetics in the early period of their development in the 1950s.
In order to achieve the balance implied by Ashby’s law at a desirable
level of performance, management must develop strategies, supported by
others, for attenuating (reducing) the variety observed from the situa-
tion being managed, while “amplifying” its variety when transforming a
decision into action. Such an approach is suggested in order to deal with
hierarchical structure of organisation in the process of development and
implementation of strategy.

In the second example, Espinosa et al. (2015) applied the VSM in
order to facilitate the second learning so as to enable the company
under scrutiny to redesign their structures, functions and roles in a way
that would create a better context for strategy implementation. Without
delving into other methodological details, e.g. the Soft Systems Method-
ology (SSM) Checkland, the VSM had proved its usefulness as a meta-
language, a hermeneutical tool allowing for a more profound engagement
of managers and employees in the changes of their organisation.

Systems thinking was used as a conceptual foundation of a synthetic
strategy implementation model by Reza and Hui (2013). After studying
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all the main models of strategy implementation, their main conclu-
sion was that none of those models meets the standards of effective-
ness of implementation. They have collected 40 determinants of the
strategy execution process (they use implementation and execution as
synonyms). Referring to the ideas of systems thinking (Bertalanffy, 1968;
Boulding, 1968) they proposed a synthetic model of strategy implemen-
tation treated as system. The model embodies forty factors and their
grouping are as follows: montrol (monitoring & learning, control and
measurement/metrics/evaluation); strategising (strategy formulation,
strategy, strategy planning and portfolio analysis); structuring (organisa-
tional structure, and operating structure), goal-setting (focus/direction,
purpose/objective, goal breaks down, long-range goal, mid-range goal
and operating objective); alignment (adjustment/adapt, and alignment),
S4Ps (systems, processes, projects, procedures, programme and reward
system); human resource management (HRM) (human resources,
tasks, clarity of roles and performance); capsources (capability, capacity
building, resource allocation and supportive budget); cultentity (culture,
identity and commitment); innocationship (innovation, communication,
strategic leadership and coordination), achieved objectives, and finally
external environment. Classifying these forty factors based on their simi-
larities or logical connectivity led to the creation of ten groups of factors
and two individual elements, which constitute the synthetic system of
implementation.

Without delving into a detailed description of the proposed system
and expressing a sceptical approach as to whether describing any system
with 40 characteristics is effective—possibility of clear delineation of those
characteristics, without overlap, it must be concluded that this proposal
constitutes an innovative example of ways of approaching strategy imple-
mentation and organisational change from a systemic point of view.

Complexity Studies

A comprehensive study of the role of complexity-related ideas in strategy
implementation leads to the conclusion that publications on that topic
are rather scarce, contrary to an impressive amount and thematic scope of
works on complexity and change and complexity and strategic manage-
ment, quoted in part 3. Two approaches can be distinguished in the use
of complexity-related ideas in strategy implementation. The first, which
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can be called indirect, or universal, includes those ideas applied without
detailed reference to the discourse on complexity, and the second, direct,
where specific complexity-related ideas are directly referred to in the
discourse.

In the first group undoubtedly the problem of relations between delib-
erate control and emergent strategy analysed by Mintzberg seems to be
the most influential one. In his view managers always try to control, at
least partly, the process of strategy formulation and implementation. On
the other hand, strategy can be viewed as emerging via the interplay
of stakeholders. In consequence Mintzberg (2007: 7) regards strategy
formulation as deliberate and strategy implementation as both deliberate
and emergent. He adds that it is difficult to imagine a total absence of
intention as would be expected in purely emergent strategies. In a broader
sense, it can be treated as the process of learning and sensemaking (Weick,
1995).

While treating emergence as a fundamental phenomenon in strategy
formulation and implementation, a high level of cautiousness should be
applied. Emergence together with self-organisation is likely the most
frequently used and abused metaphors transferred from complexity
studies to management. As an example of necessary cautiousness in
applying the studies of strategy implementation and change, the subtleties
of emergence are discussed in a more profound way. The conclusions from
this discussion could be helpful both in more general considerations and
in more specific examples of relations between strategy implementation
and change.

A comprehensive critical approach to emergence in management based
on a survey of interpretations of emergence in various domains of knowl-
edge was prepared by Goldstein (2011). It is shown that emergence
is a phenomenon which has several functional interpretations deriving
from such areas as condensed matter physics, non-equilibrium thermo-
dynamics (dissipative structures), non-linearity and chaos in dynamical
systems, computational emergence, social emergence (social networks)
and biological emergence. Additionally, Goldstein shows erroneous and
simplified interpretations of emergence, for example, sudden emergence
of complexity from simplicity, incorrect connection of emergence with
self-organisation and incorrectness of the model of Langton which gave
ground for the famous “edge of chaos” metaphor. The analysis of Gold-
stein leads to the conclusion that if it is assumed that the organisation is
a complex system in engineering terms, then a better understanding of
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emergence could be helpful in developing its actions increasing adaptivity
of organisation. If it is assumed, and this approach is more justifiable from
a current perspective that emergence is usually treated as a metaphor,
thus it is necessary to understand better for the source fields of this
metaphor and to apply them in order to understand more profoundly
the origins of strategy as a metaphorically understood phenomenon, and
subsequently, to treat the emergence as a result of relations between
strategy implementation and organisational change.

As a representative example of the second, detailed approach, a
comprehensive study of Busulwa et al. (2019) in which strategy execu-
tion, synonymously understood as strategy implementation is studied with
the use of a concept taken from complexity studies. They refer to a broad
range of complexity-related ideas but as the fundamental ones they treat
the definitions of complexity and related concepts taken from one of
earlier versions of the Cynefin Framework (Snowden & Boone, 2007)
are used as a conceptual framework for theoretical considerations, and
the source of definitions of chaotic, complexity, complicated and obvious.
It must be added that the Cynefin Framework is evolving and some ideas
associated with complexity in management have been changed and added
since those versions (Snowden & Goh, 2021).

The second main source of inspiration by complexity-related ideas in
the studies of strategy execution is connected with the concept of simple
rules from Sull and Eisenhardt (2012). Designed as an instrument for
reducing complexity in management, simple rules were applied in the
empirical studies, allowing the authors to identify the number of compa-
nies applying simple rules in executing their strategies. It is worthwhile
to mention that in their book Busulwa et al. (2019) do not distinguish
between strategy execution and strategy implementation; this is what
makes the assessment of the role of complexity-related ideas in strategy
implementation more difficult.

Direct reference to these specific complexity-related ideas was an inspi-
ration to the identification of the ways/how complexity is affecting
strategy implementation. First, complexity is the source of uncertainty
affecting strategic management. Second, complexity influences whether
deliberate strategy, emergent strategy or a mixture of both will be realised.
Third, complexity influences the perceptions of employees and, as a result,
their engagement levels (Busulwa et al., 2019, p. 11–13). It must be
added, that these three patterns are associated not only with two ideas
borrowed from complexity studies but can be treated as a commonly
accepted framework.
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The main conclusions of this study are general and relatively well-
known: strategic leaders should recognise the types of complexity, and
subsequently should be able to pursue a relevant strategy, to implement
them in optimal way and be able to help to limit any negative impact
of complexity on stakeholders among whom the role of employees is
emphasised (Busulwa et al., 2019).

The applications of complexity-related ideas in studying the relations
between strategy implementation and strategic change presented in the
above examples show two patterns, which always should be taken into
consideration. First, complexity studies are a source field of analogies
and metaphors. Second, complexity-related mathematical models provide
more profound insights into the functioning of organisations. However,
when applying such models, the level of abstraction deriving from too
strict boundary conditions could make them not relevant to the reality
of organisation. Subsequently, when the complexity-related concepts are
applied thus, a more profound analysis of their origins, advantages and
limitations must be taken into account.

Coevolutionary Perspective

Seen in a systemic context, the coevolutionary approach is undoubtedly
the most advanced and sophisticated interpretation of relations (“inter-
face”), between strategy implementation and strategic change. In the
most general sense, coevolution of any kind of systems with their environ-
ment and internal coevolution embodies all types of processes identified in
complexity studies. The most important ones are adaptation, emergence,
learning, mutual learning, selection, self-organisation, synergy.

In the concept proposed by Lewin and Volberda (1999), coevolution
embodies variation, selection and retention. They treat the organisation
as evolving internally and the external system and strategic manage-
ment process is both influenced and influences the process of organisa-
tional change. Coevolution is viewed as the concept allowing to extend
the dilemma selection vs. adaptation. Additionally, the coevolutionary
approach is grounded in the state-of-the-art of knowledge concerning
broadly defined complex systems (Holland, 1995, 1998; Kauffman, 1993,
1995; McKelvey, 1997, 1999).

The general research framework proposed by Lewin and Volberda
(1999) includes ideas of McKelvey (1997) and later developed by
McKelvey (1999) who directly used models taken from complexity
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science in studying coevolution in management and, in particular,
in strategy implementation. The studies of coevolution developed by
McKelvey, similarly as other works on complexity and management of
this author, are built on abstract mathematical models of variously defined
complexity. They are treated as applicable in management theory and
practice. They are presented not in order to explain detailed characteristics
of coevolutionary processes but to show primarily the potential useful-
ness of complexity-related models in studying the role of coevolution for
a better understanding of relations between strategy implementation and
organisational change.

In the studies of complexity of organisation, McKelvey (1997, 1999)
treats organisations as socio-technical systems which derives from scien-
tific realism (McKelvey, 1997). Without delving into the subtleties of
philosophy of science and following earlier explanations of complexity, it
may be stated that in this understanding the organisation can be described
as a socio-technical system and can be studied with mathematical models
drawn from various domains of complexity science. The term metaphor
is used only twice in McKelvey (1997) and once in McKelvey (1999)
and they do not refer to complexity. On the one hand, looking from
the current perspective, such an approach may stir doubts concerning
such strong boundary conditions in studying organisation, e.g. the possi-
bility of operationalization of multiple characteristics of organisation. On
the other, assuming that organisations can be modelled and simulated
with models of various relevance to reality, such an approach seems to
some extent relevant to theoretical and practical demands. This concept
is treated as an inspiration for Lewin and Volberda in their narrative of
coevolution inside and outside of the organisation which can be described
with the following characteristics (Lewin & Volberda, 1999: 526–528).

1. Multilevelness/embeddedness constitutes the main universal idea
of McKelvey applicable in studying strategy implementation and
change (Lewin & Volberda, 1999; McKelvey, 1997, 1999). Coevo-
lutionary effects exist at multiple levels and they are interacting
with each other. McKelvey makes a distinction between coevolution
within organisation (microcoevolution) and coevolution between
the organisations and their niche (macrocoevolution). This distinc-
tion means that processes of variation, selection, and retention
operate within the organisation and interact with similar processes
operating at the population level. Macrocoevolutionary approach
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refers to coevolutionary competitive context and microcoevolution
concerns coevolution of intrafirm resources, dynamic capabilities.
Under such circumstances it is necessary to consider multiple levels
of coevolution. In consequence, microcoevolutionary order within
organisations emerges in the context of macroevolutionary selec-
tionist competitive pressure (McKelvey, 1997: 361).

2. Multidirectional causality meaning that the internal and external
coevolution is the result of multitude of interactions with other
units. In such a case, the identification of causal links are often
difficult to identify.

3. Non-linearity meaning that changes in one unit may lead to unpre-
dictable counterintuitive changes in other units through unexpected
feedback connections.

4. Positive feedback and recursive mutual causality. Each organisation
and its elements are mutually influenced internally and mutually
interact with the environment.

5. Path and history dependence meaning that evolution of an organi-
sation and of its elements is constrained by their past evolution.

In his subsequent paper, McKelvey (1999) applied the Kauffman’s
(1993) biological complexity models as to show how they could help
in a better understanding of the processes of coevolution in organisation
connected with strategy development and implementation.

The McKelvey’s paper demands for a profound knowledge of math-
ematical models of complexity, therefore its content, is only initially
signalled as to show the directions of research and the depth of poten-
tial analyses for strategy development and implementation. The main
area of analysis is the multicoevolutionary complexity defined as follows
(McKelvey, 1999: 294): “Multicoevolutionary complexity in firms is
defined by moving natural selection processes inside firms and down
to a ‘parts’ level of analysis”. “Multicoevolutionary complexity concerns
multilevel phenomena in organisation with the microagents at the lowest
level”.

The study of microevolutionary complexity was conducted at Porter’s
value chain level and was focused on microstate activities by agents
(microagents). Intrafirm and interfirm multicoveolutionary complexity
was modelled with the Kaufmann’s concepts of fitness landscape, rugged
landscape and the edge of chaos and non-equilibrium thermodynamics.
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Additionally, the Kauffman model was used as an extension of network
sociology as declared by the author (McKelvey, 1999: 314).

The main conclusions deriving from the relations between the coevo-
lutionary approach and complexity-related ideas in studying strategy
development and implementation are similar as in the previous example.
Here they have some additional specificity. The coevolutionary char-
acter of strategy implementation and organisational change is self-evident.
However, it is only the mathematical models of complexity and related
ideas treated in a metaphorical sense which can be applied for refinement
of description and analysis of coevolutionary processes in the organisation
and between organisations. It was seen how profoundly the inspiration
from the interpretations of mathematical models by McKelvey (1997)
influenced more universal ideas of Lewin and Volberda (1999).

Conclusions

The aim of this chapter was to provide a preliminary assessment of how
complexity-related ideas could be used to better understand the inter-
relationship between strategy implementation and organisational change.
As a theoretical and research framework, the concept of such an inter-
face proposed by Zubac et al. (2021) was used. It was assumed that this
metaphorical interface can be used both as an introductory metaphorical
framework and as a point of departure for more detailed studies.

This chapter is based on the fundamental assumption that, broadly
defined, complexity studies embodying such domains as cybernetics,
systems thinking and various areas of research called complexity science
can play a significant role for understanding strategy implementation and
change. A survey of the literature led to the following conclusions:

1. In the early period of development of cybernetics, systems theory
and related ideas from the 1960s until the 1970s, applications of
ideas borrowed from these domains in studying relations between
strategy process, strategy implementation and organisational change
were limited. Such a situation was partly caused by the dominance
of simplified models of strategy implementation as a linear process
to a large extent separable from strategy process.
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2. In the subsequent developments, the ideas taken from broadly
defined complexity science allowed much more advanced theoret-
ical ideas, such as emergence, self-organisation, coevolution, edge
of chaos, etc. which led to a better understanding of the relations
between strategy process, strategy implementation (strategy execu-
tion) and organisational change. They were used both as analogies
and metaphors and as mathematical models.

3. Experience stemming from applications of complexity-related ideas
in strategic management shows that after an initial, sometimes super-
ficial fascination, especially by such concepts as emergence and
the edge of chaos, a more balanced perspective is emerging in
which qualitative considerations are more cautious and mathematical
models are more relevant to the reality of organisation.

4. This more cautious approach can help to conduct more profound,
broader and practice-oriented studies of the relations between
strategy process, strategy implementation and organisational change.

The results of the study suggest the following directions of research:

1. The concept of coevolutionary complexity seems to be the most
promising framework of studying the interface between strategy
implementation and strategic change. Its usefulness is enhanced by
the possibility of applying both advanced mathematical models and
more sophisticated complexity-related qualitative considerations.

2. Development of Industry 4.0 and changes in the business environ-
ment will be the other determinants for applying complexity-related
ideas when studying the interface, between strategy implementation
and organisational change.
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Consistent with the notion that strategies are made up of an amalgam of
strategies and, as a result, must be implemented with this in mind, the two
chapters in this section explain the role of a financial strategy in markedly
different ways. In a nutshell, Chapter 4 by Angelina Zubac argues that
financial strategies are primarily concerned with the management and
transformation of financial capital as an all-encompassing strategic func-
tion. Chapter 5 by Mark Pickering argues financial strategies define how
organisations are required to operationalise their strategic priorities using
its financial resources over time. Either way, both chapters clarify how the
contemporary organisation can achieve high levels of strategic alignment
by implementing an effective financial strategy.

Thus, as depicted in Fig. 6.1, both chapters explain how a financial
strategy can enable an organisation, that is, help it achieve its various
customer value creation and resource development objectives, as well as
address its societal obligations. As one can see by examining Fig. 6.1, this
means that both chapters explain how the financial strategy allows the
organisation to deal with the pressures that emanate from the external
environment. The idea that a potentially large number of (sub)processes
and cognitions must be rationalised through a financial strategy is key
here. Just as the external environment changes, the organisation must
change how it coordinates its disparate parts. Therefore, managers need
to continuously consider how best to utilise the organisation’s financial
resources to build capabilities in order to undertake necessary activities.
When the capabilities that are built lead to high performance outcomes,
it is because they enable the organisation’s managers to sense and seize
opportunities, as well as understand and mitigate threats, and judiciously
reconfigure the organisation through its financial resources to set it up for
the future.

The first chapter in this section by Angelina Zubac, Implementing
a financial strategy: Managing financial capital, investing in people,
balancing risk and developing critical resources, uses a firm theoretic
framework to explain the two fundamental set of activities of which a
financial strategy is concerned: (1) the management of financial capital,
and (2) the transformation of financial capital into human, risk and
resource capital. In regard to the management of financial capital, it is
argued that even if an organisation starts very lean, in the long run, its
scope will be limited unless it invests in growth or its own sustainability.
To put it differently, to remain viable and stay in business, it will be neces-
sary to fund its activities at some point by participating in the capital
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market system, which is at the heart of the system of capitalism. Likewise,
growth will not be possible unless the organisation’s managers make debt
and equity mix, and cash holding and capital allocation decisions that
reflect key stakeholders’ governance related concerns. As to the transfor-
mation of capital, it is argued that because stakeholders help to shape the
organisation, it is necessary for the organisation to build stocks of human,
risk and resource capital that also reflect what stakeholders want from the
organisation. These different categories of applied capital, to all intents
and purposes, make an organisation valuable in the eyes of stakeholders.
The problem is that there are many potential human, risk and resource
capital architectures that could potentially define an organisation.

The second chapter in this section by Mark Pickering, An evolu-
tion: Turning management accounting into a strategic function, describes
the evolution of management accounting into strategic management
accounting. It explains how in the past the role of management
accounting was to assist the operational parts of the organisation to
achieve greater levels of efficiency. As a result, it was not considered to
be a very strategic function despite getting into the “nitty gritty” of
ensuring the organisation could achieve its financial objectives. However,
over time and as the market environment became increasingly competi-
tive, an evolution as a matter of course occurred. Management accounting
became a strategic function of the organisation, hence, it evolved into
strategic management accounting. Central to this evolution was the desire
to make it easier for managers at all levels to execute better strategic
management, operational management, organisational design and finan-
cial management decisions, as well as connect the dots between all of
these critical decision areas. Many tools and techniques of analysis and
decision-making were subsequently fine-tuned or developed to be used
across the organisation, including across vertical and horizontal decision-
making domains. Together, they allowed managers to more proficiently
frame the financial strategy, including how the organisation’s priorities
should be operationalised over time.

As indicated, despite their differences, the two chapters of this section
complement each other. Their findings and arguments also overlap at
times. As a result, the two chapters provide insight into how Fig. 6.1
can be further adapted to clarify the capabilities that allow an organisa-
tion to successfully articulate and implement its financial strategies. The
two chapters’ insights in toto are depicted in Fig. 6.2.
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As the box labelled “A” in Fig. 6.2 shows by where it sits between
the corporate strategy and financial strategy boxes, there are a number
of capabilities, including tools and techniques of analysis and decision-
making that enable the corporate (or overall) strategy and the financial
strategy to align. For instance, once a decision has been made at the
corporate level about what is a suitable risk appetite for the whole organ-
isation to embrace, the financial strategy must be implemented with this
in mind. Methods must be put in place to ensure the different parts
of the organisation engage in activities or build capabilities in a manner
that reflects the level of risk that has been deemed appropriate for the
organisation to take.

The boxes, “B”, “C” and “D” in Fig. 6.2 demonstrate the capabil-
ities, that is, the tools and techniques of analysis and decision-making
that can be used to support the organisation’s customer value creation,
resource and non-market strategies, respectively. For instance, managers
implementing a customer value creation strategy are likely to find infor-
mation about customer profitability over time very useful. Managers
implementing a resource strategy that involves ensuring high levels of
operational efficiency are likely to find activity-based and quality costing
especially useful. These methods are useful for ensuring quality/fit-for-
purpose products and services are produced cost effectively and without
wastage. Managers implementing a non-market strategy are likely to find
it is easier to communicate effectively with key stakeholders and comply
with regulations if they get timely triple bottom line reports.

The boxes “E” and “D” in Fig. 6.2 demonstrate the tools and tech-
niques of analysis and decision-making that allow managers to solve
pricing and negotiation-related problems related to the marketplace or
cooperating or competing inter-organisationally, as well as gain a “birds-
eye view” of the opportunities and threats, and internal resourcing
problems that confront an organisation. For instance, the Balanced Score-
card can be used to understand whether the organisation is effectively
achieving its customer, operational, and learning and innovation objec-
tives, in addition to its financial performance objectives. The organisation
is more likely to perform in a coordinated manner along vertical and
horizontal lines as a result. Likewise, the Balanced Scorecard can help
managers gain even more clarity about the strategic initiatives that may
need to be put in place in future to ensure the organisation remains
relevant and able to satisfy its various stakeholders (Kaplan & Norton,
1996).
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Although Fig. 6.2 is not exhaustive, it still demonstrates the two
chapters’ commonalities and overlaps. They both in essence argue that
financials strategies are integral to organisational success, no matter how
success is defined at an organisation or by its stakeholders or how the
financial strategy is ultimately implemented.
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Implementing a Financial Strategy:
Managing Financial Capital, Investing

in People, Balancing Risk and Developing
Critical Resources

Angelina Zubac

Introduction

All organisations need capital in some form in order to exist and
achieve their most important stakeholders’ objectives. This is regardless
of whether an organisation is small, medium or large in size, a not-for-
profit organisation, a private or publicly listed entity, government run or a
multinational. For instance, a street performer could sing in the street for
an hour to earn some money after spending $2 on bus fare to get to their
desired location; members of the same family could use family money,
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their individual time and effort to sell vegetables at a market stall; a char-
itable concern could take donations and use this money, as well as the
time and effort of its volunteers to provide services to vulnerable people;
a government organisation could be indirectly funded by taxpayers; and a
large organisation could raise equity by listing on the stock market, take
on some bank debt and earn revenue to ensure it can deliver a mix of
products and services to target groups of consumers.

Likewise, it is rare for an organisation to form and become a going
concern without at least one major stakeholder taking responsibility for
its governance. However, in a modern economy, as an organisation grows
in size, it is more likely that many people will have a vested interest in it
and be keen to see it is governed effectively (Schumpeter, 1979[1943];
Stiglitz, 2012; Zambon & Zan, 2000; Zubac, 2018). Put another way,
since capitalism is now the dominant economic system globally and has
evolved to make possible multiple methods for investing capital into an
organisation, organisations have evolved to be grown in a great number
of ways to meet their key stakeholders’ objectives, provided they follow
the rules (Ingham, 2008; Stiglitz, 2001, 2010).

As a corollary, the more complex the organisation and its institutional
context,1 the more essential it is for the organisation to have a well-
articulated financial strategy. Such a strategy should (ideally) spell out
how the organisation will attract and gain access to capital, and how
these inflows, once secured, should be structured and transformed or,
said differently, it should spell out how the financial strategy, if effectively
implemented, will benefit the organisation and achieve its most important
stakeholders’ objectives, such as those of its owners, employees, customers
and regulators. Because organisations operate within a rules-based envi-
ronment, its managers must proactively and strategically manage the
financial capital at the organisation’s disposal with stakeholders’ needs in
mind (Hodgson, 2006; Langlois, 1985; North, 1994). Financial capital
must be proactively structured and regularly transformed, otherwise
future inflows of capital investment cannot be assured (Lachman, 1978
[1956]; Lewin, 1999, 2005). However, there is so much to consider—
much more than one might at first think is involved. It is no easy task

1 Institutions are definable as the “systems of established and embedded social rules that
structure social interactions”. Markets are an example of a major institution (Hodgson,
2006: 17). It should be noted that many laypeople will use terms such as “society” or
“the economy” instead of the term “institutional environment”.
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to transform capital. The more complex the organisation and the institu-
tional context within which it operates, the more important it will be to
have a thoughtfully crafted and implemented financial strategy.

In the next section, these ideas are elaborated upon through the use
of a firm theoretic framework which was developed to explain these ideas
(Zubac et al., 2012), albeit, for the purposes of this chapter, a modi-
fied and simpler version of it is used. The framework demonstrates the
mechanisms that organisations use through their founders/owners and
managers to access and build stocks of financial and applied capital.
Thus, it demonstrates the two primary functions of which a financial
strategy should be concerned: the management of financial capital and the
building of applied capital through the transformation of financial capital.
In the section that follows, the extant literature on the management of
financial capital is discussed. This literature confirms the importance of
articulating and implementing financial strategies that reflect the insti-
tutional context and stakeholders’ requirements but that much remains
to be learned about how to do this well. The next section reviews
the relevant human, risk and resource literatures. The objective is to
better understand how human, risk and resource capital can be built up,
including the architectures that may be key. Special attention is paid to
risk capital in this section because there is still very little about it in the
management literatures compared to the corporate finance and banking
literatures. The review demonstrates that though organisations will have
much in common when they build stocks of human, risk and resource
capital, there will also be differences. They will uniquely use stocks of
human, risk and resource capital to create and appropriate value at the
organisation. The chapter concludes with a discussion of the implications
of its arguments for researchers and practice.

Financial Capital and Its Transformation

The modern capitalist system is defined by three “institutional clusters”:
(1) the monetary system, which is coordinated and regulated by govern-
ments, and serviced by financial organisations, such as banks, (2) the
market exchange system, which is made up of many markets, such as
products and labour markets, and (3) organisations which produce and
distribute products and services (Ingham, 2008: 53). Thus, in most coun-
tries, almost invariably, business owners and/or the managers appointed
to run the business are required to consider how to develop and grow
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their organisation by gaining access to capital and then transforming it
(Ferguson, 2008; Hall & Soskice, 2001). Even if the organisation starts
very lean and without a source of money to fund its activities, utilising
the time and effort of its founders and other interested parties instead,
such as what occurs at some microbusinesses, small family businesses or
non-profit organisations, after a certain point, it will be very difficult
to increase the organisation’s scope and become a going concern unless
financial capital is accessed and actively transformed.

Figure 7.1 illustrates what is involved. Although the original framework
was designed to explicate the nature of the bilateral relationship managers
have with capital owners and the investing stimulated by this relation-
ship, that is, “(1) the combination of resources that the firm’s managers
acquired or developed and deployed to produce and deliver products and
services and/or grow or contract the firm to be an increasingly market-
sensitive and efficient institution, and (2) the capital that the firm’s owners
invested in the firm to allow its managers to implement strategies able to
achieve owners’ future payment demands” (Zubac et al., 2012: 1868), the
modified framework explains, very simply, why it is important to satisfy an
organisation’s most important stakeholders within the given institutional
context.

By explicating how managers gain access to capital on behalf of their
organisations and those with capital can invest in an organisation for
gain, Fig. 7.1 demonstrates the inherent circularity of the investment
system and how this leads to organisations thriving. The framework
in its entirety describes the potentially complex set of interactions and
capital/value flows that lead to organisations gaining the ability to build
their stocks. The accumulation of capital stocks stimulates more inflows of
capital from external institutional sources2 and then even more over time;
this demonstrates how organisations and markets perpetuate each other,
that is, unless enough organisations or markets or stakeholder groups or
institutions or a combination of these become seriously dysfunctional or
fail.

As an adjunct, Fig. 7.1 uses payments to elucidate the nature of the
value drivers that underpin the capital system, and lead to organisations

2 These can vary significantly in size, complexity and scope, for instance, from loans
from one’s parents to a complex loan facility from a consortium of banks. Similar principles
apply to investing capital to acquire an equity stake.
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forming and coordinating; this perspective is used as it is “appropri-
ately reductionist” (explains the fundamental elements of a complex
phenomenon). Prime among these value drivers is capital owners’ need
to have their payments expectations met or be given assurance they will
be met. For a more technical discussion of the payment perspective and
how it allows one to understand capital investment-accumulation process
in purely value terms, please see the Zubac et al. (2012) paper.

Critically, as one can see by focusing on the right side of Fig. 7.1,
which describes the institutional context, the flow of capital to organi-
sations is enabled by the capital markets, resource markets, product and
service markets, and non-market institutions that exist within the insti-
tutional environment. It is not solely dependent on capital markets as
might be assumed. Similarly, the right side of Fig. 7.1 suggests that some
capital, resource and product and service markets, and non-market insti-
tutions will be more important to some organisations than they are to
others. This is because the capital investments (payments) they attract
and the value this represents will differ depending on the organisation
or institutional stance taken. Put another way, value depends on whose
point-of-view is in question, for instance, from the point-of-view of a
manager, an investor looking for an organisation to invest in, a consumer
keen to identify organisations selling products they want at a good price
or a person looking for a good organisation to join as an employee.
Regardless, as suggested on the left side of Fig. 7.1, stakeholders external
to the focal organisation moderate how capital, resource and product and
service markets, and non-market institutions enable investments of capital,
and then their transformation and usage at the organisation over time.
This is because the greater institutional context is very much influenced
by people’s psychologies, and the norms, conventions and practices they
give rise to over time (Samuels, 1995).

Likewise, as one can see by focusing on the left side of Fig. 7.1,
it is highly desirable to develop a financial strategy which complements
the organisation’s corporate (overall) strategy. This is because individual
organisations create and appropriate value and, accordingly, use financial
capital (or its equivalent) to be (potentially) strategic in different ways.
This means organisations can be defined by how they accumulate stocks
of financial capital, structure it and transform it into other forms of capital
to achieve the organisation’s strategic objectives. As Fig. 7.1 suggests, for
an organisation to be “strategic”, it must be able to operate or compete
and/or cooperate in the most pertinent capital, resource and product and
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service markets, as well as demonstrate an appropriate degree of compli-
ance with a range of non-market institutions. Crucially, an organisation
must be able to build stocks of human, risk and resource capital over
time with a capacity for change (Zubac et al., 2012). Since the greater
institutional environment is subject to change, organisations must be able
to change too. This is why a financial strategy involves far more than the
management of liquid assets through the budget cycle, and why concepts
of value associated with different stakeholders are key.

To put this in yet another way, if an organisation is to become valu-
able, that is, represents value from many viewpoints, many analytical and
activity-directed (sub)processes and useful cognitions must be developed
by its managers to transform the financial capital others have invested into
the organisation into transformed capital, that is, into valuable forms of
human, risk and resource capital. Indeed, no matter the size of the organi-
sation, an organisation will have more capacity to become a going concern
if the most appropriate activity-directed (sub)processes and cognitions are
developed and applied to define and implement the financial strategy.
Of course, the larger the organisation and the more complex its insti-
tutional context, that is, the markets and non-market institutions in total
that can affect it, the more complex the analytical and activity-directed
(sub)processes and cognitions that will be required to come into play.

The extant organisation and management literatures have examined
many such financial strategy related processes already. However, as will be
discussed in more detail in the next sections, drawing on this literature,
much remains to be learned and clarified.

What We Know About
Financial Capital Management

The problem of how organisations gain access to financial capital in order
to operate is essentially a theory of the firm problem (Zingales, 2000).
However, no theory of the firm or, more generally, of organisation as
of yet definitely explains why organisations exist and limits to their scope
(Garrouste & Saussier, 2008; Williamson, 2010). However, since financial
capital is managed within the given complex institutional environment,
where there are many rules and interacting (complex) systems, the theo-
ries of corporate finance, corporate governance and organisational design
point to what it is that organisations do that is of valuable to so many and
why (Stiglitz, 2001).
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The Theory of Corporate Finance

The theory of corporate finance is the study of the financing patterns
used to advance an organisation’s objectives allowing for its institutional
context (Tirole, 2006). The models developed in this field are used by
managers to make financing decisions (Bodie et al., 2005). However,
the models break down when an organisation’s unique circumstances are
taken into account (Goldstein & Hackbarth, 2014). The most prominent
of these are discussed in the next subsections.

Debt Versus Equity and Cash
The Modigliani and Miller (MM) theorem remains one of corporate
finance’s most important theories (Harris & Raviv, 1991). The theory
states that without considering taxes, information advantages and various
costs, it does not matter how an organisation is financed; firm value
will remain unaffected regardless of the financing mode. The theory
stimulated a prolific amount of research on the situations in which the
MM theorem does not hold true (Tirole, 2006).3 This research stream
confirmed that in the real world the “size of the [organisational] pie” is
impacted by different groups, such as managers and debt holders. For
instance, managers’ shareholdings and contract terms can impact organ-
isations’ future earnings (Hart, 1988, 2001). Likewise, Simerly and Li
(2000) found that choice of capital structure is constrained by the level
of environmental dynamism, with debt less preferred in intensely dynamic
environments or when managers’ orientation is short-term. The same
applies to the degree of complexity confronting an organisation and
its ability to access capital (Shleifer & Vishny, 1991), the intensity of
entrepreneurs’ control concerns (Kaplan & Stromberg, 2002) and when
the projects at the organisation represent significantly different cashflows,
risk, liquidation values and management incentives profiles over time
(Rajan, 2012: 1174). Managers tend to be given a great deal of discretion
in how their projects are to be implemented. As organisations mature, it
will also be necessary to renegotiate the stake different stakeholders have
in the organisation (Zingales, 2000).

3 Financial contracting refers to the deals “made between financiers and those who need
financing”. Contracts can be the source of many forms of moral hazard (Tirole, 2006:
1079–1080).
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In the past, the excess holding of cash was associated with a failure
to pursue opportunities. However, organisations now hold more cash
now than ever before. For instance, the average cash-to-assets ratio in the
United States is more than double than it was during the period 1980
to 2006. Previously, cash was held for four reasons: to avoid the transac-
tion costs incurred when converting noncash into liquidity, to better cope
with unexpected external shocks, for tax reasons and because managers
believed it was more important to pursue opportunities rather than pay
dividends. However, the trend is now better explained by managers’
greater willingness to explore and exploit opportunities, shorter payments
terms, lower inventory levels, a reluctance to invest in major capital
projects and greater R&D intensity. The research does not support the
thesis that the increase in cash holdings is essentially an agency-related
problem, although recently listed organisations, those that do not pay
dividends or which operate in extremely volatile environments hold more
cash (Bates et al., 2009). The cash trend is essentially a “lemons” problem
related to the mismatch of knowledge held by managers and investors
during high growth periods (Harris & Raviv, 2017: 162).

Internal Capital Markets and Capital Allocation
A disconnect also exists between the theories of internal capital markets
and capital allocation and what occurs in practice. In theory, internal
capital markets are assumed to be more efficient than external capital
markets (Stein, 1997). However, in real life, so much depends upon the
context. Also, internal capital markets have both an up- and down-side
in practice. For instance, Dickler and Folta (2020) found that multi-
business firms are generally more efficient than single-business firms
because multi-business firms can more easily exit unprofitable businesses
than single-business firms. They can also expand their revenue base far
more nimbly. However, in line with the “dark side” of capital markets
literature, when organisations are doing very well, powerful managers
tend to obtain larger allocations of capital than their less well-connected
counterparts, demonstrating that internal capital markets are not as impar-
tial as is normally assumed. However, it may be possible to avoid this
problem by establishing clear-cut rules about the allocation of windfall
capital, regularly redeploying managers to other areas to allow them to
learn about them, and periodically evaluating resource allocation patterns
(Glaser et al., 2013: 1577).
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Sengul et al.’s (2019) extensive review of the intra-firm capital allo-
cation literature identified three general contexts (or pillars) for critically
evaluating how inefficiencies occur in real life. The first involves under-
standing how managers identify, compare and choose between different
and potentially advantaging strategic investments. This can be thought of
as better understanding the horizontal dimension. The second involves
understanding how investment occurs up and down hierarchical levels.
This can be thought of as understanding the vertical dimension. The third
involves understanding the influences and constraints emanating from the
external environment. On the whole, the research confirms that corpo-
rate centres (Head Offices) allocate capital more efficiently than external
markets because of their inherent informational and control advantages.
They also possess capital allocation competences specifically designed over
time to address the organisation’s path dependencies (Burgelman, 1996;
Christensen & Bower, 1996; Noda & Bower, 1996) and its managers’
decision-making biases (Arrfelt et al., 2015; Cyert & March, 1963;
Lovallo & Kahneman, 2003).

The research also revealed the problems inherent in using the capital
asset pricing model (CAPM) at some organisations to determine project
hurdle rates. The use of marketable assets and prices to determine a hurdle
rate is problematic because resource-based theory states above average
performance is not possible unless resources are combined uniquely. An
organisation can only outperform the market during periods of disequilib-
rium, such as when an organisation has a first mover advantage. Thus, in
most cases, it may not be practicable or strategic to separate the resources
or use CAPM unless competitors are pursuing similar strategies:

The fundamental premise of organizational economics is that the produc-
tivity of an asset owned by a firm is greater than the asset’s productivity in
the absence of the firm. The equilibrium pricing of a firm’s assets there-
fore is truly meaningful only if those assets are evaluated as an inseparable
unit. A market price attaches to the firm as a whole, but market pricing of
the constituent parts of the firm is inherently misleading if the firm meets
organizational-economic criteria for viability. (Robins, 1992: 530)

By the same token, it can be difficult, if not outright impossible, to
calculate CAPM in some parts of the world (Bettis, 1983). Indeed, many
organisations choose hurdle rates subjectively and many managers write
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business cases that “back into” the desired rate. In addition, some divi-
sions may be given significantly different hurdle rates to that of other
divisions. Even if this is not for political reasons, it may be interpreted
to be political. These perceptions of bias problems could be avoided by
applying a variation of portfolio logic, for instance, by imposing hurdle
rates based on the level of volatility in the divisions’ markets and its
expected growth rate compared to the rest of the organisation. The
problem is that such techniques are still rarely employed (Calandro et al.,
2015: 72).

In summary, there is a corporate effect. Organisations with sophisti-
cated capital allocation processes tend to be higher performing than those
with unsophisticated or ad hoc capital allocation processes (Arrfelt et al.,
2015). Regardless, internal markets are more rigid than external markets.
It is only possible to lever financial capital’s inherent fungibility so much.
Ultimately, financial capital is more likely to be efficiently allocated if the
strategy is sound and the timing of its implementation is well-judged.
Managers’ equity concerns, lack of balance in the business portfolio, the
approval process being too bottom-up or top-down, and serious insta-
bility in the external (market) environment may also be constraining
factors (Lovallo et al., 2020).

The Theory of Corporate Governance

In broad terms, “corporate governance deals with the ways in which
suppliers of finance to corporations assure themselves of getting a
return on their investment” (Shleifer & Vishny, 1997: 737). It can also
be conceived of as the methods adopted at organisations for dealing
with agency problems occurring at different levels. However, it is now
customary to define it as “the design of institutions that induce or
force management to internalise the welfare of stakeholders”. Crucially,
corporate governance is no longer synonymous with the maximisation of
shareholder value (Tirole, 2001: 4). This may be one of the few posi-
tives to have come out of the many corporate scandals of the last decades
(Barton, 2011; Langlois, 2003).4

4 Corporate governance is different to the concept of governance in transaction cost
economics, since governance in transaction cost economics refers to the decision to govern
via the firm (organisation), markets or a hybrid of the two (Mahoney, 2005).
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Corporate Governance: An Evolving and Increasingly
Stakeholder-Oriented Field
Thus, corporate governance research has largely focused on under-
standing the governance capabilities and mechanisms that lead to an
organisation outperforming its rivals and/or satisfying its stakeholders
(Aguilera et al., 2007; Bies et al., 2007; Bonardi et al., 2005; Capron &
Guillen, 2009; Hoetker, & Mellewigt, 2009; Kim & Prescott, 2005; Kim
et al., 2009). In their extensive review of the corporate governance litera-
ture, Shleifer and Vishny (1997) found that most problems of governance
were viewed from an agency lens. Managers were less likely to work in
the best interests of shareholders because their contract was incomplete,
they were insufficiently or incautiously incentivised, manager’s decision-
making methods were not scrutinised and they had unfair informational
advantages. Of course, it is helpful if those investing in an organisation
have some semblance or assurance of control:

The principal reason that investors provide external financing to firms is
that they receive control rights in exchange. External financing is a contract
between the firm as a legal entity and the financiers, which gives the
financiers certain rights vis a vis the assets of the firm. (Shleifer & Vishny,
1997: 750)

The agency problem is not just a trust problem. It is also an assurance
of organisational value problem; indeed, the value an organisation repre-
sents and how a strategy might augment that value over time will mean
different things to different stakeholders. Likewise, different corporate
governance characteristics will mean different things to different stake-
holders, for instance, the impact of certain stock-based incentives for
managers, the proportion of block-holder or institutional ownership, past
equity ownership holdings, and the number of shares sold prior to listing
to venture capitalists and internal board members will be interpreted vastly
differently in value terms by some (Sanders & Boivie, 2004).

So much depends on which governance characteristic is being put
under the spotlight and by whom. For instance, Kacperczyk (2009: 261)
found that “an exogenous increase in takeover protection leads to higher
corporate attention to community and the natural environment but that
this has no impact on corporate attention to employees, minorities, and
customers”. Similarly, “firms that increase their attention to stakeholders
experience an increase in long-term shareholder value”. On the other
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hand, Wang et al. (2009) found employees were reluctant to invest
in specialised knowledge unless the organisation had established a trust
relationship and/or provided other protections. Thus, value will be appor-
tioned in line with the context. For instance, Zona (2012) found that
boards that believe it is appropriate to innovate during a downturn are
keen to use a number of mechanisms to stimulate innovation. Scherpereel
(2008) found that the choice of a market, hybrid or firm governance
structure was contingent on the level of option value being sought.
Henisz et al. (2013) found that stakeholders positively value organisations
after encouraging media reports about it are released.

A greater emphasis on meeting the needs of stakeholders rather than
maximising shareholder value suggests three questions: (1) how is pledge-
able income used when negotiating with important stakeholders, (2) how
are deadlocks dealt with, and (3) is it possible to have a clear strategic
mission when a stakeholder welfare approach is taken focus (Tirole,
2001)? Of course, it is important to make a distinction between market
finance and intermediate finance or uninformed and informed capital.5

It is also necessary to appreciate that starkly different governance charac-
teristics may be used depending on the country or political environment
under consideration (Shleifer & Vishny, 1997).

Corporate Governance and Organisational Decision-Making
If the shift to a stakeholder approach is to “induce or force manage-
ment to internalise the welfare of stakeholders” (Tirole, 2001: 4), it
follows that the decision-making processes evolved at an organisation
are of critical importance too. Much of the research on decision over-
sight focused on exploring decision-making biases and other behavioural
factors that could lead to efficiencies. As a result, how optimism bias,
narcissism, overconfidence, escalation of commitment and excessive self-
interest can creep into an organisation’ decision-making processes were
examined in some detail. In addition, it was found that capital alloca-
tion can be backward-looking (or overly improvement-oriented) instead

5 “Market finance refers to issues of securities such as commercial paper and corporate
bonds to a dispersed set of investors. Intermediated finance in contrast involves financing
by a large investor (bank, large shareholder, venture capitalist, etc.) who monitors the
firm. The distinction between intermediated and market finance is sometimes referred to
as one between ‘informed’ and ‘uninformed’ capital” (Tirole, 2001: 8).
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of forward-looking (or wealth-enhancing). This can lead to an overin-
vestment in business units with poor prospects and underinvestment in
business units with strong prospects, and stronger performing units subsi-
dising poorer performing units without any real justification (Arrfelt et al.,
2013, 2015). It is also common for managers to use simple heuristics to
allocate capital, for instance “[evenly] spread out allocations over all iden-
tified options” (Bardolet et al., 2011: 1478). The presence of slack has
also been studied in a governance-decision-making context. For instance,
slack was found to have both an up-and down-side. Slack may be neces-
sary to be able to innovate. However, slack may also lead to managers
acting self-interestedly, incompetently or apathetically (Nohria & Gulati,
1996).

Capital allocation efficiency may also be contingent on the levels of
the hierarchy through which a project proposal must pass through to be
approved (Burgelman, 1983) or the extent to which it is necessary to
“substitute, to some extent, internal selection for external selection” to
survive (Burgelman, 1996: 210). Similarly, the choice of organisational
structure can be thought of as a problem of governance. For instance,
Haier achieved greater levels of vertical and horizontal alignment after
restructuring into 2000 microdivisions. The new structure allowed Haier
to develop a more liberalised business case and approval process, which
was enabled through the use of a platforms to achieve these ends. The
problems normally associated with both centralised and decentralised
decision-making were avoided as a result. All of these initiatives made
it easier for Head Office to encourage innovation and ensure new ways
of thinking could be embraced across the whole organisation when it
was strategic to do so (Chen et al., 2021). Divisionalisation done well
is about fostering “smarter investment behaviour”, ensuring capabilities
and knowledge are shared when appropriate (Natividad, 2013: 615).

The Theory of Organisational Design

Organisational design refers to how resources are deployed and used
across the organisation and capabilities structured with the objective of
achieving an organisation’s strategic objectives. For instance, effective
decision-making can be enabled by establishing an appropriate level of
centralised versus decentralised decision-making (Chandler, 2001). The
former enables forward-looking planning and reasoning while the latter is
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especially useful for dealing with emerging events and adapting the organ-
isation over time. When a suitable balance is achieved between the two
modes, it is more likely that an organisational culture will emerge where
collaboration and learning are valued (Andersen, 2015).

The capabilities residing in an organisation’s human resource base
can be brought into play too by specifying employees’ roles and the
level of support employees will be given by the organisation’s human
resource function. The same applies to how an organisation’s knowl-
edge is accumulated, managed and then used. When particularised to
ensure its optimal use, positive forms of learning, coordination and posi-
tive employee behaviours can be encouraged (Foss et al., 2013; Waddell
et al., 2011; Weigelt & Miller, 2013). When thought is put into how the
organisation’s human resources are combined and used, it is more likely
that the organisation can achieve its value creation and value appropria-
tion objectives (Barney & Arikan, 2001; Nag et al., 2007; Porter, 1980,
1985, 1991; Prahalad & Hamel, 1990; Teece et al., 1997).

Since it is impossible to separate people from the institutional context,
it follows that the organisational design adopted will reflect the external
and internal institutional context. For instance, for-profits will adopt
organisational designs devised to help them become profitable while not-
for-profits will adopt designs devised to help them achieve their broader
mission. This is because even though organisations need to operate
viably or, in the great majority of cases, operate profitably, they are also
required to comply with various institutions’ regulatory, market, standard
benchmark, reputational and/or societal expectations. Some of these will
emanate from within the organisation itself, as institutions emerge within
organisations too (Berrone et al., 2013; Campbell, 2007; Oliver, 1997;
Peng et al., 2009; Scott, 1995). Of course, the design adopted will also
be influenced by the level of isomorphism present in the country. Indeed,
isomorphism is more likely to be more of a factor within a country
rather than between countries (Chan et al., 2008; Fernhaber et al., 2009;
Garcia-Canal & Guillen, 2008; Garcia-Pont & Nohria, 2002; Goerzen &
Beamish, 2005; Makino et al., 2004; Meyer et al., 2009).

The Transformation: Human,
Risk and Resource Capital

The preceding discussion demonstrates that the theories of corporate
finance, corporate governance and organisational design have much in
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common. In short, they imply each other. For instance, it is impossible
to discuss the theory of corporate finance without implying systems of
corporate governance and how these are supported by certain organisa-
tional designs. Likewise, it is impossible to discuss corporate governance
without discussing the different patterns of financing that are likely to
advantage some stakeholders over others and, as a consequence, lead to
the adoption of a certain organisation design. Neither is it possible to
discuss organisational design without linking the concept to how different
financing and governance objectives impelled the design in the first place.
In each case, the institutional context will be a consideration (Stiglitz,
2012; Zubac, 2018). The inherently circular investment system plays an
important role (Schumpeter, 1927, 1947).

At the heart of the matter is the fact that stakeholders play both a direct
and indirect role in shaping an organisation’s evolution (Zollo et al.,
2017). The stakes they may have in an organisation may take many forms
(Barney, 2018). These may or may not be formalised or be clear-cut.
For instance, property rights theory has demonstrated that some internal
stakeholders can appropriate rent by taking unified action or affecting
or controlling critical forms of information (Amis et al., 2020). Thus,
it becomes necessary for managers to structure and transform financial
capital in ways that satisfies them or, more precisely, assures them.

The literature suggests this assurance is the result of building stocks of
human, risk and resource capital. When this is done well, the organisation
justifies its existence. The organisation will only have so much scope to
grow too depending on how these stocks are built up and levered (Zubac
et al., 2012).

Human Capital

Indeed, no matter what kind of organisation we are talking about—large
or small, profit or not-for-profit, multi-divisional and global or not—the
very act of organising to develop an organisation is impossible without
some human input. It is for these reasons why it is so vital that human
capital is built up prudently at an organisation. Research suggests that
human capital is made up of two subtypes of capital, that is, knowledge
and social capital. These two forms of human capital enable the organi-
sation to interact within an institutionally thick environment; people are
important because of the knowledge they possess and their ability to form
relationships on behalf of the organisation. Indeed, it would be impossible
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to perform even the simplest of tasks as a worker without some knowl-
edge and ability to interact with others. Of course, these principles only
apply while the person in question is working for the organisation in some
way. Once an individual leaves, any knowledge or social capital not trans-
ferred to the organisation in some appreciable way for the organisation to
control and use, such as by documenting it or embedding into an organ-
isational system will not be human capital from the point-of-view of the
focal organisation (Zubac et al., 2012). It should also be kept in mind
that internal stakeholders can appropriate value but may also incur costs
themselves should they sever ties with the organisation before they are
ready (Coff, 1999, 2010).

Knowledge Capital
In a modern organisation, it is important for there to be something
unique about its human capital base. The human capital architecture
used will be key here. This refers to the combinations and proportions
of people at the organisation who have unique skills or knowledge as
opposed to those who have more generic and easily transferable skills and
knowledge (Lepak & Snell, 1999). The underlying human architecture
developed will be contingent on how different people are deemed able to
contribute to the organisation’s exploration and/or exploitation activities
(Kang et al., 2007). Of course, sometimes people need encouragement
to use their skills and knowledge to advance the organisation’s ends.
Thus, the architecture will in part depend on the incentives put in place
to encourage good behaviours (Kaplan & Henderson, 2005). Providing
the right training and making it easy for employees to share knowledge
is important if employees are to “simultaneously pursue exploratory and
exploitative learning by building differentiated relationships within and
across firm boundaries” (Riley et al., 2017: 251).

Social Capital
The human resource architecture also depends on social capital. Social
capital is of value if it can advance an individual’s objectives (Kwon &
Adler, 2014). In general terms, it is the “the goodwill that is engendered
by the fabric of social relations that can be mobilized to facilitate action”
(Adler & Kwon, 2002: 17). It is greatly associated with the generation
of sympathy without expecting anything in return (Robison et al., 2002).
In an organisational context, it is “the capacity for people to lever their
social connections to advantageously gain access to resources or better
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use the firm’s own resources” (Zubac et al., 2012: 1876). As this capacity
evolves, the human capital architecture will evolve (Zollo et al., 2017).
For instance, “the right mix of specialists and generalists” are those who
are in a strong position to lever their social relationships at the present
time in line with what they know (Byun et al., 2018). Similar principles
apply to people’s affiliations, as these can provide reputational advantages
(Gubler & Cooper, 2019: 2287 and 2289). High quality relationships
may also be particularly advantaging (Burt, 1997).

Social capital may be built through people’s relationships, leading to
improved cross-functional team performance and organisational learning.
Strong inter-organisational relationships or being well-networked is also a
source of social capital. Connections may also be built intra- or inter-
organisationally by acting as a bridge or by forming bonds (Adler &
Kwon, 2002; Burt & Merluzzi, 2016). Regardless, the building of
social capital is contingent upon the institutional environment and the
obligations and norms engendered by it (Portes, 1998).

Risk Capital

All organisations need to take some risks to implement their strategies
(Reuefli et al., 1999). Naturally, investors prefer to invest in organisations
that employ modern risk management methods (Chatterjee et al., 1999).
A proactive approach to risk mitigation addresses investors’ imperfect
information concerns (Demsetz, 1997). Generally speaking, risk capital is
“the means by which firms mitigate and underwrite their risks and protect
their owners’ ongoing interests”. This is a definition that can be applied
to for-profit and not-for-profit organisations alike (Zubac et al., 2012:
1877). However, there is very little in the strategic management literature
or, for that matter, in the wider management literature which explains
how risk capital is accumulated and managed at organisations. This is
perplexing as it is not possible to fully understand how organisation’s
implement their strategies and change over time without appreciating the
role risk capital management plays.

Notwithstanding, risk capital is a mature concept in corporate finance
and in banking. In corporate finance, it is known as “the smallest amount
that can be invested to insure the value of the firm’s net assets against
a loss in value relative to the risk-free investment of those net assets”
(Merton & Perold, 1993: 17). In banking practice and consistent with
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The Basel Accord,6 it is defined as “the amount held … to underpin the
risk of loss in value of exposures, businesses, etc. … [risk capital] acts
as a buffer … leaving the bank room to recover or organise in an orderly
winding down” (Matten, 2001: 17). It is of special concern for the gover-
nance of financial institutions because these institutions are essentially in
the business of risk management and are heavily regulated. Financial insti-
tutions enable the efficient functioning of the credit system of money of
which the economies of the world depend for their efficient functioning.
The credit system of money must be safeguarded for obvious reasons, as
the Global Financial Crisis of 2007–2008 demonstrated. In short, when
a country’s financial institutions possess an insufficient level of risk capital
to act as a buffer should the worst occur, the whole economy is at risk. It
may become necessary for a government to bail out the financial sector to
restore health to the economy. Taxpayers’ money may be diverted from
initiatives that are designed to be of benefit to society and future genera-
tions. Global accords that specify how risk capital should be built up over
time by financial institutions are necessary because the financial systems
of the world are so interconnected; these accords and the rules and regu-
lations they have stimulated protect the global economy (Ingham, 2008;
Stiglitz, 2012).

A Clarifying Example
In addition, the calculation of risk capital at financial institutions is
complex. Thus, it is not surprising that much more effort is expended on
the calculation of risk capital at financial institutions as compared to other
organisations. Indeed, there are a great many risks financial institutions,
such as banks and insurers, etc. must shoulder to profitably extend credit,
provide insurance coverage and operate as a going concern, etc. Conse-
quently, the frameworks used for calculating and managing risk at financial
institutions could serve as a useful base or template for understanding how
risk capital could be defined or calculated at other organisations.

6 The Basel Accord is the framework that is used globally by banks, as overseen by
their respective country’s regulators. It provides guidance for calculating the bank’s capital
adequacy level (Basel Committee on Banking Supervision, 2021). The objective of the
accord is the ensure the integrity of a country’s financial system through the management
of risk capital and, consequently, helps to ensure the stability of the global financial system.
It is different to what is normally done when protecting creditors in accounting (Matten,
2001).
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The first step for calculating risk capital at a bank is to take an inven-
tory of all of its risks. This is done so that it is possible to determine
a suitable (or the mandated) capital adequacy ratio for the organisation,
that is, the level of equity versus the computed risk weighted assets for the
bank. Long-tailed distributions are usually used to profile, that is, deter-
mine suitable risk weightings for each of the key categories of risks. At
one end of the continuum of risks, very high probability but very low
impact risks are priced. At the other end, extremely low probability but
potentially catastrophic risks are priced. Once all other risks are modelled
and priced, it is then possible to gauge the level of risk capital that regu-
lators require the financial institution to hold and how this could impact
the strategy. The Basel Framework requires banks to hold three tiers of
capital: Common equity Tier 1; Additional Tier 1; and Tier 2 capital.
The Tier 1 categories are calculated to ensure a suitable ratio of equity
to debt, that is, the capacity to pay creditors before all other claimants
were the bank to experience liquidity problems. Tier 2 capital includes
various categories of reserves that banks must hold. This is not techni-
cally working capital. This capital is held to ensure that if the bank gets
into trouble, say, there was another global financial crisis, the losses can
be absorbed sufficiently. The objective is to sufficiently protect depositors
and creditors (Basel Committee on Banking Supervision, 2021; Matten,
2001).

The advantage of assuring depositors and creditors that their interests
are protected is that it becomes much less likely that a run on the bank
will occur, the bank collapses and/or, in the worst-case scenario, should
very large banks or enough banks go under, the economy collapses. It is
in this sense that Tier 1 and Tier 2 capital can be thought of as a form of
insurance, albeit a regulatory form of insurance. If truth be told, bank risk
capital is conceptually analogous to the general concept of “insurance”.
Insurance, as is generally understood, which all organisations can purchase
(financial and non-financial alike) can also be thought of as corralled
financial capital. Of course, providing fail safes and building redundancies
across the organisation’s systems are also analogous.

This means that it follows that just like insurance, as generally under-
stood, of which it is desirable to purchase for low premiums, the less risk
capital a financial institution or any organisation is required to hold or
chooses to hold, the more financial capital that can be diverted to value
creating activities, etc. Similar principles apply to providing fail safes and
building redundancies across systems. In other words, just like it is always
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highly desirable to be charged low insurance premiums and have such
robust systems fails safes and redundancies are not required, a bank will
be better off if it is able to minimise the level of risk capital it must possess.
A risk–benefit trade-off is implied. In short, it will not be possible to do
this—hold optimal levels of risk capital—unless all risks are mitigated as
much as it is possible and commercial decisions are made that reflect the
bank’s risk appetite. These ideas can be extended to all organisations even
though their risk problems are likely to be very different to that of a bank.

Risk Mitigation and Risk Appetite
The bank example is again used to explain the risk-related differences
across organisations. Banks are interesting because they must take risks
to be profitable but they are also in the business of risk, albeit mostly
in the business of credit, liquidity and market risk management (Central
Bank Governance Group, 2009). Consequently, it will be impossible to
implement commercially sound strategies at the bank unless its managers
and those who govern it agree on what constitutes a suitable risk appetite
for the bank. This can be defined as the level of risk the organisation is
prepared to take on to achieve its strategic objectives while complying
with its risk capital requirements. For many banks, it is a function of the
credit rating to which the bank aspires to be given by the major credit
agencies, such as by Moody’s, S&P Global and Fitch and the risk culture.
A positive risk culture is normally achieved by investing in governance
mechanisms, such as incentives and targets that ensure risk is appropriately
managed across the organisation on a daily basis:

There are two fundamentally different ways that a bank’s risk management
can destroy value. First, risk management can fail to ensure that the bank
has the right amount of risk. This failure can come about for a number
of reasons .... risk management can fail to uncover bad risks that should
be eliminated, ... mismeasure good risks, and it can fail ... to measure the
firm’s total risk. Second, risk management can be inappropriately inflexible,
so that increases in risk are prevented even when they would be valuable to
the institution. When risk management becomes too inflexible, it destroys
value because the institution no longer has the ability to invest in valuable
opportunities when they become available, and it also becomes less effec-
tive in making sure that the firm has the right amount of risk ... Striking
the right balance ... is a critical challenge for risk management in any bank.
(Stulz, 2016: 44)
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It will be impossible to effectively govern and achieve a positive risk
culture7 unless a multi-stakeholder approach is taken, where cohorts
of stakeholders (managers, board members, risk and other committee
members, etc.) within the managerial hierarchy and governance struc-
ture can impartially advise about the risks that should be targeted (Van
Greuning & Bratanovic, 2020). Much is at stake, all things considered
(Stulz, 2016: 57). It is well-known that some bank decision-makers have
focused on short-term gains to get large bonuses rather than on what was
in the best interests of the bank and its key stakeholders (Stiglitz, 2012).
To this end, it may be helpful to calculate a risk adjusted return on capital
for the organisation.8 This can be his is best done by keeping track of the
various dynamic factors that could impact the organisation over time and
by ensuring “a learning process that includes intuition, judgment, and
discipline” (Guill, 2016: 29).

The preceding discussion confirms the logic that can be applied to
all organisations. In summary, it is important to consider the organisa-
tion’s risks carefully to be able to manage and govern it effectively and
strategically.

Risk Management: Understanding the Different Categories of Risk
in Order to Mitigate
Thus, it will be impossible to successfully achieve an organisation’s
strategy over time without good risk management. Generally, risk
management is:

A process of understanding and managing the risks that the entity is
inevitably subject to in attempting to achieve its corporate objectives. For
management purposes, risks are usually divided into categories such as
operational, financial, legal compliance, information and personnel. One

7 Risk culture is generally definable as “the set of shared attitudes, values and practices
that characterise how an entity considers risk in its daily activities. Risk culture is mainly
derived from an analysis of organisational practices, namely rewards or sanctions for risk-
taking or risk-avoiding behaviour” (Harvey, 2008: 5).

8 This is a profitability measure that is similar to return on equity since it is a profitability
measure but the denominator is adjusted for risk. Indeed, different managers may be
given targets that specify how they should contribute to achieve a risk adjusted return
by managing risk and ensuring the organisation’s risk appetite is appropriately reflected
through its operations or when implementing strategic projects (Matten, 2001).
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example of an integrated solution to risk management is enterprise risk
management. (Harvey, 2008: 3)

However, risk is an umbrella term. It incorporates many other key
concepts, such as expected outcome, variance and time. When discussing
an organisation’s risks, it will be a challenge to be precise about the nature
of the risks confronting the organisation (Kallman, 2005). Nonetheless,
the fact remains that it will not be possible to create or appropriate value
as required or, for that matter, build risk capital sufficiently without having
comprehensively and thoroughly managing risk first.

Using the bank example again, banks necessarily concentrate on the
mitigation of their financial risks, for instance, much attention is given to
the mitigation of credit risks at banks since these risks pose the biggest
threat. However, this does not mean that other risks can be ignored.
Regulators will not allow this and it is not possible to be truly strategic
unless all other risks are considered. The majority of a bank’s “other”
risks will be operational risks. They are a smaller proportion of a finan-
cial institution’s overall risks but still crucial to mitigate. However, at
other (non-financial) organisations, the majority of risks are more likely to
be overwhelmingly operational risks. Thus, processes for mitigating these
risks will be key if the aim is to build up an adequate level of risk capital.

Operational risks (or business risks) are the risks that can arise due
to the organisation’s structure, systems, human resource base, products
or processes. Project risk, reputational risk and strategic and/or policy
risk are frequently included in this category of risk. However, so much
depends upon the organisation. Some organisations consider risks such
as strategic risk and policy risk as separate categories altogether (Basel
Committee on Banking Supervision, 2021; Central Bank Governance
Group, BIS, 2009; Matthews, 2008). Risk may also be specific to a
country and the greater institutional context or be of a political, socio-
cultural, economic, technological, natural environment or legal nature.
A risk may be a downside risk (the risk of something bad happening,
such as an earthquake) or as an upside risk (the risk of something good
not happening, such as a new product launch failing) (Harvey, 2008).
Downside and upside risk are important concepts because they imply risk–
benefit and choice. Consistent with concepts pertaining to risk appetite,
some risk-taking involves rewarded risks while some risk-taking involves
non-rewarded risks. For instance, providing services for a fee other organ-
isations will not or cannot provide for risk-related reasons is a rewarded
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risk while developing a reputation for resilience during periods of adver-
sity is a non-rewarded risk, that is, unless a way is found to ensure a reward
(Elahi, 2013).

Because operational risk is such an important category of risk,
including integral to calculating a suitable amount of risk capital to
hold, the International Organization for Standardization introduced the
ISO 31000 standard. The standard provides guidelines for objectively
assessing, mitigating and controlling risks. Critically, the ISO 31000
standard provides a framework for communicating with and engaging
stakeholders to define the risk context, identify the organisation’s risks,
conduct risk analyses, treat the identified risks and monitor and review
risks periodically (International Organization for Standardization, 2018).
This standard was so widely embraced, it actually informed the develop-
ment of The Basel Framework (Basel Committee on Banking Supervision,
2021).

The main challenge of the ISO 31000 standard for managers is how
the standard should be interpreted to address the organisation’s unique
requirements (Almeida et al., 2019). The problem is that this can be
done superficially and risks end up being poorly and/or reactively miti-
gated. The standard can be especially problematic if it acts as a brake to
innovation. The related IOS ERM framework was introduced to address
some of these problems. This standard considers the risk pertaining to
the life cycle of activities, projects and products. However, this standard
is still very general. The risk and controls for understanding risks relation-
ships and risk hierarchies over time are not specified, such as might occur
when implementing a particular computer and information architecture
(Lalonde & Boiral, 2012).

It may be necessary at some organisations to develop meta frameworks
for mitigating risk that consider “major decisions and events, projects, and
enterprise routines”, and the role of time. That is, “temporal hierarchy as
applied to enterprise risks are: first, changes at higher hierarchical levels
are less frequent than at lower levels and second, higher levels cast the
context and the boundary conditions within which the lower levels must
exist and function” (Kmec, 2011: 1504, 1504–1505). It is increasingly
evident too that risk velocity is yet to be fully addressed by most organi-
sations. It will be difficult to truly understand the value of an opportunity
if the speed by which the opportunity’s respective upside and downside
risks might be realised are ignored. Though models for understanding risk
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velocity do not exist as of yet, this does not stop managers from applying
the concept intuitively (Ramamoorti et al., 2017).

Implementing Strategy and Risk
Thus, it is not surprising that so many organisations are using enter-
prise risk management (ERM) at their organisations, including as a
platform. ERM “is an established management practice and is increasing
in prominence as more firms spend substantial resources implementing
ERM frameworks, partially induced by regulatory requirements” (Sax &
Andersen, 2019: 719). ERM is best used strategically. For instance, when
ERM is used to enhance how financial capital is allocated across the
organisation, strategies are more likely to be implemented that reflect the
organisation’s risk appetite and the level of value that is desirable to put
at risk (Ai et al., 2012).

Although there is much to be learned about ERM and how it can
impact performance, the evidence so far is that it can make the strategy
process easier to navigate. ERM has also been linked to improved prof-
itability and financial leverage (Sax & Andersen, 2019). The problem is
that it has traditionally been considered an anathema to innovation by
non-risk managers. This is a concern because risk awareness should do
the opposite. ERM is at its most useful when it encourages decision-
makers to be forward-looking and not backward-looking, including when
it helps employees to put intraorganisational politics aside. Nonetheless,
people are people. Behavioural biases and the inability to appreciate the
critical aspects of a strategic conundrum may lead the best of managers to
misinterpret what the data discloses. Thus, ERM is of most value when it
stimulates critical thinking:

The Revealing Hand of risk management must be forceful and intru-
sive to allow individuals to activate “System 2” careful thinking about
risk. It requires intrusive, interactive, and inquisitive processes to accom-
plish the following: (1) challenge existing assumptions about the world,
internal and external to the organization; (2) communicate risk infor-
mation, aided by tools such as risk maps, stress tests, and scenarios;
(3) and draw attention to and help close gaps in the control of risks
that other control functions (such as internal audit and other boundary
controls) leave unaddressed, thereby complementing—though without
displacing—existing management control practices. (Kaplan, 2016: 11)
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Resource Capital

The extensive literature on resource-based theory in strategic manage-
ment and as applied in other areas of management demonstrates its
superiority for explaining high performance. From a variety of perspec-
tives, it can explain how organisations coordinate but also create and
appropriate value over time (Amit & Schoemaker, 1993; Barney &
Arikan, 2001; McGahan & Porter, 1997; Penrose, 1959; Rumelt, 1991;
Wernefelt, 1984). Thus, it provides a basis for explaining the concept of
resource capital. Consistent with the arguments put forward so far, value
accrues through this category of applied capital too. Resource capital with
a capacity for growth through its effective management allows organisa-
tions to become attractive investment propositions. Of course, the value
it represents may differ across stakeholders. For instance, it may repre-
sent future option value for some or a residual claim to others. It is for
these reasons that resource capital is definable as “all the tangible and
intangible assets, capabilities, and core competencies at the firm and any
knowledge captured by it that allows the firm to operate and its managers
to implement strategies” (Zubac et al., 2012). Resource capital enables
managers to implement strategies that can attract new investors. It is
capital as is commonly understood because it can be built up over time
and be transferred beneficially (Arrow, 2000; Solow, 2000).

When resources are combined strategically, they may become more
valuable and more so than if they were each valued separately. So much
comes down to whether managers have been able to build up the resource
base presciently or whether they just got lucky (Barney, 1986; Barney &
Arikan, 2001). Likewise, resources used to complement the products and
services of others may become valuable. However, it could be difficult to
truly understand the nature of the “value added”, including whether “a
favourable asymmetry” between the organisation and its competitors has
been achieved (Brandenburger & Stuart, 1996: 23). The orchestrating
role managers at different levels play to ensure resources can be levered
effectively throughout the organisation and over its life cycle is also of
relevance here (Sirmon et al., 2011).

However, it is not possible to develop capabilities that are high on the
hierarchy of capabilities, that is, dynamic capabilities without operational
capabilities (Winter, 2003). For some organisations, just being able to
operate effectively on a daily basis may be more than enough. It may not
be necessary to outperform competitors, etc. through its resource base.
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For instance, the priority for some family businesses is to ensure everyone
in the family is able to earn a good living through the business. Strategy
implementation may best be described as more like climbing Everest than
like playing chess:

Problems in business strategy are characterized by equifinality, randomness,
and continuous interaction with external forces. In business competition,
the range of strategic options is always constrained by external conditions
and past choices, and executives seldom face a large number of feasible
paths; in many cases, the actual number of feasible paths is one. In business
strategy, good decisions sometimes fail, bad decisions succeed, margins for
error are large, and the conditions of implementation can erase or reverse
the core assumptions on which positioning decisions were based. Compa-
nies do not fail every time an executive chooses the wrong path, and it
often happens that the human and economic conditions of competition—
poor implementation of a bad decision, poor decisions by competitors, a
favorable demand shift, a lucky change in government regulation, a corpo-
rate takeover—allow executives to profit from their own mistakes. (Powell,
2017: 165–166)

Exploration and Exploitation: Sensing, Seizing and Transforming
A resource base will also represent value because it enables both explo-
ration and exploitation or, other words, allows the organisation to be
ambidextrous. Although it may be more practicable for an organisation
to focus on one or the other at different times, in the long-run, it
could be difficult to remain competitive, relevant and/or a going concern
unless the organisation can use its resource base to both explore and
exploit opportunities. “Organizational ambidexterity refers to the ability
of an organization to both explore and exploit—to compete in mature
technologies and markets where efficiency, control and incremental
improvements are prized and to also compete in new technologies and
markets where flexibility, autonomy, and experimentation are needed”.
An appropriate trade-off between the two can be achieved by pursuing
“simultaneous or structural ambidexterity” (exploring and exploiting
simultaneously through separate units) or “contextual ambidexterity”
(exploring and exploiting simultaneously or sequentially because people
are behaviourally equipped to so). Either way, ambidexterity is best
explained through a dynamic capability lens (O’Reilly & Tushman, 2013:
324, 328–329 and 332). When designing an ambidextrous organisa-
tion “execution appears to trump strategy”. It is about the ability to
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make hard choices at all stages of the strategy implementation process to
ensure the different architectures across the organisation can be balanced
(O’Reilly & Tushman, 2011: 18).

Teece’s (2007) framework for explicating dynamic capabilities is essen-
tially a means for articulating what is involved since its focus is on
explaining the (sub)processes and cognitions that enable an organisation
to remain competitive, relevant and/or a going concern. According to
Teece, dynamic capabilities can be categorised according to what they are
expected to enable allowing for the organisation’s institutional context.
All organisations will have three main objectives: (1) to sense and shape
opportunities and understand threats, (2) to seize opportunities and miti-
gate threats/risks, and (3) to reconfigure or transform the organisation as
is necessary. Organisations will develop dynamic capabilities in different
ways to achieve either of these three objectives, that is, by combining
enabling (sub)processes and cognitions to this end. Though dynamic
capabilities can only be consciously developed through the input of the
top management team, they are essentially an assemblage of the processes,
systems and structures developed at the organisation in the past. Interest-
ingly, although the Teece’s influential 2007 paper is mainly concerned
with explicating dynamic capabilities and not explaining how or in which
ways financial capital is transformed, this objective is nevertheless implied.
This means his arguments reinforce the arguments in this paper about
circularity and why different forms of capital are essentially the means by
which those with capital to invest in an organisation will do so.

Conclusion

This chapter uses a firm theoretic framework to explain the benefits of
developing and implementing financial strategies that reflect the greater
institutional environment with a particular emphasis on the underlying
investment system. It does so by allowing for the fact that an organisa-
tion’s external institutional environment will have been shaped by many
stakeholders in a similar way to which the internal organisational land-
scape will have been shaped by internal stakeholders but also by the
institutions that emerge at the organisation itself. It assumes the degrees
of separation between some external and internal stakeholders at some
organisations could be very short or the exact opposite or something in
between. The same can be said about the degrees of separation between
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external stakeholders and the degrees of separation between internal
stakeholders.

The chapter also argues that a financial strategy is more likely to be
efficacious and implementable if much thought is put into how finan-
cial capital should be acquired and transformed. Indeed, to effectively
manage and govern an organisation it is important to regularly review
the (sub)processes and cognitions employed across the organisation to
acquire and transform capital. Continual improvement and adaptation
of the organisation will not be possible otherwise. By the same token,
even more thought needs to be put into how financial capital should be
used to build human, risk and resource capital at organisations. If applied
capital is built up satisfactorily, it is more likely that the organisation will
remain an attractive investment proposition. Thus, it is also likely that
its future strategies can be successfully implemented. The building of
financial and non-financial capital (human, risk and resource capital) is
important because ALL of these categories of capital reflect what it is key
stakeholders want from the organisation.

However, people can be employed, risks balanced and resources
levered at organisations in a great number of ways. This means the
capital-centric transformations achieved at a particular organisation could
be of value to different groups of key stakeholders in vastly different
ways at times. It may be difficult to fully appreciate how value accrues
to the organisation and determine how to share this information with
others, especially since the value that accrues may not be fully reflected
in the balance sheet, other such documents or via dashboards of perfor-
mance. The arguments put forward about risk capital are particularly
pertinent here. It is only a mature concept at some organisations and
some management fields.

The implications of this chapter’s arguments for further research and
management practice are potentially immense. In summary, they point to
eight broad questions: (1) how are the financial strategies at organisations
of all types and sizes developed and implemented, (2) what is yet to be
learned about the management of financial capital and its transformation
into human, risk and resource capital, (3) what architectures are key for
building human, risk and resource capital, (4) how are different organisa-
tions using the risk capital concept, (5) what is the relationship between
applied capital and value creation, (6) what role do different internal and
external stakeholders play in the building of applied capital, (7) how can
a financial strategy be used to achieve greater levels of strategic vertical
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and horizontal alignment and (8) what are the implications for theory of
the firm research?
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CHAPTER 8

An Evolution: Turning Management
Accounting into a Strategic Function

Mark Pickering

Introduction

While the stereotype of the “bean counter” role of the management
accountant persists for some (Christensen & Rocher, 2020; Friedman &
Lyne, 2001), the role of management accounting has evolved substan-
tially over the past half century (de Lautour, 2018). Management
accounting-related activities and the role of management accountants
differ across geographies (Goretzki & Strauss, 2018), industries, organ-
isations and business units (de Lautour, 2018). While the magnitude
of change may vary, there has been substantial evolution away from an
almost clerical role of collecting, collating and reporting financial infor-
mation for costing, budgeting and management reporting purposes with
some provision of ad hoc decision support to a much more central role
in management decision-making and control (IMA, 2008). Management
accounting is now fundamental to strategy formulation, evaluation and
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implementation, playing a crucial role in tying strategy and operations
together (IMA, 2008).

Management accounting has broadened in scope within organisations,
its importance has grown across industries and reporting has expanded
from mainly financial measures. Fifty years ago, management accountants
produced periodic (usually monthly) management reports of financial
performance in most companies, significantly more effort was placed in
costing and monitoring performance on the factory floor in manufac-
turing firms (Johnson & Kaplan, 1987). Costing has now expanded across
the whole value chain in manufacturing and has become an important
exercise in strategic and operational decision-making, implementation
and control across many other industries including services, government
and not for profit organisations (Kaplan & Cooper, 1998). Management
reports are no longer limited to financial data but also communicate
strategic non-financial performance measures often in a Balanced Score-
card framework (Kaplan & Norton, 1996b). Rather than spending all of
their time producing management reports, a large portion of management
accounting time is spent performing analysis on reports produced and
ad hoc financial analysis to assist executive and managers with strategic
decisions (IMA, 2008).

This chapter explores this evolution of management accounting
becoming a strategic function. It traces the new management accounting
methods that contribute to strategic decisions and the implementation
of those decisions. Observations are drawn from the literature and from
the author’s experience of the changes in a career of over 30 years
in the accounting and management consulting industries and periodic
involvement in accounting and strategic management education over that
same time. The chapter begins by defining management accounting and
the traditional role of management accounting in organisations. It then
discusses the current more strategic role of management accounting and
provides an outline of the management accounting tools and techniques
that have emerged over the past few decades to link strategic, operational
and the financial aspects of organisations. Last, how strategic management
accounting (SMA) informs management decision-making and strategy
implementation is outlined.
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What is Management Accounting?

The Institute of Management Accountants (IMA) highlights the impor-
tant role that management accountants play in strategy formulation
and implementation with a contemporary definition of management
accounting as:

Management accounting is a profession that involves partnering in manage-
ment decision making, devising planning and performance management
systems, and providing expertise in financial reporting and control to assist
management in the formulation and implementation of an organization’s
strategy. (IMA, 2008)

This focus on assisting with the formulation and implementation
of strategy is consistent with the view of the Chartered Institute of
Management Accountants, who indicate that:

Management accountants analyse information to advise strategy and drive
sustainable business success (CIMA).

These recent and strategic focused definitions of management
accounting reflect a significant departure from the view of management
accounting from 40 years ago. Contrast the above definitions with IMA
definition of management accounting in 1981:

…the process of identification, measurement, accumulation, analysis,
preparation, interpretation, and communication of financial information
used by management to plan, evaluate, and control an organization and to
assure appropriate use of and accountability for its resources. Management
accounting also comprises the preparation of financial reports for non-
management groups such as shareholders, creditors, regulatory agencies,
and tax authorities. (IMA, 2008)

The traditional role of management accounting, common 40 years,
and still in place in some organisations now, is discussed next followed by
limitations of traditional management accounting.
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Traditional Management
Accounting Roles and Activities

Management accounting has traditionally contributed to the strategy
development process through providing financial analysis of the perfor-
mance of the prior strategy and the quantification of planned actions
into the annual capital investment, operating and cash flow budgets (Bird
et al., 1982; Eldenburg et al., 2020). These budgets are a component
of strategy implementation by communicating priorities and allocating
limited resources for the coming year. Management accounting has also
been used to perform financial analysis to support various tactical or
operation decisions required for implementation of the strategy and to
respond to ad-hoc issues and opportunities that emerged during the
period. Traditional management accounting played an important control
role in monitoring financial performance against the strategic plan and
operational performance against pre-established standards to identify out
of control situations requiring management attention.

Traditional management accounting consists of four main activities that
contribute to strategy development, its communication, implementation
and the control cycle. These are costing, financial budgeting, manage-
ment reporting and financial analysis (Bird et al., 1982). Management
accounting had not changed much in the 75 years prior to the 1980s
(Johnson & Kaplan, 1987) leading some to characterise the period as the
“dark ages” of management accounting (Krumweide & Lawson, 2019).

Limitations of Traditional
Management Accounting

Since the 1980s there has been significant criticism of the main tradi-
tional management accounting activities, including that these activities are
resource intensive, provide little value to management decision-making
and, in some cases, lead to value destroying decisions being implemented
(e.g. Hope & Fraser, 2003; Johnson & Kaplan, 1987; Kaplan & Norton,
1992). The following are criticisms of costing, budgeting, performance
reporting and financial analysis.
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Costing

Traditionally, costing was primarily performed in manufacturing and engi-
neering organisations and limited to the factory. Costing can potentially
perform four functions: (1) valuing inventory to enable production costs
to be allocated between inventory and cost of goods sold in the finan-
cial statements, (2) facilitating process control and evaluation of firm
and functional managers performance by comparing actual manufacturing
costs against predetermined cost standards, (3) provide product cost
information to inform decision-making and (4) provide cost data for ad-
hoc special studies (Johnson & Kaplan, 1987). A primary driver of costing
was accounting standards, which determine costs to be included in year-
end inventory in the external financial reports. Product costs in standard
costing and job costing systems usually included three components—
direct labour costs and direct material costs that could be traced directly
to a product and overhead costs, which were indirect costs required to
run the factory but not easily directly related to a product. Until the
1980s, and indeed still in some organisations, management accounting
consolidated overhead costs into a cost “bucket” and then allocated across
products produced in an arbitrary manner such as number of direct labour
hours costs required to produce each product.

Much criticism was raised against traditional costing during the 1980s.
The main issues raised were (Johnson & Kaplan, 1987):

• Product costs produced by the costing processes provided infor-
mation of little value for strategic management decisions. Global
competition had increased resulting in the need for accurate
cost information. Increasing automation in factories and therefore
growing overhead costs were being allocated in an arbitrary manner
across an increasingly diverse number of products, reducing the
accuracy of costs. Costs included in the costing systems only included
the manufacturing costs allowed for financial reporting and did not
include the costs of developing, selling, delivering or servicing prod-
ucts and therefore did not enable analysis of the overall profitability
of products. In extreme cases, companies could be generating signif-
icant financial losses while the costing system indicated that all
products were profitable. The need to identify all costs related to
a product was raised by Porter (1985).
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• Maintaining the costing system and reporting and investigating
variances is resource intensive with many non-accountants in the
business struggling to understand and action findings.

• The costing system encouraged manufacturing managers to run large
batches of products and manufacture products to store in inven-
tory (see also Goldratt & Cox, 1984). This resulted in increased
investment in inventory and warehouses, increased obsolescence and
damage to inventory and reduced ability to manufacture flexibly to
customer demand.

• The costing systems were product focused and provided little infor-
mation on the costs and profitability of customers.

• The systems provided little information on the causes of costs
incurred or behaviour of costs, such as which costs were fixed or
variable or capacity utilisation of existing resources.

Budgeting

Over the past two decades, the traditional annual budget cycle has
received substantial criticism (e.g. Hope & Fraser, 2003) with limitations
raised including:

• It is resource intensive to develop requiring up to thousands of
manager and management accounting hours and often not complete
until a few months into the new period.

• During the long and iterative process of budget development the
connection between the strategy and the final budget produced may
be broken.

• Due to the workload in budget development, some budgeted func-
tions or costs may be calculated in a mechanical manner by incre-
menting prior year expenditure or budgets by a simple percentage
with little consideration of changes in strategy or efficiency or
effectiveness of operations.

• Development of the budget can involve substantial dysfunctional
behaviour, such as padding the budget, particularly when managers
will be rewarded based on performance against budget.

• The budget is often based on assumptions made sometimes months
before the start of the budget year and is often out-of-date within
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months of the commencement of the budget period. While flex-
ible budgets adjust somewhat for changes in sales and production
volumes, the budget can quickly become meaningless. Spending
time and effort reporting and analysing performance against an out-
of-date budget provides little value and managers may be restricted
from responding to a changing environment due to commitment to
an out-of-date budget.

• The budget may drive dysfunctional management decisions and/or
reward or punish managers due to changes in the environment rather
than performance issues.

Performance Reporting

Traditional management accounting produced management performance
reports on a monthly basis as a control mechanism to monitor perfor-
mance against plan, typically by comparing performance to the budget.
Criticisms of the approach include (Johnson & Kaplan, 1987; Kaplan &
Norton, 1992, 1996a, 1996b):

• Monthly management reporting has traditionally been financially
focused. Financial measures are lagging indicators of performance,
focused on how the firm has performed in the past. These measures
provide limited information on why the firm performed as it did,
how it can improve and how it is likely to perform in future
(Kaplan & Norton, 1992, 1996a, 1996b).

• Actions such as cutting investment in research and development or
marketing expenses could result in organisations reporting higher
current period profitability but negatively impact on the firm’s future
performance (Stewart, 1991). Use of popular financial performance
measures, such as Return on Investment (ROI) can contribute
to dysfunctional management decisions on investments (Eldenburg
et al., 2020). For example, where managers are rewarded based on
the ROI of their business unit they are likely to reject a project that
has an ROI above the company investment hurdle rate but below
the business unit’s current ROI. While the potential investment is
attractive for the company, accepting it will bring down the business
unit’s ROI and negatively impact manager bonuses.
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• The budget can be quickly obsolete because it is often established
on assumptions made before the start of the year and changes to the
environment or internal performance can make these assumptions
and the resulting budget invalid. Reporting and analysing perfor-
mance against an out-of-date budget provides limited insight on
performance (Hope & Fraser, 2003).

• Producing management reports can require substantial resources,
time and effort. In some cases, the management reports are provided
to key decision-makers weeks after the end of the month. This
can result in delays in decision-makers becoming aware of issues
and could therefore reduce the value of the information provided
(Johnson & Kaplan, 1987).

Financial Analysis

Traditional management accounting provides useful tools, such as net
present value (NPV) analysis of investment options and cost volume profit
analysis, to support management decisions such as whether to invest in
new facilities or equipment, accept a special order or outsource a process
or the production of a component (Eldenburg et al., 2020). Criticisms of
the role of management accounting in performing and supporting finan-
cial analysis include the lack of appropriate cost data to inform decisions
(Johnson & Kaplan, 1987), limited time with management accountants
bogged in data collection and report generation and limited manage-
ment accountant understanding of the operations of the business and the
markets in which it operates (Friedman & Lyne, 2001). The use of ROI
to assess investment opportunities can result in the rejection of attractive
projects that are forecast to achieve returns above corporate targets but
below the average ROI in a division (Eldenburg et al., 2020).

Traditional management accounting has been criticised for being too
inwardly orientated, providing historically focused information focused
on the short term, emphasising efficiency and being of limited value to
managers for strategic decision-making. These issues have affected the
image of management accountants with the use of the derogative term
“bean counters” (Christensen & Rocher, 2020; Friedman & Lyne, 2001).
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Strategic Management Accounting---Evolution
of Tools and Techniques

The past 40 years have seen an evolution of management accounting
that has seen it develop the potential to be a truly strategic function.
This has been through the development of management accounting
techniques and tools that are broader, externally and future focused,
enabled by technology advancements. Many of these new techniques and
tools emerged during the late 1980s and through the 1990s, a period
considered the “golden age” of management accounting (Shank, 2007).
Simmonds (1981: 26) first described “strategic management accounting”
as “the provision and analysis of management accounting data about a
business and its competitors for use in developing and monitoring the
business strategy”. During the 1980s, the term “strategic cost manage-
ment” emerged in the United States to describe the combining of
financial analysis themes with those from strategic management (Shank &
Govindarajan, 1994). Management accounting tools and techniques have
generally been classified by researchers as SMA if they are focused on the
long term, typically over one year into the future, and externally focused
(Cadez & Guilding, 2008).

Numerous studies of SMA over two decades have identified a number
of different management accounting tools and techniques as SMA (e.g.
Cadez & Guilding, 2007; Cescon et al, 2019; Cinquini & Tenucci, 2010;
Cravens & Guilding, 2001; Guilding et al., 2000; Rashid et al, 2020).
The following sub-sections give a brief description of these SMA tools
and techniques as well as adding management accounting techniques
that enable greater linkage to operations, such as zero based budgeting,
and linkages between strategy, finance and operations, such as Strategy
Maps. Performance measurement has moved beyond financial informa-
tion to include non-financial performance measures and the information
produced is now more closely connected to operations and strategy. This
section looks at evolution in costing, the move to analysis of competi-
tors and customers, changes in performance measurement and changes in
the way some organisations budget. It is important to note that these
emerging “management accounting” tools and techniques have been
implemented to varying degrees across organisations with few, if any,
organisations having implemented all of these (Nixon & Burns, 2012).
While these evolving approaches are management accounting related, in
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some organisations the tools and techniques are used by managers in busi-
ness operations rather than being applied and managed by management
accountants in the finance department (Langfield-Smith, 2008).

Evolution in Costing

Since the 1980s costing techniques have emerged which have facilitated
a much greater engagement with staff outside of the finance function,
have provided a greater link between finance and operations and produced
information that provides cost and profitability information that supports
strategic decision-making. Some of the costing techniques also take a
future view of costs rather that consolidating and reporting historic cost
data. This section will touch briefly on activity-based costing, value chain
costing, target costing, lifecycle costing, attribute costing and quality
costing. Customer and competitor costing is considered in later sections.

Activity Based Costing (ABC): The underlying logic behind ABC is
that organisations spend money to acquire resources which are used to
perform activities in order to produce products or services for customers
(see Kaplan & Cooper, 1998). Financial costs are allocated to resources
and then to the activities performed in the organisation on a causal basis.
The cost of these activities are then assigned to the products produced and
customers served, also on a causal basis. ABC can improve the accuracy
of traditional costing by breaking the large factory overhead cost bucket
down into activities, such as “issuing raw materials”, and assigning these
activity costs to products based on the volume of each activity performed
for each product. ABC can go much further and is used beyond the
factory within manufacturing organisations and used to cost services in
other industries such as banks, health care and government.

Implementing ABC brings management accountants much closer to
operations as they need to identify activities performed throughout the
organisation, the resources used to perform these activities and the causal
drivers of the activities. This activity-related information enables activity
analysis to improve efficiency by identifying and taking actions to reduce
non-value adding activities. Improvements can also be realised by imple-
menting best practices identified by comparing activity information across
various locations in the organisation or benchmarking with other organ-
isations. As discussed below ABC can be used in quality costing by
identifying and tagging quality-related activities and associated costs.
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Time driven ABC (TDABC) is an evolution of ABC that simplifies
cost allocation and enables the identification of costs associated with
spare capacity of resources (Kaplan & Anderson, 2003, 2007). ABC
information enables the management of activities and their causal drivers
(activity based management) and improvements in budgeting by using
the causal drivers of the activities in calculating budgeted costs (activity
based budgeting).

ABC can provide a much more complete understanding of how profits
are generated in the business providing a valuable input into strategy
development. By going beyond the factory floor, ABC can be used to
assign selling, administration, customer service and distribution costs to
the products and/or customers that are generating these activities for
a more complete view of product or customer or even channel prof-
itability. This is valuable information for strategic decisions such as which
customers should the firm target with which products in which markets
and through which channels. This information can also be used to inform
marketing and pricing decisions.

Value Chain Costing: This involves determining the cost of
performing various activities throughout the value chain, often using
ABC. Leveraging Porter’s value chain concepts (Porter, 1985), the anal-
ysis can be used to determine activities within the company and industry
value chains that the company may have or is pursuing a compet-
itive advantage in, potential duplication or issues between different
components of the value chain and activities that may be appropriately
outsourced. Value chain costing enables examination of the cost of activ-
ities performed to determine whether customers are willing to pay for
differentiation or whether a cost strategy is appropriate.

Target Costing: While traditional costing allocates past costs to prod-
ucts, target costing involves proactively developing products that can meet
a need in the market at a cost that enables the company to make its target
profit (Cooper & Chew, 1996). Management accountants work in devel-
opment teams with product development, engineering and marketing
staff. Market positioning, including attributes and pricing, of a poten-
tial product is identified through investigation of customer needs and
competitor offerings. The required profit margin for the product is
subtracted from the planned selling price to calculate the target cost for
the product. The target cost is allocated to the different components
of the product and engineers work to develop each component at the
required cost. This approach builds relationships between management
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accountants and other functions, puts costing in a proactive rather than
historic form and increases the links between costs, operations and the
market.

Lifecycle Costing: This approach takes a much longer view of costs
reflecting an examination of product costs over the expected life of a
product. This includes development costs, costs through various stages
of the lifecycle (introduction, growth, maturity and decline) and any
end-of-life costs (Guilding et al., 2000).

Attribute Costing: Attributes or characteristics provided to customers
by products are costed and reported against those provided by current
competitors or competitors likely to enter the market in future (Langfield-
Smith, 2008). Companies must continue to produce and offer competi-
tive products to deliver the customers’ desired bundle of attributes. Where
attributes or characteristics of the overall offering are used to implement
a differentiation strategy, understanding the cost of each attribute enables
evaluation as to whether customers are willing to pay more than the cost
of providing this differentiation. This approach requires accountants to
engage with strategic market information as well as cost information.

Quality Costing: Quality costing emerged to support the total quality
management (TQM) movement. Improving quality reduces rework and
rectification issues. Quality costing involved identifying and costing
different types of quality activities including prevention, inspection,
internal failure and external failure (Guilding et al., 2000). This is typically
done through using ABC and tagging appropriate activities. The objec-
tive is to put greater resources into earlier stage quality assurance activities
to reduce much greater costs associated with failure.

Analysis of Customers

Costing analysis has moved beyond the predominantly product focus of
traditional costing to analyse the economics of different customers or
customer segments to the firm.

Customer Profitability Analysis: Customer costing and customer
profitability analysis takes into account that different customers or
customer segments often pay different prices for the services and prod-
ucts that they buy, buy in different ways through different channels,
require different levels of customer service and receive different levels
and frequency of distribution of products (Johnson & Kaplan, 1987;
Kaplan & Cooper, 1998). ABC is used to calculate the cost of each of
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these various customer-related activities for each customer segment or
individual customer. The profitability of customer segments or individual
customers is calculated by subtracting the cost to serve from gross margin
made on products/services purchased by those customers (Kaplan &
Cooper, 1998). The gross margin used takes into account the price paid
by those customers (net of discounts), which can vary substantially across
customer segments.

Understanding the profitability of different types of customers and
the drivers of profitability of each group can provide important input
into management decisions such as which customers segments should
our marketing and sales force target? How can we most efficiently
target different customers? Should we renegotiate service terms or price?
In extreme cases, should we exit unprofitable customers or customer
segments?

Customer Lifetime Value (CLV): CLV looks at the value to a firm
of customer relationships (Reichheld, 1996). It treats customers as assets
that have costs to acquire and generate profits for the firm over the period
of the relationships. CLV is modelled over the expected period of the
relationship and a discount rate is applied to determine the current value.
Using CLV highlights the importance of retaining existing customers and
can result in an increased focus on customer service and customer satisfac-
tion from an over-emphasis on finding new customers. Where customer
acquisition costs are high, rapid customer churn can mean that investment
in customer acquisition activities may never earn a return. As customers
may change over time, for example, small companies grow and consumers
may earn higher salaries in future, the current profitability of customers
may not be reflective of their value to the firm. CLV can be an impor-
tant technique for identifying and targeting valuable customer segments,
determining methods to improve lower value segments and increasing the
focus on customer retention-related performance measures.

Competitor Analysis

Management accounting techniques used to analyse competitors include
analysis and monitoring of competitors’ cost base, their competitive posi-
tioning and quantitative analysis of their published financial statements
to identify potential sources of competitive advantage (Guilding et al.,
2000).
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Cost base analysis involves regularly collecting external data on
competitors’ resources and analysing the potential implications on costs.
This can include physical facilities, technologies utilised in production
and within products, relationships with suppliers and economies of scale.
Potential sources of data include discussions with mutual customers and
suppliers and ex-employees, direct observation and publicly available
information, such as company announcements and annual reports.

Competitor Analysis: Analysis of the industry and competitor posi-
tions within it involves analysing trends in competitor sales, market share,
pricing, unit costs and profitability. This analysis provides insights into the
competitive strategy of competitors.

Performance Measurement

Major innovations have been developed in performance measurement
since the 1980s including the Balanced Scorecard, Strategy Maps and
Economic Value Added (EVA®).

The Balanced Scorecard: Major improvements in performance
measurement include the introduction of non-financial performance
measures, which link financial measures to the firm’s strategy and opera-
tions and are leading indicators of future financial performance (Kaplan &
Norton, 1992, 1996a, 1996b). The Balanced Scorecard links innovation
and growth activities of continuous improvement of organisational prod-
ucts and capabilities, effective and efficient internal processes, creating
customer value and financial performance (Kaplan & Norton, 1996a,
1996b). Measures are developed from the strategy, communicating the
strategy to staff, with implementation of the strategy requiring the iden-
tification of operational activities to achieve targets for each of the
measures. Regular reporting of the measures enables monitoring/controls
of the strategy.

Strategy Maps: Strategy Maps emerged as an important strategic
management accounting tool in the early 2000’s through an evolu-
tion in the use of the Balanced Scorecard (Kaplan & Norton, 2001,
2004). Strategy Maps involve documenting in graphical form the cause
and effect relationships between elements and measures in the Balanced
Scorecard. This enables a comprehensive description of the strategy to
communicate to managers and employees, enables shared understanding
and alignment of measures and actions with the strategy and supports
the implementation of new strategies in a changing environment with



8 AN EVOLUTION: TURNING MANAGEMENT ACCOUNTING … 191

global competition, increasing deregulation, increased customer focus and
emerging technologies (Kaplan & Norton, 2004).

Economic Value Added (EVA®): EVA® was developed by Stern
Stewart and Co in the 1980s to address issues with traditional financial
performance measures and capital allocation tools, such as ROI (Stewart,
1991). The approach involves adjusting net income after taxation to treat
some period expenses as assets and applies a capital charge to the division
to determine the Economic Value Added for the period.

Budgeting

A number of approaches have evolved to address issues with the tradi-
tional approach to budgeting identified earlier. These include driver-based
budgeting (including activity based budgeting), zero based budgeting,
Beyond Budgeting and scenario planning.

Driver Based Budgeting: involves understanding the causes or drivers
of costs and calculating budgeted costs by applying the unit costs based on
planned outputs (Kaplan & Cooper, 1998). Many manufacturing organi-
sations utilise this approach to budget direct manufacturing costs, such as
direct labour and direct materials with the traditional budgeting approach.
For example, direct labour hours per unit are multiplied by expected cost
per hour and by number of planned units to budget total labour costs.
Driver based budgeting extends this to other operations with forecast
sales volume or other factors used to calculate estimated activity, such
as number of customer service calls, and the budgeted cost for customer
service calls estimated based on the cost per call.

Zero Based Budgeting: emerged in the 1970s but lost favour due
to the significant resources required to implement and maintain it (see
Deloitte, 2015; McKinsey, 2014). The approach has increased in popu-
larity in recent years. Traditional budgeting uses the prior year costs as a
starting point and increments the budget for expected changes in volumes
and/or agreed new activities (McKinsey, 2014). This can result in costs
built into the previous budgets remaining in future budgets when the
projects or activities budgeted are no longer relevant or no longer a
strategic priority. ZBB involves starting the budget for each cost at zero
each year and building up budgeted costs based on the current strategy
(McKinsey, 2014). This requires a strong understanding of the opera-
tions of the business and the links between operations and the strategy
and operations and finances. ZBB is more resource intensive than the
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traditional approach and is therefore not always performed every year or
is rotated through different parts of the business through a number of
budget cycles (Deloitte, 2015).

Beyond Budgeting: is to some degree the opposite of ZBB. Under
this approach, the detailed annual budget is discontinued and replaced
with more frequent, higher level financial forecasts and an increased
reliance on key performance indicators (Hope & Fraser, 2003). Execu-
tives are no longer rewarded based on achievement of the budget but on
firm performance in comparison to peer competitors.

Management Accounting Tools
and Techniques and Sustainability

The impact of organisations on society and the environment is increas-
ingly becoming a concern for governments, society, investors and society
and therefore for managers of organisations. There have been increasing
requirements for organisations to report the impact of their organisa-
tions on society and the environment as well as the historic financial
measures (Adams & Abhayawansa, 2022) in a triple bottom line report
(Elkington, 1998). Scarce resources, increasing regulation, more visibility
into the consequence of organisational activities and a growing customer
and investor preference for less socially and environmentally damaging
products require managers to have a greater understanding of resources
utilised and waste outputs produced (Eldenburg et al., 2020). As well as
improving outcomes for society and the environment, improved corporate
sustainability can have strategic and operational benefits for organisations
that can differentiate the sustainability of their products and reduce costs
of natural resource inputs, waste disposal and regulatory failures.

Some of the management accounting tools mentioned earlier are
being used to measure, report and manage and reduce the use of scarce
resources and output of waste and improve the implications of corporate
actions on society (Eldenberg et al., 2020). The Balanced Scorecard is
used by some organisations to develop targets, action plans and measure
and report sustainability performance either in a fifth “Sustainability”
dimension or by embedding sustainability measures in the existing dimen-
sions. ABC is being used to identify sustainability costs, the physical flow
of scarce natural resources and wastes created through the value chain
and to allocate these to company products to understand the environ-
mental impacts of activities and products. Environmental-related costs
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can be identified and analysed using TQM concepts highlighting the
high costs of failures, such as fines and clean-up costs for pollution,
and economic benefits of prevention-related activities. Lifecycle costing
is important to consider the whole of life costs of products to the
company and society, including end-of-life disposal or rectification costs.
While management accounting has traditionally provided only the finan-
cial aspects of information required for management decisions, such as
whether to introduce a new product, buy a new machine or where to
locate a new plant, management accounting tools are increasingly being
used to provide other social and environmental information relevant to
decisions. Increasing stakeholder concerns on sustainability and greater
regulation, including disclosure requirements, is likely to increase the use
of management accounting tools to support management decisions and
management reporting in these non-financial areas.

Strategic Management Accounting as a Strategic
Function---Supporting Management Decisions

The recent evolution of management accounting tools and techniques
enables the function to become strategic providing financial and non-
financial information to help managers make strategic management,
operational management, organisational design, financial and capital
management decisions.

Strategic Management Decisions

SMA provides valuable information that supports major strategic manage-
ment decisions such as:

• Which products/services should we produce?
• Which customer segments should we target through what channels?
• Which markets should we focus on?
• What are our sources of competitive advantage?
• What should our competitive position be?
• What scope of activities should we perform within the organisation?

Costing techniques, such as ABC, product lifecycle costing and
customer profitability and customer lifetime value analysis, provide a full
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view of the economics of the business. This provides an understanding of
which products and customer segments are generating long-term profits
and have the most potential value.

Value chain costing, attribute costing and competitor analysis provide
input into the identification and monitoring of relative competitive
position and perceived or potential sources of competitive advantage.
Attribute costing assists in determining whether differentiated character-
istics of products generate revenues above their costs. Value chain costing
and competitor analysis provides input into the identification of the activ-
ities that the firm performs that provide competitive advantage through
low cost or differentiation. This informs strategic decisions on the bound-
aries of the organisation including which activities to keep in-house and
which to outsource. Developing Balanced Scorecards and Strategy Maps
can assist to identify potential actions in developing the strategic plan.
These tools and techniques can also be used to include sustainability into
strategy development.

As can be seen in the following section, management accounting tools
and techniques can support the implementation of strategic decisions.
This includes providing information and analysis to support manage-
ment decisions in operations, organisational design, finance and capital
management in order to achieve strategic objectives.

Strategic Management Accounting---Enabling
Strategy Implementation

As mentioned above, SMA can provide valuable information on the
economics of the business, its products, customers, value chain and
competitors, to inform strategic management decisions in the develop-
ment of the strategy. SMA can provide support for operational manage-
ment, organisational design and capital management decisions enabling
the implementation of the strategy. SMA can support strategy imple-
mentation by providing frameworks and tools to (1) communicate the
strategy; (2) develop performance measures, targets and actions and
rewards aligned with the strategy; (3) monitor implementation of the
strategy and ongoing environmental fit. These are discussed below.

1. Communicating the Strategy
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Traditional management accounting provided some communication of
the strategy through the allocation of resources in the operating and
capital budgets (Eldenburg et al., 2020). It could be inferred that busi-
ness units and projects that were allocated an increased level of resources
were a higher strategic priority than those that were not. Of course,
not all staff were privy to the budget and the budget did not neces-
sarily disclose actions to be taken and why. The Balanced Scorecard and
Strategy Maps can make the strategy explicit and clear to all by showing
objectives, performance measures and targets across the four dimensions
of the Scorecard: learning and growth, internal processes, customers and
financial (Kaplan & Norton, 1996b, 2004). The map demonstrates the
relationship between these measures enabling managers to make deci-
sions that benefit the whole organisation and achievement of the strategy
rather than optimising their own function (Kaplan & Norton, 2004).
Aligning rewards with these measures and targets further communicates
the priorities and motivates managers and staff towards their achievement
(Kaplan & Norton, 1996b).

2. Develop Action Plans and Support Management Decisions to
Achieve Strategic Targets

The development of Balanced Scorecards and Strategy Maps that are
aligned to the strategy may provide a framework for the development
of action plans designed to move key performance measures towards
the targets and achievement of the strategy (Kaplan & Norton, 2004).
Management accounting tools and techniques provide information and
analysis to support management decisions aligned with achieving the
corporate strategies and objectives. This includes decisions anticipated
in the planning phase but also those that emerge through changing
circumstances. The types of decisions supported include those related to
operations, organisational design and finance and capital management as
discussed below.

2a. Operational Management Decisions

Traditional management accounting techniques and tools, such as
NPV, payback period, ROI, cost volume profit analysis have been, and
still are, used to support management decisions on investing in plant and
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equipment, evaluating special customer orders or options to outsource
operations (Eldenburg et al., 2020). SMA advancements provide greater
support for operational decisions. Balanced Scorecards and Strategy Maps
assist in identifying and prioritising operational actions required to achieve
strategic objectives (Hope & Fraser, 2003). Such activities can further
enhance operations performance of the organisation through successful
implementation of projects that support the organisation’s strategy.

The understanding of activities and their relationship to costs and
causes or drivers of activities developed through ABC provides informa-
tion to analyse costs but also manage underlying activities (Kaplan &
Cooper, 1998). Insights on the potential implications of operational deci-
sions can be provided by forward-looking costing approaches such as
target costing (Cooper & Chew, 1996) and lifecycle costing (Guilding
et al., 2000). An increasing understanding of environmental costs enables
the identification of actions to reduce these costs. Embedding manage-
ment accountants in design teams enable the development of products
that meet strategic positioning and can be produced at a target cost to
achieve planned profit margins. Advances in budgeting provide greater
visibility into costs and their causes, providing information to assist in
efficiency improvement as well as continuing to flag out of control areas
requiring management attention.

2b. Organisational Design Decisions

The understanding of activities, and associated costs, performed
throughout the organisation provided by ABC and the understanding
of activities that provide competitive advantage, informed by value
chain costing and competitor analysis, provide information that supports
organisational design decisions (Kaplan & Cooper, 1998). This includes
potential opportunities to consolidate duplicated or fragmented support
activities performed around the organisation into shared service organisa-
tions to develop greater expertise and/or reduce costs. It also includes
opportunities to outsource activities that do not provide competitive
advantage and may be performed more effectively and/or more efficiently
by an external organisation.

While SMA has been an input into these organisational design changes,
the function has also been impacted by them (Seal, 2018). Many
large organisations have split the transaction process and management
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reporting roles of management accounting from the analytical decision
support areas and placed them in global shared service centres. Manage-
ment accountants remain in business units in business partner roles
providing decision support to managers.

Management accounting has continued to evolve performance
measures to determine the performance of departments or business units
of large, complex business and to motivate optimal economic interac-
tion between units (Kaplan & Cooper, 1998). This includes evolving
performance measurement techniques, such as EVA® (Stewart, 1991) and
charge-backs from shared service centres to business unit “clients” and
transfer pricing between business units (Kaplan & Cooper, 1998).

2c. Financial and Capital Management Decisions

Financial and capital management decisions are integrated with the
strategic, operation management and organisational design decisions
discussed previously to allocate scarce resources. The budget process is
used to project the financial and cash flow implications of operational
plans and to develop the capital budget that reflects the prioritisation
of potential projects. This process can be improved through strategic
management accounting due to the explicit linkage between proposed
investments and strategic objectives established in the Balanced Scorecard
and the Strategy Map. Improved insights into the activities performed in
the organisation and their costs and causes gained through activity-based
costing can enable improved business cases for investment decisions.
Finally, use of performance measures, such as EVA® can improve the
evaluation of, and allocation of capital to business units.

3. Monitor Implementation and Ongoing Environmental Fit

The Balanced Scorecard enables implementation of the strategy to
be monitored and areas requiring management attention to be iden-
tified (Kaplan & Norton, 1996b, 2004). Progress towards targets for
each measure is monitored regularly. Careful attention is paid to the
linkages between measures to learn more about cause and effect rela-
tionships. For example, the strategy may have called for improvements to
customer service processes with expectations that this would flow through
to increased customer satisfaction and then sales growth. This expected
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relationship can be tested to see if it holds. Performance against budget
provides information of the implementation of the strategy and potential
out of control areas. Ongoing competitor analysis enables ongoing moni-
toring of competitor capabilities, cost structures and offerings to discover
changes to the competitive environment on a timely basis (Guilding et al.,
2000). This ongoing monitoring identifies areas requiring attention or
potentially flags the need to revisit the strategy and its assumptions.

Conclusions

Management accounting has evolved over the past four decades with
the emergence of tools and techniques that are externally focused,
forward-looking and link strategic, financial and operational aspects of the
organisation. Use of these tools goes beyond the accounting department.
Management accounting tools now exist to achieve greater horizontal
and vertical alignment throughout the organisation. The customer value
creation strategy can be enhanced through the use of cost analysis tools
that assist to develop a strong understanding of the economics of the busi-
ness including its activities, products and customers and of the linkages
between different non-financial aspects and performance. Refined costing,
budgeting, capital expenditure evaluation and performance measurement
processes assist in developing the resource strategy required to imple-
ment the customer value creation strategy. Tools such as triple bottom
line reporting and the Balanced Scorecard can be an integral component
of developing the customer value creation strategy but also non-market
strategies addressing the requirements of all stakeholders. These tools
and techniques can be used to inform management decision-making
throughout the organisation and to support strategy implementation
moving management accounting to a truly strategic function.
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PART III

The Customer Value Creation Strategy



CHAPTER 9

Introduction: The Customer Value Creation
Strategy

Angelina Zubac, Danielle Tucker , Ofer Zwikael,
Kate Hughes, and Shelley Kirkpatrick

The three chapters in this section shed light on the different prob-
lems managers need to solve when they develop and implement their
organisation’s customer value creation strategies. More to the point, they
demonstrate that customer value cannot be created successfully, including
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systematically over time unless the organisation’s customer value creation
internal and external contexts are understood. Chapter 10 by Lenore
Pennington demonstrates this by making it clear that in a world where
all organisations are now required to be more sustainable and play their
part in tackling climate change and other global megaproblems, success is
now tied to how well the organisation adapts its business model to better
reflect customers’ sustainability concerns. Chapter 11 by Angelina Zubac
explains that some customer value definitions are just much more suited
to solving some customer value creation related dilemmas than others.
Chapter 12 by Wojciech Dyduch, which is an empirical study, demon-
strates that organisations operating in emerging market economies often
struggle to achieve a suitable balance between value creation and value
appropriation because they are resource constrained.

Thus, all of the chapters provide insight into how critical it is for the
customer value creation strategy to reflect the organisation’s internal and
external contexts. This can be achieved by ensuring the customer value
strategy aligns with the financial, resource and non-market strategies, as
they enable the organisation to achieve its corporate strategic objectives.
This is depicted in Fig. 9.1. As one can see by examining Fig. 9.1, there
are many external market and non-market related factors that constrain
or promote an organisation’s growth. They determine what the organi-
sation can achieve overall through its financial, resource, non-market and
customer value creation strategies. There are also many (sub)processes
and cognitions that may need to be rationalised over time to build the
(dynamic) capabilities required to allow the organisation to implement
strategies that are soundly aligned. For instance, it may be necessary
to invest in capabilities that allow the organisation to achieve both its
efficiency and sustainability objectives at the same time.

These ideas are demonstrated in the first chapter in this section by
Lenore Pennington, Business models for sustainability, which argues that
organisations can create customer value by delivering on customers’
sustainability concerns. To do this, organisations must review their
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entire business model, and devise and implement a sustainable business
model to ensure it meets customers’ and broader society’s sustainability
expectations. This chapter explains that the strongest form of sustain-
able business model incorporates sustainability principles into the value
proposition, and methods of value creation and value delivery. These
innovative business models consider stakeholders, society and the environ-
ment. As opposed to the “traditional” business model with its focus on
achieving competitive advantage and ensuring the organisation’s products
and/services are profitable due to sound economic and financial funda-
mentals, sustainable business models are broader, incorporating social
and environmental sustainability fundamentals. Only then can organisa-
tions ensure their business is operated sustainably, and customers and the
broader community can be satisfied that the organisation’s operational
processes, products and/or services will not harm them, others or the
environment. Pennington argues that as corporate behaviour and thinking
is coupled with its culture, to successfully implement sustainable busi-
ness models, organisations need to change their underlying culture. A
detailed cultural model is presented. While adopting an enabling organ-
isational culture may take time and persistence, this culture change will
support more sustainable business models and operations, which them-
selves will bring significant benefits to customers, society, the environment
and organisations themselves.

The next chapter in this section by Angelina Zubac, The Customer
Value Concept: How Best to Define and Create Customer Value, exam-
ines the pros and cons associated with defining customer value as (1)
the amount customers are willing to pay, (2) an equity position that
customers perceive they have in an organisation and (3) an inherently
multidimensional construct. The chapter concludes that even though all
three of these methods for defining customer value have their advantages,
the third approach is potentially the most advantaging. This is because
it allows managers to systematically learn about customer value, and
translate that learning into a potentially performance-enhancing and very
implementable customer value creation strategy. An exemplar multidi-
mensional definition is applied to develop two frameworks to demonstrate
this point. Both frameworks can be used to build a boundary-spanning,
customer value learning, co-creation and co-delivery (platform-based)
system as an active participant within an institutional complex ecosystem.
Were such a system to be built, it should be possible to create new forms
of customer value.
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The ideas in this chapter are also consistent with the idea that by being
customer-centric, the organisation can become more strategically aligned.
This is generally depicted in Fig. 9.2. As one can see by comparing “A” to
“B” and “C”, by investing in customer value creating managerial, tech-
nical and marketing dynamic capabilities the organisation cannot only
build a satisfied customer base but can more adeptly reinvest in itself for
the future. All going well, these customer-centric resource investments
will lead to a corresponding reconfiguration of the organisation’s (activity-
based) value chain, as illustrated in “D” of Fig. 9.2, albeit illustrated as
such in a highly stylised manner.

The investment in customer-centric dynamic capabilities can also be
thought of as the means by which the organisation and its people can
learn about customers’ values over time, as well as become sensitive to
changes in customers’ values when co-creating and co-delivering value
with partners. As Fig. 9.3 illustrates, these dynamic capabilities may
evolve into platforms designed to enable mutual learning and resource
sharing. In the top part of the Fig. 9.3, it can be observed that when
the environment becomes more complex, that is, the emphasis moves
from developing the organisation’s own internal systems, as well as devel-
oping shared systems with customers, the widespread sharing of systems
within the ecosystem is likely to occur. This reflects the fact that in most
ecosystem environments many parties must work together. When many
parties work together, this stimulates creativity. The different parties can
create new forms of customer value through the very act of interacting
cooperatively. Although dyadic relationships are still possible and even
desirable, at the other end of the extreme, everyone within the ecosystem
shares knowledge to create customer value.

Thus, Fig. 9.3 demonstrates how as the environment becomes more
complex, it becomes increasingly necessary for organisations to become
correspondingly customer-centric. In the bottom part of the Fig. 9.3,
similar principles are reflected. However, this is from the perspective that
all industries have value chains. As can be observed, as an environment
becomes more complex and organisationally diverse, as one would expect
in the ecosystems of today, co-learning, co-creating and co-delivery activi-
ties are increasingly required. The focal organisation’s industry value chain
and the value chains of complementors will also need to change. Logic
also suggests the institutions that can impact these industry value chains
will also be required to change to stimulate new forms of isomorphic (or
homogenising) change across the industries in question. This is in contrast
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to the far-left side of Fig. 9.3, where despite being part of an industry,
there are no real opportunities in place yet to co-learn about customer
value or co-create and co-deliver customer value with other parties.

The final chapter in this part by Wojciech Dyduch demonstrates what
may be involved in practice. This chapter, Strategic Mechanism of Value
Creation and Value Capture: Some Insights from Business Organisations
in Poland, takes it as a given that in an emerging economy customer
value creation and value creation are interchangeable concepts, that is,
they are essentially the same thing in an emerging market system because
competing to earn profits is still a relatively new concept. As the chapter
suggests, in an emerging market economy, many organisations struggle
at the early stages of their lifecycle. This is illustrated theoretically in
the middle section of the lower part of Fig. 9.3. As can be observed,
organisations in the middle section of the lower part of Fig. 9.3 are still
transitioning; they are still grappling with how best to operate within
their own industry with the view to operate profitably. Presumably, this
is because the innovation system within the country is still not mature
enough. Organisations are yet to evolve to aggressively partner and
commit to the widespread sharing of resources and the co-development of
complementary products even though this could help them become more
profitable. The fact that strategic and market leadership potential, the
control of unique resources, the ability to observe and imitate competi-
tors, the quality of stakeholder relations and the ability to appropriate
the value created were found to be important differentiators suggests as
much. However, when organisations become good at cooperating with
their customers, partners and other key stakeholders, their higher levels
of relative success can be attributed to the investment in mechanisms to
appropriate value but also the maturity of these mechanisms.

In summary, these chapters demonstrate that organisations are more
likely to be high-performing if their managers become good at creating
and delivering value to customers by proactively and constructively
learning about the context by which all customer-related decisions should
be made and implemented.



CHAPTER 10

Business Models for Sustainability

Lenore K. Pennington

Introduction

By producing goods and services, providing employment, and generating
income and profits, organisations are recognised to be the mainstay of
society’s economic activities. However, this same economic and industrial
activity is long understood to cause pollution problems; is exhausting the
worlds resources; is causing significant damage to the world’s ecology;
and is impacting social structures (Benn et al., 2018; Conceição, 2020).

A sevenfold growth in population since 1800 (World Wide Fund
for Nature, 2018: 22), and unparalleled, increasing rates of economic
growth, as shown by rising countries’ Gross Domestic Product (GDP)
(Ioannou & Hawn, 2019), have generated an unprecedented demand
for land, non-renewable resources, energy and water. This in turn, has
interfered with the Earth’s natural systems. As reported by the World
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Wide Fund for Nature (2020: 56) the world population’s Ecological
Footprint1 has increased by about 173% over the past 60 years, and
human activities are using 1.56 times more than Earth can renew;
equivalent to consuming the resources of 1.56 Earths.

Research by Steffen et al. (2015: 738) has found that human activity
now has breached four of the nine natural planetary boundaries, which
“define a safe operating space for humanity based on the intrinsic biophys-
ical processes that regulate the stability of the Earth system”. Climate
change, loss of biosphere2 integrity; flows of nitrogen and phosphorus
to the biosphere and oceans; and destruction of forests, grasslands, and
wetlands for agriculture and urban development, have all exceeded safe
limits (Ripple et al., 2020; Steffen et al., 2015). Climate change and
ocean acidification caused by atmospheric greenhouse gases have risen to
their highest recorded levels (Butler & Montzka, 2019: 2; Nisbet et al.,
2019; Peters et al., 2020; World Meteorological Organization, 2019a:
2). Consequently, it is believed the world has entered a new geological
epoch, the Anthropocene era, which has replaced the 12,000 year long
post ice age Holocene era, and marks the significant ways human activity
has altered the planet (Conceição, 2020; Lewis & Maslin, 2015).

Debates about the escalating damage to both the environment and
people are focused on the rapidly expanding population, which, combined
with rising wealth have generated increasing societal and organisation
demands for limited and non-renewable resources (Conceição, 2020).
Consequences of these demands include resources shortages; water and
food scarcity; poverty; global warming and related climate changes; land
degradation; loss of biodiversity; extinction of species; air and water pollu-
tion; and growing signs of toxic chemicals in humans and animals (Benn
et al., 2018; Henderson et al., 2018; Intergovernmental Panel on Climate
Change, 2019, 2021; Rauter et al., 2017; World Meteorological Orga-
nization, 2019b). There are many predictions of increasing economic

1 The Ecological Footprint is an established measure of sustainability. It measures how
much of the Earth’s biological capacity is used in the consumption of resources and the
production of goods and services. It also identifies the direct and indirect impacts of
production and consumption activities on the environment to support a preferred lifestyle
(Destek et al., 2018: 29388; Jóhannesson et al., 2020: 2).

2 The Biosphere is part of the Earth’s system. It is comprised of all ecosystems and
living organisms, whether in the atmosphere, on land (terrestrial biosphere) or in the
oceans (marine biosphere). It also includes dead organic matter, such as litter, soil organic
matter and oceanic debris (Intergovernmental Panel on Climate Change [IPCC], 2007).
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instability and social unrest, depleted resources and potentially irreparable
environmental damage (Arnell et al., 2016; Hsiang et al., 2017; Johnson
et al., 2021; von Weizsacker & Wijkman, 2017).

Further to these planetary changes, globally there are serious social
issues, including: widening wealth and income disparity within and
between countries; increasing unemployment and underemployment;
social immobility; extreme poverty and human rights abuses (Conceição,
2020; Ioannou & Hawn, 2019: 453). This growing inequity and sense of
unfairness has led to an increasing sense of injustice and declining trust in
the competence and ethical behaviour of institutions across both devel-
oped and lesser developed nations, with governments and societal leaders
least trusted (Edelman, 2020, 2021). The novel coronavirus (COVID-
19) pandemic, which took hold in 2020 and has caused the largest,
economic and social crisis since the Great Depression of 1929–1939,3

has further revealed these wealth inequities and ecosystem destruction
(United Nations, 2020; Ward et al., 2020).

Therefore, as stated in the Intergovernmental Panel on Climate
Change’s 2018 report, globally the challenge is how to conserve natural
resources and reduce pressure on the environment, while also meeting
the economic and social needs of the global population.

Sustainable Development

Increasing fears about the consequences of these major problems led
to demands for a more sustainable economy and society (Adams et al.,
2016: 268). In 1983 in response to global pressures, the United Nations
established the Commission on Environment and Development (WCED).
Its 1987 report established the term Sustainable Development (Bansal,
2019), with its landmark definition: “development that allows the present
generation to meet our current needs, without compromising the ability
of future generations to meet their needs” (Brundtland & Khalid, 1987:
47).

While the earlier discussions about sustainability focused on protecting
the natural environment and the Earth’s non-renewable resources, the
WCED’s definition of sustainable development encompasses three areas:

3 The Great Depression was the longest and most severe economic depression in the
industrialised Western world (Romer & Pells, 2021. https://www.britannica.com/event/
Great-Depression).

https://www.britannica.com/event/Great-Depression
https://www.britannica.com/event/Great-Depression
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economic development and prosperity (Kok et al., 2019); maintaining
environmental protection and managing resources limits (water, land,
air, raw materials and energy); and ensuring social equity and justice for
current and future generations (i.e. inter- and intra-generational fairness)
(Eskerod & Huemann, 2013; Stubbs & Cocklin, 2008). Key to this is
a future oriented, long-term perspective, together with the interconnec-
tion of all three dimensions which both influence each other and need to
be carefully and equitably balanced (Eskerod & Huemann, 2013). Of all
sustainability definitions, the WCED’s remains the most widely accepted
(Edwards et al., 2017).

Organisational Sustainability

Organisational sustainability evolved from the broader concepts of
sustainability and sustainable development. For organisations, sustain-
ability implies organisations should simultaneously improve social and
human welfare while reducing their ecological impact and ensuring the
effective achievement of organisational objectives (Pennington, 2015).
Therefore, organisational sustainability often is defined as managing the
Triple Bottom Line (TBL), which also is described as the “3Ps” of
people, planet, and profit. The TBL is a process to assist organisa-
tions manage their financial, social and environmental risks, obligations
and opportunities (Elkington, 1997). Some have added a fourth factor,
corporate governance, which incorporates aspects characteristics such as
organisational transparency and accountability (Haffar & Searcy, 2019).

While it has been widely accepted and applied by organisations
(Svensson et al., 2018), the TBL has been criticised. For example,
Milne and Gray (2013) argue that while the TBL is a good first step
towards organisational sustainability, it is an incomplete measure, as it
focuses on profit and financial capital and ignores the scientific limits
of Earth’s natural capital. Too often organisations associate sustainability
with economic advantages for the organisation itself (Howard-Grenville,
2017). Elkington (2018) himself is disappointed that “the TBL concept
has been captured and diluted by accountants and reporting consultants”,
and believes many organisations’ leadership teams continue to emphasise
profit targets, and give less attention to people and planet targets.

Organisational sustainability has a range of other understandings
and definitions (Antolín-Lopez et al., 2016; Bansal & Song, 2017;
Lankoski, 2016). These interpretations of organisational sustainability
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include corporate social responsibility (CSR) (Bansal et al., 2014; Cheng
et al., 2011); corporate sustainable development (Bansal & Song, 2017);
corporate responsibility (Lozano, 2015); corporate social performance
(Linnenluecke & Griffiths, 2013); strategic CSR (Bansal et al., 2015);
corporate citizenship (Matten & Moon, 2008); environmental, social and
governance performance (Auer & Schuhmacher, 2016; Montiel, 2008);
environmental CSR (Flammer, 2013; Montiel & Delgado-Ceballos,
2014); environmental management or corporate environmental sustain-
ability, where the focus is on the environmental aspects; green- eco- or
ecological-innovation (Adams et al., 2016); and shared value creation
(Porter & Kramer, 2011).

Many of these definitions have a common theme: to become
sustainable, organisations need to emphasise three objectives, financial
(economic), environmental and social, all of which are essential and of
equal importance (Bondy et al., 2012). If the WCED definition is applied,
organisational sustainability can be defined as “the ability of organisations
to respond to their short-term financial needs as well as the needs of
their stakeholders4 without compromising their ability to meet the needs
of future stakeholders” (Dyllick & Hockerts, 2002: 131). This implies
that organisations should both fulfil their stakeholders’ expectations and
needs, and enable future generations to meet their needs (Garvare &
Johansson, 2010: 741).

Bansal (2005: 198–200) created the term Corporate Sustainable
Development (CSD), basing it on three principles:

1. economic prosperity through value creation;
2. environmental integrity through corporate environmental manage-

ment; and
3. social equity through corporate social responsibility.

A widely accepted interpretation of organisational sustainability is
that sustainable organisations accept, adopt, and are committed to all
aspects of sustainable development. From this, Linnenluecke and Grif-
fiths (2010) identified four perspectives on organisation sustainability, in
that sustainable organisations:

4 Stakeholders are discussed in more detail later in this chapter.



218 L. K. PENNINGTON

1. continue to focus on long-term economic performance;
2. adopt responsibility for minimising or even mitigating ecological and

environmental outcomes of their activities;
3. give attention to stakeholder groups, including employees and the

local and global communities which they impact; and
4. take a holistic approach, in which sustainability incorporates all three

of the above perspectives.

It generally is agreed that truly sustainable organisations understand
how they can positively impact society and the planet, and have a
deep understanding of their external environment (Dyllick & Muff,
2016: 165–166). They also create environmentally and socially benefi-
cial outcomes while continuing to maintain financial viability (Stubbs &
Cocklin, 2008); and act to increase the sustainability of the economy,
environment and society (Schaltegger et al., 2016a).

Organisations’ Role in Sustainable Development

There is escalating support for the view that organisations, as the engines
of the economy and a principal way economy activity occurs, have
played and continue to play a significant part in creating the environ-
mental, resources shortages and social problems now facing the world,
including significantly contributing to the destruction of the ecosystem;
the increasing levels of greenhouse gases; and the consequent changing
climate (Benn et al., 2018; Henderson et al., 2018; Schaltegger et al.,
2016a; Shrivastava, 2018; Wright & Nyberg, 2017).

Welford (1997: 4) put this compellingly, when he wrote:

Business has to accept a very large share of the responsibility for this devas-
tation and crises. Businesses are central to a system which is destroying life
on Earth and if we continue with this path not one area of wilderness,
indigenous culture, endangered species, or uncontaminated water supply
will survive the global market economy.

Therefore, organisations are being challenged to understand and
respect planetary boundaries (Winn & Pogutz, 2013); adhere to sustain-
able development principles (Benn et al., 2018; Shrivastava, 2018); and
actively reduce their environmental and social impacts (Schaltegger &
Horisch, 2017), by changing their business and operational practices to
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more sustainable ones. To quote H. E. António Guterres, Secretary-
General, United Nations:

We have to mobilize the private sector, it is 75% of the global GDP. Moving
forward, collaboration with business - and the key CEOs in the world -
is crucial when it comes to fighting climate change; but also, to meet
sustainable development goals, eradicate all extreme poverty by 2030, and
we’re not on track on this. (Gupta et al., 2019: 3)

Therefore, to achieve organisational sustainability, organisations need
to consider and address a wide and varied range of environmental and
social objectives beyond the organisation itself, and embed these into
their strategy (Hahn et al., 2017). Some organisations are endeavouring
to demonstrate they are responsible corporate citizens, by developing
a sustainability strategy (Edgecliffe-Johnson, 2019; Khan et al., 2016;
Searcy, 2016). However, a number of their actions are reactive rather
than strategic, and sustainability efforts vary across industry, organisation
size and geography (Kiron et al., 2017). Consequently, to date globally
their intentions have shown little improvement in social or environmental
sustainability (Dyllick & Muff, 2016; Landrum, 2018).

Research has identified that in many organisations, sustainable busi-
ness thinking has not yet become embedded into day-to-day decisions
and operations (Bocken & van Bogaert, 2016), and many companies
have little or no strategy for integrating sustainability into their business
(Engert et al., 2016; Kiron et al., 2017; Pinelli & Maiolin, 2017). This
may be due to the complexities of combining societal, environmental, and
economic factors into all elements of their business (Dyllick & Hockerts,
2002). Another factor is that in response to pressures from the finan-
cial markets, organisations’ planning horizons have significantly decreased
(Dyllick & Muff, 2016). As organisations are more likely to focus on
short-term profits, rather than on longer-term strategic actions and value
creation, sustainability either is pushed aside, or it is not considered at all
(Howard-Grenville et al., 2014; McKinsey & Company, 2014; Slawinski
et al., 2017; Wright & Nyberg, 2017). The increasing emphasis on short-
term maximisation of financial returns is reinforced by neo-liberal values
which came to prominence in the 1970s, and subsequently have driven
government policy and organisations’ practices (Burnes, 2017; Stiglitz,
2016: 336). Further, as the varied and conflicting definitions and interpre-
tations of “sustainable development” and “sustainability” between, and
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even within organisations and among external stakeholders are confusing
and vague, this can inhibit discussion, planning and progress towards
organisational sustainability (Lankoski, 2016).

Organisations tend to focus on economic value, and overlook the social
and environmental harm caused by their activities (Kurucz et al., 2017).
One reason is the current market system, unchanged since the establish-
ment of classical economics, regards natural resources as cost free to the
organisation, while the negative externalities (i.e. the costs of economic
activities to society or the costs caused by these activities’ environmental
damage) are ignored (Brozovic, 2020). This has been described as the
“Tragedy of the Commons” (Hardin, 1968), or the “free-rider prob-
lem”. As the natural environment, the oceans, water and air are public
goods, and the improvement from one organisation cleaning up their
own pollution or taking action to prevent pollution is marginal, no single
organisation has an incentive to pay the costs involved.

While there is focus on large corporations causing environmental and
social problems, small and medium enterprises (SMEs) also should be
considered as they are significant contributors to these issues. In the
European Union for example, SMEs employ 99.8% of all workers, create
56–60% of value added, and generate 60–70% of Europe’s industrial
pollution (Cantele & Zardini, 2020). Similarly, among the Organisation
for Economic Co-operation and Development (OECD) member nations,
SMEs comprise 99% of all businesses and generate between 50 and 60%
of value added (OECD, 2019: 3). SMEs are substantial suppliers to larger
organisations and have a high environmental footprint. In the manu-
facturing sector in particular, they have a large share of global resource
consumption, pollution, and waste generation (Koirala, 2019: 5).

Business Models

Business models (BMs) reflect organisations’ strategies and detail how
organisations intend to generate revenue by providing products and
services to customers (Boons & Lüdeke-Freund, 2013: 9). Business
models are not a strategy, as a business strategy is that business model
which an organisation chooses to take to the market (Casadesus-
Masanell & Ricart, 2010). These models are the blueprint for how an
organisation conducts its business and how it functions, and provide
the data and evidence which underlies expected operating costs and
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revenue (Osterwalder et al., 2005: 2). Most often, the focus of busi-
ness models is customers and maintaining and growing markets (Pedersen
et al., 2018), but they also may consider other groups, including suppliers
and distributors, business partners, shareholders and owners (Brozovic,
2020).

Initially conceived for commercial, for-profit organisations, business
models’ primary purpose was to describe customers’ needs and their
ability to pay. They were intended to create a sustainable competitive
advantage for organisations within their markets, and to generate prof-
itable and ongoing revenue streams (DaSilva & Trkman, 2014). To
achieve this, business models describe the actions taken to respond to
customers’ needs and to deliver value to these customers; how to entice
customers to pay for this value; and to ensure payments are converted to
profit by properly designing and operating the various stages in the value
chain (Schaltegger et al., 2016a: 4–5). Therefore, the key principle under-
lying business models is value which, in turn, requires that BMs include
descriptions of the products or services to be offered, the target market
segments, and the value of these products or services (Al-debei & Avison,
2010).

Value has several different aspects. From an economic perspec-
tive, value is defined as the end customers’ willingness to pay for a
product/service (Brandenburger & Stuart Jr., 1996). A core concept is
value creation, which itself has three main components. Firstly, shareholder
value creation refers to actions that increase value and is the value accrued
by the organisations’ owners/shareholders. Secondly, total value creation
is accrued by all the organisation’s stakeholders, both internal and external
to the organisation (Biloshapka & Osiyevskyy, 2018; Garcia-Castro &
Aguilera, 2015: 138). The total value created is determined by the
price paid by customers less all production costs. In this context stake-
holders are all groups or individual who create and capture economic
value in their interaction with the organisation, and includes employees,
customers and society at large (Barsky et al., 1999). The third key
concept is customer value which is defined by Woodruff (1997: 142) as
“a customer’s perceived preference for and evaluation of those product
attributes, attribute performances, and consequences arising from use that
facilitate (or block) achieving the customer’s goals and purposes in use
situations”. More simply, it is the production of goods or services that a
consumer is willing to buy (Bapuji et al., 2018).
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Customer value creation is described in a range of ways, including
Customer Value Proposition (CVP), value object, value offering, and
customer benefit. The CVP is designed from customers’ perspectives. It
describes the intended benefits (value proposition) that products/services
will provide to existing and future customers; how this promise will be
communicated to customers; and whether these meet customers’ needs
(Ballantyne et al., 2011). CVPs can have one or more of four types
of value for the customer: economic value, functional value, emotional
value and symbolic value (Payne et al., 2017: 469). Value creation is
achieved by identifying and developing new business opportunities, new
markets and new revenue streams (Bocken et al., 2014). Value delivery is
comprised of the resources, infrastructure and activities needed to deliver
customer value. Finally, value appropriation also known as value capture,
value claiming or value sharing, is the revenue and profit, or economic
value, derived from providing goods and services to users and customers
(Teece, 2010). It is related closely to value creation: organisations create
value from their relationships with customers and suppliers, and to remain
competitive they appropriate some of this value for themselves. In so
doing, organisations retain the resources they need to invest in future
value creation (Ellegaard et al., 2014).

From an organisational sustainability perspective, there are several crit-
icisms of business models, sometime referred to as traditional business
models (TBMs). In line with strategy theory, as organisations are market-
and profit-driven and are focused on their product or services delivering
a distinctive value proposition to customers, and on creating shareholder
wealth, their attention is on the economy and economic value (Porter &
Kramer, 2011). Therefore, they overlook the harm their activities cause
to the well-being of the broader population or on future generations
(Kurucz et al., 2017). They also disregard their impact on the Earth’s
ecosystems5 (Brozovic, 2020: 764).

Porter and Kramer (2011) sought to address issues of societal harm
with their popular Creating Shared Value (CSV) model in which organi-
sations, by innovatively addressing social issues and harm caused by their
production methods or the products themselves, could increase produc-
tivity, expand markets and achieve greater financial success. While praised
for highlighting the need for organisations to address their harm to

5 An ecosystem includes all the living things (plants, animals and organisms) their non-
living environments (weather, earth, sun, soil, climate, atmosphere) (Murray, 2018).
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society, CSV is criticised for using harm reduction to increase profits for
individual organisations and their owners, rather than to improve social
and environmental well-being (Crane et al., 2014).

Overall, short-term pressures from investors and demands to main-
tain high share prices have let to myopic, short-term thinking, and have
contributed to cost-cutting, under investment in research and devel-
opment, and less innovative thinking, accompanied by a narrow view
and approach to business strategy and business models (Kurzback &
Timmer, 2019). With their emphasis on profit and value, TBMs are short-
term focused, whereas problems such as increasing resources shortages,
environment damage, and climate change and its impacts, all require a
long-term perspective (Dyllick & Muff, 2016; Starik et al., 2016). Overall
from a sustainability perspective, the focus of TBMs is too narrow to assist
organisations generate “sustainable value” (Bocken et al., 2015).

Sustainable Business Models

To transform their business purpose and significantly change their oper-
ations to become more sustainable, it is recommended organisations
should integrate sustainability into their strategy, business models and
operations (Bocken et al., 2015; Bocken & Geradts, 2020; Breuer et al.,
2018 #4686). Further, their business models should include social,
environmental and economic principles, with environmental and social
concerns regarded as important as profits (Bocken et al., 2019; Massa
et al., 2017). Therefore, from a sustainability perspective, the focus of
TBMs is too narrow to assist organisations generate ‘sustainable value’
(Bocken et al., 2015).

Sustainable Business Models (SBMs) extend TBMs by integrating
organisational sustainability into business models, so they contribute to
the sustainable development of the environment, society, and economy.
The SBM has been defined as “a promise on the economic, environmental
and social benefits that an organisation’s offering delivers to customers
and society at large, considering both short-term profits and long-term
sustainability” (Patala et al., 2016: 144). SBMs also require developing
a sustainable value proposition which is broader than the traditional
customer value proposition, and balances the needs of customers, society
and the environment. Thus, they create ecological and social value that are
valued by customers, which in turn, can create a competitive advantage
(Freudenreich et al., 2020).
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To achieve this, SBMs have four main characteristics. Firstly, they
explicitly focus on environmental, social and economic sustainability
(Bocken et al., 2014); and secondly, they question and extend the tradi-
tional understanding of value and value creation (Kurucz et al., 2017).
Thirdly, they focus on a wider set of stakeholders to address poten-
tial sustainability impacts (Baldassarre et al., 2017; Bocken et al., 2014;
Stubbs & Cocklin, 2008). Finally, they focus on the wider system in which
the organisation and, therefore, the SBM is embedded. This can include
advocating for changes in legislation and regulations; and developing
collaboration with and between stakeholders, including other organisa-
tions, competitors, industry associations, governments, interest groups
and the media (Stubbs, 2017: 303). Thus, SBMs require that organisa-
tions widen their identified stakeholders from customers and shareholders,
and include all other stakeholders who might be directly or indirectly
affected by the organisation’s activities, such as the broader society and
the ecosystem (Lüdeke-Freund et al., 2018: 147).

SBMs are delineated as “…describing, analysing, managing and
communicating (i) a company’s sustainable value proposition to its
customers and all other stakeholders, (ii) how it creates and delivers this
value, (iii) and how it captures economic value while maintaining or
regenerating natural, social and economic capital beyond its organisational
boundaries”. (Schaltegger et al., 2016b: 268). This sustainable value inte-
grates environmental, social and economic value into a new form of value
(Evans et al., 2017: 607). Further, when an organisation determines the
value to be created, it must ensure this value both benefits the organisa-
tion itself, and is aligned with its stakeholders’ responsibilities and needs
(Evans et al., 2017).

Therefore, organisations intending to develop and implement SBMs
need to move beyond their economic paradigm, and significantly change
their orientation from solely on from profit generation to also resolving
social and environmental issues (Freudenreich et al., 2020). This requires
organisations to entrench sustainability principles into all their goals and
objectives; products or services; processes and operations; governance;
organisational structures; and reporting systems (Adams et al., 2016).
In particular, SBMs integrate the ecological and social impact of their
activities into their understanding and intent of value creation (Freuden-
reich et al., 2020). This is achieved through innovating their business
models by changing the customer value proposition, and changing the
ways the organisation creates, delivers and captures value (Bocken et al.,
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2014: 44). This value can be in the form of social or ecological value, such
as supporting marginalised groups in society, supporting NGO’s, reduced
use of resources, or lower emissions (Freudenreich et al., 2020). Overall,
SBMs need to ensure that sustainable value flows to multiple stakeholders
including the natural environment and society (Evans et al., 2017).
Figure 10.1 demonstrates how all three components of organisational
sustainability influence sustainable value.

Lüdeke-Freund (2010: 18) suggests that for SBMs and their customer
value propositions to be authentic, as customer value is a core component
of business models, “customer” should be extended to include the general
public, with public benefits including positive social and environmental
outcomes to be designated as “public customer value”.

With the general population, and organisations’ customers becoming
increasingly concerned about social and environmental sustainability
issues, successfully integrating sustainability principles and goals into busi-
ness strategies and business models can enhance their reputation and
customers’ perception of the value proposition (Kreiss et al., 2016).

Sustainable 
Value

Social Value
Equality & Diversity

Wellbeing
Community 

Development 
Secure livelihood

High labour standards
Good health & safety

Environmental  Value
Renewable resources

Biodiversity
Low emissions and waste
Pollu on preven on (air, 

water, land)
Economic Value

Profit
Return on investment

Financial Resilience
Business stability

Long term viability 
Secure livelihood

High labour standards

Fig. 10.1 Sustainable value (Source Adapted from Evans et al. [2017: 600])
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Stakeholders and Business Models

Strategic management theory suggests that organisations’ ability to create
value is dependent on their stakeholders’ needs and expectations (Shams
et al., 2020: 2).

Stakeholder theory, which has become embedded in management
theory, explains the relationship between organisations and various groups
in society, and identifies those groups to which organisations have respon-
sibility (Maon et al., 2008). The term “stakeholder” was first used in
business context in 1963 by the Stanford Research Institute (now SRI
International, Inc.), and emphasised that organisations need to focus
only on the needs of shareholders (Freeman, 1984: 32). Over time the
definition of stakeholders has broadened, as shown in Table 10.1.

Freeman (2010: 7) emphasised that, according to stakeholder theory,
“business is about how customers, suppliers, employees, financiers (stock-
holders, bondholders, banks), communities and managers interact and
create value”. Consequently, stakeholder management often is linked to
organisations’ financial performance (Parmar et al., 2010), and to how
stakeholders support organisations’ financial success. Further, while stake-
holders benefit from organisations’ activities, they also supply resources to
organisations and can influence business environments. Therefore, organ-
isations’ stakeholders underlie value creation and underpin their business
models (Freudenreich et al., 2020).

Today, stakeholder theory increasingly is linked to organisations’ social
and environmental management (Hörisch et al., 2014). With organisa-
tions increasingly asked to take responsibility for the environmental and
social impacts of their activities, stakeholders play an important role in
encouraging them to give sufficient attention to managing, measuring,
and reporting their sustainability strategies. This means it is important
for organisations seeking to operate more sustainably to understand their
stakeholders (Lindgreen et al., 2012).

Should organisations disregard secondary stakeholders’ expectations
and requirements, secondary stakeholders can apply pressure to the
organisation and its primary stakeholders (Garvare & Johansson, 2010).
For example, by acting as intermediaries for often marginalised groups
and speaking for nature, societal stakeholders such as NGOs contribute to
value creation, and can influence organisations to consider the ecological
and social impacts of their activities (Stubbs & Cocklin, 2008). Secondary
stakeholders also influence broader societal opinions about organisations
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Table 10.1 Stakeholder definitions

Definition Source

A stakeholder is any group or individual who “can affect
or is affected by the achievement of an organisation’s
objectives”

Freeman (1984: 46)

Stakeholders are “groups and individuals who benefit or
are harmed by, and whose rights are violated or
respected by corporate actions”

Freeman (2014: 186)

Internal/Primary stakeholders
Have a direct economic stake in the organisation
Includes:
Shareholders; financiers and other investors; customers;
employees; suppliers

Freeman (1984)

External/secondary stakeholders/aka societal
stakeholders
Are outside the organisation
Those “who influence or affect or are influenced or
affected by the organisation but … are not engaged in
transactions with the organisation and are not essential
for its survival”
Includes:
Competitors; governments and regulators;
non-government organisations (NGOs); fair trade
bodies; consumer advocates; environmentalists; special
interest groups; the press and other media

Clarkson (1995: 107)
Bocken et al. (2019)
Darnall et al. (2010)

Additional secondary stakeholders
Incudes:
Society; the environment, ecosystems and nature; future
generations

Geissdoerfer et al. (2016)
Lüdeke-Freund et al. (2018)
McGrath and Whitty (2017)
Stubbs (2017)
Stubbs and Cocklin (2008)

and their actions, through public protests or campaigns, boycotts, strikes,
and mass social media (Ferrón Vilchez et al., 2017). Consequently, organ-
isations’ attitudes to the social, ethical and environmental consequences
of their business operations can be shaped by stakeholders’ political, social
or economic pressures (Ferrón Vilchez et al., 2017).

There is debate as to whether nature and the environment can be
considered a stakeholder. One argument is that organisations actively
addressing environmental sustainability problems and seeking to create
positive societal and environmental value should include nature and the
environment as a stakeholder. A second approach regards human beings,
groups, and organisations as stakeholders who represent the interests
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of nature and the environment, and intercede between nature and the
environment, and organisations (Hörisch et al., 2014: 336).

Despite the pressure from these additional stakeholders, most often
TBMs continue to focus on customers and shareholders as their key
stakeholders, on maintaining and growing markets, and increasing finan-
cial value, resulting in organisations continuing to overexploit natural
resources (Pedersen et al., 2018). Frequently they give the other stake-
holders lower priority (Freudenreich et al., 2020), which limits their
ability to address social and environmental issues (Brozovic, 2020). Larger
organisations also are likely to have sufficient resources to resist pressures
to become more environmentally and socially sustainable, and to lobby
against the needed changes (Darnall et al., 2010).

Consequently, as found by the 2019 United Nations Global
Compact/Accenture Strategy CEO Study on Sustainability, companies,
industries and business as a whole are not doing enough to achieve the
2030 UN Global Sustainability Goals, and commitment of the largest
organisations to the climate targets established at the 2015 Paris has
declined (Gupta et al., 2019).

Organisational Culture and Sustainability

Shifting organisations’ focus from organisational and shareholder profit
objectives to incorporate sustainability goals requires changes to their
behaviour. As this behaviour is underpinned by organisations’ culture,
changing their culture is equally important (Benn et al., 2018; Engert &
Baumgartner, 2016; Kiesnere & Baumgartner, 2019; Linnenluecke et al.,
2009).

Originally, interest in organisational culture was focused on its influ-
ence on an organisation’s effectiveness (O’Reilly et al., 2017). Schein’s
(1986) organisational culture framework is one basis for understanding
organisational culture. Schein’s framework and definition are one of the
most widely accepted and, therefore, in this chapter, Schein’s oft-cited
classic definition (Schein, 1986: 3; Schein & Schein, 2017: 6) is used:

… the pattern of basic assumptions that a given group has invented, discov-
ered, or developed in learning to cope with its problems of external and
internal integration and that have worked well enough to be considered
valid and therefore is to be taught to new members as the correct way to
perceive, think and feel in relation to these problems.
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In 2017 Schein and Schein (p. 6) added the following words:

This accumulated learning is a pattern or system of beliefs, values and
behavioural norms that come to be taken for granted as basic assumptions
and eventually drop out of awareness.

Therefore, culture is found in the deep-seated shared beliefs,
behaviours, values and unchallengeable assumptions of a group of people,
and generally is experienced through groups’ unwritten rules, also known
as norms and expectations. Culture often is described as being comprised
of three levels. The surface or visible level of culture, referred to as arte-
facts, include the physical setting (architecture, office layouts and logos);
dress codes; organisational structures; rules, procedures and systems; and
ceremonies (Smircich, 1983). Other symbols can be organisation-specific
language and acronyms; which aspects of performance are measured; and
what is rewarded. These symbols convey complex meanings and are used
by individual members to understand their work environment and make
judgements, decisions and underlay strategy design (Howard-Grenville
et al., 2003).

The second culture level is expressed values; that is, consciously held
convictions, clearly stated or practised, which influence the behaviour of
group members. These values are “the defining elements of a culture”
(Chatman & Jehn, 1994: 524), and the bedrock of organisational culture
(Detert et al., 2000; Posner et al., 1985: 298; Quinn & Rohrbaugh,
1981, 1983). Also described as “principles”, “philosophies”, “ideals”
(Sull et al. 2020) or “dimensions” (Pennington, 2015), organisations’
values are pervasive standards that influence moral and ethical judge-
ments; and underpin all organisational decisions, objectives and activities
(Posner et al., 1985: 294; Vandenberghe & Peiro, 1999: 572). Many
organisations name and list their values, and may have between three and
seven stated values, with five being the most common number (Sull et al.,
2020).

The third and deepest level of culture is comprised of embedded, taken
for granted beliefs, thoughts & feelings, and are the ultimate source of
peoples’ values and actions (Baumgartner, 2009). Hawkins (1997: 429)
describes this third level as “unconscious culture – the unthought known
that is collectively experienced, but unnoticed by conscious reflection and
not able to be verbalized”. These unconscious basic assumptions form
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the essence of culture, and are difficult to identify or change (Alvesson &
Sveningsson, 2016; Schein & Schein, 2017).

The shared values, ethics and norms underpinning an organisation’s
culture influence how its leaders and employees identify and interact both
with others in the organisation and with the organisation’s environment
(Schein & Schein, 2017). An organisation’s culture exists at all organisa-
tional levels, and guides leaders’ and employees’ thoughts, decisions and
actions. It has been described as a “kind of silent language” (Groysberg
et al., 2018: 46), which can determine what is considered important and
what will be disregarded. These values, beliefs and norms underpin an
organisation’s philosophy and ideology (Alvesson & Berg, 1992), and
influence how specific situations are interpreted, and provides a deci-
sion making framework for senior management (Howard-Grenville et al.,
2003). Culture also forms an organisation’s identity, character or image,
and can be used to gain external recognition and approval (Alvesson &
Berg, 1992).

As an organisation’s values and ethical principles are embodied in its
culture, it can either support or inhibit the adoption of sustainable prin-
ciples and practices (Kok et al., 2019); and is fundamental to promoting
and achieving sustainability (Dyllick & Muff, 2016; Eccles et al., 2012a;
Engert & Baumgartner, 2016; Engert et al., 2016; Sroufe, 2017). An
organisation’s culture also underpins its ability to successfully develop a
sustainability strategy and business model (Amui et al., 2017; Pedersen
et al., 2018; Rauter et al., 2017; Starik et al., 2016). It is suggested that
the differences in culture between organisations may contribute to their
differing sustainability strategies (Baird et al., 2018).

Culture’s significance led Dunphy (2011: 8–9) to declare:

The foremost issue in shifting to the post-carbon sustainable economy is to
create the cultural change needed to move the multitude of organisations
that make up the economy to a more sustainable operational model.

Thus, organisations intending to become sustainable, also must address
their organisational culture, and adopt new values, beliefs and behaviours
(Benn et al., 2018). Their underlying philosophy, attitudes, behaviours
and values all need to be changed to align with sustainability (Adams
et al., 2016; Dyllick & Muff, 2016; Kiesnere & Baumgartner, 2019;
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Linnenluecke & Griffiths, 2010). Stubbs and Cocklin (2008) also advo-
cate that environmental, social and economic principles and values be
embedded in organisations’ vision and mission.

Recommendations range from the importance of integrating sustain-
ability principles into organisations’ values and culture, so they are deeply
entrenched (Engert & Baumgartner, 2016; Rauter et al., 2017); to
requiring “a complete moral transformation”; and a “radical overhaul of
business culture” and values (Crane, 2000: 674). According to Kiesnere
and Baumgartner (2019: 2), to become sustainable, organisations must
embed sustainability across all departments and at all levels, and change
their culture.

A sustainability culture with clearly specified values and beliefs is likely
to be a competitive advantage (Eccles et al. 2011, 2012c). As this culture
shapes employees’ individual and group behaviour, it can influence their
own commitment to sustainability (Howard-Grenville et al., 2014: 258).
Therefore, organisations aiming to become sustainable and for their SBM
to be achieved, also need to ensure their cultural characteristics will
support and enable this.

Characteristics of a Sustainability Culture

The organisational sustainability literature reveals a variety of different
values, attitudes, behaviours, and cultural dimensions which researchers
consider important to organisational sustainability. The underlying prin-
ciples of a SBM include environmental stewardship; including nature
as a stakeholder; and sharing resources (people, profits, time) with
stakeholders (Ritala et al., 2018).

Importantly, SBMs take a longer-term perspective, with the long-term
and short-term given equal weight (Brozovic, 2020; Dyllick & Muff,
2016). As SBMs are based on the conviction that there is a higher purpose
to business than short-term profit maximisation, profit is a means, not an
end in itself (Stubbs, 2017).

Benn et al. (2006) proposed a sustainability culture is characterised by
questioning, challenging, extending to open dissent; innovation; learning;
respect; trust; transparency and candour, as essential cultural dimensions,
along with empowerment, teamwork and continuous learning. Following
on from this, collaboration with stakeholders is an important cultural
dimension for all organisations and is especially important for those
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organisations endeavouring to become sustainable (Adams et al., 2016;
Bocken et al., 2015; Geradts & Bocken, 2019).

Sharma and Kearins (2011: 194) also revealed the importance and
complexities of collaboration between organisations, and noted the
contribution which shared ideas, and new approaches can make to
the achievement of sustainability goals. Eccles et al. (2012a) found,
when compared with “Low Sustainability” companies, “High Sustainabil-
ity” companies were more likely to have formal stakeholder engagement
processes; build long-term relationships with key stakeholders based on
mutual respect, trust and cooperation; measure and disclose non-financial
information, such as environmental, social, and corporate governance
data. Stubbs and Cocklin (2008), Dybdahl (2019) and Evans et al. (2017)
also argue that to achieve sustainability, organisations need to build strong
relationships and collaborate with key stakeholders.

Rauter et al. (2017) concluded sustainable organisations require an
“open” and transparent organisational culture in which there is open
communication, transparency and participative decision-making. Simi-
larly, Freudenreich et al. (2020) emphasise that SBMs require trans-
parency to ensure stakeholder groups’ interests are considered and
included. This aligns with the findings of Eccles et al. (2012a) that “High
Sustainability” companies also are more likely to measure and disclose
non-financial information, such as environmental, social corporate gover-
nance data.

According to Roome and Louche (2016), in sustainable organisa-
tions, key cultural values include employee empowerment and partic-
ipation; listening; transparency; strong business values; accountability;
teamwork; challenging and questioning; and learning. Other dimensions
highlighted by researchers discussing SBMs include empowerment and
inclusiveness (Roome & Louche, 2016); innovation and creativity (e.g.
Rauter et al., 2017); innovation (Kaplan & McMillan, 2020); integrity
and fairness/equity (e.g. Stubbs & Cocklin, 2008; Van Bommel et al.,
2020); teamwork, which is embodied by internal cooperation (Roome &
Louche, 2016); and systems thinking (Adams et al., 2016; Bocken & van
Bogaert, 2016; Geradts & Bocken, 2019; Schaltegger et al., 2016b; Starik
et al., 2016).

A long-term perspective is important for organisations seeking financial
longevity (Kurzback & Timmer, 2019). For sustainable organisations, a
long-term perspective is even more critical for organisations, as it enables
them to balance both the long-term and the short-term; and to stop
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Table 10.2 Cultural
values for SBMs • Collaboration with stakeholders

• Connectedness
• Cooperation (internal)
• Empowerment and inclusiveness
• Fairness/equity
• Innovation and creativity
• Integrity
• Knowledge sharing/open communication with all

stakeholders
• Long-term perspective
• Responsibility
• Systems thinking
• Transparency and openness/trust

Source Pennington (2015)

sacrificing long-term sustainable value creation to achieve short-term
financial value (Bansal & DesJardine, 2014; Brozovic, 2020; Durach &
Wiengarten, 2017; Dyllick & Muff, 2016; Evans et al., 2017).

In a study of the organisational sustainability and organisational culture
literature from the past 30 years, Pennington (2015) identified 18
different cultural dimensions (values) related to organisational sustain-
ability. Of these, 12 values are discussed in the SBM literature (see
Table 10.2. For detailed definitions refer to Appendix A).

Given most organisations have between three and seven cultural values,
when building a culture which supports sustainability, it is important to
prioritise which cultural values to adopt. As illustrated in Appendix A,
collaboration with stakeholders is highlighted as an important cultural
dimension underpinning SBMs, as are a long-term perspective, systems
thinking, and innovation and creativity, with the latter needed to innovate
strategy and TBMs, and to adopt SBMs and sustainable practices.

Changing Organisational Culture

Organisation Culture Change Barriers
An organisation’s culture evolves over a number of years and is based on
collective traditions and deeply entrenched values, and therefore it can be
difficult to change (Hansen & Schaltegger, 2016; Ostroff et al., 2013).
Culture change, or culture evolution as Schein (2009) describes it, can
take years and will meet resistance from within the organisation (Ostroff
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et al., 2013). As existing cultural values are a significant factor in an
organisation’s success and its competitive advantage, it is hard to convince
people that these need to change (Lozano & von Haartman, 2018; Sarros
et al., 2008; Schein, 2010). Additionally, most employees identify and
feel comfortable with the existing culture, and are likely to oppose any
changes. With many employees’ sense of self and personal identity linked
to their job and the organisation where they work, changes in the organ-
isation’s culture can be seen as a threat to individuals’ personal identity
(Jacobs et al., 2013). Culture change can jeopardise employees’ familiar
organisational lifestyles, causing them to become defensive and lose trust
in the organisation and its leaders (Stoughton & Ludema, 2012).

Although an organisation’s leaders may not recognise it, their funda-
mental underlying beliefs and values are a factor in determining the
vision, mission and strategy. For example, while leaders may understand
the organisation needs to act sustainably, their experience, thinking and
values, including a commitment to free markets, cause them to continue
focusing on maximising profits and financial rewards for the organisation
and its shareholders (Stiglitz, 2016). The prevailing short-term pressures
to maximise financial returns also can take priority over long-term sustain-
ability (Burnes, 2017). Achieving organisational sustainability requires
leaders whose values enable them to balance environmental, social and
profit requirements.

Organisational subcultures are another impediment to culture change.
Typically, organisations have a defining predominant culture which is
shared across the organisation, and a number of subcultures. These
arise because employees and leaders in any organisation hold many and
diverse values and assumptions. Organisational subgroups form due to
the different functional areas, hierarchical levels, work roles and respon-
sibilities, and geographic locations. These groups develop their own
subcultures which hold peripheral values (e.g. Howard-Grenville, 2006;
Martin, 2002). Other factors leading to cultural fragmentation include
occupational group, gender and generational differences (Alvesson &
Sveningsson, 2016). These diverse subgroups can hold different beliefs
and values about sustainability (Stoughton & Ludema, 2012), with some
perceiving any sustainability-related changes as a threat to the business
(Howard-Grenville et al., 2014). Therefore, cultural change needs to be
addressed at the subgroup level, and changes can occur at different rates
through the organisation, which may impede organisations’ sustainability
endeavours (Howard-Grenville et al., 2014; Pennington, 2015).
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Culture Change Steps
Despite these challenges, organisational culture change is feasible, even
though it can take a long time, possibly years, and requires patience
and persistence (Alvesson & Sveningsson, 2016; DeWitte & van Muijen,
1999; Ostroff et al., 2013). Organisations can take several steps to
change their culture to one which embeds the most important cultural
values for SBMs. These include: creating a vision for the new culture;
ensuring leaders’ and managers’ actions are aligned with the new culture;
involving employees; underpinning planning and resource allocation deci-
sions with the new cultural values; and reviewing and updating the human
resources systems and processes.

Initially, it is important to create a vision for the intended new culture,
along with a road map for introducing it. Before attempting to change
the culture, organisations should analyse their current culture, including
the values underlying the various subcultures (Linnenluecke & Griffiths,
2010). Only then can they ascertain which existing cultural dimensions
are effective and should remain; those which are no longer relevant
or appropriate; those which may need to be modified or removed; and
what new dimensions should be introduced. In this way, the culture
change can be a culture adaptation rather than a complete change.
Then the organisation’s vision and mission can be updated to incorpo-
rate the new cultural values and remove any values which are no longer
appropriate (Cummings & Worley, 2015).

Leaders shape attitudes to towards culture and one of the most impor-
tant influences on culture change is senior leaders’ and managers’ actions
(Howard-Grenville et al., 2014; Rauter et al., 2017). They influence
culture through their values, leadership style, behaviours and their busi-
ness strategies, with top level leaders having the most significant impact
(Warrick, 2017).

“Walking the talk”, as it is commonly known, is extremely important,
as an organisation’s employees and broader stakeholders pay more atten-
tion to leaders’ actions than to what they say (Schein, 2009, 2010; Sull
et al., 2020). According to Bass (1999: 16) and Schein (2010), top
level leaders’ behaviours are symbols of an organisation’s culture; and
their visible behaviours and actions convey clear messages about their
values and beliefs to employees. What leaders ignore also reveals their
fundamental values and beliefs. Therefore, employees need to see people
at higher levels in the organisation modelling the new behaviours and
attitudes.
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Some leaders may be psychologically committed to continuing the
organisation as is, and may resist change (Sannino et al., 2020). As culture
change starts with an organisation’s leadership team, it may be neces-
sary to terminate those leaders or other employees whose values and
behaviours are antithetical to the desired new culture, and employ new
leaders or employees (Alvesson & Sveningsson, 2016; Benn et al., 2018;
Cummings & Worley, 2015). A new leadership team needs to remain for
an extended time period to ensure stability and achieve culture change
(Burnes, 2017: 345).

When leaders communicate clearly the reasons for changing the
existing culture, and involve employees in the design and implementa-
tion of the new cultural values, employees are more likely to accept the
new values, and encourage their peers also to accept the new culture
(Alvesson & Sveningsson, 2016; Burnes, 2017).

Planning, designing and implementing business models, budgets, their
content, and where resources are allocated, all demonstrate leaders’
values, and their underlying assumptions and beliefs. Therefore, the
criteria used during planning processes to determine BMs and budgets
should include the intended cultural values (Schein, 2010).

Recruitment and selection criteria and processes, employee and
manager training and development programmes, and performance
management systems all need to be reviewed.

Along with job specific skills and competencies, new recruitment and
selection criteria linked to the cultural values need to be agreed and imple-
mented so newly hired employees’ values are aligned with the intended
cultural values (Alvesson & Sveningsson, 2016; Schein, 2010).

Individual and team training programmes provide an opportunity to
communicate the cultural values. Cultural values and their importance
can be included in induction, orientation and training programmes for
new employees (Ramus, 2002), as well as in other programmes such as
management, leadership and team skills.

Rewards, praise, pay increases, promotions and praise signal the values
and behaviours needed to succeed, and communicate these to others
in the organisation and should reflect both required behaviours and
results. Therefore, the current performance management and appraisal
system needs to be reviewed and a new system developed which includes,
encourages and rewards behaviours aligned with the new cultural values
(Alvesson & Sveningsson, 2016; Ramus, 2002).
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Embedding Sustainability

While Integrating sustainability culture dimensions into an organisation’s
culture supports sustainability, there are other specific ways organisations
can embed sustainability.

Leader’s and Manager’s Commitment to Sustainability

An organisation’s leadership team plays a significant role in disseminating
and implementing sustainability principle and actions (Rauter et al.,
2017). Depending on their own values, understanding of sustainability,
and experience, an organisation’s leaders can either present sustainability
issues as a threat to the organisation, or as a business opportunity, with
the latter approach encouraging the adoption of sustainability principles
(Howard-Grenville et al., 2014). When an organisation’s senior and line
managers value and communicate their commitment to sustainability,
employees are more likely to increase their own commitment to sustain-
able business practices and their implementation (Pellegrini et al., 2018;
Raineri & Paillé, 2016).

Those organisations’ leaders who are change averse can be reluctant
to introduce a sustainability strategy and the related SBM. Researchers
propose a number of reasons for this. When organisations are performing
successfully, their leaders also are perceived to be successful, and see no
need to make changes. The longer an organisation has been successful,
the less likely leaders will see any need for change. Leaders’ previous
experience, personal values and political ideology also can influence their
attitudes towards environmental and/or social sustainability, and whether
these are included in business strategy and business models (Chin et al.,
2013; Sannino et al., 2020). Finally, strategic decisions to transition
organisations to environmental and social sustainability can be influ-
enced by leaders’, and particularly the CEO’s, salary and financial (e.g.
bonuses and shares options) and non-financial incentives (e.g. status and
career) (Walls & Berrone, 2017). Therefore, as with organisational culture
change, organisations may need to replace current leaders with people
who understand and value environmental and social sustainability and can
motivate others to achieve a sustainability vision and strategy.
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Sustainability Communication

Leaders’ sustainability commitment is reflected in a well-developed and
clearly communicated business model, sustainability strategies, formal
policies and procedures, and related management systems and practices.
When these policies are written and disseminated throughout the organi-
sation, they demonstrate the organisation is serious about sustainability
(Dumont et al., 2017; Ramus, 2002). In turn, they encourage both
employees’ task-related and proactive, innovative sustainability-related
behaviour (Birou et al., 2019; Norton et al., 2014).

Employee Involvement

Similar to employee involvement with culture change, involving
employees in sustainability fosters their commitment to the organisa-
tion’s sustainability objectives. This involvement can include encour-
aging employees to use their sustainability knowledge together with
their knowledge of existing processes; inviting employees to contribute
to designing and implementing sustainability programmes; and asking
employees to make suggestions for improving the organisation’s sustain-
ability activities (Pinzone et al., 2016; Zibarras & Coan, 2015).

Sustainability Reporting

Sustainability reporting can show an organisation’s willingness to be
transparent about their sustainability activities and results. Voluntary stan-
dards programmes such as ISO 14001,6 an environmental management
system; ISO 26000,7 which measures performance and improvement
in socially responsible behaviour; SA 8000 which focuses on socially
accepted workplace standards; or the Global Reporting Initiative’s (GRI)
sustainability reporting framework, include guidelines, and recommended
actions and processes for improving sustainability performance (Schal-
tegger et al., 2012). These reports require organisations to pay attention
to their sustainability activities, measure progress, and communicate these

6 ISO 140001 is the international standard for an effective environmental management
system (EMS). It specifies organisational guidelines for good environmental practices.

7 ISO 26000 measures performance areas such as such as human rights; labour practices;
community involvement and development; fair operating practises; and consumer issues.
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to employees and other stakeholders; show the organisation’s sustain-
ability commitment and intentions; and increase employees’ awareness of
and commitment to the issues (Bebbington et al., 2009; Raineri & Paillé,
2016). Including sustainability issues, activities and progress in published
annual reports also signals an organisation’s focus on sustainability.

While widely used by some of the world’s largest companies, there
are strong criticisms of the veracity and reliability of sustainability
reports, including the GRI (Boiral et al., 2019). There is a wide
range of reporting frameworks and many of these, including the GRI,
allow organisations to select which aspects of sustainability they will
report on (Roca & Searcy, 2012). Therefore, these reports can be
incomplete and lack quantitative data and it is difficult to compare
reports year on year, or across organisations (Delmas et al., 2013).
They also are criticised as being statements of policies and intentions,
rather than communicating sustainability achievements, and for being
marketing impression management tools which emphasise good news
and conceal bad news in order to maintain a positive reputation and
maintain brand equity (Cho et al., 2012; Eccles et al., 2012b). Other
issues include a lack of balance, timeliness, precision, clarity and reli-
ability in the information provided, and often do not provide the
information sought by their stakeholders (Diouf & Boiral, 2017;
Silva et al., 2019).
Despite these criticisms, the advantage of these reports is they
encourage organisations to pay attention to their sustainability activ-
ities, measure progress, and communicate these to employees and
other stakeholders (Bebbington et al., 2009).

Sustainability Education and Awareness Training

Sustainability education and awareness training is an important tool
which enables employees to gain sustainability related knowledge, ideas
and skills, helps them develop sustainability mindsets, and encourages
them to consider sustainability in their decisions and actions (Baum-
gartner & Winter, 2014; Birou et al., 2019; Law et al., 2017). This
training, which needs to be aligned with, and explains the organisation’s
sustainability strategy and objectives, can give employees a comprehensive
understanding of the organisation’s reasons and purposes for sustainability
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management, and of the sustainability objectives, measures, policies and
procedures (Pham et al., 2019; Tung et al., 2014).

Sustainability training should be provided to all employees and
managers, and can be in various forms, from formal structured class-
room training to on-line modules and one-on-one mentoring or coaching
(Baumgartner & Ebner, 2010). Other training and learning oppor-
tunities include visits to other organisations which have implemented
sustainability projects successfully (Haugh & Talwar, 2010).

This training can shape and influence employees’ attitudes towards
sustainability, enable them to recognise sustainability issues and improve
their decision-making. The training also supports efforts to establish a
sustainability culture and can lead to employees personally adopting the
desired sustainability values, and motivate employees to commit to their
organisation’s sustainability vision and strategy (Birou et al., 2019; Xie &
Zhu, 2020).

Employee Performance Measures, Rewards and Incentives

Including employee performance measures in the organisation’s perfor-
mance management system, and appraising these so employees receive
feedback on their sustainability-related activities, encourages their sustain-
ability efforts. This sends a clear message about an organisation’s business
priorities (Dumont et al., 2017).

It also is important to design a new reward system for leaders and
employees which incorporates the organisation’s sustainability objectives.
These rewards or incentives need to be clearly linked to achievement of
well-defined sustainability targets and related key performance indicators
(KPIs) (Kiesnere & Baumgartner, 2019). Incentives can be monetary or
non-monetary (such as praise or recognition awards), and should apply
to all hierarchical levels of the organisation. Research has shown that
non-monetary incentives are more effective for encouraging social sustain-
ability behaviours, while monetary incentives are more successful in moti-
vating achievement of environmental targets and changing organisational
cultures (Dahlmann et al., 2017).
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Conclusion

This chapter discusses current research that analyses organisational
sustainability. The aim was to demonstrate the linkages between sustain-
able development and organisations’ contributions to the world’s current
environmental and social crises. Business models and their purposes were
examined, and the focus of these on economic value was highlighted as
limiting organisations’ capabilities to contribute to both the social well-
being of the general population and to reduce their destructive impact
on the environment and climate. It identifies that, to become more
environmentally and socially sustainable, organisations need to review
and innovate their current more traditional business models, and trans-
form them into SBMs. In so doing, they will develop broader value
propositions to encompass social and ecological value, which are of
increasing importance to their stakeholders. These SBMs reconceptu-
alise the traditional customer value proposition and adopt a broader
sustainable customer value proposition, which adds social value and signif-
icantly reduces the organisation’s negative environmental and ecological
impacts. This also can create a competitive advantage and increase value
appropriation.

It is explained that organisations need to extend relationships with
stakeholders beyond the conventionally accepted group of shareholders,
financiers, customers, suppliers and employees to numerous stakeholder
groups, and to consider the expectations of any stakeholders who are
likely to be affected, either directly or indirectly, by the organisation’s
activities.

An organisation’s culture has a strong influence on its ability to success-
fully develop and implement a sustainability strategy and SBM. Therefore,
this chapter presents a set of cultural values which researchers have identi-
fied are important for a successful transition to sustainability. It introduces
actions organisations can take to successfully adopt new and requisite
cultural values and behaviours which will support transition to a sustain-
able business model. These include ensuring leaders behaviours reflect
the desired cultural values and replacing leaders who are not aligned with
the desired culture; introducing a new performance appraisal and reward
system; ensuring the recruitment process and selection criteria include
the desired cultural values; and embedding the new cultural values into
training and development programmes.
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Finally, the chapter provides some steps organisations can take to
adopt the social and environmentally sustainable principles and behaviours
which are necessary to successfully execute the SBM; produce the
intended sustainable customer value propositions for customers; generate
sustainability-linked value for stakeholders; and ensure value appropriation
for the organisation. Some of these are: develop and disseminate envi-
ronmental and social sustainability policies and procedures which support
the sustainability strategy; include sustainability measures in the perfor-
mance management system; develop and introduce appropriate rewards;
introduce a sustainability reporting system; and conduct sustainability
education and awareness training.

In summary, today’s organisations are asked to recognise their role in
today’s environmental and social issues and change the way they operate.
Those organisations intending to increase their environmental and/or
social sustainability need to understand the links between organisational
sustainability, stakeholders and business models; and to recognise the
important role their cultural values play in these changes.

Appendix A

Cultural Values for Sustainable Business Models

Cultural value Summary definition

Collaboration with Stakeholders Building relationships, strategic
networks, alliances and partnerships and
multi-way dialogue with internal and
external stakeholders, including all
sectors of society. Seeking and sharing
information and knowledge to develop
wider perspectives and visions for
sustainability

Connectedness Understanding and respecting the
interconnectedness and interdependence
of the environment and ecology, human
and societal welfare, and the economy.
Recognising that activities which
damage any part of these will impact
the long-term viability of organisations,
nations, populations and the planet

(continued)
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(continued)

Cultural value Summary definition

Cooperation (internal) Working cooperatively internally,
coordinating together and readily
resolving conflict, reduces barriers and
facilitates resolution of complex and
difficult sustainability challenges

Empowerment and inclusiveness Empowering employees and
encouraging their involvement in
planning and implementing
organisational sustainability activities

Environmental stewardship Responsible management practices
which pursue a triple bottom-line of
economic, social and environmental
performance in business. The
responsible use of resources that takes
into account the well-being of society
and ecological systems and future
generations

Fairness/equity Carefully managing the scale and impact
of activity, and appropriately using
environmental and ecological, human
and social resources. Fairly distributing
resources and property rights, within
and between generations

Innovation and creativity Fostering creativity, ingenuity and
innovation to modify existing or
develop new products, services and
technologies which integrate and
support the various elements of
sustainability

Integrity Considering sustainability and making
sustainability-based decisions in strategic
planning and implementation of the
business

Knowledge sharing/open communication
with all stakeholders

Seeking and sharing knowledge,
information, ideas and success stories
within the organisation and with
stakeholders and competitors

Long-term perspective Emphasising long-term goals which
incorporate environmental, social, and
financial sustainability, sustainable
products and services, and long-term
relationships with stakeholders

Responsibility Accepting responsibility for decreasing
and eliminating the environmental,
ecological and social impact of the
entire lifecycle of products and services

(continued)
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(continued)

Cultural value Summary definition

Systems thinking Creating an integrated systems
perspective by recognising the
organisation operates in an open
system—diverse cultures, constraints and
opportunities between the internal and
external

Transparency and openness/trust Developing trust by communicating
openly, honestly and consistently to all
internal and external stakeholders
concerning environmental, social and
financial performance and impacts on all
stakeholders

Source Pennington (2015)
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Pham, N. T., Tučková, Z., & Phan, Q. P. T. (2019). Greening human
resource management and employee commitment toward the environment:
An interaction model. Journal of Business Economics and Management, 20(3),
446–465.

Pinelli, M., & Maiolin, R. (2017). Strategies for sustainable development: Orga-
nizational motivations, stakeholders’ expectations and sustainability agendas.
Sustainable Development, 25(4), 288–298.

Pinzone, M., Guerci, M., Lettieri, E., & Redman, T. (2016). Progressing in
the change journey towards sustainability in healthcare: The role of ‘Green’
HRM. Journal of Cleaner Production, 122, 201–211.

Porter, M. E., & Kramer, M. R. (2011). Creating shared value: How to reinvent
capitalism—And unleash a wave of innovation and growth. Harvard Business
Review, 89(1/2), 62–77.

Posner, B. Z., Kouzes, J. M., & Schmidt, W. H. (1985). Shared values
make a difference: An empirical test of corporate culture. Human Resource
Management, 24(3), 293–309.

Quinn, R. E., & Rohrbaugh, J. (1981, June). A competing values approach to
organizational effectiveness. Public Productivity Review, 5(2): 122–140.

Quinn, R. E., & Rohrbaugh, J. (1983). A spatial model of effectiveness criteria:
Towards a competing values approach to organizational analysis. Management
Science, 29(3), 363–377.

Raineri, N., & Paillé, P. (2016). Linking corporate policy and supervisory support
with environmental citizenship behaviors: The role of employee environmental
beliefs and commitment. Journal of Business Ethics, 137 (1), 129–148.

Ramus, C. A. (2002). Encouraging innovative environmental actions: What
companies and managers must do. Journal of World Business, 37 (2), 151–164.

Rauter, R., Jonker, J., & Baumgartner, R. J. (2017). Going one’s own way:
Drivers in developing business models for sustainability. Journal of Cleaner
Production, 120, 144–154.



10 BUSINESS MODELS FOR SUSTAINABILITY 257

Ripple, W. J., Wolf, C., Newsome, T. M., Barnard, P., Moomaw, W. R., Grand-
colas, P., & and 11258 Scientist Signatories from 153 Countries. (2020,
January). World scientists’ warning of a climate emergency. Bioscience, 70(1),
8–12.

Ritala, P., Huotari, P., Bocken, N., Albareda, L., & Puumalainen, K. (2018).
Sustainable business model adoption among S&P 500 firms: A longitudinal
content analysis study. Journal of Cleaner Production, 170, 216–226.

Roca, L. C., & Searcy, C. (2012). An analysis of indicators disclosed in corporate
sustainability reports. Journal of Cleaner Production, 20(1), 103–118.

Romer, C. D., & Pells, R. H. (2021). Great Depression. Encyclopedia Britannica.
https://www.britannica.com/event/Great-Depression

Roome, N., & Louche, C. (2016). Journeying toward business models for
sustainability: A conceptual model found inside the black box of organisational
transformation. Organization & Environment, 29(1), 11–35.

Sannino, G., Di Carlo, F., & Lucchese, M. (2020). CEO characteristics and
sustainability business model in financial technologies firms: Primary evidence
from the utilization of innovative platforms. Management Decision, 58(8),
1779–1799.

Sarros, J. C., Cooper, B. K., & Santora, J. C. (2008). Building a climate for inno-
vation through transformational leadership and organizational culture. Journal
of Leadership & Organizational Studies, 15(2), 145–158.

Schaltegger, S., Hansen, E. G., & Lüdeke-Freund, F. (2016a). Business models
for sustainability: Origins, present research, and future avenues. Organization
and Environment, 29(1), 3–10.

Schaltegger, S., & Horisch, J. (2017). In search of the dominant rationale in
sustainability management: Legitimacy- or profit-seeking? Journal of Business
Ethics, 145, 259–276.

Schaltegger, S., Lüdeke-Freund, F., & Hansen, E. G. (2016b). Business models
for sustainability: A co-evolutionary analysis of sustainable entrepreneurship,
innovation, and transformation. Organization & Environment, 29(3), 264–
289.

Schaltegger, S., Windolph, S. E., & Herzig, C. (2012). A longitudinal analysis
of the knowledge and application of sustainability management tools in large
German companies. Society and Economy, 34(4), 549–579.

Schein, E. H. (1986). Organisation culture and leadership. Jossey-Bass.
Schein, E. H. (2009). The corporate culture survival guide (New and Revised

ed.). Jossey-Bass: A Wiley Imprint.
Schein, E. H. (2010). Organizational culture and leadership (4th ed.). Jossey-

Bass.
Schein, E. H., & Schein, P. (2017). Organizational culture and leadership (5th

ed.). Wiley.

https://www.britannica.com/event/Great-Depression


258 L. K. PENNINGTON

Searcy, C. (2016). Measuring enterprise sustainability. Business Strategy and the
Environment, 25(2), 120–133.

Shams, S. M. R., Vrontis, D., Weber, Y., Tsoukatos, E., & Galati, A. (2020).
Stakeholder engagement for a sustainable development of business models.
In S. M. R. Shams, D. Vrontis, Y. Weber, E. Tsoukatos, & A. Galati (Eds.),
Stakeholder engagement and sustainability (pp. 1–13). Routledge.

Sharma, A., & Kearins, K. (2011). Interorganizational collaboration for
regional sustainability: What happens when organizational representatives
come together? The Journal of Applied Behavioral Science, 47 (2), 168–203.

Shrivastava, P. (2018). Business not-as-usual to achieve SDGs under climate
change. In J. R. McIntyre, S. Ivanaj, & V. Ivanaj (Eds.), CSR and climate
change implications for multinational enterprises (pp. 21–36). Edward Elgar
Publishing.

Silva, S., Nuzum, A.-K., & Schaltegger, S. (2019). Stakeholder expectations
on sustainability performance measurement and assessment. A systematic
literature review. Journal of Cleaner Production, 217 , 204–215.

Slawinski, N., Pinkse, J., Busch, T., & Banerjee, S. B. (2017). The role of
short-termism and uncertainty avoidance in organizational inaction on climate
change: A multi-level framework. Business & Society, 56(2), 253–282.

Smircich, L. (1983). Concepts of culture and organizational analysis. Adminis-
trative Science Quarterly, 28(3), 339–358.

Sroufe, R. (2017, September). Integration and organizational change towards
sustainability. Journal of Cleaner Production, 162, 315–329.

Starik, M., Stubbs, W., & Benn, S. (2016). Synthesising environmental and
socio-economic sustainability models: A multi-level approach for advancing
integrated sustainability research and practice. Australasian Journal of Envi-
ronmental Management, 23(4), 402–425.

Steffen, W., Richardson, K., Rockström, J., Cornell, S. E., Fetzer, I., Bennett,
E. M., Biggs, R., Carpenter, S. R., de Vries, W., de Wit, C. A., Folke, C.,
Dieter, G., Heinke, J., Mace, G. M., Persson, L. M., Ramanathan, V., Reyers,
B., & Sörlin, S. (2015). Planetary boundaries: Guiding human development
on a changing planet. Science, 347 (6223), 736–748.

Stiglitz, J. (2016). The great divide: Unequal societies and what we can do about
them. Penguin.

Stoughton, A. M., & Ludema, J. (2012). The driving forces of sustainability.
Journal of Organizational Change Management, 25(4), 501–517.

Stubbs, W. (2017). Characterising B Corps as a sustainable business model: An
exploratory study of B Corps in Australia. Journal of Cleaner Production, 144,
299–312.

Stubbs, W., & Cocklin, C. (2008). Conceptualizing a sustainability business
model. Organization Environment, 21(2), 103–127.



10 BUSINESS MODELS FOR SUSTAINABILITY 259

Sull, D., Turconi, S., & Sull, C. (2020). When it comes to culture, does your
company walk the talk? MITS Loan Management Review, 61(4), 1–11.

Svensson, G., Ferro, C., Høgevold, N., Padin, C., Carlos Sosa Varela, J., &
Sarstedt, M. (2018). Framing the triple bottom line approach: Direct and
mediation effects between economic, social and environmental elements.
Journal of Cleaner Production, 197 , 972–991.

Teece, D. J. (2010). Business models, business strategy and innovation. Long
Range Planning, 43(2), 172–194.

Tung, A., Baird, K., & Schoch, H. (2014). The relationship between organisa-
tional factors and the effectiveness of environmental management. Journal of
Environmental Management, 144, 186–196.

United Nations. (2020). The sustainable development goals report 2020 (pp. 1–
68). United Nations. https://unstats.un.org/sdgs/report/2020/The-Sustai
nable-Development-Goals-Report-2020.pdf

Van Bommel, K., Henkemans, M. B., Brinkhorst, T., & Meurs, M. (2020).
A review of sustainable business models: Past accomplishments and future
promises. Journal of Sustainability Research, 2(3), 1–25.

Vandenberghe, C., & Peiro, J. M. (1999). Organizational and individual values:
Their main and combined effects on work attitudes and perceptions. European
Journal of Work and Organizational Psychology, 8(4), 569–581.

von Weizsacker, E. U., & Wijkman, A. (2017). Come on! Capitalism short-
termism, population and the destruction of the planet. A report to the Club
of Rome. Springer Nature.

Walls, J. L., & Berrone, P. (2017). The power of one to make a difference: How
informal and formal CEO power affect environmental sustainability. Journal
of Business Ethics, 145(2), 293–308.

Ward, B., Bufalari V., Tulay, M., Murphy, S. E., Joshi, R., & Cohn Martin, N.
(2020). COVID-19 and inequality: A test of corporate purpose. KKS Advisors.

Warrick, D. D. (2017). What leaders need to know about organizational culture.
Business Horizons, 60(3), 395–404.

Welford, R. (1997). Hijacking environmentalism: Corporate responses to sustain-
able development. Earthscan.

Winn, M. I., & Pogutz, S. (2013). Business, ecosystems, and biodiversity: New
horizons for management research. Organization and Environment, 26(2),
203–229.

Woodruff, R. B. (1997). Customer value: The next source for competitive
advantage. Journal of the Academy of Marketing Science, 25(2), 139–153.

World Meteorological Organization. (2019a). WMO greenhouse gas bulletin
(15th ed., Vol. 2019a, pp. 1–8). World Meteorological Organization.

World Meteorological Organization. (2019b). WMO statement on the state of the
global climate in 2018 (pp. 1–39). World Meteorological Organization.

https://unstats.un.org/sdgs/report/2020/The-Sustainable-Development-Goals-Report-2020.pdf
https://unstats.un.org/sdgs/report/2020/The-Sustainable-Development-Goals-Report-2020.pdf


260 L. K. PENNINGTON

World Wide Fund for Nature. (2018). Living planet report 2018: Aiming higher.
World Wide Fund for Nature

World Wide Fund for Nature. (2020). Living planet report 2020: Bending
the curve of biodiversity loss. In R. Almond (Ed.), Living planet
report (pp. 1–145). World Wide Fund for Nature. Zoological Society of
London. https://f.hubspotusercontent20.net/hubfs/4783129/LPR/PDFs/
ENGLISH-FULL.pdf

Wright, C., & Nyberg, D. (2017). An inconvenient truth: How organizations
translate climate change into business as usual. Academy of Management
Journal, 60(5), 1633–1661.

Xie, X., & Zhu, Q. (2020). Exploring an innovative pivot: How green training
can spur corporate sustainability performance. Business Strategy and the
Environment, 29(6), 2432–2449.

Zibarras, L. D., & Coan, P. (2015). HRM practices used to promote pro-
environmental behavior: A UK survey. The International Journal of Human
Resource Management, 26(16), 2121–2142.

https://f.hubspotusercontent20.net/hubfs/4783129/LPR/PDFs/ENGLISH-FULL.pdf
https://f.hubspotusercontent20.net/hubfs/4783129/LPR/PDFs/ENGLISH-FULL.pdf


CHAPTER 11

The Customer Value Concept: How Best
to Define and Create Customer Value?

Angelina Zubac

Introduction

Two of the most important concepts in strategic management and
management are the concepts of value creation and value appropriation.1

This is because they explain in highly processual terms how organisations
are able to adapt and evolve by gaining access to and deploying resources2

and, in turn, how they contribute to economic development and growth
(Zubac, 2018; Zubac et al., 2012). When an organisation successfully
invests in, configures and uses resources to create new sources of profit

1 Value appropriation is also known as value capture.
2 In this paper, resources are both the assets and capabilities that are used and developed

at an organisation to achieve its strategic objectives.
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value has been created.3 When an organisation successfully invests in,
combines and uses resources to sustain a competitive advantage and
build wealth value has been appropriated. A balance between these two
organisation-wide processes must be achieved because organisations must
be able to fund their activities and operate efficiently to be economically
sustainable (Moran & Ghoshal, 1999).

Remarkably, despite value creation’s criticality, managers and
researchers have in the past tended to focus on value appropriation
and downplay the importance of value creation. There has also been a
corresponding tendency to underrate the importance of customer value
creation. This has largely been attributed to the fact that organisational
performance can be impacted by a range of factors. For instance, when
a competitor realises an organisation is earning above average profits
(supernormal profits) within a particular market, they will normally try
to capture a (larger) share of that market. Likewise, employees are likely
to ask for a higher salary if they believe the organisation is earning above
average profits (Blyler & Coff, 2003; Coff, 1999; Porter, 1980, 1985,
1991; Slater & Narver, 1994, 1995a, 1995b). It is only in recent times
that managers and researchers alike have concluded value creation is
just as important to concentrate on as value appropriation. The same
can be said for customer value creation, which is perplexing as most
organisations depend on their customers for their survival (Priem, 2007).

However, customer value has been defined many ways over the last
decades. This has meant that it can be very difficult to understand how
customer value creation problems are best tackled. The reality is that
some definitions of customer value are much more suited to solving some
customer value creation-related dilemmas and conundrums than others
(Ramirez, 1999; Woodruff, 1997).

With this in mind, this chapter explains three of the most popular
categories for defining customer value, that is, customer value is (1) the
amount customers are willing to pay, (2) an equity position customers
perceive they have in an organisation and (3) an inherently multidimen-
sional concept. The objective is to clarify the circumstances under which
the different approaches for defining customer value are most useful.
Thus, in the next section, the three categories of definitions are discussed,

3 Value can be created for the organisation by successfully creating value for customers
but it could also be created other ways, such as by developing a part of the business that
is later sold or investing in another company’s shares in anticipation of earning dividends.
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including their pros and cons. In the section that follows, a multidimen-
sional approach is confirmed as the most versatile. In support of this
argument, Woodruff’s (1997) multidimensional definition of customer
value is described. In addition, two frameworks are development. They
explicate the ways in which Woodruff’s highly regarded definition can be
used to build a boundary-spanning, customer value learning, co-creation
and co-delivery (platform-based) system as an active participant within
an institutionally complex ecosystem. Such a system should enable an
organisation to more readily create customer value over its lifetime.

The Different Categories
of Customer Value Definitions

This section explains the three categories of definitions, including their
pros and cons. The theories that motivated the development of the defi-
nitions that emerged over time are also discussed, including why it is
now commonly accepted that organisations are more likely to create
performance-enhancing levels of customer value if they are customer-
centric or services-oriented as opposed to “goods” or production oriented
(Delgado-Guzmán et al., 2019; Priem et al., 2013; Ramírez, 1999;
Vargo & Lusch, 2004, 2008, 2010, 2016). “Services” using a services-
dominant logic are not “the residual aspect of a good”. They are the
“application of specialized competences (knowledge and skills) through
the deeds, processes, and performance for the benefit of another entity
or the entity itself” (Vargo & Lusch, 2004: 2). This shift in thinking
was necessary because organisations operate in markets that are far more
competitive (D’Aveni et al., 2010), connected and interdependent (Jaco-
bides, 2019; Jacobides et al., 2018), and institutionally complex (Peng
et al., 2009) than they were in the past.

Customers’ Willingness to Pay More Than the Cost to Produce: The Pros
and Cons

In the 1980s when positioning theory (industrial organisation logic)
dominated management and marketing thinking, customer value was
mostly defined in much the same way, that is, as the amount customers
are willing to pay (Delgado-Guzmán et al., 2019; Desarbo et al.,
2001; Zubac et al., 2010). For instance, Porter (1980, 1985, 1991)
argued customer value is the benefit customers receive when they pay
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for a product and/or service. When a customer is willing to pay it
is because they believe the products and/services on offer represent a
more compelling value proposition than the products and/or services of
competitors. Gale (1994) also defined customer value in relative price
and quality terms. The idea of a trade-off is very heavily implied here
too. Customers are more likely to become a party to an exchange and
transact with the organisation if they perceive that the sacrifice (payment
for the product and/or service) is worth it (Carricano, 2014; Grön-
roos, 1997; Zeithaml, 1988). These ideas are consistent with classical
economics which assumes the equilibrium price is the price at which
suppliers will supply enough to meet customers’ demands at that price
(Bowman & Ambrosini, 2000; Priem, 2007).

One of the advantages of approaching customer value creation from a
positioning or as an outcome of supply meeting demand at a certain price
is that it becomes easier for managers to make operational, tactical of
even strategic decisions designed to make the organisation more compet-
itive. For instance, after analysing the organisation using activity-based
cost analysis techniques, the organisation’s value chain can be reconfig-
ured to implement a generic cost leadership strategy (Porter, 1980, 1985,
1991). This argument is predicated on the idea that industries have value
chains where suppliers and customers sit on opposite ends of the chain,
and organisations in the middle. If the focal organisation adds value to the
inputs (raw materials, etc.) provided by suppliers at a price that customers
are willing to pay, the organisation should do well (Normann & Ramírez,
2000).

Likewise, when customer value is approached as the price customers
are willing to pay, it should be easier for managers to make pricing
decisions. The problem is that there are all kinds of information asym-
metries that can confront an organisation’s decision-makers. These can
make finding the right price to charge customers more trial and error
than about getting it right the first time. For instance, it may not always
be obvious that customers are willing to pay a higher price because they
perceive the organisation’s products and/or services to be higher quality.
Of course, if it does eventually become apparent customers are happy
to pay a higher price, it will be in the organisation’s best interests to
not disappoint customers in future by decreasing product and/or service
quality (Nagle, 1984, 1993).

There may also be situations when it is necessary to cut prices to stay
competitive or solvent. The problem is that excessive price cutting could
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give some customers the impression the product and/or service was over-
priced in the first place. Thus, the decision to cut prices may turn out to
be a poor one in the longer-run. Customers may become unwilling to pay
anything other than the lower price, making it difficult for the organisa-
tion to cover its costs. Some of these problems can be avoided by investing
in advertising and by finding ways to track how customers’ perception
of the ideal price tends to fluctuate. These activities can be very costly.
In most cases, the best course of action is to find ways to compete on
non-price terms—by offering something to customers that is particularly
distinctive. However, learning about customers’ specific requirements to
avoid investing in product and/or service characteristics customers do
not want also incurs costs. No matter the pricing strategy adopted, it
can be a challenge to apportion costs to different segments of customers
(Holden & Nagle, 1998; Nagle, 1993). As prospect theory has shown,
it can also be very difficult to describe a given value proposition in a way
that does not lead to customers negatively assessing and valuing what is
on offer (Smith & Nagle, 1995).

Comparing the most widely used pricing strategies to each other, a
cost-add or (cost-driven) strategy is the easiest because once the costs of
production are determined it is just a matter of deciding what percentage
over and above these costs should be added to determine a final price.
The problem with this technique is that it is difficult to understand
whether customers did not buy for non-price reasons. However, in the
case of a value-based pricing strategy, one must first recognise what exactly
customers value and whether the organisation can profitably deliver on
that value. This is very difficult to do if the organisation is resource
constrained or its people do not have the requisite training or commit-
ment to be appropriately customer-oriented. Of course, it is not in the
customer’s best interest either to tell suppliers they are willing to pay
more (Smith & Nagle, 1994). A profit-based pricing strategy is the most
complicated of all the pricing strategies to implement. Profit-based pricing
involves finding ways to improve the profit contribution for each product
and/or service sold by understanding customers’ price sensitivities and
all of the (fixed and variable) costs associated with delivering value via
each unit to be sold to different segments of customers. This includes
the costs associated with communicating that value to them. When the
contribution margin for each unit is positive, the organisation earns profits
(Smith & Nagle, 2002: 25). The problem with this technique is that
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customers may end up be divided into two groups—those who are asso-
ciated with the incurring of high fixed costs and those who are not. Many
market development opportunities may be lost as a result of a bias in
favour of one group of customers emerging over time.

The problem may not be about choice of pricing strategy at all.
Research demonstrates that regardless of whether an organisation is a
price-taker or price-maker, it tends to be easier for managers to use the
cost-add method of pricing. Indeed, this is the case for the majority of
organisations where cost-add is used by default. Fortunately, cost-add
is only occasionally “the essence” of the pricing technique; customers’
values were still important to consider at many organisations (Amaral &
Guerreiro, 2019: 1851). When managers understand the benefits value-
based pricing can generate, they tend to price in a manner that is
consistent with best practice. These managers have an uncanny ability to
identify when customers will become price sensitive or indifferent to a
change in price. The problem is that many managers are unable to under-
stand the value-price link (Hinterhuber et al., 2021; Liozu, 2017; Liozu
et al., 2012).

In summary, when customer value is approached as the amount
customers are willing to pay, it is easier to formulate and implement
tactical or strategic value chain and pricing decisions. This is a good thing.
But easier is not the same as saying it is easy. Even satisfied and loyal
customers will defect if they believe other organisations can better satisfy
their needs; approaching customer value in purely trade-off terms could
lead to an organisation underperforming in the longer-run (Jones &
Sasser, 1995).

Some Sort of Equity Position: Pros and Cons

Clearly, there are very good reasons why customer value should be
approached very strongly from the customers’ view, that is, as an equity
position customers perceive they have in an organisation through its prod-
ucts and/or services. As the literature suggests, this is because customers
are the ultimate arbiters of value. Unless they believe their needs are being
treated seriously, it can be very difficult for an organisation to successfully
build a loyal customers base (Slater & Narver, 1994; Zeithaml, 1988: 14),
including a satisfied customer base with high lifetime value (Lemon et al.,
2001; Rust et al., 2004; Zeithaml et al., 2001). When an organisation
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consults with customers to understand their expectations, they can effec-
tively deliver on them (Kroll et al., 1999; Parasuraman et al., 1988), and
be responsive to their changing needs (Flint et al., 2002).

Logically, a nuanced understanding of customers’ values is difficult to
obtain without first investing in a relationship designed to attract or lock
in customers. Some sort of interaction, whether fleeting or sustained,
must first occur for customers to become emotionally or practically tied
to the organisation. It is then incumbent on the organisation to trans-
late what they learn through the customer relationship into something
customers view as valuable. When the market environment is competitive
and customers are not spoilt for choice, taking the time to build strong
relationships with customers can make all the difference (Slater & Narver,
1994, 1995a, 1995b; Spanos & Lioukas, 2001; Srivastava et al., 2001).
“The relationship approach puts customer processes, or rather the internal
value-generating processes of customers, not products at the center (sic)
of marketing” (Grönroos, 2004: 102).

In the new millennium, organisations must engage with customers
constructively to do well (Richardson & Thompson, 2019). Successful
organisations “do not just add value, they reinvent it ….. the value-
creating system itself, within which different economic actors – suppliers,
business partners, allies, customers – work together to co-produce value.
Their key strategic task is the reconfiguration of roles and relationships
among the constellation of actors in order to mobilize the creation of
value in new forms and by new players. And their underlying strategic goal
is to create an ever-improving fit between competences and customers”
(Normann & Ramírez, 2000: 65–66). Thus, customers are no longer
“consumers” who destroy value. They are partners and need to be treated
as such even if the relationship the organisation has with the customer
is mostly one-way (Jacobides, 2019; Ramírez, 1999). Managers must
think in both relational and resource-based terms while at the same time
focusing on what needs to be added to the product and/or service by way
of an underlying solution or technology: “To be able to manage the value
creation in a relational context the firm has to focus on the resources –
personnel technologies, knowledge and information, customers’ time and
the customer itself – as well as on the competencies of the firm to acquire
and manage these resources” (Grönroos, 1997: 417).

Many authors have argued that the task of interacting with customers
can be simplified if the sole objective is to learn about their value-in use
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requirements. This is because value-in-use is purported to be customers’
main concern (Bowman & Ambrosini, 2000; Priem, 2007). Value-in-
use analysis allows managers to identify how customers want to use or
be provided with the organisation’s products and/or services, as well as
understand changes in their value-in-use requirements over time. It also
allows managers and marketers to determine if the organisation’s prod-
ucts and/services are perceived to be competitively priced based on the
value-added. Another benefit of value-in-use analysis is that it can be used
to pinpoint the “transformation processes” that are required to create
value for customers and invest in resources as is appropriate (Bowman &
Ambrosini, 2000: 3). However, the problem with a value-in-use approach
is that customers may value the relationship they have with the organ-
isation much more than what is ultimately able to be delivered in an
in-use situation. Likewise, the organisation may end up underinvesting in
other relationships, such as the relationship it has with important supply
partners or complementors (Grönroos, 2012: 1531).

In theory, value-in-use analysis can be used to better understand if the
money customers pay because their in-use requirements were better met
by the organisation ends up being captured by the organisation or by
other parties instead. That is, using value-in-use principles, it is possible to
separate out that level of new value created for customers in use situations
from that part eventually captured by the organisation. In other words,
one should be able to differentiate between “innovation that establishes
or increases the consumer’s valuation of the benefits of consumption
(i.e. use value)” and that part which constitutes an exchange of value or
what customers ultimately paid: “from the consumer’s viewpoint, value
creation involves increasing use value or decreasing exchange value, each
of which can increase consumer surplus”. The problem is it may not be
so easy in practice to effectively monitor and address the different ways
competitors, suppliers or even its customers can lay claim to the value
which would normally accrue to the organisation (Priem, 2007: 220). It is
not easy to understand why the value created through customers does not
get captured by the organisation. Individuals, organisations and society
may moderate or interject to some extent in this value creation-capture
process (Lepak et al., 2007).

Similarly, organisations can only successfully approach customer value
from an equity position view by understanding and defining for decision-
making purposes the organisation’s customer value creation architecture.
A customer value creation architecture is the extent to which “the value
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offering and customer equity (the firm viewpoint), and customer value
and brand equity (the customer viewpoint)” is balanced. Stated differ-
ently, when an organisation’s builds a customer base which represents
high lifetime value because customers are willing to pay a premium and
prefer the organisation’s products and/or services, the organisation is said
to have brand equity. The resource-investments that may be required to
strike a balance and build a brand that creates appropriable value (value
able to be captured by the organisation) may be substantial. Investments
in an organisation’s innovation, marketing and production processes are
required at the very least (Ngo & O’Cass, 2010: 496). The problem
is that even if it is possible to be meticulous and eventually define the
customer creation architecture accurately, customers’ needs are always
changing. A value-in-use approach has its limits in this way too.

A Multidimensional Concept: Pros and Cons

As the preceding discussion confirmed, customers do not just want a
certain level of quality and functionality in return for a good price and
their loyalty; customers want all their current and future needs addressed.
They will not settle for anything less if they think a competitor has a
better value proposition on offer. This is profoundly reflected in the more
recent literature on customer value, which argues customers want their
needs met along multiple dimensions. However, in this literature, there
are many definitions of customer value that could be described as multidi-
mensional (Delgado-Guzmán et al., 2019; DeSarbo et al., 2010; Khalifa,
2004; Kelly et al., 2017; Ramirez, 1999; Richardson & Thompson,
2019). Readers should examine this literature if keen to learn more about
it.

To cut to the chase, of all the multidimensional definitions available
to use to base customer-related decisions on, Woodruff’s (1997) highly
respected definition of customer value is arguably the most versatile of all
the definitions available. This definition can be used in a variety of ways
when making weighty resource-based, customer value creation decisions,
including when attempting to build profitable customer relationships
(Zubac et al., 2010). Woodruff (1997: 142) defines customer value
as “a customer’s perceived preference for and evaluation of those product
attributes, attribute performances, and consequences arising from use that
facilitate (or block) achieving the customer’s goals and purposes in use situ-
ations”. This definition of customer value allows managers to learn about
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customers’ (1) desired product attributes and attribute performances, (2)
desired consequences in use situations and (3) goals and purposes. For
instance, if someone was selling wheat in Asia, the first dimension might
involve understanding how to price the wheat suitably for these customers
and the quality of wheat required. The second dimension might involve
understanding if the wheat can be used to make flour and then noodles
which turns a certain colour when cooked. The third dimension might
involve understanding that some Asian manufacturers plan to offer bread
products in future. The benefit of understanding each of these dimensions
is that managers can then determine post-delivery if the organisation has
successfully delivered on each of these value dimensions, that is, whether
customers have achieved a certain level of (4) attribute-based satisfaction,
(5) consequence-based satisfaction and (6) goal-based satisfaction.

In short, Woodruff’s definition can be used to learn about customers
by establishing some sort of customer learning system. This idea is
depicted in Fig. 11.1, which combines in a rudimentary fashion two
frameworks developed by Woodruff in his very influential 1997 paper:
Woodruff’s Customer Value Hierarchy and Translating Customer Value
Learning into Action frameworks. Together these frameworks allow

 Create customer value 
delivery strategy 

Translate strategy into 
internal processes and 

their requirements 

Implement customer 
value delivery 

Track performance of 
customer value 

delivery 

Desired Customer 

Customer Sa sfac on 
with Received Valued 
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and purposes 
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Fig. 11.1 Actioning customer value learning (Source Adapted from Woodruff
[1997])
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managers to develop a deconstructed view of customers’ values and
make resource-investment decisions accordingly. This includes improve
on customer value delivery by applying continual quality control prin-
ciples. The first Woodruff framework is reflected in the large square
in the middle of Fig. 11.1. As can be observed by starting from the
bottom of the hierarchy, it is very important to understand the attributes
and attribute performances customers are looking for when making
the decision to purchase. Moving up the hierarchy, the focus shifts to
understanding what it is customers want to achieve—their value-in-use
requirements. Finally, moving up to the top of the hierarchy, it should
be clear that it is also very important to understand customers’ goals and
purposes post-purchase. To the right of the hierarchy, it can be observed
that if one understands these three dimensions, it should be possible to
understand the extent to which customers have been satisfied along each
of these dimensions, as indicated to the right of the individual squares.

Critically, as the arrows moving up and then down the customer value
hierarchy framework shows, as customers gain more appreciation of the
goals and purposes they could achieve with the product and/or service,
they may require different value-in-use outcomes, which in turn leads
to their attribute and attribute performance requirements changing. The
degree to which they can be satisfied post-purchase may also change as
a result. For instance, building on the wheat example, if it is discovered
the noodles that are being manufactured with the purchased wheat are
not turning the “right” colour when cooked, the organisation’s technol-
ogists might investigate whether there is a better wheat protein mix to
offer these customers, ensuring a better value-in-use outcome. More to
the point, if it is subsequently learned some customers are keen to start
manufacturing bread to sell across Asia, it might be prudent to begin
offering customers training in best practice bread manufacturing methods.
All such findings are likely to have very real organisational resource-
investment implications. This too is depicted in Fig. 11.1. As the boxes
and arrows going in a clockwise direction show, it should be possible to
translate customer value learning into customer value delivery objectives.
The strategy articulates the resource-investments that are necessary at the
organisation, including how best to monitor delivery performance.

In summary, Woodruff’s (1997) definition has power because of its
capacity to be used to develop a powerful customer learning system
but also to develop, implement and measure the performance of the
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organisation’s customer value strategy and make timely adjustments when
required.

Woodruff’s (1997) Definition
and the Contemporary

Organisation: Two Frameworks

However, the question is can Woodruff’s multidimensional definition
of customer value be used to understand the resource-investments that
must be made at an organisation, including how to build a superior,
dynamic capability base? By the same token, can it be used to be as
customer centric and outward looking as it is now necessary to be to
ensure an organisation can cope with the pressures placed upon it by the
external environment, which is now more complex than it was than ever
before? Also, can it be used to achieve high levels of strategic alignment
within and across an organisation and intra-organisationally or to address
stakeholders needs? The answer is a resounding yes.

Understanding Customer Value and Investing in Resources to Create
and Deliver Customer Value

Resource-based theory research has demonstrated time and time again
that organisations achieve sustainable or temporary competitive advan-
tages because some of their resources are exceptional (D’Aveni et al.,
2010). Though still important to invest in resources to be operationally
efficient (Powell, 2017; Winter, 2003), organisations are more likely to
be high performing if they develop and actively use certain dynamic capa-
bilities (Helfat et al., 2007). By the same token, organisations are more
likely to be high performing if they possess dynamic capabilities which
enable the organisation to sensitively address its customers’ needs (Srivas-
tava et al., 2001; Woodruff, 1997). Like all dynamic capabilities, such
capabilities must be developed and reconfigured regularly to ensure the
organisation can compete effectively and be consistently high performing
(Sirmon et al., 2011).

As the management and management literatures have revealed, most of
these dynamic capabilities can be easily described (Eisenhardt & Martin,
2000). Many of them will be associated with the marketing function
(Landroguez et al., 2011; Srivastava et al., 2001). However, it should
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be kept in mind that “customer value is created by core capabilities
throughout the entire organization”. This means customer value could be
created by any part or by anyone at the organisation. When an organisa-
tion has a market-oriented culture, it is responsive to customers’ changing
needs. Neither is it overly customer-led (Slater & Narver, 1994: 24). If an
organisation becomes overly customer-led, it loses the ability to roll out
products and/or services that address customers’ latent or future needs.
Sometimes customers are simply unable to predict or articulate what they
might want in future (Slater & Narver, 1999).

With all of this in mind, Woodruff’s (1997) multidimensional defini-
tion of customer value was used to study how high performing accounting
and software engineering organisations as compared to low performing
accounting and software engineering organisations learned, created and
delivered customer value through their products and/or services (Zubac,
2009). As demonstrated in Table 11.1, which summarises the study’s
main findings, the dynamic (strategic) capabilities that were especially
important to possess and lever across the three dimensions Woodruff
argues are key were identified. These customer value creating capabilities
could be divided into three categories of dynamic capabilities: dynamic
managerial, dynamic technical and dynamic marketing capabilities. As
Table 11.1 reveals, the accounting and software engineering organisations
that took part in the study had a number of capabilities in common. For
instance, strategic analysis and planning capabilities were considered to be
important managerial capabilities. However, there were stark differences
in the technical capabilities required to deliver value to customers when
delivering on customers’ value-in use requirements.

Though Table 11.1 is instructive, it is also clear methods must be
developed that provide even more guidance about how high performing
organisations achieve their customer value creation objectives. This is over
and above the general guidance provided by combining two of Woodruff
(1997) frameworks, as depicted in Fig. 11.1. Indeed, there are poten-
tially many (sub)processes and cognitions that may need to be combined
to enable an organisation to remain relevant over time.

Teece’s (2007: 1319) framework for explicating dynamic capabilities
arguably provides this guidance. In Teece’s framework, dynamic capabili-
ties are conceived as “distinct skills, processes, procedures, organizational
structures, decision rules, and disciplines”. These enable the whole organ-
isation in three ways: by making it possible to (1) sense and understand
opportunities and threats, (2) seize opportunities and mitigate threats and
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(3) reconfigure or transform the organisation to achieve the organisation’s
strategic and operational goals. These ideas are depicted in Fig. 11.2. As
one can see by comparing “A” to “B” and “C” of the diagram, it should
be possible to identify and map the managerial, technical and marketing
dynamic capabilities that are or will be important to invest in and develop
to create and deliver customer value multidimensionally. These can be
further categorised in sensing, seizing and reconfiguring/transforming
terms in line with Teece’s arguments. These capabilities could be made up
of a great many organisation-wide (sub)processes and cognitions. Maps
could be developed to understand how these dynamic capabilities are
developed and used, and by whom.

Furthermore, in line with how Wernefelt (1984: 171) established in
the early days of resource-based theory that resources and the activities
of a value chain are “two sides of the same coin”, it should also be
possible to map how different strategic activities enable customer value
to be created and delivered. These can include those activities that are
normally associated with the traditional value chain (Porter, 1980, 1985),
value chains that explain knowledge-based or heavily networked organisa-
tions (Stabell & Fjeldstad, 1998), and those that explain how knowledge
and technology can be levered by partnering and establishing strategic
communities (Kodama, 2009). This is depicted in the section labelled
“D” in Fig. 11.2, albeit in a highly stylised manner.

Being Customer Centric and Applying Service-Dominant Logic

These resource-based ideas are consistent with co-creation logic, defined
as “an interactive process of resource integration involving a broad set
of actors for the benefit of all” (Chih et al., 2019: 602). Critically, they
are also consistent with service-dominant logic. Service-dominant logic
ideas have been enthusiastically and widely embraced by both the manage-
ment and research communities. According to this logic, though the
“good” may still be important, customer value is created through services.
Services in this conceptualisation are not “the residual aspects of a good”,
which was how they were traditionally described. Services are the “appli-
cation of specialized competences (knowledge and skills) through the
deeds, processes, and performance for the benefit of another entity or the
entity itself”. Though the traditional approach to defining services may
have some relevance at times, this expanded definition makes it possible
to better appreciate how organisations must function along vertical and
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horizontal lines to create and deliver customer value. It also reflects the
role organisations play within the economy and society, including the role
they play within a particular market-based ecosystem. In the ecosystems of
today, success is tied to how well the organisation is able to interact with
many parties, including its customers, partners, stakeholders, etc. Service-
dominant logic allows one to understand how these interactions stimulate
creativity and the ability to create new forms of (shared) customer value
that has ecosystem-wide implications. By the same token, consistent with
resource-based view theory, service-dominant logic helps all the players
to understand the operant resources that need to be developed to create
and deliver customer value, including new forms of customer value: “A
service-centered (sic) view identifies operant resources, especially higher-
order, core competences, as the key to obtaining competitive advantage”
(Vargo & Lusch, 2004: 2, 12).

Knowledge and skills are operant resources within the service-
dominant paradigm while goods—products and/or services in the tradi-
tional sense, are transmitters of operant resources. Indeed, operant
resources may be hierarchical in the sense that some standalone while
others are composites or interconnected through the players within
the network (Madhavaram & Hunt, 2008). These ideas reflect the
fact that “science has moved from a focus on mechanics to one on
dynamics, evolutionary development, and the emergence of complex
adaptive systems” (Vargo & Lusch, 2004: 15).

Value Networks: Institutionally Complex Ecosystems

With these ideas in mind, it should be clear that Woodruff’s customer
value definition and ideas about customer value learning, creation and
delivery is as relevant as it ever was. Not only can it be used to under-
stand customer value approached as (1) the amount customers are willing
to pay and (2) an equity position that customers perceive they have in
an organisation, it can be used to apply service-dominant logic to better
address customers’ multidimensional needs. This is depicted in Fig. 11.2.
This diagram demonstrates the way in which different (sub)processes and
cognitions can be used to develop dynamic capabilities to learn about,
co-create and deliver customer value over time. Of course, the challenge
if applying service-dominant logic is to understand how the underlying
capability base is held together, especially when the organisation is coop-
erating with customers, its partners and other stakeholders to learn, create
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and deliver customer value. This too is depicted in Fig. 11.2. However, it
is more powerfully depicted in Fig. 11.3.

As Fig. 11.3 illustrates, it is possible to understand how to work with
customers, partners and stakeholders in combination to create customer
value multidimensionally. As can be observed, the organisation could
just work with customers but within the service-dominant paradigm it
is expected the organisation will simultaneously find ways to work with
customers and partners. The same applies when stakeholders must be
included in the customer value learning, creation and delivery process
within the given ecosystem. The diagram also shows that a range of
(sub)processes and cognitions can be assembled and turned into operant
resources4 or, in more resource-based terms, dynamic capabilities. These
may be developed and utilised within an organisation only. However,
it is quite possible some dynamic capabilities may end up being shared
between the various partners.

These ideas are consistent with Kelly et al.’s (2017: 13) arguments that
in more complex environments customer value creation may resemble
the rings of an onion. In the centre, sits economic value, and in the
next outer rings there is perceived value, relational value and in the final
outer layer, experiential value. Importantly, “experiential value refers to
the sense of value a customer gets from the whole experience of dealing
with a supplier …… A more sophisticated way of thinking about experien-
tial value extends the idea of relationship to a concern with the well-being
of the whole network and system of business, customer and societal inter-
actions”. From this perspective, Woodruff’s definition of customer value
is especially pertinent. Again, this is because not only can it be used when
customer value is approached as (1) the amount customers are willing to
pay, and (2) an equity position that customers perceive they have in an
organisation, it can be used to describe customer value learning, creation
and delivery within a complex environment using service-dominant logic.
For instance, since pricing is more complicated a task than it ever was, the
definition can be used to understand how customers assess price along
multiple value dimensions, and very strong relative and relational terms
(Ingenbleek, 2014).

4 In this paper, consistent with the literature, operant resources are those that are
customer value related and able to be linked to a competitive advantage or value creation
at the organisational level.
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The reality is that in a hypercompetitive world, where industries are
converging because of technological change, the demand side of value
creation cannot be ignored. Neither is it wise to ignore how blurred
organisational boundaries have become (Priem et al., 2013). Likewise,
it would also be foolhardy to discount the importance of the organi-
sation’s role within its ecosystem. According to Jacobides et al. (2018:
2255), ecosystems are more than just a network, which may include
markets, alliances and supply chains; they are “interacting organizations
(sic), enabled by modularity, not hierarchically managed, bound together
by the nonredeployability of their collective investment”. Though they
are rule-based, it is rare for the players to enter into formal agreements
with the ecosystem in mind. It is the interdependence between the players
that binds them. Customer value is created within an ecosystem because
complementors with unique and generic complementary value offerings
are attracted to the ecosystem to compete but also cooperate within it.

Like any other system, all ecosystems have a life-cycle and may morph
into something entirely new. Many start out as a supply chain. As more
players become involved in the customer value delivery process and
complementariness of some offerings create value for customers, the
dyadic relationships between the organisation and customer, organisation
and supply partner, and so forth becomes less critical. It is the network
interactions that are key. They are the means by which the co-learning,
co-creation and co-delivery efforts of all the parties become possible
(Letaifa, 2014). Indeed, it is increasingly necessary to think of supply
chains in ecosystem terms. Getting the “good” through the supply chain
is still important but not as important as finding ways to benefit from
the different ways value is created at each point and pooled along the
supply chain by different parties (Lusch et al., 2010). Thus, supply chains
are much less customer-driven and much more customer centric now
compared to the last decades (Liu & Deitz, 2011; Martinelli & Tunisini,
2019). So much is about the system now. Organisations are more likely
to succeed when the systemic nature of customer value is taken into
account when learning, creating and delivering customer value. This is
likely to involve finding ways to establish and utilise interconnected plat-
forms that enable the free-flow of knowledge within an ecosystem. When
managers adopt an ecosystem mindset, they can more effectively develop
such dynamic capabilities, differentiating the organisation by the way in
which its network position can be levered (Pynnönen et al., 2011: 57).
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In addition, though organisations may be connected informally by the
complementariness of their product and/or service offering, becoming
interdependent as a result, this will be within a given institutional context.
Indeed, it has been argued that institutions must be considered as the
third leg of strategy. If positioning theory and resource-based theory
explain high performance by linking success to the level of power an
organisation can exert within its industry and the distinctiveness of the
organisation’s resource base, respectively, institutional considerations are
important because they explain isomorphic change. More precisely, they
explain how by becoming similar to a competitor an organisation can
improve its performance or gain a competitive advantage by increasing
its legitimacy (Peng et al., 2009). Cognisant of these facts, Vargo and
Lusch (2016: 17) have expanded their service-dominant thesis to reflect
the presence of informal and formal institutions within an ecosystem:

The emerging narrative of S-D logic is a dynamic one ..... it is a narrative of
cooperation and coordination in ecosystems, as well as the reconciliation of
conflict between them. Institutions are instrumental in these cooperation
and coordination activities by providing the building blocks (Ostrom 2005)
for increasingly complex and interrelated resource-integration and service-
exchange activities in nested and overlapping ecosystems organized around
shared purposes.

Conclusion

In summary, Woodruff’s (1997) customer value definition has power in
a number of ways. This is because in addition to making it possible to
understand customer value in product and/or service attribute and value-
in-use terms, that is, as (1) the amount customers are willing to pay, and
(2) an equity position that customers perceive they have in an organi-
sation, it can be used to develop a customer learning system and apply
service-dominant logic to create customer value multidimensionally. In
other words, not only can this definition be used to understand and
deliver on customers’ attribute and attribute performances, and value-
in-use requirements, it can be used to understand customers’ higher-level
goals and purposes. The latter is especially useful for understanding how
customers’ values are changing or have changed. Most importantly, it can
be used to understand how to build the dynamic capabilities that must be
developed to more competently learn about, create and deliver customer
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value. This includes the dynamic capabilities used solely within the organ-
isation but also which are shared and used across its boundaries. When
the organisation is operating within an ecosystem where many parties
are interconnected, such dynamic capabilities are likely to be realised as a
platform.

For all these reasons, if one is to choose between the three different
approaches for defining customer value discussed in this chapter, a multi-
dimensional approach is recommended. Woodruff’s multidimensional
definition has various strengths: it is versatile and can be used at all stages
of the organisation’s life and when partnering on a grand scale. It is also
a means by which it is possible to differentiate the organisation when it
must compete within an institutionally complex ecosystem environment
but also achieve legitimacy within that environment.
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CHAPTER 12

Strategic Processes and Mechanisms of Value
Creation and Value Capture: Some Insights

from Business Organisations in Poland

Wojciech Dyduch

Introduction

One of the main tasks of contemporary strategic management is to create
value. Scholars and management practitioners seek to identify the sources
of value creation in order to lever the processes and mechanisms that
increase firm performance and lead to competitive advantage in the long
run.

The concepts of value creation and value capture (VCVC) have gained
much attention in the management literature in recent times (Call &
Ployhart, 2021; Niesten & Stefan, 2019). It can concern creating value
for customers or for organisations. The marketing perspective focuses on
a maximum amount a customer is willing to pay to obtain the desired
good (Mahajan, 2020). The organisational perspective concentrates on
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identifying the sources of revenues as well as maximising value for the
owner, managers and other stakeholders involved in the strategy realisa-
tion (Burkert, 2013). Particularly, from the resource-based perspective,
value creation is understood as the result of successfully bargaining in
the competitive environment for economic gain (Chatain & Zemsky,
2011; Skilton, 2014) or the outcome of orchestrating the resources neces-
sary to exploit opportunities, develop innovations and create more value
(Teece, 2018). These perspectives are interconnected. More insights and
perspectives about the sources of customer value can be found in the
wider management literature, including the relational view, supply chain
perspective or in the stakeholder orientation literature. All of these areas
in the management literature, associate effectively implemented strategies
with value creation (Davidow, 2018) and consequently seek to identify
the specific processes that enable strategies to be successfully implemented
(cf. Zubac et al., 2021).

In spite of sound theoretical foundations, still little is known about
the specific strategic mechanisms that are selected and utilised by organ-
isations to create value, protect the value that was created from erosion
and capture even more value over time. The question remains, which
particular processes and mechanisms of VCVC are key and lead to high
firm performance. Few publications have tackled this problem in the rich
context of Central and Eastern Europe, seventeen years after European
Union (EU) accession. This is despite the growing opportunity-base in
the economies of Central and Eastern Europe.

The aim of this chapter is threefold. First, some theoretical insights
of value creation and capture are presented, with the attention focused
on resource-based theory, competitive positioning theory and stakeholder
orientation theory as these perspectives dominate the scholarly discussion
in strategic management field. The reasoning of this study is embedded
in the following sequence: (a) value is created when organisations offer
goods that customers are willing to pay for, (b) in order to offer attrac-
tive in-use value, organisations need to be innovative, (c) to develop
innovations, organisations need to invest in valuable resources, secure
a proper position in the competitive environment, as well as skillfully
develop relations with key stakeholders. Second, the results of research
carried out at 316 organisations in Poland in 2019 are presented. The
research identified the specific VCVC processes and mechanisms that
impact firm performance. Third, through the use of factor analysis, a
conceptual model is derived that could have implications for managerial
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practice, namely identifying the business lifecycle, orchestrating resources,
developing stakeholder synergy and dividing the created value accordingly
in order to create even more value.

This study adds to the strategic management theory by identifying the
key variables describing value creation and capture, as well as demon-
strating their impact on organisational performance. Thus, it contributes
to VCVC research as it identifies some of the most important processes
and mechanisms used by entrepreneurial organisations in Poland to
VCVC.

Value Creation and Value
Capture---Some Theoretical Insights

From the customer perspective, value is defined as the maximum amount
an individual is willing to pay to procure a good or to avoid something
undesirable, or as the perceived worthiness of the product or service by
the potential user (Pitelis, 2009; Porter & Kramer, 2011). The concept
of use value is associated with the product’s or service’s design, perfor-
mance attributes, such as ease of use or its innovativeness, which leads
to the consumer’s willingness to pay for it (Prahalad & Ramaswamy,
2004). The customer and organisation perspectives are therefore highly
interconnected, as the ability to develop innovative products and services
with high in-use value is contingent on the unique resources and knowl-
edge sharing capabilities that the organisation is able to access and utilise.
Likewise, the organisation is more likely to be high performing if it is
stakeholder oriented and it possesses effective inter-organisational rela-
tionship building capabilities—capabilities that allow the organisation to
have a significant social impact on its supply chain and B2B activities
(Siemieniako et al., 2021).

Thus, when an organisation earns economic rents by providing inno-
vative products and services with high in-use attributes, value is created.
Naturally, this leads one to think about how the strategy reflects resource-
based logic (Fischer, 2011). Some scholars posit, that a sufficient condi-
tion for companies to be innovative is the ability to generate or discover
new ideas (Bilton & Cummings, 2010) and turn them into innovative
products or services that meet end user needs (Cooper, 2011). However,
creative ideas themselves do not create value—only innovations commer-
cialised and tested in market conditions can be the source of value
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creation. It can be assumed, however, that the majority of value trans-
lated into a unique product or service occurs at the idea generation or
discovery process stage (Bilton & Cummings, 2010). Therefore, to be
strategic, it is crucial for managers to support the initial stages of value
creation, such as investing in organisational creativity, innovativeness and
entrepreneurship, as all of these stages in the chain can create value and
lead to improved performance (Davidow, 2018).

If the organisation is able to exploit its full strategic potential, it
can become even more innovative and deliberate in how it approaches
value creation (Horth & Vehar, 2014). This outcome can be achieved
by: (a) developing the creative strategy that embraces innovation, (b)
focusing on strategic leadership, (c) communicating challenging strategic
issues throughout the organisation, (d) creating highly diverse teams, (e)
providing organisational members with access to creative methods and
experiences, (f) designing and building systems that nurture innovation,
and (g) investing in ideas that do not at first seem to be a strategic fit by
spanning boundaries and breaking down barriers for innovation. Thus,
it is worth ensuring the organisation can exploit its strategic potential.
This is the starting point for nurturing innovation and stimulating value
creation.

It is important to invest in the resources that can strengthen the
organisation’s capacity for value creation (Mahoney & Qian, 2013). It is
also important to strengthen the following strategic resource-investment
processes by focusing on (a) value growth (the processes used to increase
existing value continuously), (b) new value creation (preparing and
commercialising new products, services and technologies) and (c) value
co-creation (creating value together with organisations and end users
through continuous interaction and idea exchange) (Vargo & Lusch,
2004).

Contemporary organisations create value by combining resources they
possess or control with resources owned or controlled by customers,
suppliers and end users (Kyprianou, 2018). Involving customers in value
creation as vital stakeholders makes it possible to co-create value, which in
turn makes it easier for managers to identify consumers’ needs and pref-
erences more effectively and to increase the overall amount of value that
is created for various stakeholders (Tantalo & Priem, 2014). This was not
possible using the classical perspective (Amit & Han, 2017).

Often, strategically important resources needed for value co-creation
are beyond or not in an organisation’s control (Brown et al., 2001). This
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makes the assessment of their potential to contribute to value creation
uncertain. Eventually, the decision may be made to create an innovation
ecosystem that the organisation and other organisations may participate
in VCVC to enable the co-creation of value inter-organisationally (Dattee
et al., 2018). There are many challenges associated with co-creating
value through an innovation ecosystem, as demonstrated by the expe-
rience of organisations within software ecosystems, video game platforms,
credit card payments, etc. In these systems, it was difficult to define who
contributed the most to the value that was created. Similarly, value can
be easily captured by complementors, who can start their own ecosystem.
To avoid such unwanted value capture, key players of the ecosystem need
to set the rules (Dattee et al., 2018), or experiment with the business
models (Kyprianou, 2018). They also need to influence the strategies that
are developed by organisations within the ecosystem and monitor their
own strategies, updating them as necessary to ensure that the emerging
value proposition will enable the firm to capture some of the created value
(Dattee et al., 2018).

The potential outcome of introducing innovations can influence the
perceived value by the stakeholders (Willumsen et al., 2019). Thus, it is
worth analysing how the created value will be perceived by stakeholders,
while developing mechanisms that allow value capture, protecting as
much value as possible, and to “share the pie” with other groups of the
task environment, actors and stakeholders accordingly.

Even though value created by organisations is important for stake-
holders, their expectations, and perceptions as to the value created may
differ (Oliveira & De Muylder, 2012). Since value creation and value
capture require taking into account stakeholders’ needs, the co-relations
between stakeholders should be analysed during the strategy formulation
and implementation process. It will not be possible to create more value
otherwise (Priem et al., 2019). Superficial analyses can lead to compro-
mises and capturing less value that was created through the synergies
created through the inter-organisational relationship (Tantalo & Priem,
2014).

In order to create value in the long run, organisations not only can
carry out regular analyses to identify value creating activities and strategic
points of control, but also support strategic thinking in order to capture
value. The logic of value creation and value capture comprises: (a) discov-
ering value (what intended value will be created), (b) designing value
(how value will be created), (c) delivering value (how value will be
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obtained) and (d) retaining or capturing value (Piboonrungroj et al.,
2017).

Organisations need to focus not just on value creation but on value
protection, value capture and the development of appropriation mecha-
nisms, i.e. strategically viable ways of protecting and capturing more value
(Ritala, & Tidström, 2014). As to the latter, some organisations are able
to capture more value than others, even though they do not create as
much value. It is not enough to possess or control unique resources. It is
also necessary to develop organisational capabilities that allow the organ-
isation to exploit the value capture opportunities that appear (Barney &
Arikan, 2005). Because the value co-created with stakeholders may have a
synergetic effect, it becomes challenging to ensure an appropriate share of
that value and that an appropriate level of value is captured. It is impor-
tant to invest in the development of such value capture mechanisms as a
result (Tondolo & Bitencourt, 2014).

The strategy-making process is an important mediating mechanism
for explaining long-term value creation. For example, it has been found
that implementing less risky strategy-making, adopting mechanisms of
strategic actions that mitigate risks as well as greater autonomy in
decision-making contribute to value creation in the long term (Jeong &
Harrison, 2017).

The necessary condition for retaining the value created is the organisa-
tion’s ability to protect the created value and to capture even more value
through stakeholder synergy (Coff, 2010). This ability may depend on
the bargaining power, negotiating position, and the level of competition
in the task environment; some appropriation mechanisms are required
allowing various stakeholders to adapt to potential costs, the level of risk
and revenues (Sridharan & Simatupang, 2013).

In order to retain the majority of value, the company can secure its
revenues through various so-called appropriation mechanisms, e.g. trade
secrets, standards, dominant position in certain product categories, brand,
reputation, time to market. Securing value does not mean protecting it
against all stakeholders but developing the relational ability to cooperate
and “divide the pie” in a just manner.

In innovative ecosystems capturing value requires the ability to identify
control points, i.e. the critical places, where most of the value is created
(Dattee et al., 2018). Since these control points depend on the innovative
ecosystem vision, resources available, and how strategies are implemented,
they are not static; thus, capturing value becomes a continuous, dynamic
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and recurrent process (Pagani, 2013), with dynamic control of drifting
and sliding positions of value creation (Dattee et al., 2018: 486). In order
to make the control points less volatile, organisations need to strategically
navigate the process of value creation in order to capture most of it.

Value-creation leadership capabilities can be helpful in identifying the
control points (Kollenscher et al., 2018). These are the combination of
purposeful processes focused on directing the organisation and enhancing
organisational value by ensuring transformational leadership across levels,
that is, at the micro level (interpersonal influence), strategic leadership at
the macro level (shaping the vision and strategy), and architectural leader-
ship at the meso perspective (shaping structures) to create a unified model
of corporate leadership. The value-creation leadership achieved reflects
shareholder value maximisation goals, where the business objective is to
increase the value of organisation for its shareholders, measured as a
discounted cash flow.

Value creation impacts firm performance. If performance is treated
as a multi-dimensional construct, encompassing both the long-term
competition-related customer or shareholder perspective and the short-
term operational profits, then the value created can be seen as a portion of
the operational financial result occurring to relevant stakeholder groups,
resulting from the adopted strategic perspective (Jeong & Harrison,
2017).

It is possible for organisations to create value in the short term,
for instance, by implementing a cost-leadership strategy in most of the
value chain activities (Subrahmanyam, 2019), by financial manoeuvring
(Kollenscher et al., 2018: 29) or by adopting focused, customer-oriented
and well-timed marketing and sales strategies (Terho et al., 2015).
However, in the long run value creating processes must be developed to
ensure a vertically and horizontally aligned strategy; and special attention
must be paid to cutting costs wherever practicable and, thus, help increase
value. In other words, all outdated physical production logic needs to be
eliminated (Davidow, 2018).

Table 12.1 is a summary of the theoretical insights presented above.
Apart from the leading perspectives in strategic management discussed
above (resource-based view, competitive positioning and stakeholder
theories) other views, such as real options reasoning, transactional costs,
intellectual property rights, project management, marketing management,
value-based management and business model design are presented.
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Table 12.1 Value creation and value capture: selected theoretical perspectives

Theoretical perspective Value creation and value capture (VCVC)

Resources
(Resource-based view)
(Amit & Han, 2017; Barney, 1991; Brown
et al., 2001)

Value and economic rents are created
through possessing or controlling and
using valuable, rare and unique resources,
including complementary resources
needed to commercialise innovations.
Strategic investments in above-average
resources with low mobility and
competitor accessibility strengthen value
creation and value capture. Rare and
valuable resources can generate economic
rents. However, they need to be
supported by the organisation’s
capabilities to appropriate value and to
divide the value among stakeholders.
Value capture is not frictionless because
the contracts that link value chains are
incomplete

Dynamic capabilities
(Resource-based view)
(Teece, 2016)

Value is created through the
organisation’s ability to adapt to changed
market conditions. These can be hostile,
complex but also benign environmental
conditions. The ability to quickly obtain,
combine, shift and transform resources to
exploit opportunities that appear in the
environment is the source of value
creation. Organisations that develop
opportunity-identifying capabilities in the
long run are seldom able to react quickly.
They must become good at shifting
resources in order to take up emerging
opportunities

Competitive environment perspective
( Competitive positioning theory)
(Tondolo & Bitencourt, 2014)

Value is created in various places along
the organisation’s value chain or
inter-organisationally across a sector.
Effective value creation and capture
happens through strategic investments in
activities that translate into value while
reducing the support for activities that are
unlikely to contribute to value creation

(continued)
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Table 12.1 (continued)

Theoretical perspective Value creation and value capture (VCVC)

Value chain
(Competitive positioning theory)
(Piboonrungroj et al., 2017)

Value creation and capture depend on the
company position in the competitive
environment, its relations with deliverers,
buyers, competitors; the bargaining
powers of different parties, rent
appropriation rules, the ability to
understand stakeholder expectations and
their perception of value

Stakeholder orientation
(Sridharan & Simatupang, 2013)

Value is created through effective
stakeholder synergy, which requires
developing a stakeholder orientation
within the organisation’s strategy. Taking
into account stakeholders’ expectations
leads to the ability to effectively create
coalitions, ecosystems or market rules,
and secure resources that are otherwise
inaccessible for commercialising
innovations

Real options reasoning
(McGrath, 1997; Miller & Folta, 2002)

Value is created through investments that
enhance managerial flexibility and which
are oriented towards strategic activity,
including strategies that can be modified
as new information about the external
environment becomes available. Applying,
options value logic, strategic decisions are
different from typical investment
decisions; they can create value for the
option holders over time. Value is
captured through the ability to identify
the optimal timing for realising a given
option

Relational view
(Dyer & Singh, 1998; Henkel &
Hoffmann, 2019)

Value is created through a cooperation or
coopetition strategy. Relational rent is the
outcome of organisation’s functioning in
the network, which allows
organisations to access other stakeholders’
resources. Complementary resources,
ability to collaborate and stakeholder
synergy can be the source of competitive
advantage. The captured value depends
on the bargaining and negotiating
structure of the network actors

(continued)
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Table 12.1 (continued)

Theoretical perspective Value creation and value capture (VCVC)

Transactional costs perspective
(Zajac & Olsen, 1993)

The strategic task of every organisation is
to create value. Strategies and
management systems need to reconcile
the paradox that exists between cost
reduction and value creation stemming
from the strategic choices made

Property rights perspective
(Mahoney & Qian, 2013)

Undefined or imprecisely defined property
rights have a negative impact on value
creation. Value protection mechanisms
and proper legal arrangements strengthen
the organisation’s capacity to transfer
knowledge and its value creating potential
while reducing the value capture risk

Project management perspective
(Willumsen et al., 2019)

In project management, value is what is
achieved over the break-even point, that
is, between the value created for
customers and the profit for the
organisation. Value is an outcome of the
project, including input factors such as
the product design and functionality
usability, special features, value
perception, market value, costs

Corporate social responsibility
(Porter & Kramer, 2011)

The value created is an economic and/or
social benefit, derived by managing costs,
competing effectively and sustainably
earning profits. Value creation is
understood to be the result of a common
effort. The organisational benefits by
ensuring its activities create social and
environmental benefits. This perspective
assumes that privatising profits and
socialising costs is suboptimal and not an
effective way to divide the value that is
captured

Firm performance
(Jeong & Harrison, 2017)

Value reflects the organisation’s
performance. Organisational performance
reflects the economic value that
stakeholders (customers, competitors)
derive over the medium-term. Value
creation translates into firm performance

(continued)
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Table 12.1 (continued)

Theoretical perspective Value creation and value capture (VCVC)

Marketing management
(Mahajan, 2020; Terho et al., 2015)

Value is the difference between the
willingness to pay (the highest amount of
money that the end user is willing to pay
for a product or service) and opportunity
cost (the lowest price the deliverer can
sell the product). Marketing actions that
are positively received by customers lead
to a willingness to pay. The willingness to
pay stems for the perception the product
is innovative. This is the result of the
organisation possessing relational and
value co-creation capabilities

Value-based management
(Burkert, 2013)

Value-based management promotes
the maximisation of value for
stakeholders. The management team
activities are assessed and confronted with
desired results. Value management
systems allows them to reconcile
organisation’s goals with stakeholders’
expectations

Business model perspective
(Amit & Zott, 2012)

The central point of a business model is
to create value for customers and for the
organisation through exploiting
entrepreneurial opportunities and through
identifying the sources of revenues

Understanding value creation in traditional terms only as a willing-
ness to pay for desired features is limiting. This reflects the customer
(marketing) perspective only. Since organisations function in dynamic
environments, develop relations with stakeholders, and compete, other
perspectives come into play. It is necessary to approach strategy util-
ising the strategic perspective while embracing the logics inherent in the
resource-based, competitive positioning and stakeholder orientation theo-
ries. What is more, it is observed that in inefficient, imperfect or failing
markets, organisations are high performing if they reflect the economic
perspectives (transaction costs, value-based management, real options
logic). This allows them to better develop strategy and create more value
(Mahoney & Qian, 2013).
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Value Creation and Value Capture Processes
and Mechanisms---Empirical Research Results

Research Methodology

Based on the literature review, a survey instrument was developed as a
first step. Conclusions from the contemporary research on value creation
and capture were used to prepare statements that described hypothetical
situations in organisations. The respondents’ task was to think of their
organisation’s actual situation in regard to its strategy, innovativeness,
relations with stakeholders, and the sources of value creation and appro-
priation (processes and mechanisms). These statements were required to
be assessed on a 7-grade Likert scale. Since the organisational phenomena
in question is difficult to assess objectively, managers were encouraged
to assess the statements based on their perceptions and experience. The
assessment of the scale, thus, reflects their predominant tendencies and
or general attitudes. The structure of the questionnaire is presented in
Table 12.2.

The questionnaire was presented to respondents in 316 randomly
chosen organisations in Poland using the PAPI (Pen-and-Paper Inter-
view) method. Poland was chosen as it is a fast-developing post-accession
economy that creates a rich context for studying value creation and
value capture processes and mechanisms in organisations. This is because
Poland is an EU member since 2004, it is a country where opportunity-
based entrepreneurship has dominated necessity-based entrepreneurship
since 2014, it has experienced dynamic GDP growth and low unemploy-
ment levels in the last years. Thus, Polish companies are likely to use
interesting VCVC processes and mechanisms.

The sample consisted of companies operating in production (26.6%,
84 firms), trade (25.6%, 81 firms) and services (47.8%, 151 firms).
The sample included organisations that were small, including 200 small
(63.3%), 80 medium (25.3%) and 36 small (11.4%) enterprises. Micro-
firms were not researched. One company was represented by one respon-
dent. Overall, 132 CEOs, 22 directors, 93 managers, 69 strategic and
sales analysts were surveyed. The respondents declared that they had
significant experience in preparing and commercialising new products
(142), are at least experts (29), know the area (96), or are involved
in new product development (49). As far as stakeholder relations were
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Table 12.2 The questionnaire structure

Survey section Theoretical perspective No. of
statements

Statement example

Strategic potential
for value creation

Resource-based theory 16 ‘We have
above-average
infrastructure,
valuable resources
and possibilities to
shift them quickly in
order to exploit
opportunities that
emerge’

Value-creating
processes

Resource-based theory 22 ‘Value in our
organisation is
created based on
rare, valuable and
unique resources’

Competitive
environment

Competitive positioning
theory
Stakeholder orientation

11 ‘Our competitors
offering similar
products or services
take a significant
part of our market
share’

Value capture Competitive positioning
theory
Stakeholder orientation

32 ‘In the last three
years we filed for
more patents than
our main
competitor’

Value creation
strategies

Resource-based theory
Competitive positioning
theory
Stakeholder orientation

15 ‘We are first in the
branch to introduce
innovations, thus
benefiting from
time-to-market and
first-mover rent’

Organisational
performance

Resource-based theory 9 ‘Average return on
sales in the last
three years in
relation to our main
competitors can be
assessed as… (1–7)’

concerned, 72 respondents declared they were experts, 163 had a signif-
icant experience, 49 know the area and 32 have something to do with
stakeholder relations.
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The obtained data was analysed with statistical methods. First, the
assessments of the questionnaire statements were compared to identify
VCVC activities that managers undertake most frequently, as well as to
demonstrating the processes and mechanisms that were assessed as lowest.
Second, due to a lot of questionnaire statements, factor analysis was used
to reduce the number of activities and to identify the twelve crucial
ones. Third, ordered logistic regression was used to analyse the impact
of VCVC processes and mechanisms onto organisational performance.

Assessing VCVC Processes and Mechanisms

The assessments of the questionnaire statements are presented in
summary form. That is, to demonstrate a more accurate picture, the
assessments from all 316 managers were summed up and compared. The
numbers fall in the range between 316 (if all respondents answered 1)
and 2212 (if all respondents answered 7).

The results suggest that few organisations prepare and commercialise
break-through technologies, unique products or services. The managers
at the researched companies identified that value is created by possessing
adequate competencies, employees and a proper organisational design
(1650) rather than creativity, idea generation and developing innova-
tions (1543). The lowest assessment (1274) was attributed to possessing
or developing high technologies and break-through innovations that
require complementary resources hard to obtain in the market. As a
result, possessing complementary resources for launching new technolo-
gies (1430) and implementing investment-intensive technologies (1394)
was found to be relatively low. Even though the majority of companies
did not declare introducing break-through technologies as a source of
value creation, still they indicated that introducing innovations in general
defines their market position (1528).

The overall conclusion that can be drawn is that the main source
of value creation at the researched organisations is creating value for
customers (1647) and offering attractive products the customers are
willing to pay for (1650). The managers at 203 organisations also indi-
cated that value creation is normally understood to be the result of
creating value for customers by increasing the in-use value of products and
services, as well as generating profits from this increase. However, only
15 indicated that increases in value are realised through break-through
innovations or unique technologies. The majority of managers indicated
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that their organisations prefer to invest in incremental innovations, imitate
other firms and exploit existing ideas (1683) rather than generating new
ideas (1420) as a strategic choice. Relational, marketing or financial capa-
bilities were indicated to be of most importance (1675). However, the
researched companies are in general able to indicate which activities in
the value chain create value (1624), and they possess or control neces-
sary resources to strategically invest in these activities, for example, they
are aware that quality products and marketing are the sources of value
creation, so they invest in high-quality materials and spend money on
developing marketing strategies (1595).

Organisations declare that they dispose of core competences (1616),
strategically invest in unique resources (1621) and benefit from various
resources that create value (1616). They create value by increasing in-use
value perceived by customers (1701), possessing marketing capabili-
ties (1685), managerial, logistics or financial resources (1624), and by
offering products in appropriate markets (1660). When new opportuni-
ties appear, the companies are ready to reduce costs and shift resources to
exploit them and create more value (1626). They can also retain value by
selling cash cows they once invested in (1621).

As far as the competitive environment is concerned, the researched
organisations indicated that the existence of many competitors who can
observe and imitate some unique solutions is seen by them as the biggest
threat (1596). At the same time, the managers who participated in the
study indicated that they do not think that their value is captured by
competitors (1330). They also took the expectations of the task envi-
ronment actors into consideration (1595) and sought to divide the value
created among actors involved in value co-creation accordingly (1559).
Managers posit that their organisations offer products and services similar
to those of the competition (1706), but at the same time they do not
think that competitors offer similar products (1460). The bargaining
power of distributors, buyers or contractors is not seen as a threat that
could reduce value (1362), which proves that cooperation with buyers
and distributors is perceived to be good (1428), although the companies
in the study tended to prefer to do as much as possible within their own
internal network and were disinclined to share knowledge with companies
they cooperate with (1575). The threat of capturing value by employees
(1330) or competition (1339) was assessed as low.

Value capture in the researched organisations was understood as
protecting the knowledge about what customers are willing to pay
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(1665). The researched organisations protected the value created (1632),
had developed appropriation mechanisms (1499), protected their intel-
lectual property (1472), and creative ideas (1441). The managers taking
part in the study were convinced that the cooperation between functional
units leads to synergy (1528). Possessing patents (1220), value capture
through patents (1189), and preventing imitation (1190) was assessed as
relatively low. The managers at the organisations of the study indicated
that they did not file many patent applications (1084). Other appro-
priation mechanisms were assessed as higher, but they were not major
factors. This included time to market (1268), intellectual property rights
(1308), knowledge about appropriation procedures (1441). Nonethe-
less, the analyses presented here demonstrate that, overall, organisations
capture value through some appropriation mechanisms.

Empirical Variables Describing VCVC Processes and Mechanisms

The literature review identified a number of VCVC processes and mech-
anisms present in organisations, as well as variables that describe these
processes and mechanisms. To further narrow down the picture of value
creation and capture, and to identify the key variables that describe the
process, factor analysis was carried out as a next step with the inten-
tion to reduce the questionnaire items to the most significant constructs.
The Varimax rotation identified six factors labelled as: (a) strategic poten-
tial, (b) resource-based value creation, (c) value capture through changes
in market share, (d) value capture through interactions with the task
environment, (e) legal mechanisms of value capture and (f) appropri-
ation of rents. The Promax rotation identified similar factors, labelled
as (a) strategic potential, (b) resource-based value creation, (c) value
capture through interactions with stakeholders (d) value capture through
interactions with the task environment, (e) legal mechanisms of value
capture, (f) patents and intellectual property rights, (g) value creation
for customers, (h) appropriation rents. Promax rotation thus identified
three additional factors (patents & intellectual property rights, interac-
tions with stakeholders, value creation for customers. Based on these two
rotations, in order to generate more universal categories, the additional
Oblimin rotation with Kaiser normalisation was carried out, where the
five factors that appeared in both Varimax and Promax rotations were
given as granted. The Oblimin rotation identified twelve components,
that is, the appropriate questionnaire statements can be labelled as: (x1)
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strategic potential, leadership and managerial abilities, (x2) value creation
for the organisation, (x3) value creation for customers, (x4) controlling
resources necessary for value creation, (x5) shortages in resources for
break-through innovations, (x6) stakeholder relations, (x7) observing and
imitating competitors, (x8) losing value, (x9) exploiting entrepreneurial
opportunities, (x10) patents and other appropriation mechanisms (x11)
human resources for value creation, (x12) strategic control for value
capture. Obviously, only these factors were chosen that correspond to
at least two questionnaire statements and take the value of at least 0.5.

The Impact of Value Creation and Value Capture on Organisational
Performance

In order to analyse which identified factors have the highest influence on
firm performance, eight ordered logistic regression models were gener-
ated, all of them statistically significant. Table 12.3 presents how value
creation and value capture variables (VCVC) influence various measures
of firm performance. The influence is reflected in the odds ratios.

In the case of the ordered logistic models, the regression coefficient
direction (negative or positive) matters. The positive value means that
the probability of performance increases will be higher in organisations
that adopt a given value creation or capture mechanism, contrary to these
firms that do not. In turn, the negative coefficient value indicates that the
probability of decreasing firm performance will be higher in the organ-
isations that adopt a given mechanism (described by the independent
variable). What matters, are the odds ratios (presented in Table 12.3)
demonstrating the level of a given probability. When regression coeffi-
cients are negative, odds ratios take values below 1; when positive, odds
ratios are higher than 1.

The researched organisations have a higher chance of increasing sales
when they implement a suitable value creation strategy supported by lead-
ership and managerial capabilities (43.3% higher probability compared to
firms that do not), observe competitors’ solutions (28.4%) and protect the
value through patents (24%). Increasing market share is 74.4% more prob-
able in case of organisations that develop relations with stakeholders and
33% more probable among these that observe competitors’ solutions. The
larger the company, the lower the probability of a market share increase
when developing relations with stakeholders and observing competitors.
Sustaining the return on sales is 61% more probable among companies
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that develop relations with stakeholders, observe competitors (27.4%) and
use patents to protect the value created (26.3%). The larger the company,
the more difficult it is to increase the return on sales.

Companies that implement a suitable value creation strategy supported
with leadership and managerial competences have a 36.7% higher chance
of increasing net profit. Profit generation is also influenced by control-
ling resources for value creation (49.4%), observing competitors (23.1%)
and protecting value by patents (28.1%). On the other hand, sustaining
customer loyalty is influenced by controlling the resources necessary for
value creation (48.3), developing relations with stakeholders (61.6%) and
exploiting entrepreneurial opportunities (24.5%). Sustaining customer
loyalty is more difficult by up to 70% in larger firms than in smaller ones.
The probability of keeping the organisation’s growth at the current pace
is higher by 54.4% when companies have a proper value creation strategy,
leadership and managerial competencies while higher by 41% when firms
control resources necessary for value creation and 78% higher in firms that
observe and imitate competitors.

The probability of introducing innovations based on creative ideas is
49.2% higher in organisations that implement a proper value creation
strategy supported by leadership and managerial competencies; 34.4%
higher in organisations that observe competitors’ solutions and 17.4%
higher in organisations protecting value by patents. The organisations that
introduced a suitable value creation strategy supported by leadership and
managerial competencies have a 36.7% higher probability of sustaining
cash flow. Firms that did not possess the necessary capabilities and tech-
nologies to prepare innovations have 18.7% greater chances of losing cash
flow.

Summary

The aim of this chapter was to demonstrate selected theoretical perspec-
tives on value creation and value capture, to assess the VCVC processes
and mechanisms at organisations in Poland, and to identify empirically
key variables of value creation and capture that influence performance.
The obtained results lead to three following conclusions.

First, value creation among the researched organisations is largely
understood as increasing the use value for customers and generating sales
profits (cf. Mahajan, 2020; Terho et al., 2015). Creating value based on
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break-through innovations and technologies is present in few organisa-
tions. The key elements of the value creation strategy are: controlling
key resources, proper functional competencies, as well as developing rela-
tions with stakeholders (Siemieniako et al., 2021; Tondolo & Bitencourt,
2014).

Second, as far as value capture is concerned, the researched organ-
isations tend to use legal mechanisms of value capture (Coff, 2010).
Patents seem to be the key mechanism of value protection. However,
few of the organisations filed patent applications. Despite this, possessing
patents positively impacted firm performance. The threat of capturing
value from others largely boils down to the presence of many competitors
in a given sector, where scope exists to observe and imitate (Bilton &
Cummings, 2010). Organisations seem to operate effectively in the
competitive environment when it is conducive to coopetition and when
taking stakeholders’ expectations into consideration while preparing the
value creation strategy. When this is the case, they sought to divide the
value in a just manner among stakeholders involved in its creation (cf.
Priem et al., 2019).

Third, companies that implement a proper value creating strategy
supported by leadership and managerial competencies, control resources
necessary to prepare innovations (Amit & Han, 2017), observe competi-
tors’ moves, develop relations with stakeholders, are aware of the control
points in the supply chain where value can be created and protected
(Piboonrungroj et al., 2017) are more likely to be high performing.

Summing up, the researched organisations create value for customers
by increasing in-use value of the existing product portfolio. The research,
however, confirmed that managers in Poland can manoeuvre their organ-
isations to more skillfully operate in the competitive environment and
protect the value that is created through various appropriation (or value
capture) mechanisms. It is also evident that some value creating processes
and mechanisms are more likely to influence firm performance than
others. The most prominent of these are illustrated in Fig. 12.1.

The contribution of this study is threefold. First, it adds to the theo-
retical literature on value creation and capture by demonstrating the most
significant processes and mechanisms of value creation and value capture
in the post-accession economy in a country where opportunity-based
entrepreneurship is widespread.

Second, the research demonstrates that value creation and value
capture processes and mechanisms influence various dimensions of firm
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Strategic potential, leadership
and managerial capabilities

Controlling resources necessary 
to create value

Observing and imitating 
competitors

Exploiting entrepreneurial 
opportunities

Developing appropriation 
mechanisms

Firm performance

Return on sales 
Net profit 
Increasing market share 
Organisation growth 
Continuous innovation 
Sustaining cash flow 
Customer loyalty 

Fig. 12.1 Strategic processes and mechanisms of value creation and capture
influencing organisational performance

performance, such as return on sales, net profit, cash flow, customer
loyalty and organisation growth.

Third, with relatively little empirical research carried out into value
creation in Central and Eastern Europe before the COVID-19 pandemic,
it can be expected that the economic impact of this lengthening crisis will
require further research in this area. Nonetheless, this chapter contributes
to value creation and capture studies by identifying the most important
mechanisms and processes of value creating strategies and their impact on
firm performance.

Several categories of practical implications are crucial with regard to
organisation’s actions to create and capture value (Fig. 12.2). First,
managers need to identify the phase of the business lifecycle their organ-
isation is in at the present time. If it is in the development phase,
accompanied by a healthy bottom line, it is worth investing in preparing
and commercialising innovations that will become the source of future
value creation. Concentrating on increasing the in-use value for customers
of existing products may only produce short-lived benefits. Second, it is
important to aim at possessing or controlling critical (rare, valuable and
sometimes complementary resources) necessary to develop innovations.
Third, it is important to identify activities along the value and supply
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Fig. 12.2 The value creation and capture pillars



312 W. DYDUCH

chains that are a source of value and to invest in them strategically. Fourth,
it is advisable to cooperate with stakeholders, or even competitors because
of the potential benefits associated with doing so. Creating alliances, oper-
ating in closed ecosystems or partnerships that set the rules for the market
can lead to increased value creation. At the same time, organisations need
to ensure “the pie”; is divided in a manner that is agreeable to all the
parties. All stakeholders involved in the process of value creation should
get their part of the final value. Finally, legal measures and the so-called
appropriation regimes (strategy-related value protection mechanisms) are
needed to capture the value created, as this limits the threat of imitation
by other parties.

Naturally, this study has some limitations: sample limitations, research
instrument limitations and context limitations. First, the sample was
randomly selected. As a result, an overrepresentation of service compa-
nies can be noticed, which might have influenced the final outcomes.
The researched organisations were also of various size and age, which
also creates possibilities for varying interpretations of the research results.

The survey design based on literature conclusions and further selection
of measurements used in the questionnaire also may be a limitation. To
address this issue, future research could use known operationalisations,
and tested scales.

The research context creates yet another limitation. Although Poland
represents a rich context for studying value creation and capture, as
it is a country with opportunity-based entrepreneurship, dynamic GDP
growth and low unemployment, it is not a representative country for the
region. Therefore, the conclusions from this study will not necessarily be
generalisable. Finally, the method of selection for testing the first three
hypotheses is limited only to descriptive statistics, which demonstrates a
limitation as well.

Therefore, future research could address these issues identified above
in a number of ways. Firstly, a more longitudinal approach to the research
could be adopted. It would be interesting to compare the data from
the COVID-19 pandemic and see how the structure and composition
of value creation processes have changed in the organisations studied.
It would also be useful to carry out similar research to examine the
VCVC processes after the coronavirus crisis. For future research, a revised
version of the questionnaire could be used, and more precise measures
of VCVC could be implemented. It could also be useful to carry out a



12 STRATEGIC PROCESSES AND MECHANISMS OF VALUE CREATION … 313

comparative analysis in other CEE countries. Overall, this study repre-
sents an attempt to develop new knowledge and a better understanding
of the processes and mechanisms that lead to VCVC and improved
organisational performance.

Acknowledgements I kindly acknowledge the financial support in carrying
out the research from the National Science Centre in Poland (grant no
2015/17/B/HS4/00935).
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CHAPTER 13

Introduction: The Resource Strategy

Angelina Zubac, Danielle Tucker , Ofer Zwikael,
Kate Hughes, and Shelley Kirkpatrick

The three chapters in this section make it abundantly clear that the
resource strategy is especially important to get right for two special
reasons. First, the resource strategy explicates how the organisation’s
financial, customer value creation and non-market strategies are to be
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implemented using the resources (tangible and intangible assets and capa-
bilities) at the organisation’s disposal. Second, it enables the process
of organisation (coordination) in itself, including the way in which the
organisation will implement its specific strategies while ensuring its day-
to-day operations. As will be elaborated upon below, Chapter 14 by
Maris Martinsons is especially pertinent since it examines five contingent
change-leadership related elements that can be associated with a successful
change outcome. Chapter 15 by Stephen Abrahams, on the other hand,
explains how a structured approach to project management and invest-
ments in resources accordingly enables an organisation to be responsive
to change. Finally, Chapter 16 by Danielle Tucker and Stella Lind explains
how essential it is to invest in the trust transfer process when integrating
two family businesses post-merger or post-acquisition.

Thus, as depicted in Fig. 13.1, all three chapters provide insight
into how the resource strategy enables an organisation to more purpo-
sively use its resource base, that is, rationalise the (sub)processes and
cognitions it currently possesses to develop operationally and strategically
distinct dynamic capabilities. The objective is to ensure the organisa-
tion can be responsive to change emanating from the external and
internal institutional environments. As ‘A’ in Fig. 13.2 illustrates, strategic
projects are necessary to refine how the organisation implements its
strategies through its day-to-day operations and through its project func-
tion. These reflect the organisation’s current implementation, financial,
customer value creation and non-market strategies at any one time. The
areas labelled ‘B’ and ‘C’ in Fig. 13.2 illustrate that, as the organisa-
tion matures and is able to deal with far more complexity within its
external and internal environments, it needs to develop very distinct and
fit-for-purpose capabilities. In most cases, these are likely to be realised
as a platform in some way. This is because platforms can be used to
achieve greater levels of vertical and horizontally alignment, including by
providing resources that can be shared intra- and inter-organisationally.

The first chapter in this section by Maris Martinsons, Communicating
and shaping strategic change: A CLASS framework, examines strategic
change when the strategy being implemented ‘builds on’ or ‘breaks with’
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the past. As Martinsons explains, five contingent variables need to be
understood and managed to achieve a successful change outcome with
stakeholders irrespective of the breadth and depth of the change. When
the contemplated change is radical and large-scale, the change was more
likely to be successful if an external hire was appointed. Internal leader
hires were more appropriate when the contemplated change is large-scale
but not radical. The way in which the change was communicated and
the symbolism used by leaders within either context depended on how
stakeholders were likely to respond to change given its level of radical-
ness. Put another way, organisations are more likely to achieve successful
organisational change outcomes if they invest in leaders who can develop
communication processes that are symbolically and, therefore, cognitively
appropriate given the change context and stakeholders’ likely response.
To this end, a framework is developed in the chapter that can be used
to understand the specific resource investments in people and commu-
nications that may be necessary when a programme of change is being
contemplated. Referred to as The Class Framework, it explicates the five
elements of large-scale strategic change: the radicalness of the change, the
leaders managing the change, how change is articulated, the symbolism
used to describe the change, and stakeholders’ likely response (CLASS).

The second chapter in this section by Stephen Abrahams, A structured
approach to project management as a strategic enabling priority, uses five
case examples to demonstrate why it is so important to implement a strat-
egy’s various projects using a structured project management approach.
Critically, by explaining each capability set within the widely utilised
Project Management Framework (PMF) in best practice terms, Abrahams
explains that organisations can use the project management function to
achieve high levels of strategic alignment across the organisation while
further developing the dynamic capability base of the organisation in both
project and non-project areas. This means managers can use the project
function to practicably implement a strategy while being sensitive to new
opportunities and their risks, and how the strategy is likely to change
over time. The five cases demonstrate how the investment in project
methods can enable the organisation well into the future no matter what
its strategic priorities.

The third chapter in this section by Danielle Tucker and Stella Lind,
Family firms and mergers and acquisitions: The importance of transfer of
trust, considers the trust transfer process that necessarily must occur at
family businesses integrating their resources and cultures post-acquisition
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or post-merger. The authors found that the process occurs in stages.
Depending on the extent to which trust is evident and the extent to
which the psychological contract previously in place at each of the organi-
sations needs consolidation or repair to be able to integrate the business, it
should be possible to join two family businesses successfully. In summary,
trust can be transferred when the family businesses coming together have
similar values, the new owner is as invested in building strong employee
relationships as was the exiting owner, and the psychological contract
confirmed or established for the next phase of the family business is fitting.
In short, the culture that is subsequently developed at the new family
entity post-acquisition or post-merger matters.

In the final analysis, despite addressing very different resource-based
issues, the three chapters underscore how advantageous an effectively
formulated and implemented resource strategy can be. They also draw
attention to the fact that it is no easy task to understand how to invest
in the organisation’s resource base for the future. There are many chal-
lenges associated with ensuring the organisation can remain operationally
effective while implementing its strategy; the reality is few strategies end
up being implemented in full.

Whether intended or not, strategies are always adjusted. As new oppor-
tunities or threats become obvious, the way the organisation invests
in and uses its resource base will change. Figure 13.3 illustrates the
likely dynamics as the organisation matures or when its managers adapt
how they implement their resource-investment decisions. Organisations
are constantly challenged when rationalising their (sub)processes and
cognitions to implement their financial, customer value creation and
non-market strategies; they also must continually ensure an effective
implementation process. Key change management and project implemen-
tation processes need to be put in place, as well as be appropriately utilised
and developed over time.

Without a doubt, the people side of the implementation process is just
as important as the non-people side of the resource-investment process
in this regard. The (sub)processes and the cognitions associated with
motivating and driving people become dynamic capabilities when they
allow the sensing, seizing and reconfiguring/transforming activities to
purposively occur across the organisation and/or inter-organisationally,
including when integrating two organisations post-acquisition or merger.
They also help to determine the type of culture that develops at the
organisation.
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CHAPTER 14

Communicating and Shaping Strategic
Change: A CLASS Framework

Maris G. Martinsons

Introduction

Organisations are dynamic and evolving entities that tend to change
continually (Graetz & Smith, 2010; Morgan, 1997; Nonaka, 1994;
Sanchez & Heene, 1997). Even with these gradual and incremental
changes, there are times when an organisation requires a much more
substantial change. From the management literature (Henricks et al.,
2020; Oreg & Berson, 2019) it is clear that such a strategic organi-
sational change is difficult to achieve without effective leadership and
effective communication. This naturally prompts at least two questions:
(1) what makes an effective leader? and (2) how can such a change be
communicated effectively?

A substantial and large-scale organisational change will, almost by defi-
nition, affect many different people with differing and often conflicting
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priorities. The success of such a strategic change will thus depend on (1)
how well it is planned and designed; (2) how well it is described and
explained to the stakeholders; (3) how the stakeholders receive and inter-
pret the descriptions and explanations; (4) what the implementation is
expected to involve; (5) how it is expected to affect these different stake-
holders; (6) what the implement actually involves; and (7) how it actually
affects different stakeholders.

This process is made more complicated because these elements are
almost invariably contingent on whether the strategic change is deemed
to be mostly additive (about building on the past ) or substitutive (about
breaking with the past ). Related to the choice of building on or breaking
with the past is the issue of who should lead the change. From both my
personal experience and the research evidence (Gill, 1995; Graetz, 2000),
it is clear that a key success factor for a strategic organisational change is
having a leader with sufficient authority and responsibility. The appoint-
ment decision is essentially a choice of whether the primary change leader
should be appointed internally or hired from outside the organisation.

Based on the existing literature and the extensive research and
consulting experience of the author, it is suggested that an internally-
appointed leader is more likely to have a formal plan with thematic
language to communicate the change (Gilley, 2005; Kanter et al., 1992;
Miles, 1997). The aim is to share the mindset and metaphorical language
of the top management team with the stakeholders who will contribute
to and/or be affected by the change (Martinsons et al., 2019; Morgan,
1997; Oswick et al., 1997).

Conversely, it is suggested that external hires will be more likely to
articulate a bold yet less formal vision with much of the symbolism
emerging from the reactions of stakeholders. Regardless of the leadership
and communication choices, the perceptions of people involved with and
affected by the strategic change must be understood and acknowledged.
It is especially important to make sense of what the organisation means to
different stakeholders and their assorted degrees of support and resistance
for a given change (Appelbaum et al., 1998; Auster et al., 2005).

With all of these issues in mind, the author has developed a frame-
work that addresses 5 key elements of strategic organisational change: the
Change itself, the Leaders of the change, Articulation of the change,
the Symbolism of the change and the response of Stakeholders to
the change (CLASS). The CLASS framework has proved to be useful
in guiding the planning, communication and implementation of many
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strategic organisational change initiatives. It is also being used as the
foundation for an ambitious academic research project.

The application of this framework has been used by organisational
leaders to classify the type of organisational change that they plan to
implement. The framework can be used at different stages of the commu-
nications process/implementation process. The communication of this
classification to stakeholders before any change is undertaken will increase
their understanding of what is happening in the organisation. This in
turn should help to reduce their levels of both uncertainty and anxiety.
If different deductive and/or inductive processes of strategic change are
used at different stages by different leaders, then key information about
the latest development can also be communicated during the change. The
mode and media for such communication will depend on the nature of
the organisation, the change and its leaders.

The Phenomenon

A strategic change is a significant movement of an organisation away from
its existing state towards a more desirable future state. This is consistent
with the definition of Zubac (2016). The aim of changing “the strat-
egy” may be to develop or sustain a competitive advantage or simply
to improve key dimensions of performance, such as profits, customer
satisfaction and employee engagement.

A strategic change does not usually just happen. It requires some
preparation and planning (Kanter et al., 1992). Such a change is diffi-
cult to achieve without effective leadership and effective communication
(Zubac et al., 2021). Thus, it is critical to appoint a leader (or leader-
ship team) with courage and commitment to the change. The leader must
have the ability to clearly and convincingly communicate what will happen
and why as the strategic change is initiated, planned, implemented and
completed (Katzenbach, 1996). Thus, before the strategic change is initi-
ated, at least two key questions must be answered: who can provide this
leadership? How can they communicate the intended change effectively?

The first question involves issues of personal characteristics and organ-
isational fit. However, a choice must also be made between an internal
appointment and an external hire. Meanwhile, the communication of a
strategic change by the leadership and management of an organisation
will be more systematic and effective if it is underpinned by a solid frame-
work. A specific framework to classify and communicate the key elements
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of a strategic change has been developed and refined by the author of
this chapter. He has already found it to be helpful for smoothly initiating
and successfully completing many strategic changes in a wide variety of
organisations operating in different countries and cultures.

The Developer

After graduating with degrees in engineering and business administra-
tion, I started my professional career at a large and global consulting
firm that has undertaken thousands of strategic management engage-
ments throughout the world. There I was involved at first in systematically
and comprehensively analysing the strengths, weaknesses, opportunities
and threats of organisational clients. Based on systematic analysis, our
consulting teams then commonly planned and often helped to implement
large-scale changes in the client organisation that aimed to improve key
performance indicators.

My decades of management consulting experience now include dozens
of strategic changes in a wide assortment of contexts (Hempel & Martin-
sons, 2009; Martinsons et al., 2009). I have served organisational clients
of many sizes competing across an assortment of industries that have
operated in various institutional and cultural environments across six
continents.

While personally transitioning from the fast-paced and keenly compet-
itive world of consulting to the more deliberate and reflective world of
academia, I completed a PhD degree with a dissertation that examined
how organisational leaders collected, organised and processed assorted
information to reduce environmental uncertainty, make better decisions,
and more clearly communicate their intentions. My research concluded
that the information came primarily from sources external to the organisa-
tion and yet almost invariably informed key decisions about organisational
change, including—whether or not to undertake it? What would be the
goals and specific objectives of a change initiative? Who would lead
the change initiative? What organisational elements or content would
change? What process would be used to plan, communicate, implement
and evaluate the change?

For more than three decades, I have been researching, teaching and
consulting on topics and issues under the broad umbrella of strategic
management and organisational change. Much of my professional work
has been underpinned by the fundamental principles of action research
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(Davison et al., 2004, 2012, 2021). I have applied this theory-driven
method for not only academic research projects but also adapted it for a
wide variety of strategic consulting engagements (Davison & Martinsons,
2007).

The consistent general aim of my university-based research projects has
echoed my management consulting engagements: to improve the perfor-
mance of organisations and their leaders. As a result of the lessons that
have been learned from these projects, I have inductively developed a
framework to provide guidance for the leaders and agents of organisations
who are enacting strategic change.

This chapter identifies and describes the CLASS framework that I
have developed and refined over time for classifying, communicating and
controlling strategic change.

The Framework

I have used the CLASS acronym to identify this framework because it
includes the following five elements:

1) The fundamental nature of the strategic organisational Change;
2) The Leader of the strategic organisational change;
3) The Articulation of the strategic change in terms of a plan and/or

vision;
4) The Symbolism that is used to communicate the strategic change;

and
5) The Stakeholders’ response to the strategic change, which needs

to be managed in order to achieve success.

Table 14.1 provides a concise summary of alternatives for each of the
five elements.

The sub-sections that follow describe each of the five elements in
greater detail. They also specify a set of propositions that were devel-
oped inductively from strategic consulting engagements, action research
activities and extensive deliberations. These propositions are codified in
order to guide the strategic change management activities of organisa-
tional leaders. They are also the basis for an ambitious research project
that ultimately aims to examine 100 strategic organisational changes.
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Table 14.1 CLASS Framework

Strategic CHANGE Additive
Enhance or Augment, ‘build
on the past’

Substitutive
Replace or Reinvent,
‘break with past’

Change
LEADER(S)

INTERNAL Appointment EXTERNAL Hire

ARTICULATION of the
Change

FORMAL Plan INFORMAL Vision

SYMBOLISM
Vocabulary and Metaphors

DEDUCTIVE
Shaped by the formal
discourse of the change
leader(s)

INDUCTIVE
Extracted from the
informal discourse of
different stakeholders

STAKEHOLDERS’
RESPONSE
Support and/or Resistance

SUPPORT
General acceptance of the
strategic change and the
narrative of its leader(s). This
support should be nurtured
and guided

RESISTANCE
Widespread opposition to
the strategic change.
Emergence of a rogue
narrative. This resistance
needs to be understood
and managed

The Fundamental Nature of the Strategic CHANGE:
Additive or Substitutive?

This framework is most directly relevant to changes that have a conse-
quential impact on the overall long-term performance of the organisation.
The ability of the organisation to survive and/or thrive often depends
on the outcome of these change efforts. These types of changes almost
invariably require leadership from the very top of the organisation and
will significantly impact a wide range of stakeholders.

Large-scale organisational changes can be classified in a number of
ways. The scope of change may be general, spanning the entire organ-
isation, or more limited, with a focus on specific strategic or even
mission-critical parts of the organisation. Meanwhile, the pace of change
may be rapid and radical or slower and gradual. The degree of change is
expected to be major if it genuinely is a “strategic change”. However, the
nature of such a strategic change can take on different modes based on
addition and/or substitution (Albert, 1992; Martinsons, 1993).

An additive mode of strategic change enhances or augments the
existing organisation by adding specific elements. It can be accommo-
dated within the existing culture and commonly occurs as an incre-
mental process. For example, a traditional newspaper may decide to
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also distribute its news content digitally. This may involve developing a
website, sending e-news alerts to mobile phones, and creating podcasts
and video clips as different information technologies emerge over time.
The employees of the existing organisation, who include content genera-
tors (journalists, photographers and editors) and newspaper production
staff, would be augmented by information technology specialists and
assorted support personnel.

Figure 14.1 illustrates the communication flows that may be associated
with an additive strategic change

A substitutive mode of strategic change replaces or reinvents the old
organisation by substituting specific existing elements with new ones. We

Acceptance

Organisa onal stakeholders

External Change 
Agent(s)

Internal Change 
Agent(s)

ADDITIVE STRATEGIC CHANGE

New symbols & discourses

Management of a rogue
narra ve

Induc vely extracted

Resistance/
Qualified acceptance

Deduc vely shaped

Addi ve communicaton flow

Fig. 14.1 The CLASS framework for an additive change
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can define such a substitutive organisational change as one that repre-
sents a revision of its fundamental purpose or mission of the organisation
or a change in its strategy. Existing products and processes may be
discarded and substituted by new ones. Based on the McKinsey 7S model
(Waterman et al., 1980), the existing structure and systems may be radi-
cally revised. Even a substantial fraction of the existing workforce may be
replaced or given very different roles and responsibilities. For example, a
traditional newspaper may decide to make a substitutive strategic change
in order to become a strictly digital news provider. It will stop procuring
paper and ink, abandon its physical printing and distribution processes,
and lay off or redeploy the employees involved with the procurement,
production and physical distribution processes.

Figure 14.2 illustrates the communication flows that may be associated
with a substitutive strategic change.

The research evidence is consistent with my personal experience in
that it is generally easier to make an additive change that builds on an
existing foundation rather than a substitutive change which must entirely
or largely replace or reinvent key elements of the organisation. Related to
this, my propositions to guide change leaders and managers are:

P1: Additive forms of strategic change will be more common than
substitutive forms of strategic change.

P2: Additive forms of strategic change will be, on average, more
successful than substitutive forms of strategic change.

The Strategic Change LEADER: Internal Appointment or External
Hire?

Another critical decision is selecting the individual or individuals who
will lead the strategic change. The fundamental choices are to appoint
an existing member of the organisation or to hire someone from outside.

The easier alternative is to assign an existing manager from within the
organisation as the leader of the change. Internal change leaders will
benefit from their intimate knowledge of and relationships within the
organisation. They already understand the mission and vision while being
familiar with the overall strategy as well as day-to-day operations. They
share the cultural norms that prevail and are familiar with the historic
quirks that distinguish the organisation from others. Furthermore, if the
strategic change involves sensitive information, it is preferable to have an
internal leader who has a long-term commitment to the organisation.
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Acceptance

Organisa onal stakeholders

External Change 
Agent(s)

Internal Change 
Agent(s)

SUBSTITUTIVE STRATEGIC CHANGE

New symbols & discourses

Management of a rogue
narra ve

Induc vely extracted

Resistance/
Qualified acceptance

Subsitu ve communicaton flow

Deduc vely shaped

Fig. 14.2 The CLASS framework for a substitutive change

When Steve Ballmer was retiring as the chief executive of Microsoft,
the corporation had experienced decades of success with its two core
products, Windows and Office. The historical focus of the organisation
on microcomputer software was evident from its concise name. However,
the board of directors and senior executives of Microsoft recognised that
the golden age of the personal computer had come and gone. There was
an urgent need to change the strategic focus of the company from desktop
microcomputing to mobile and cloud computing. A strategic change was
essential. Nevertheless, the board decided to promote an insider, Satya
Nadella, rather than hire someone from outside to be the next chief exec-
utive. Nadella was given the responsibility of leading the transformation
that would shape the future of Microsoft.
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Given the Microsoft example, we may ask: why consider an external
hire? Such a choice implies that existing management was perceived to be
ineffective or viewed as too rigid and unadaptable to enact the strategic
change. The externally hired leader will bring a fresh pair of eyes and ears
as well as distinctive expertise and/or experience.

The decision to hire someone from outside the organisation to lead
the change has at least two significant short-term drawbacks. First, we can
expect a higher degree of organisational instability as the new hire climbs
a learning curve, acquiring organisation-specific knowledge and devel-
oping personal relationships. Second, the morale and motivation of some
employees can be expected to decline because they were not considered
qualified to lead the change.

Prior research suggests that the performance of external hires is
comparatively inferior to that of internal appointees (Bidwell, 2011).
However, there is a high variance in the findings that leads to competing
theories (Georgakakis & Ruigrok, 2017). The wide range of outcomes,
from almost total success to almost complete failure, by outsiders can be
explained by competing hypotheses (Helfat & Bailey, 2005). Their expe-
rience in previous organisations may enhance their performance. Lessons
learned from previous failures as well as successes in the past are likely to
be helpful. Undoubtedly, those who are members of the leadership team
in the best-run companies (Peters & Waterman, 1982) are often recruited
to improve the performance of less successful firms by undertaking some
type of strategic change.

However, no two organisations are the same. Thus, these external
appointees typically face a steep learning curve related to nuances of
their new organisation. They may also face negative sentiment among
employees, who resent the appointment of an outsider rather than one of
their own. These are among the factors that commonly undermine their
performance (Strang & Macy, 2001).

It is useful to consider factors related to the external hire when fore-
casting their performance. For example, we may ask: why was the most
recent organisational leader not asked to lead the strategic change. Was
that leader terminated involuntarily (fired with cause or simply dismissed)?
Did the leader retire or leave voluntarily under some other circumstances?
Did the past organisational leader simply step aside, perhaps recognising
that they lacked the capabilities to successfully lead the strategic change?

Both the depth and breadth of experience of external hires should
be considered. To be specific, it is relevant to know the number of
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years and the number of different contexts, such as different countries
and industries, in which they have worked, and the number of different
organisations that have employed the individual.

Longer and more successful tenures in other organisations are likely to
enhance the personal reputation and legitimacy of an individual. Mean-
while, experience with strategic changes in different contexts should be
helpful to prepare the leader for the unplanned complications that are
almost inevitable. A common complication in a private enterprise involves
the role of directors. Boards of directors tend to not only authorise or
approve a proposed strategic change, but also to exert influence on it at
different stages (Golden & Zajac, 2001). My experience suggests that an
individual who is given the responsibility to lead a strategic change should
also ask for and receive the scope of authority needed to implement it
completely. This includes adequate decision rights and resources.

The relationship between the type of strategic change and the source
of leadership is also worth considering. One theory suggests that an
internally-appointed leader with extensive organisational experience will
be more appropriate if the aim is to enhance or augment what already
exists (Daum, 1975). An additive change that builds on the past will
benefit from a leader who is intimately familiar with that past. For
example, Microsoft has not completely abandoned its microcomputer
software products. It has added Azure, a cloud computing service, and
Surface, a tablet computer device, while also extending existing product
lines such as Windows and Office.

My experience suggests that internally-appointed change leaders are
often able to leverage a strong organisation-specific knowledge base. This
enables them to move quickly and enact an intended strategic change. If
the time to complete the strategic change is limited, due to either a radical
change in the environment or an organisation that is close to death, then
it would be foolhardy to recruit, select and orient an external appointee.
Only a courageous and quick decision to transform an organisation by
someone who knows its strengths and weaknesses can save it.

Based on surveys that I have conducted at the diagnosis stage in more
than two dozen strategic change projects, internal appointees tend to face
lower levels of resistance from stakeholders. Thus, the implementation of
the strategic change led by such a leader will proceed more smoothly.

However, existing organisations can reach a plateau with their internal
leadership (Graeff, 1983; Martinsons, 1993). Under such circumstances,
an external hire is essential to enhance or augment key elements of
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the existing organisation. For example, the South China Morning Post
newspaper in 2016 appointed a young and tech-savvy chief executive,
Gary Liu. Liu had previously worked at Google, American Online and
Spotify. He was given the specific responsibility for transforming the
highly respected newspaper, which was founded back in 1903, into a
multi-media news provider. The intention was to leverage and build on
the existing reputation and news gathering capabilities of the South China
Morning Post. Nevertheless, the organisation and its capabilities had to be
fundamentally reinvented to prioritise digital rather than physical content
and distribution channels.

If the primary aim is to reinvent the existing organisation or replace
its key elements, then an external leader may be the right person to
lead that type of substitutive strategic change. They can bring big and
bold new ideas into the organisation. For example, PayPal was established
as a cryptography company and subsequently became a service provider
for personal digital assistant (PDA) devices. Only after years of trial and
error did new leadership transform PayPal into an online payment service
provider.

Meanwhile, the transformation of Apple after Steve Jobs was rehired
is legendary. Jobs co-founded Apple with Steve Wozniak in 1976. Two
decades later the company that they had established was struggling. It was
producing and trying to sell everything from digital cameras and portable
CD players to appliances that could enhance television viewing. After
rejoining Apple as its chief executive in 1997, Steve Jobs discarded the
company’s mass market orientation and adopted a clear focus strategy.
It outsourced its manufacturing and targeted a narrow range of prod-
ucts at two specific market segments: professional designers like architects
and primary schools in wealthier neighbourhoods. The introduction of
computer-based learning tools in the latter segment nurtured a generation
of very young users whose loyalty to Apple would have very long-term
benefits. This strategic change helped to ensure that Apple as a business
organisation would survive. Under the leadership of Jobs the company
then capitalised on successive waves of “the next big thing”: digital music
with the iPod and iTunes, smart capabilities added to mobile phones with
the iPhone, and tablet computers with the iPad.

More generally, external candidates should be hired to lead the
strategic change if and only if they are significantly superior to the internal
candidates. There is no doubt that the brilliance of Steve Jobs was
unmatched by anyone at Apple when he was rehired. However, Netflix
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already had a visionary chief executive, Reed Hastings, when it initiated
a strategic change from a company merely renting digital video discs to
become a producer and provider of streamed entertainment. There was
no reason for Netflix to bring in an outsider. Many organisations have
talented members who are willing and able to step up when a strategic
change is needed.

Following from experience and the logic above, my propositions to
guide practice are:

P3: Strategic changes led by internal appointees will be more common
than those led by external hires.

P4: Strategic changes led by internal appointees will be, on average,
more successful than those led by external hires.

ARTICULATION of the Strategic Change: Formal Plan or Informal
Vision?

Management theorists generally advocate the development of a strategic
plan to guide the future of an organisation (Hayes, 1986; Martinsons,
1993; Mintzberg, 1998). It typically consists of components such as a
mission statement, a vision statement, long-term goals and objectives, a
description of and timetable for major actions and activities, and details
about how often the actions and activities will be reviewed and updated.

A strategic change that involves a large commitment of resources
may also be based on a formal plan. That planning document would
commonly identify (1) where the organisation currently is (situational
analysis) and (2) what (coordinated) actions and activities it needs to take
to reach a desired destination in future. The emphasis is on the current
state, the journey and the final state (Lewin, 1947; Martinsons, 1993).

The plan for a strategic change may be directional, with a limited
amount of information, or detailed, with a lot of specific information
(Ansoff, 1991; Mintzberg, 1991). The latter type of plan would likely
include details about the amount and allocation of resources along
with the specific roles and responsibilities of different departments or
individuals.

Participation in the development of such a strategic change plan will
depend on the culture of the organisation and the allocation of deci-
sion rights within it (Noda & Bower, 1996; Posch & Garaus, 2020).
Some organisational stakeholders are likely to contribute significantly to
the initial development of the plan while others may be asked to review
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the plan and offer ideas or comments to revise or refine it. The stake-
holders who are invited to contribute to the development and review of
the plan will depend on the culture of the organisation (Burgelman, 1983;
Hassard & Sharifi, 1989; Johnson, 1992; Martinsons et al., 2009).

My experience suggests that there is a vast difference among organi-
sations regarding the amount to which different stakeholder perspectives
are considered in the planning, design and implementation of a strategic
change. For example, I personally participated in the development of
a strategic change plan at both a management consulting firm and a
research university although I was not a member of the top manage-
ment team. At the university, a half dozen of us spent three months
on a part-time basis analysing the current situation and identifying key
environmental opportunities. Another six weeks were spent drafting a
skeletal plan. Teams that included domain experts were then formed to
create detailed plans for five strategic change priorities, including student
learning and career development, faculty recruitment and retention and
globalisation. The creation of these five priority plans over a four month
period was followed by four more months of consultations with stake-
holders and review by them. The total time from initiation to approval
took nearly a year and a half. Conversely, as an external consultant, I have
served several clients where “the big boss” finalised and communicated
a major change within a few days without involving anyone else in the
organisation.

The end results of these assorted processes are also likely to be highly
variable. They can range from a formal planning document that has
resulted from many months of time and effort to a brief and superficial
outline of an intended change that has been crafted in a few hours.

Strategic change can be treated as a systematic process that requires
detailed planning and participation from a representative cross-section of
stakeholders. Alternatively, it can be viewed as a general intention and as
something that should concern only a few people at the top of the organ-
isational hierarchy. Meanwhile, implementation is often considered to be
more or less unproblematic in that it follows naturally from the planning
activities. Strategic management consulting and research has been largely
based on a linear model of diagnosis, formulation and implementation
(Chaffee, 1985). The assumption is that the strategies and the tangible
changes that a specific organisation requires can be planned in a rational
and systematic manner (Schoemaker, 1993).
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Despite this assumption, the leaders of some organisations will not
develop a formal plan. This may reflect the personality of the leaders as
well as the cultures of the organisation and/or the society where it oper-
ates. Moving from North America to Greater China, I was personally
surprised by the comparative simplicity and informality of strategic plan-
ning. The big bosses at the top of a hierarchy in a Chinese family business
tend to keep their ideas to themselves. Due to concerns about losing
discretionary power and “losing face” if their grand plans fail, Chinese
leaders tend to codify and share far less information than their North
American counterparts.

Quinn (1980) suggests that those who are “managing strategic change
in large organisations should not—and do not—follow highly formal-
ized textbook approaches in long-range planning, goal generation, and
strategy formulation.” Instead, he contends that they “artfully blend
formal analysis, behavioral techniques, and power politics to bring about
cohesive, step-by-step movement toward ends which initially are broadly
conceived, but which are then constantly refined and reshaped as new
information appears”. Quinn describes this integrating methodology as
“logical incrementalism”.

Some strategic changes will emerge with little or no formal analysis.
They will be based on an informal vision of a desirable or superior state
of/for the organisation. The fundamental aim is to survive during a
particularly difficult period of time and/or to achieve a better future. My
experience suggests that, in the absence of a formal plan, strong leadership
is essential to shape the organisational journey.

Charismatic leaders are able to achieve extensive followership and
reduce resistance through their personal characteristics and communi-
cated ideas (Conger & Kanungo, 1987; Tucker, 1968). Leaders who are
widely perceived to be charismatic and intellectually stimulating can, like
falling dominoes, cascade their transformational inclinations downwards
in the organisational hierarchy (Bass et al., 1987).

Steve Jobs generated strong support for the transformation of Apple
by effectively communicating the essence of his intended strategic change
shortly after he returned to the company that he co-founded. His charis-
matic personality renewed a sense of optimism among the stakeholders
of Apple even before his leadership team developed a detailed plan
for implementing the strategic change. However, there are very few if
any organisational leaders who can match the stage management and
storytelling skills of Steve Jobs (Sharma & Grant, 2011).
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Following from personal experience and the logic above, my proposi-
tions to guide practice are:

P5: Strategic changes based on formal plans will be more common
than those based on informal visions.

P6: Strategic changes based on formal plans will be, on average, more
smoothly implemented than those based on informal visions.

SYMBOLISM for the Strategic Change: Deductive or Inductive?

When faced with a strategic change, personal perceptions of the organ-
isation will be challenged and likely exposed to reconstruction. If the
leaders are to truly manage the communications of a strategic change,
then they must sense what the organisation means to different stake-
holders as well as the processes by which those meanings may be changed
(Gioia & Chittipeddi, 1991; Martinsons et al., 2019; Oswick et al., 1997;
Schnackenberg et al., 2019).

A formal document or the vision of a leader may include specific
symbolism that communicates key aspects of the strategic change. Top-
down phrases and symbols like “going on a journey” or “creating a
finely-tuned machine” can help those involved with or affected by the
change to make sense of it. From the leadership perspective, the aim
of top-down communication is to reduce the risk of confusion and
anxiety about the change. The management literature clearly concludes
that frequent and honest communication reduces the uncertainty and
anxiety of those impacted by an organisational change. This in turn
can be expected to reduce their resistance because they have a clearer
understanding of what that change will involve.

Storytelling that includes analogies and metaphors can be helpful
to give and make sense of how an organisation will move towards
new strategies, structures and systems (Boje, 1991). Strategic plans and
announcements may include conceptual and generative language based
on themes such as: taking a journey, turning a small cat into a large lion,
becoming more like a finely-tuned machine or relocating to a better place.

The cognition of the organisation and its leaders—how they interpret
its environment—is likely to influence how a strategic change is framed.
An organisational change can be represented as a positive development,
for example, to take advantage of an opportunity like cloud computing
was for Microsoft. Alternatively, it can be framed as an initiative to
avoid a negative outcome. For example, the dominant company of film
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photography, Kodak, faced a dire future as digital photography became
dominant. Its leaders acknowledged that a strategic change was urgently
needed to preclude an organisational failure such as the bankruptcy or
liquidation.

The framing of the intervention as expanding gains or avoiding losses
should be supported by observable evidence. This evidence will ideally be
in the form of quantitative data from sources such as financial accounts
or market research. Alternatively, it can be from a scenario analysis that
reveals the emergence of attractive technologies or shifts in demographic
profiles. For a framing to be convincing, it must be based on more than
a highly subjective interpretation or personal perception.

The communication of an intended change can also benefit from
the appropriate use of metaphorical language (Martinsons et al., 2019;
Palmer & Dunford, 2000). Famous examples of leaders using metaphors
to communicate strategic change include Lou Gerstner and Steve Elop.
Gerstner was a former McKinsey and Company consultant who was
hired by IBM in the early 1990s, when it was struggling to survive.
He viewed IBM as a big elephant that figuratively lacked the agility to
dance. Gerstner framed the upcoming transformation of the technology
conglomerate as a positive development. He envisioned IBM becoming
more agile and dramatically improving several dimensions of its business
performance.

Meanwhile, in February 2011 the incoming chief executive of Nokia,
Stephen Elop, issued a memo to his staff warning that they were “standing
on a burning platform”. He saw Nokia’s business as an oil rig that was on
fire. Elop figuratively forced Nokia and its workers to jump into the North
Sea. Since clinging to a “burning platform” would mean certain death,
the memo clearly communicated that the former Microsoft executive was
planning radical action to avoid a certain disaster. The strategic change
had a high probability of failure, but Elop envisioned it as the only hope
to revive the business fortunes of Nokia.

Analogies, which communicate the likeness between two entities, are
more effective for additive changes. For example, “our life is like a race”.
In contrast, metaphors, such as “our future will be a difficult but ulti-
mately worthwhile journey” are more appropriate for substitutive changes
(Cornelissen et al., 2011). Meanwhile, relational analogies and metaphors
are generally more effective to support strategic changes, as opposed to
analogies or metaphors that simply highlight common attributes.
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If the communication of the strategic change by its leaders is insuf-
ficient or ineffective, then other stakeholders may inductively develop
their own language and symbolism. Bottom-up (grassroots) vocabulary
and symbols are commonly the result of poor planning or inadequate
interaction between change leaders and other stakeholders.

The rise of social media introduces new ways in which stakeholders
can communicate and receive feedback on their words and actions. Social
media messages can be generated and spread quickly in large volumes with
a format that encourages almost instantaneous feedback. For example, the
availability of the “like”, “love”, “sad” and angry options in Facebook
enable massive positive or negative reactions in a matter of minutes or
even seconds. Under such circumstances, the leaders of a strategic change
would lose control of the messaging to partly unknown (and unknowable)
and heterogeneous sources. Managing and especially counteracting rogue
narratives through social media is becoming increasingly important for
organisational leaders.

A strategic change will be viewed differently by different stakeholders.
One of the most important responsibilities of a change leader is to shape
or at least guide these views. If a change is unsuccessful, the subsequent
analysis may highlight factors such as leadership errors, organisational
dysfunctions and inadequate resources such as insufficient time, too few
staff or not enough funding. Even then, stronger leaders can use specific
phrases and symbols to shape the conversation and maintain confidence
about the future of the organisation.

Following from personal experience and the logic above, my proposi-
tions to guide practice are:

P7: Strategic changes shaped by top-down phrases and symbols will be
more common than those based on inductive symbolism.

P8: Strategic changes based on top-down phrases and symbols will
result in higher levels of perceived organisational success than those based
on inductive symbolism.

STAKEHOLDERS’ RESPONSE to the Strategic Change: Support
or Resistance?

Ultimately, the success of a strategic change depends on whether or not
it is accepted by stakeholders. Since such a change, by definition, has a
large scale that spans a broad scope of activities. It will aim to significantly
improve the overall performance of the organisation. Otherwise, all the
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time and effort will not be worthwhile. In the coronavirus era, the survival
of the whole organisation is often at stake.

The planned change will almost inevitably involve and/or affect many
different stakeholders. They are likely to have different perceptions of the
strategic change. Many factors can shape the degree of support for or
resistance to a specific strategic change. Resistance can be due to nega-
tive self-interest (less power, influence and/or rewards), a high degree of
comfort with the status quo, a lack of trust in those in authority (and
specifically the change leaders), misunderstanding of key change elements
or simply rigidity/inflexibility.

Conversely, support and even advocacy for a strategic change may be
based on positive self-interest (greater power, influence and rewards),
dissatisfaction with the status quo, a high level of trust in the change
leaders or simply a tolerance for uncertainty and/or a more adventurous
spirit.

An additive change that builds on the past can be expected to face less
resistance than a strategic change that breaks with the past. It is more
comforting to keep something that already exists instead of starting with
a completely clean slate. Entrenched elements of the organisation may be
difficult to dismantle and reinvent or replace completely.

Meanwhile, a leader who is familiar with those involved with or affected
by the strategic change is likely to face preconceived perceptions. These
may be positive if the leader is respected or negative if otherwise. A leader
coming from outside the organisation will usually face fewer precon-
ceptions. Thus, an external hire may be better able to shape both the
conversation associated with the change and the attitudes towards the
change.

Those affected by a significant change will experience different
emotions over time. An adaptation of psychological research (Kübler-
Ross, 1969) suggests that humans will go through a sequence of
stages when faced with change: denial and anger, bargaining, depres-
sion, revising, deserting and eventually acceptance (Ashkanasy & Dorris,
2017). Thus, the reaction to a strategic change over time, that is during
the duration of the process, can be expected to vary. However, it is noted
that the early emotional stages of denial and anger as well as bargaining
and depression are more likely to result in resistance to a strategic change
than support for it.

The degree of support for or resistance to a strategic change is expected
to depend on many factors. These include the recent performance and
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current condition of the organisation, the characteristics of its culture,
and the way that different people learn about the change. There will be
less uncertainty, anxiety and resistance if key information is communi-
cated formally. Conversely, the grapevine or other forms of gossip will
fill information gaps if the communications of the change leadership are
inadequate. The result is likely to be highly distorted or even completely
wrong information. This has been identified as one of the “silent killers”
for the implementation of strategic change (Beer & Eisenstat, 2000). This
highlights the importance of preventing rogue narratives so that they do
not have to be managed and/or counteracted at a later stage.

The success of the strategic change is more generally contingent on
how effectively the response of stakeholders is managed. Even if the
organisational initiative is generally supported, the change leader still
needs to manage how people interpret what they need to do to support
it. Conversely, if a substantial amount of resistance is encountered, there
will be a need to manage this resistance through tangible actions.

Among the most important responsibilities of a change leader is to
reduce this resistance and increase support for the strategy that has been
planned or envisioned. Actions such as clear and consistent communi-
cation throughout the process, employee involvement and engagement,
facilitation/support to help individuals adapt, and negotiation with influ-
ential stakeholders can eliminate or reduce resistance to change (Kotter &
Schlesinger, 1989).

The leaders of a strategic change have a responsibility to not only
inform stakeholders about it, but also to make them comfortable with
what will happen. At a minimum, it is recommended that several key
questions are answered: why are we making the change? What are the
expected benefits of the change? What will change? When will we start
the change and how long is it expected to take? How will we change?
(e.g. all at once or at different times in different parts of the organisa-
tion)? Who will be involved in the change? And what are their roles and
responsibilities?

An effective leader will be able to reduce resistance to a strategic
change using the management tools at his/her disposal and, ideally,
generate substantial support for it. The examples of Steve Jobs returning
to the helm of Apple and Lou Gerstner transforming IBM are illustra-
tive. Frequent communications throughout the strategic change process
that convey a clear and consistent message will undoubtedly be helpful to
achieve this.
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Following from personal experience and the logic above, two more
propositions to guide practice are provided.

P9: Strategic changes will initially face more resistance than support
from stakeholders.

P10: Strategic changes with lower overall levels of resistance and higher
overall levels of support will in retrospect be evaluated as being more
successful.

Application of the Framework

The CLASS framework has been developed and refined over time to clas-
sify or categorise dozens of strategic changes in the past. The specific
framework presented here is applicable to a wide range of large-scale
changes that those in authority may consider or an organisation is already
undergoing. Such a classification or categorisation has proven to be useful
for communicating the specifics of the large-scale organisational change
that is planned or envisioned. It is also helpful for two critical manage-
ment activities—the initial planning or envisioning of the strategic change,
and subsequently its control as it is being implemented.

The CLASS framework is now being applied in an ambitious research
project that plans to ultimately examine a total of 100 strategic changes.
The application of this framework is expected to be helpful for both
discovering the frequency of different phenomena and the effectiveness
of different approaches across the 100 different initiatives (Table 14.2).

More generally, those who are in charge of, involved with or affected
by a strategic change will benefit if they have a better understanding of
what will happen or is happening already. The CLASS framework is useful
to communicate this understanding and thus reduce the vicious cycle of
uncertainty, anxiety and resistance.

Strategic organisational change is nevertheless a complex and often
messy process. It is important to recognise that the framework provides
guidance but does not prescribe an either-or choice with any of the five
elements. For example, a strategic change may include both additive and
substitutive aspects. An ambitious change may simultaneously enhance
and reinvent an organisation. Figure 14.3 illustrates the types of flows that
may be associated when the additive and substitutive modes of strategic
changes occur simultaneously and independently. Meanwhile, Fig. 14.4
depicts the flows that may occur when the aforementioned modes are
simultaneous and more closely integrated.
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Table 14.2 Summary of Propositions to Guide Strategic Change Based on the
CLASS Framework

P1: Additive forms of strategic change will be more common than substitutive forms
of strategic change
P2: Additive forms of strategic change will be, on average, more successful than
substitutive forms of strategic change
P3: Strategic changes led by internal appointees will be more common than those led
by external hires
P4: Strategic changes led by internal appointees will be, on average, more successful
than those led by external hires
P5: Strategic changes based on formal plans will be more common than those based
on informal visions
P6: Strategic changes based on formal plans will be, on average, more smoothly
implemented than those based on informal visions
P7: Strategic changes shaped by top-down phrases and symbols will be more common
than those based on inductive symbolism
P8: Strategic changes based on top-down phrases and symbols will result in higher
levels of perceived organisational success than those based on inductive symbolism
P9: Strategic changes will initially face more resistance than support from stakeholders
P10: Strategic changes with lower overall levels of resistance and higher overall levels
of support will in retrospect be evaluated as being more successful

Implications and Conclusion

Leo Tolstoy (1900) wrote that “Everyone thinks of changing the world,
but no one thinks of changing himself”. Simply put, change efforts often
falter because individuals overlook the need to make fundamental changes
in themselves. Tolstoy’s dictum is a useful starting point for a strategic
change leader.

After working for decades to improve the performance of organisa-
tions, I am convinced that systematic frameworks and effective communi-
cation are very beneficial. This particular framework will help the leaders
of large-scale organisational changes to adopt a more systematic, more
comprehensive and ultimately more successful approach.

The CLASS framework that I have developed has been intentionally
kept fairly simple. My experience is that this makes it easy to explain and
use. I believe that it can be applied to classify, communicate and control
virtually any type of strategic change. Its application has already proven to
be effective in making change leadership more deliberate, thoughtful, and
reflective.
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Fig. 14.3 The CLASS framework for interdependent strategic changes

Large-scale organisational changes commonly aim to significantly
improve key dimensions of performance. These major changes are inher-
ently complex, resource-intensive, disruptive, and hence risky. Many of
them fail. The ultimate aim of sharing the CLASS framework is to
improve our understanding and communication of strategic changes so
that in future they are more likely to be completed successfully.
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Fig. 14.4 The CLASS framework for an integrated strategic change
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CHAPTER 15

A Structured Approach to Project
Management as a Strategic Enabling Priority

Stephen Abrahams

Introduction

There is much evidence to show that the use of a structured approach
to project management within organisations will significantly enhance
ability to successfully implement strategy, improve customer satisfaction
and enhance reputation. For example, the Project Management Institute’s
2020 Pulse of the Profession® (2020: 5) survey revealed that organi-
sations that are highly mature in their project management capabilities
met their goals 77% of the time compared with 56% for low maturity
organisations and suffered project failure 11% of the time compared with
21%.

Yet for many organisations, the approach to project management
is often ad-hoc or inconsistently applied. Strategic goals are seldom
cascaded in practical ways through successive levels of leadership to guide
project decision-making. With the exception of some large corporations,
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while strategic goals exist, the measurement and review process is gener-
ally superficial in nature and provides limited assurance that projects
align to strategy. Outcomes and benefits are usually “talked-up” at the
proposal stage, yet once the project is approved, attention shifts to the
creation of deliverables and the focus on realising sustainable benefits is
often lost. Business units typically conduct siloed rather than collabora-
tive development of their project list, leading to unclear priorities and
duplication of effort. Stakeholders routinely complain that they are not
involved in projects at the right time. Teams are often overstretched
in their capacity to deliver on projects because resource forecasts are
not effectively balanced between business-as-usual (BAU) and project
work. Political behaviour is common as managers compete for the same
resources, and both project outcomes and staff morale suffer as results fall
short of client and organisational expectations. This situation is illustrated
in Figure 15.1, below.

For over twenty years, Bridges (Speculand, 2020: 3) have been
conducting research into the effectiveness of strategy implementation.
During this time, they have consistently found that leaders habitually
underestimate the challenges of implementing strategy, while employees
struggle to understand the right actions for implementation. Poor
communication, lack of discipline and regular reviews in implementa-
tion are significant factors in why strategy fails in implementation. In

Strategic
Goals

No structured process and measures to 
ensure that projects align to strategic goals. 

Strategic Goals

Mission, Vision and Values – if they exist, they are not 
clearly and consistently communicated to guide project 

decision-making.

Strategic Purpose

Project Management

…….

Proj 1.1
Proj 1.2
Proj 1.3
.
Proj 1.n

Proj 2.1
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Proj 2.3
.
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.
Proj n.n

Business  Unit 
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Project Management
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Fig. 15.1 A Typically Siloed and Ad-Hoc Approach to Project Management
(Source Author’s own creation)
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the 2020 survey, approximately one out of two strategy implementations
are still failing. Only one out of five leaders appraises the implemen-
tation at least once a month, and only 28% of organisations have an
effective measurement system in place for tracking strategy implementa-
tion. Bridges summarise the leadership opportunities for effective strategy
implementation in four words: Discipline, Communications, Measures
and Reviews. One of the most effective methods of realising these four
elements of leadership opportunity for strategy implementation is through
the development and adoption of a structured approach to project
management.

Purpose

The purpose of this chapter is to show how a clearly defined, widely
deployed and continuously improved project management framework
(PMF) can bring consistent structure, increased productivity and greater
levels of project success. The chapter is structured to show how each
of the layers in the PMF work together to effectively enable strategic
implementation and organisational change management.

Research Methodology

The findings in this chapter have been developed from the design and
implementation of project management frameworks, attaining quality
certification in project delivery processes, training facilitation and
coaching in portfolio, programme and project management in corporate,
government and not-for-profit organisations over more than 25 years.
The chapter will draw on case studies from work conducted with five
organisations: the Australian Centre for the Moving Image (ACMI);
Hassell Studio, an international architecture and design practice; the
Victorian Agency for Health Information (VAHI) for the development
and implementation of their respective project management frameworks;
MLC School in Sydney, a private girls’ school, for the development and
implementation planning of their strategic plan; and Timberlink, a private
timber manufacturing and wholesaling company, for the development and
implementation of their innovation management framework.
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Using a Project Management Framework
to Create Strategic Alignment

The progressive development and disciplined application of a structured
PMF provides a critical enabling capability that supports the successful
achievement of strategic goals and outcomes. A PMF is defined here as
the set of processes, roles and responsibilities, tools and systems that are
used to guide project ideas from inception to realisation. The effective
adoption of a PMF can provide a comprehensive and transparent set of
organisational enabling processes (Zubac et al., 2021: 486) towards the
implementation of strategic goals. What is more, through the inclusive
and collaborative engagement of executives, leaders and teams and succes-
sive levels of the organisation, it has the additional benefit of facilitating a
structured approach to organisational and individual change management.

With reference to Figure 15.2, strategic implementation begins with a
clear strategic purpose that underpins the direction, actions and behaviours
in the organisation. Strategic goals, when clearly communicated and
cascaded through successive levels of leadership and management, provide
meaningful guidance and focus on each level of the organisation. Portfolio
Management is used to optimise the selection of project priorities and
dependencies to achieve organisation-wide goals. Programme Manage-
ment then examines the resourcing and coordination required across
the organisation to deliver the portfolio. Project Management provides

Fig. 15.2 Strategic Alignment and Enablement Pyramid (Source Author’s own
creation)
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a consistent set of life cycle based processes, tools and templates used
to deliver the outputs of each project. Finally, the discipline of Benefits
Management helps to ensure that the projects benefits promised in the
business case are realised and sustained beyond the end of the project.
What follows in the remainder of this chapter is a presentation of each of
these elements together with approaches that can be taken for effective
implementation.

Engaging with the Strategic Purpose and Goals

The strategic purpose of an organisation, that is, the mission, vision
and values, sits at the top of this strategic alignment and enablement
pyramid. Strategic alignment is supported when project participants have
the elements of their organisation’s strategic purpose in mind, to provide
focus and guide decisions within the framework and the projects flowing
from it. The strategic purpose is commonly set by the executive and
approved by the Board. The values tend to be more meaningful in
guiding behaviour when staff at all levels are consulted during the formu-
lation of the strategic purpose. Consultative development of the strategic
purpose can be considered to be the first in a series of organisational
enabling processes (Zubac et al., 2021: 486) towards the implementation
of strategic goals.

While strategic goals may provide direction for the organisation of
what needs to be achieved, they are often communicated in such high-
level language, that it can be difficult for successive levels of management
and their teams, to cascade these goals into practical steps for achieve-
ment. The creation of a strategic “roadmap” as shown in Figure 15.3,
is a second organisational enabling process (Zubac et al., 2021: 486)
towards the implementation of strategic goals. A road-mapping workshop
was used with the MLC School to engage the cross-functional leaders of
the executive team in working together to create an integrated multi-
year timeline of practical enabling steps that would achieve their strategic
goals and collective vision. The roadmap was then used with the Council
as part of the approval process. Once the strategic plan was approved,
road-mapping was used as a visual planning technique to engage staff
at all levels of the school to identify smaller projects and initiatives that
would form the building blocks for the implementation of larger projects
and programmes. Six teams totalling approximately fifty members of staff
developed the implementation roadmaps for each of the strategic pillars.
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5 Year
Vision

Fig. 15.3 Strategic goals roadmap against business themes (Source Author’s
own creation)

In this way, the strategic road-mapping (sub)process helped to improve
understanding between those who developed the strategy and managers
required to implement it (Zubac et al., 2021: 486). Such an inclusive
approach helped in the development of practical steps for achievement,
but also provided significant support for organisational change manage-
ment, as leaders and their teams at all levels took ownership of the
roadmap.

The roadmap has been periodically adjusted in response to emerging
changes in both strategic and operational environments. For example, at
the beginning of 2020, the adoption of online learning was scheduled for
2023 in the strategic roadmap. Once the COVID-19 pandemic forced
the community into lockdown, the online learning objective was made a
top priority and was introduced within a matter of weeks. Other elements
of the roadmap were adjusted to accommodate this change.

Portfolio Management

Once the strategic purpose and roadmap have been developed, Project
Portfolio Management (PPM) is the first layer of the organisation’s PMF.
Alexander (2019: 1) describes PPM as “a strategic alignment process
by which an organisation’s projects are evaluated to identify the purpose,
fit, and benefits as they relate to company goals”. In practical leadership
terms, PPM can be used to facilitate consensus between business unit
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leaders from across an organisation for the priority of programmes and
projects required to achieve the common vision. While there are many
candidate programmes and projects that could be undertaken, there are
only finite resources and funds and a finite capacity for change in a
given period. PPM enables different stakeholder perspectives to be heard
about candidate programmes and projects, so gaps in knowledge about
planning information can be identified, thus reducing the likelihood of
decision-making bias. Successful PPM is characterised by the application
of an agreed process and “rules” for transparent and rational decision-
making for reaching consensus about priorities. PPM is therefore, the
third organisational enabling process (Zubac et al., 2021: 486) towards
the implementation of strategic goals.

Portfolio Decision Making Steps

PPM is typically performed by the senior executive group. In its simplest
form, the executives meet to agree the priority and dependencies between
their top 5-10 programmes and projects in the coming year. This can be
extended to include a much larger number of projects and programmes,
broader evaluation criteria including competitive positioning, risk, costs,
benefits and resourcing requirements. Typical steps in a portfolio manage-
ment decision-making cycle are illustrated in Figure 15.4 below.

Project Portfolio Matrix

One way of facilitating PPM is through the use of a project portfolio
matrix as shown in Figure 15.5 below. In this example, candidate projects
are assessed in terms of:

• Strategic Priority Alignment—Their relative contribution to each of
the strategic goals or themes.

• Risk of Not Proceeding—Changing compliance requirements may
dictate that a project or programme must proceed, even though it
may otherwise have a relatively low contribution to strategic goals.

• Risk of Proceeding—This may include consideration of a range
of risks including technical complexity, stakeholder and change
management, skill and resource availability.

• Costs—Direct and indirect.
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Fig. 15.4 Portfolio Management Decision Making Cycle (Source Author’s own
creation)

• Duration—Longer duration projects may need to be broken into
sub-projects or phases.

• Resources—Provides an indication of the skills and resource commit-
ment required over the duration to achieve the required outcomes.

• Other factors—Such as risk during implementation and project to
project dependencies.

In practice, this matrix is used by members of a senior executive (cross-
functional) team to identify their respective top strategies or projects for
the next, say, five-year period (column(a)). Then as a group, to work
together in making an assessment of the relative influence (see legend
from 0–5) or contribution each strategy or project will make towards
the achievement of weighted corporate goals and objectives (column(b)).
This is then followed in turn, with an assessment of the risk, cost, dura-
tion and resources (columns (c) to (f). Then a final collective assessment
is made on the priority rank of each project. While there may be more
projects on the list than the organisation has the capacity to perform
during the period, this matrix provides a necessary first step in reaching
collective agreement across the executive of organisational priorities.
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At both ACMI and MLC School, the PPM process and matrix
described above, enabled senior executives to work together across func-
tions to reach consensus about the priority and sequence that the
integrated set of projects would contribute to strategic goals. When facil-
itated in an open and transparent way, this helped to build trust in
executive decision-making processes and subsequently reduced infighting
over resources at the programme and project management levels. Pearson
et al., (2020: 7) report that executive support has been one of the
top three factors of project success for over twenty-five years. As such,
effective PPM is a crucial organisational enabling process towards the
implementation of strategic goals and supporting change management at
the executive level.

Pipeline Approach—Go/No-Go Assessment

In commercial consulting organisations, while the above approach is
used for internal projects, for potential client-facing revenue generating
projects a staged “Go/No-Go” assessment is typically conducted to deter-
mine the level of project risk, attractiveness and competitive advantage
before proceeding to bid for the opportunity. Such a process is usually
completed by a partner or principal and then verified by at least two
others to assist in reducing decision-making bias and supports the business
development pipeline.

Stage 1—Identify—Typical questions for identifying opportunities
include:

1. Have we spoken to the client about the opportunity before now?
2. Is the client financially sound?
3. Is the budget likely to be adequate for the scope?
4. Is the project consistent with our strategic vision?
5. Is the opportunity free of significant risk?

Stage 2—Assess and Commit—Typical questions before committing to
opportunities include:

1. Is the client willing and able to invest in delivering the project?
2. Is the project aligned to our capabilities?
3. Is the project of strategic importance?
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4. Is the project scope clearly defined?
5. Does the client prioritise quality over cost?
6. Is the project timeframe adequate for effective delivery?
7. Do we have the appropriate expertise and resources to deliver the

project?
8. Do we have prior involvement with or specific knowledge of this

project?
9. Do we have specific competitive advantage or influence?

10. Overall chance of success?

Updating the Strategic Roadmap

Once project priorities have been agreed, the strategic roadmap is
then be updated to include key enabling programmes, projects and
their respective dependencies as agreed during the PPM process. The
updated strategic roadmap is illustrated in Fig. 15.6 below. It is impor-
tant at this level of planning that portfolio managers also identify the
strategic resource requirements. That is, those new skills, competencies
and capacity that will be required to meet the identified strategic goals
and enabling programmes and projects.

Fig. 15.6 Strategic roadmap showing goals, key enabling programmes, projects
and dependencies (Source Author’s own creation)



366 S. ABRAHAMS

Benefits of Portfolio Management

The benefits of effective PPM as an organisational enabling process
towards the implementation of strategic goals and supporting change
management include:

• Improved transparency and consensus in organisational decision-
making at the executive level through a cross-functional collaborative
process.

• Improved clarity by successive levels of leadership and employees of
the goals and direction of the organisation. Employees can see where
their contribution makes a difference as part of the bigger picture,
leading to greater levels of engagement and motivation towards the
achievement of strategic success.

• Reduced risk through early detection and peer validation.
• Clear understanding of organisational priorities and dependencies.
• Reduced stress and improved morale as staff can engage with a clear,
yet achievable set of priorities.

• Improved visibility by senior leaders in tracking progress of the
strategic plan and its implementation at a high level.

• Ability to adapt more easily and in a controlled way to changing
circumstances and new projects.

Programme Management

Once priorities are determined through the PPM process, the fourth set
of organisational enabling processes (Zubac et al., 2021: 486) towards the
implementation of strategic goals are at the level of Programme Manage-
ment, the next layer of the organisation’s PMF. Programme Management
represents a significant challenge for most organisations. Programmes
typically consist of related projects in the portfolio. Even with priorities
decided through PPM, many organisations struggle to get the balance
right between enough resources and too many projects or programmes.
Programme management is the discipline that involves integrated plan-
ning and management between the components of work within the
portfolio including resource, governance, risk, stakeholder and commu-
nications management. The programme management function is typically
performed by dedicated programme managers, a project management
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office (PMO) or programme management team representing the different
business units of the organisation.

One of the key challenges at the programme level is the effective
identification, forecasting, sourcing and deployment of resources. Strasser
(2021) identifies the importance of tactical resource planning and the
challenges of coordinating the medium-term resourcing requirements of
project teams for project managers versus the operational demands for the
same resources by their line managers. Many organisations have signif-
icant difficulty in predicting the future workload and skill requirements
of their portfolios and programmes, then balancing this with BAU or
operational workloads. This challenge is illustrated in Fig. 15.7 below.
Common complaints from supporting business units and teams at ACMI
were that “they didn’t identify the need for our involvement until just before
our people were required” and “if only they involved us earlier in the scoping
and processes, we could have addressed these issues much earlier, before they
became much more difficult and costly to fix”.

Organisations that do perform resource management effectively, tend
to have the following five elements in common:

1. Early identification and involvement of key resource-contributing
stakeholders in the scoping and planning processes.

Fig. 15.7 Portfolio, Programme, Project Resource Planning Challenge (Source
Author’s own creation)
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2. A holistic view of the resourcing required for the entire project
portfolio. This view is made visible to all key stakeholders.

3. Resource (functional) managers are responsible (and accountable)
for regular and ongoing project skills forecasting and planning.

4. Detailed organisation-wide skill forecasting for all projects and high-
level resource forecasts for BAU activities.

5. Regular (e.g. monthly) project time tracking, reviews and updates
against forecasts.

6. Regular (e.g. quarterly) portfolio and programme reviews to adjust
portfolio and programme priorities with changing circumstances and
risks.

Hassell, for example, has most of these elements in place, and time
is set aside at least monthly, for collaborative reflection, planning, review
and adjustment of the portfolio and the associated resource plan within
and between studios on a national and international basis. Some organisa-
tions hold a reserve of resources for unforeseen projects that occur due to
changing external influences. That doesn’t mean keeping a “slush fund”
to make up for inefficiencies or poor planning. It means that there will
always be challenges and opportunities that occur that weren’t anticipated
and maintaining a reserve will allow for an effective and timely response.
For commercial organisations, the holding of resource reserves is carefully
balanced with the backlog of future work. This is illustrated in Fig. 15.8,
below.

Each project is usually predicated on a business case where bene-
fits significantly outweigh the costs. Unless resource time and effort are
being tracked, it becomes very difficult to validate the business case
with any level of confidence at the end of the project. Two levels of
resource forecasting are often used—project-based and functional resource
management.

• Project-Based Resource Management Full time equivalent (FTE)
forecasts of utilisation by individual resource or skill type are esti-
mated for each project. This allows the proposed commitment of
resources to future projects to be communicated and made visible to
their respective line managers. An example of this type of resource
planning developed with ACMI is shown in Fig. 15.9 below.
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Fig. 15.8 Effective portfolio, programme and project resource management
(Source Author’s own creation)

• Functional Resource Management Line or functional unit managers
are focused on the control and allocation of their team members
to perform the operational work of their business unit. For this to
work effectively alongside project resourcing, line managers require
visibility and an understanding of potential future projects and the
impact this will have on the availability of their resources and
completion of operational work. An example of functional resource
management is illustrated in Fig. 15.10 below.

Effective Programme Management

Effective programme management for enabling strategy and change
management includes:

• Improved resource forecasting leads to more effective, efficient and
transparent identification and resource allocation.

• Improved visibility and communication about operational work and
project demands leading to improved collaboration and information
sharing across the organisation.
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• Increased agility with the ability to respond more rapidly and
effectively to changing strategic priorities.

• Reduced managerial and employee stress and improved morale.
• Improved identification and management of risks and knowledge
gaps that exist between or across related projects and programmes.

• Enhanced identification and engagement of common stakeholders,
supported by improved communication planning and monitoring.

Project Management

The effective structuring of Project Management in organisations usually
takes the form of three elements:

• Project Governance and Reporting Structure: Provides the structure,
roles and responsibilities for how projects are to be governed and
reporting is managed from initiation to completion.

• Project Life Cycle and Guidelines: Provides the detailed advice and
guidance on typical project phases, activities, sizing criteria, approval
and reporting flows.

• Project Tools and Templates: A selection of tools and templates that
recommends format and content of project management forms,
documents and systems required for scoping, planning, approval and
monitoring.

It is these three elements that collectively make up the fifth set of
organisational enabling processes (Zubac et al., 2021: 486) towards the
implementation of strategic goals.

Governance and Reporting Structure

The governance and reporting structure is the management framework
within which portfolio, programme and project decisions are made and
how progress is monitored and reported. It provides a logical decision-
making structure and oversight function that is aligned with the organ-
isation’s governance model and that encompasses the project life cycle.
The governance framework provides the project manager and team with
structure, processes, decision-making models and tools for managing
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the project, while supporting and controlling the project for successful
delivery.

Project Sponsors and Steering Committees are accountable for the
governance of individual projects and their respective benefits and
outcomes. Their mandate includes ensuring that alignment is estab-
lished and maintained throughout the project between project goals and
organisational objectives. The project team under the leadership of the
Project Manager is responsible for delivering a project and its respec-
tive outputs. All projects have a project sponsor and a project manager
as a minimum requirement. An example of a portfolio, programme and
project governance structure is shown in Fig. 15.11.

A clearly defined set of responsibilities for each of the roles in
the governance structure, improves clarity and consistency of decision-
making. This in turn, improves efficiency and effectiveness in project

Board

Executive Team

Leadership Group

CEO & 
Senior Executives

Portfolio
Management

Program
Management

Project SponsorSteering Committee

Project Manager

Project Assurance

Team Member SuppliersReference Gps

Project
Management

Fig. 15.11 Example Organisational Project Governance Structure (Source
Author’s own creation)



374 S. ABRAHAMS

approval and delivery processes, thus, reducing the cost and time required
for project delivery and simultaneously increasing the return on invest-
ment.

Governance structures tend to be most effective where there are:

1. Clearly defined levels of authority and approval processes for
different “sizes” of projects.

2. Clearly defined portfolio, programme and project governance roles
and responsibilities for each role.

3. Single point of accountability for sponsorship of projects.
4. Consistent and regular reporting and review from the highest levels

of the organisation for adherence to the governance structure and
processes.

Life Cycle Guidelines

The Project Life Cycle is the sequence of phases and associated activities
used to produce project deliverables and outcomes. Life Cycle termi-
nology and even the number of phases will differ from one organisation to
the next, and in some cases from one department to the next. An example
of an organisational project life cycle phases and activities is illustrated in
Figure 15.12 below.

Documented project life cycle phases and activities help to provide
structure and increase consistency in the ongoing development and appli-
cation of project management knowledge. For example, in the case of
Hassell Studio, their professional practices library is a globally shared
online knowledge management system. Each activity is supported by
knowledge resources that include design processes, activity definitions
and workflows, policies, guides, checklists, forms and templates, refer-
ences, glossaries, tools and systems. Once project managers are trained
in the life cycle phase activities and their supporting resources, they
commonly report significant improvement in their team’s productivity
and professionalism in project delivery. This “shared language” also
supports enhanced interoperability and collaboration between studios and
disciplines across both state and international boundaries.

Perhaps one of the most important tools for successful delivery of
benefits and support for change management has been the introduction
during the initiate phase of a stakeholder impact assessment checklist.
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Project Phases

Ini ate Plan Deliver Close
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business case

Determine resourcing & 
budget

Controlled adjustment 
of deliverables

Approve scope &/or 
business case

Approve project plan/s

Project startup

Capture lessons
learned

Prepare organisa on for 
change and handover

Control varia ons
& monitor risks

Approve deliverables & 
handover 

Deliverable Review &
Acceptance

Close finances

Track and report 
progress

File records & 
artefacts 

Evaluate project

Approve closure 

Project idea or 
opportunity iden fied

Schedule in program 
plan

Develop work 
breakdown & schedule

Develop risk, quality & 
procurement plans

Develop change 
management plan

Confirm governance & 
repor ng

Finalise project plan

Deliverable 
development & 

refinement

Celebrate wins

Fig. 15.12 Example Project Life Cycle Phases and Activities (Source Author’s
own creation)

This helps to ensure that the requirements, scope and risks are clearly
defined from the start. It also supports effective change management
by analysing and engaging stakeholders to understand the impact of the
project on them and then develop consultative and collaborative strategies
to support the achievement of outcomes of mutual benefit. An example
of a stakeholder impact assessment checklist is shown in Fig. 15.13 below.

Project Sizing and Approvals

The nature of project management is that one “size” does not fit all
projects. Project sizing is used to assist in determining the level of
management and governance associated with each project, thus stream-
lining approvals and governance requirements for lower risk projects.
Factors considered in assessing the size of a project may include:
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Fig. 15.13 Stakeholder Impact Assessment Checklist (Source Author’s own
creation)

• Total cost,
• Team size,
• Project duration,
• Staff hours,
• Internal or public facing,
• Technical complexity,
• Requirements uncertainty,
• Reputational risk,
• Level of skills and experience in delivering projects of this type.

As size increases, the level of detail required to develop the scope, busi-
ness case and plan the project also increases. This increasing detail is also
accompanied by the requirements for higher levels of approval authority
and reporting, progressing from manager to executive, senior executive,
CEO and then Board levels. Figure 15.14 provides an example of a
project approval and reporting flow similar to that developed for VAHI
and ACMI. This “sized” approach to project management reduces the
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Fig. 15.14 Project Approval and Reporting Flows by Project Size (Source
Author’s own creation)

level of governance for projects of lower risk, thus streamlining approval
processes and empowering managers to proceed with project delivery.

Effective Structured Project Management

An effective structured project management for enabling strategy and
change management includes:

• Enabling staff to more easily develop self-confidence in their project
delivery skills by providing a clear understanding of their roles and
responsibilities at each phase.

• Providing a mechanism for effectively tracking progress so that
project performance can be measured and value demonstrated to
partners and stakeholders.
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• Promote clear accountability through well-defined portfolio,
programme and project governance roles.

• Supports effective collaboration and interoperability through consis-
tent and shared project management language and process.

• Initiatives can progress with commensurate levels of effort required
for approval, management and reporting. Greater levels of inves-
tigation, evaluation and review being reserved for projects and
programmes representing higher levels of organisational risk.

• Early sizing and stakeholder impact assessment provides managers at
all levels with greater clarity of scope and risks required for effective
decision-making to approve, manage and govern projects.

Benefits Management

Project benefits are “the flows of value that arise from a project”. Further,
the ability of an organisation to realise project benefits is strongly associ-
ated with successful organisational performance (Chih & Zwikael, 2015:
352). Yet the completion and acceptance of project deliverables alone,
does not ensure the realisation of project benefits. For project benefits
to be realised, it is important that benefits management planning be
conducted throughout the project life cycle and extended into opera-
tions. The Project Management Institute (PMI, 2016: 2) defines Benefits
Realisation Management as the “set of processes and practices for iden-
tifying benefits and aligning them with formal strategy, ensuring benefits
are realised as project implementation progresses and finishes, and that the
benefits are sustainable—and sustained—after project implementation is
complete”. Benefits management makes up the sixth set of organisational
enabling processes (Zubac et al., 2021: 486) towards the implementation
of strategic goals. So how can we define and measure benefits?

Benefits Definition and Measurement

One of the challenges facing organisations is to link benefits to strategic
outcomes and then to determine appropriate success indicators that can
be readily measured. A benefits management framework (BMF) provides
a structured approach for clearly identifying the benefits for each of the
required strategic objectives. Then for each benefit, a range of key perfor-
mance indicators are identified to measure changes in benefit levels being
experienced by the target customer or business group over time. An
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Streamlined 
Opera ons

Prac ces & 
Partnerships

Strategic
Outcomes

Benefit/
Strategy Indicators

Expand 
partnerships & 

research
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and inclusion

Develop new and 
maximise

exis ng revenue

Non government revenue as a percentage of overall revenue

Greenhouse gas emissions
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Number and value of organisa ons supported 

Disability Ac on Plan ac ons delivered
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Number and value of research partnerships

Reduced
environmental

footprint

% of representa ve cultural diversity among staff and volunteers

Total energy consump on
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Reduced waste to landfill

% revenue generated from new sources (previous 12 mths) 

%age of project staff trained in project delivery framework

%age of projects delivered using project delivery framework

%age of projects successful in accordance with strategic benefits 
and project objec ves.

Fig. 15.15 Example of indicators as measures of benefits that deliver strategic
outcomes (Source Author’s own creation)

approach similar to that illustrated in Fig. 15.15 was adopted by ACMI as
a method for linking strategic outcomes to project outputs and measures
of performance.

Realising Benefits

Identifying target benefits and key performance indicators (KPI’s) is
one thing, achieving them through effective implementation and then
sustaining them in the long run is yet another. Projects typically conclude
with the acceptance and handover of outputs such as a new system,
product, facility or event. Yet the achievement of the outcomes may
require significant ongoing work to enable the project benefits to be
realised and sustained. Zwikael and Smyrk (2019: 275) explain that the
target outcomes of projects may not be realised as the outputs are made
available in an operational and not a project environment. Such environ-
ments may lack the dedicated structure and resources afforded to project
delivery. The solution they suggest (Zwikael & Smyrk, 2019: 275) is



380 S. ABRAHAMS

Project Phases

Ini ate Plan Deliver CloseRealise & Sustain
Benefits

Assess strategic 
alignment & por olio 

priority

Project sizing & 
impact assessment

Assign sponsor & 
approve for 
inves ga on

Prepare scope 
document &/or 
business case

Determine resourcing & 
budget

Controlled adjustment 
of deliverables

Approve scope &/or 
business case

Approve project plan/s

Project startup

Capture & share 
lessons learned

Prepare organisa on for 
change and handover

Control varia ons
& monitor risks

Approve deliverables & 
handover 

Deliverable Review &
Acceptance

Close finances

Track and report 
progress

File records & 
artefacts 

Evaluate project

Approve closure 

Monitor opera ons

Regular review of 
opera ons

& benefits/disbenefits

Approve reports & new 
business cases

Project idea or 
opportunity iden fied

Schedule in program 
plan

Develop work 
breakdown & schedule

Develop risk, quality & 
procurement plans

Develop change 
management plan

Confirm governance & 
repor ng

Finalise project plan

Deliverable 
development & 

refinement

Celebrate wins

Iden fy benefits 
realise & sustain 

approaches/baseline

Develop benefits realise
& sustain roadmap & 

plan

Establish benefits 
realise & sustain 

governance & capability

Confirm and
communicate benefits

achieved to key 
stakeholders

Assess & report benefits 
against roadmap & 

targets

Communicate benefits 
& sustain plan to 

broader stakeholders

Conduct controlled 
con nuous 

improvement

Capture & share lessons 
learned 

Develop business cases 
to respond to significant 

opera onal issues

Fig. 15.16 Example project life cycle adjusted for benefits realisation and
sustainment activities (Source Author’s own creation)

to take an early portion of the operational environment and treat it as
another phase of the project. At ACMI, we achieved this by including
a new phase in the project life cycle called the sustain phase, similar to
that shown in Fig. 15.16. Once an exhibition has been delivered, it then
needs to be sustained for months and in some cases years. Indicators
are monitored during the sustain phase and processes of regular review
and continuous improvement are used to maximise the achievement of
benefits for the investment made.

Summary of Benefits of Structured Benefits Realisation Management

The advantages of structured benefits realisation management for
enabling strategy include:

• A clear definition of benefits and their associated KPI’s provides a
focus for project activities that links directly to strategic outcomes.
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• Early and effective benefits planning throughout the project life
cycle.

• Regular communication, monitoring, reporting and review towards
realising and sustaining project benefits and outcomes.

Establishing an Effective
Project Management Framework

One of the challenges in establishing an effective PMF is demonstrating
to executive management and senior leadership that the value a PMF will
deliver is worth the investment and resources required. The following is a
list of some of the questions posed by managers at case study organisations
when challenging the introduction of a structured PMF approach include:

• Question: “Won’t a structured approach reduce our ability to respond
quickly to new opportunities as they arise?”

Response: An effective and structured PMF provides for a broader
and more integrated understanding of the opportunities that will
optimise the achievement of strategic goals. As new opportunities
emerge, they can be easily and effectively assessed against existing
priorities and the availability of resources determined. This allows
for a rapid response without compromising the delivery of existing
projects or business operations.

• Question: “Our resources are already overloaded with the existing
programs. The idea of keeping some resources in reserve is a luxury
that we just can’t afford.”

Response: By starting at the portfolio level, we can work together to
determine those programmes and projects that will deliver the greatest
benefit…our highest priorities. At the programme level, we can then
work together to determine what capacity we have across the organisa-
tion to deliver those projects. From that capacity we create a whole of
organisation programme plan. A reserve of resources can be allocated
to non-time critical projects. As new and emerging priorities arise, the
reserve can be redeployed onto those activities.

• Question: “Couldn’t we use the additional effort required for struc-
tured portfolio, programme and project management to deliver more
projects?”
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Response: Without structured PMF priorities are often unclear,
duplication of project effort occurs, collaboration suffers, resources
are overstretched and project success levels are reduced. The effort
required for effective PPP Management tends to be far less than the
effort required to address these problems.

• Question: “Won’t such an approach restrict my department’s ability to
act independently.”

Response: Seldom are any projects delivered independently of
other departments, from whom resources and subject matter exper-
tise are usually required. A structured PMF, will enable you to have
clear visibility and control of those projects that can be delivered
independently, and work more collaboratively with other depart-
ments on interdependent projects to achieve greater cross-functional
outcomes and benefits.

So what steps are used to establish an effective PMF in organisations?
Unfortunately, there does not appear to be a magic formula, however the
following steps, not necessarily in this order, are part of more successful
PMF implementations:

1. Recognition—that unstructured or inconsistently applied approaches
to portfolio, programme and project management significantly
undermine the effective achievement of strategic goals and objec-
tives. To assist with this, questions were put to the executive and
broader leadership teams at ACMI to help uncover current problems
with unclear priorities, a lack of transparency in project selection,
overstretched resources, ineffective stakeholder engagement and
reduced success in delivering outcomes. This has helped to galvanise
support for the widespread adoption and application of the PMF.

2. Leadership—that organisational leadership reaches agreement on the
adoption of a PMF and provides full support for its implementa-
tion. This should come from the highest levels of the executive and
requires strong and unwavering commitment. A staged approach
may be used where the organisation gradually builds competence
and trust in a new way of project selection, programming and
delivery. At ACMI, the CEO and executive team participated in
workshops to design the framework and how it would be imple-
mented.
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3. Vision—that a vision for PMF together with measurable benefits and
objectives is communicated throughout the organisation. This could
take the form of a roadmap to be developed over two or more years.
At ACMI, the leadership group were asked to describe their ideas of
what effective project management would look like. This was used
to help shape the vision for effective project delivery.

4. PMF Project—that a PMF project and team with clear roles and
responsibilities be created, funded and resourced to develop and
implement the framework. Like a project that is unplanned, if left
to grow organically, few benefits will be achieved. At ACMI, a dedi-
cated team was formed, with representation and champions across
all business units.

5. Train and Coach—managers and staff at all levels are given training
and coaching in their PMF roles and responsibilities to support
the required changes and to build confidence in the framework to
achieve the greatest possible benefits. The CEO and executive at
ACMI joined with the broader leadership team to participate in
the training to support the rollout of the framework and address
questions about its implementation.

6. Prototype and refine—that portfolio, programme and project
management processes, tools and templates be prototyped, piloted
and progressively refined to meet the many and varied needs of the
organisation. At ACMI, pilot projects have been identified to enable
staff at all levels to develop competence and confidence in the use
of the PMF.

7. Digitise and automate—as the framework is developed, processes
are digitised and automated to reduce administrative overhead and
streamline effective decision-making. The ACMI information tech-
nology team have developed and implemented online tools and
forms to support project delivery.

8. Evaluate and review—the implementation is evaluated and reviewed
regularly against proposed benefits to identify further opportunities
for improvement. ACMI’s PMF steering committee meets regularly
to review the state of implementation progress, change management
aspects and determine next steps. With a greater focus on benefits,
projects become less about a “mechanical” production line process
of delivery and more a creative process of continuous improvement
and innovation.
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Further Research

Of further consideration are the disbenefits. That is, the unintended or
negative consequences and impact of projects on other organisations,
stakeholders and the environment. For example, the development of plas-
tics as a packaging material and for containing liquids has significantly
reduced the cost and ease of packaging—a significant benefit. However,
one of the unintended impacts is that a large amount of plastic ends up
in waterways and oceans, on beaches and in the creatures that inhabit
those environments. Unfortunately, few organisations look at the end-
of-life disposal and recycling of their products. Further research could
include the activities required during the project life cycle to deal effec-
tively with whole-of-life disbenefits by including an end-of-life phase into
the project life cycle. A sustainable or circular economy framework could
be established that allows organisations and their projects to be certified
to a given level of compliance. In this way, organisations may not only
be rewarded for the benefits achieved from their projects, but also incen-
tivised to consider the full life cycle of their outputs such that whole-of-life
disbenefits are minimised.

Conclusion

Extant the literature tells us that leaders habitually underestimate the
challenges of implementing strategy. Poor communication, lack of disci-
pline and regular reviews in implementation are significant factors in why
strategy fails during implementation. Evidence suggests that a structured
approach to project management will significantly enhance organisational
ability to successfully implement strategy. This chapter has discussed how
six processes can be most effective in enabling effective strategy imple-
mentation and change management. Adapting the model presented by
(Zubac et al., 2021: 487), the revised diagram with the six enabling
processes for strategy implementation and change management is shown
in Figure 15.17. These distinct processes represent the dynamic capabili-
ties that must be developed, utilised and refined by the organisation to
allow the implementation of its strategies in an aligned manner while
being receptive to change, as necessary, when opportunities arise and the
risk profile of the organisation suggest as much.

Consultative development of the strategic purpose improves strategic
alignment and engagement at all levels of the organisation. Strategic
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Fig. 15.17 Enabling Processes for Strategic Outcomes and Change Manage-
ment (Source Adapted from the Model presented by Zubac et al., 2021:
487)

roadmap development engages cross-functional leaders in consensus
building activities and provides staff at all levels with clear commu-
nication of the organisational vision. Portfolio Management improves
transparency in organisational decision-making, improves goal clarity and
provides a clear understanding of organisational priorities and depen-
dencies. Programme management improves resource forecasting and
allocation for both operational and project work, thereby increasing the
ability to respond more rapidly and effectively to changing strategic
priorities. Structured project management enables staff to more easily
develop self-confidence in their project delivery skills, while supporting
collaboration and early sizing and stakeholder impact assessment. Benefits
management enables the early and effective planning for the realisation
and sustainment of benefits during and beyond the project life cycle.
Finally, eight steps were suggested for the effective implementation of
a PMF in organisations.
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CHAPTER 16

Family Firms and Mergers and Acquisitions:
The Importance of Transfer of Trust

Danielle Tucker and Stella Lind

Introduction

In this chapter, we examine family firms, why they merge with each
other and why trust during family firm merger is especially important.
Organisational strategy in family firms is embedded in the identity and
values of the family ownership, and organisational change presents key
challenges, heightened by emotional and personal dependence between
owners and employees. Here, we focus on these interpersonal relation-
ships based on social exchange expectations (Young-Ybarra & Wiersema,
1999). Specifically, we draw from theory on psychological safety (Vandek-
erkhof, et al., 2018) and psychological contracts (Rousseau, 1995) to
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understand how the dynamics of these relationships shape family firm
mergers and acquisitions (M&As).

Most organisations labelled family firms are what are known as
owner-managed family firms, where a specific owner (family) acts as
a figurehead(s), is actively involved in the business and is well-known
by the workforce. Family firms are traditionally perceived as stable,
long-lasting and characterised with a long-term-orientation and respon-
sibility towards their employees (Lee, 2006). It is argued that family firms
embody high trust environments (Gomez-Mejia, 2011).

However, these firms also face challenges which are intensified by their
family ties; for example, struggling to find the right successor. Reasons for
this are varied, including not having enough offspring, talent assessment
issues or family rivalry has led to conflict. Mergers between family busi-
nesses or an acquisition of another family business create another layer of
uncertainty for the employees in the business.

If they do not find a successor in their own family, they may seek acqui-
sition from another organisation to maintain their business (Ahlers et al.,
2017). In this chapter, we argue that the perceived complexity and asso-
ciated uncertainty for employees can be reduced by placing trust at the
centre of family firm M&As.

Our examination of the M&A processes in family firms through a trust
perspective has led to the development of a framework. The framework
focuses on the experience of employees to understand how to effectively
manage the trust transfer from the old to new family firm and make the
integration a success. It provides family firms with recommendations for
successful management of the family firm acquisition process.

Mergers and Acquisitions in Family Firms

Family firms are a multifaceted and heterogeneous group of organisa-
tions. Nevertheless, one can derive some common elements. The family
firm business model is usually viewed positively across the world due to
the importance of non-financial goals for family firms (known as socioe-
motional wealth) that produces an incentive for them to demonstrate
trustworthy behaviour (Hauswald, 2013).

Family firms have a strong collective identity (Sundaramurthy, 2008)
and family values (Chirico & Salvato, 2008; Chirico et al., 2011; Siebke,
2015) that serve as guiding principles to define acceptable norms of
behaviour and relationships among family members. These family values
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derive from family members’ similar upbringing (Carlock & Ward, 2010);
therefore, there is strong consistency in the way that owner family
members typically make decisions, and behave (Siebke, 2015).

Family firms are often depicted as commitment-intensive organisa-
tions (Chirico el al., 2011) because of the family members’ devotion and
emotional attachment to the enterprise (Gómez-Mejía et al., 2007). So,
for family firm owners, the family firm is an embodiment of the family’s
pride and identity that should ideally be maintained for the next genera-
tion (Zellweger et al., 2010). Therefore, family firms tend to be less driven
by immediate financial results and can be prepared to sacrifice short-
term gains for the achievement of longer-term goals, and create trust
through their commitment to keeping business viable for future gener-
ations (Carlock & Ward, 2010; Graves & Thomas, 2008). Family firms
tend to show emotional commitment to the firm’s survival (Chirico &
Salvato, 2008; Chirico et al., 2011), especially those still located in the
town or region where they were founded; they are also unlikely to
risk what they have built over generations by becoming overstretched
or diversifying from their roots (Kenyon-Rouvinez, 2001). Family firms
tend to avoid change and are more risk averse (De Vries & Carlock,
2010). Change needs to be actively managed in family firms but is usually
driven by one family member director (De Vries et Carlock, 2010). One
reason for their high willingness to trust is that family firms are regarded
as responsible, long-term oriented employers (Lee, 2006). This is also the
reason why family firm employees are less likely to leave the organisation.

When they cannot find the right successor or when the firm’s tradi-
tional sector faces structural change or disruption (Kachaner et al., 2012),
family firm owners may consider an acquisition in order to ensure the
firm’s long-term survival and protect its socioemotional wealth (Gomez-
Meija et al., 2007). A stewardship-based exit strategy (Hernandez, 2012)
is a strategy developed out of an “ongoing sense of obligation or duty to
others” (p. 174), and generally provides for business continuity and care
of the firm, and the employees (DeTienne & Chirico, 2013). This may
involve family firm owners making personal financial sacrifices in order to
further the long-term vision and to protect the long-term welfare of other
stakeholders (Miller et al., 2008). If family firm owners have to choose a
partner for a merger, financial aspects are less important than the values
and trust in the new owner. Family firm owners prefer to sell to some-
body unlikely to intervene in the corporate processes and culture of the
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firm they developed (Gómez-Mejía et al., 2007), which may be another
family firm with similar values.

One example case that we followed in our research was a German
family firm that bought its direct competitor, an Italian family firm. The
Italian owner had to sell the company as no blood relative was willing
to take the firm into its sixth generation. The old owner described the
process of finding an acquisition partner. “We had rejected many offers
until we have found the right one. We were very picky”. The main reason
he chose the German acquiring case company is that they also belonged
to a catholic family with similar values: “We just trusted this family firm
to have the right value set. I immediately knew that our people are in safe
hands here”.

Regardless of value matching, selling the firm to another owner is
a “leap of faith” for family firm owners. A merger or acquisition is a
dynamic process of change involving the organisation and its employees
in various phases. Therefore, the old, as well as the new, owner is crucial
in steering the merger process. A lengthy process of structural integration
of the participating organisations puts organisational trust to the test.

Organisational Trust and Family Firms

Since establishing that organisational trust is important in family firms
M&As, trust scholars have identified that two key dimensions are
common in most definitions of trust: (i) positive expectations of another
party and (ii) a willingness to be vulnerable (Dietz & Den Hartog,
2006). Positive expectations generally refer to perceptions or beliefs about
the trustees’ intention. If the trustor is willing to trust, they become
vulnerable to the trustee who may abuse the trust placed in them. There-
fore, trust is associated with insecurity, risk and a low level of control
(Nienaber et al., 2015).

Organisational trust refers to the trusting assessment of organisa-
tional members towards the organisation as a whole (Bhide & Stevenson,
1992; Dulac et al., 2008). Throughout our research we see that trust is
a mosaic of different levels and dimensions of trust, including the organ-
isation as an entity and also that trusting a new organisation is a complex
process where a lot of shifts and transfers of power and position are going
on. Considering the specific constellation in family firms, organisational
trust in the leadership/the owner and organisational trust in the whole
organisation can overlap—the family owners represent the organisation,
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their values are the organisation’s values, and trust in them is trust in the
organisation.

Organisational trust is described as one of the secrets of highly
successful businesses (Stahl & Sitkin, 2005). Employees’ trust in the
organisation can be especially valuable in family firms as a compo-
nent of the socioemotional wealth typical of family firms (Gomez-Mejia
et al., 2011). Since strong family bonds are based on trust, it is not
surprising that family firms are perceived as having more trustworthy poli-
cies and practices compared to their non-family counterparts. This could
be demonstrated by research conducted among consumers which shows
that they associate trust with family firms when compared to non-family
firms (Orth & Green, 2009). However, a reliance on trust in family firms,
can also lead to weak decision-making due to blind faith or laxity should
trust be abused.

Family firms tend to behave consistently according to a set of princi-
ples, including honesty, fair treatment and promise fulfilment (Azizi et al.,
2017). Therefore, employees in family firms often display a high degree of
trust in their organisation and its leadership. In our research, we learned
that, even in times when their relationship with the firm is challenged,
employees in family firms feel less vulnerable because they perceive the risk
to be low and their jobs safer. Family firm employees have more positive
expectations about their employer (e.g. Carlock & Ward, 2010). There-
fore, for family firms, how a transfer of ownership is handled will have
consequences for the transfer of employee trust to new owners and the
merged organisation.

Drawing on the general M&A literature, we find that in times of
change, there is a high level of vulnerability and uncertainty (Nien-
aber et al., 2015). Especially in the context of M&A, the perspective of
vulnerability and uncertainty is of particular importance as perceived
vulnerability is the result of loss of control experienced when things
change. Perceived control rests upon complex and ambiguous situational
factors. During significant periods of organisational change, employees
often find it difficult to determine whether they can expect the organisa-
tion to act with integrity, competence and benevolence in a new reality.
This seems to be especially true for M&A processes that are characterised
by organisational identity ambiguity. Scholars argue that organisational
trust is likely to be weaker after a merger than it was before (Stahl &
Sitkin, 2005). Some M&A literature argues that trust can be permanently
breached in this context (e.g. cf. Shleifer & Summers, 1988). An event
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such as the announcement of an acquisition can cause circumstances that
long-term employees relied upon to suddenly change, e.g., their contract
or their career expectations (Stahl & Sitkin, 2010) and this may cause
them to lose trust in the organisation.

Is this the same in family firms? For family firms, the significant change
of M&A appears contrary to their usual risk averse nature. They are not
used to transformational change and the uncertainty of this process may
feel foreign and especially uncertain. In the case where a family firm is
acquiring another family firm, the issue of trust is especially a concern for
the smaller merger partner (the firm which is being acquired—being most
vulnerable in the transaction), although the degree of trust involved in
the M&A process may be important to both sides in the transaction. The
company being acquired must place trust in a new owner family but, also,
the acquiring firm employees must adjust their relationship—switching
from rivalry to partnership.

Trust takes years to build, seconds to break and forever to repair. “The
greater the uncertainty and vulnerability, the more trust is needed and the
harder it is to retain or develop” (Sørensen et al., 2011: 406). For family
firms embarking on M&A, it is important that trust is not broken beyond
repair.

Identifying the warning signs of loss of trust may be more difficult for
family firms. Organisational change literature, primarily based on non-
family firm transitions, identifies the most common indicator of a loss
of trust as a high rate of turnover. However, due to the typical long
tenure rate in family firms, it is more likely that the employees use alter-
native strategies for dealing with their loss of trust: They may become less
committed or less engaged, for example.

In summary, the process of trust during Family Firm (FF) M&A
is different from “non-family” firms as it takes place in a heightened
emotional and ambiguous trust environment. We argue that employees
in family firms find it easier to accept a situation of vulnerability in times
of uncertainty, if they trust the leadership and/or the owner, yet their
experience of uncertainty may be heightened because they are not sure if
the current leadership structure will be maintained and their role within
the business will remain largely the same—the stakes are high.
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Framework

Based on our research studying seven family firms involved in family
firm M&A processes, we developed a framework for understanding
organisational trust processes during family firm M&As. The framework
provides family firm practitioners with recommendations for successfully
managing the acquisition process of another family firm by presenting
three different stages of trust development—questioning trust, observing
trust and regaining trust. It shows how trust can be transferred from one
family firm to another (see Fig. 16.1).

At the first stage, an event such as the M&A announcement will
heighten the vulnerability of family firm employees and there is a poten-
tial for a loss of trust (Steinmeier & Jöns, 2011; Stahl & Sitkin, 2010)
when long-term employees realise that the firm which they have devel-
oped a trust relationship with may suddenly change (Stahl & Sitkin,
2010). Questioning trust is the first stage. Here, it is important to
note the difference between a (potentially temporary) loss of trust and
a (more irreversible) breach of trust (Robinson, 1996). We found that
where existing trust in the family firm was high, the announcement of a

Fig. 16.1 A framework for family firm M&A trust transfer processes (Source
Author’s own creation)
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family firm merger can cause a loss of trust, but this does not necessarily
lead to a trust breach under the premise of a “responsible” outcome.
A responsible outcome means that basic conditions such as job security
are not perceived to be damaged. A trust breach can be understood in
reference to the psychological contract (Rousseau, 1995): The level of
uncertainty and the vulnerability experienced by organisational members
during change leads to a processing of trust-relevant information by
the employees. This, in turn, leads to an increased salience of the trust
relationship, as trust becomes more relevant for the employees in this
situation. Based on this information processing, organisational members
reassess their trust in management and in the organisation (Bordia et al.,
2004; Lines et al., 2005). If this assessment comes to the conclusion
that the negative expectations of the employees are, indeed, realised and
the employees feel harmed, organisational trust can no longer be consid-
ered justified. As a result, it may be withdrawn. Some researchers argue
that this is particularly the case when the psychological contract between
employees and the organisation is not fulfilled.

The next stage we refer to as the stage of observing trust. If the
employees do not detect an initial trust breach, their reaction shows that
there is a willingness to observe whether they can potentially transfer
their trust from the former owner to the new company. This stage of
observation may be unique to the family firm M&A process because of
the high assimilation between ownership and organisational trust. We
consider this stage to be a pause in the trust transfer process, where
employees take time to make judgements about the new family firm. Our
study revealed that family firm employees enjoy working in a high trust
environment and have a strong desire to transfer their high level of trust
to the new owner/organisation. They want to believe that the former
owner will not decide anything that is not in their interest. During this
observation period, family firm members are willing to tolerate uncer-
tainty for a time. One employee explains that he gave the new company
a chance after he realised that both family firms stand for the same good
values:

Since I realised that there are no major differences in the corporate cultures
of both organisations, I thought I should give the new company a try. I
quietly observed the new owner’s behaviour in the first 100 days.
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This observation may be very intense and will focus on evaluating
whether the behaviour of the new owners is representative of the values
upon which their previous trust was based. In family firms, these values
relate to job security and caring about the employees’ well-being.

This increased salience of the trust relationship (all trust informa-
tion becomes particularly noticeable or important) and based on this
information processing, organisational members reassess their trust in
management and in the organisation. They especially observe fairness and
information and communication processes.

Uncertainty is an unpleasant state which, eventually, needs to be
resolved (cf. Baker & Carson, 2011). Therefore, after some time,
employees need to decide on the outcome of their judgement of the
trust status. This is in line with research from Bordia et al. (2004)
and Lines et al. (2005), who say that the level of uncertainty leads to
a processing of trust-relevant information.

The third stage we refer to as the regaining trust stage. Depending on
the outcome of the observation, it comes to a breach of the psychological
contract or not. This means that trust may need to be repaired or consol-
idated. We distinguish between trust repair and trust consolidation in
the aftermath of family firm M&As because it makes a difference to the
amount of effort needed:

If there is a positive outcome of the judgement of the trust status, there
is no breach of the psychological contract. After the period of observa-
tion, the focus is on consolidating trust. This is achieved by continuing
with the actions undertaken in the observation period—while the scrutiny
will be less, it is important that the organisation remains consistent with
the values demonstrated during this period. In this case, employees are
not so sceptical; they can focus on new ventures and the future. The
psychological contracts are still valid.

A perceived breach of the psychological contract can be the result of
an unfavourable judgement of the trust status. This means that there
are more advanced trust repair strategies necessary. The organisation will
need to take action in order to repair trust. In one of our case studies,
the owner of another firm overpromised the acquisition’s success. In
reality, it emerged that the transaction put the merged firm into a chal-
lenging financial situation. Withholding important information and not
addressing negative news was considered a breach of trust by employees.
The owner explained that after this mistake, it took a very long time until
he regained his employees’ trust.
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After a difficult start, it was hard to win back trust. It took a lot of effort
and patience. I wish I had been aware about the pitfalls earlier. This would
have saved us a lot of time and trouble.

The feedback loop from trust repair to judgement of trust status
shows that it requires more actions but could help in establishing new
psychological contracts. This means, that there is an ongoing process. A
psychological contract breach is not permanent and irreparable but with
effort a regaining of trust is possible.

We argue that this model can be applied to all M&As but with family
firms, the trust consolidation and repair process will involve very specific
family-related issues. In the next section, we will explore key influencing
factors specific to family firms on each stage of the trust process.

Factors which Influence Trust

In this section, we look more deeply at the influencing factors on organi-
sational trust in the integration process of family firms that are indicated in
our framework. These factors are also shown in Table 16.1. As discussed,
the level of trust can vary, depending on the organisation’s actions as trust
develops in a process.

Influencing Factors of Questioning Trust
After the M&A announcement, employees’ vulnerability is heightened.
Redundancies in the midst of M&A are common, but much less so in
the case of long-term oriented family firms. Job security is an important
condition for trust. The typically high level of trust in family firms (e.g.
De Vries & Carlock, 2010) acts as a barrier to speculation that job losses
may occur when organisations merge. The premise is that the firm would
not agree to an acquisition which would be likely to result in a nega-
tive outcome for the employees because the family firm owner takes their
responsibility for employees seriously and would not jeopardise that.

Even when admitting that they were disappointed by this decision, one
interviewed employee still believed that the former owner did also care
about their well-being, e.g. a responsible outcome:

Knowing the former owner for such a long time, I knew that he made
sure that we all do not end up on the street, but that he sold to someone
who has good intentions to keep all jobs and to even further develop this
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Table 16.1 Examples of specific actions for trust at family firms during
the M&A/integration process

Influencing
factor

Questioning
Trust

Observing Trust Trust
Consolidation
More intense
actions

Trust Repair

Communication Justification of
the M&A
decision, also
from the old
owner
Sensemaking of
joint firm’s
business case
Communicating
the firm’s values

Trust-sensitive
communication
should
especially focus
on fairness in
the integration,
small gestures
and signals can
make a
difference in
the process
Deliberate
vision for the
joint family
firms

Constant trust-sensitive
communication of
trustworthiness

Communication
that focuses on
the company’s
values, the
justification of
the M&A
decision, and
the
sensemaking of
joint firm’s
business case

Organisational
Support

Offering
organisational
support

Role models
for change that
live the
company’s
values

Active and ongoing support
from role models for change,
e.g., through specific support
programmes

(continued)

company. I fully understood his justification of the business case. At the
end, he did not have any other choice - he ran out of ideas how to further
develop this business and the younger generation did not want to take
over.

Communication is an important influencing factor of organisational
trust that plays a crucial role in all of the different stages of the integration
process. During the announcement of the M&A decision, communica-
tion of the former owner’s justification of the M&A decision will be
the focus of the employees’ interest. Explaining to the employees, the
rationale of the acquisition and emphasising the choice of acquiring a
family firm with similar values when announcing the acquisition, can
soothe employee’s anxiety about the uncertainty of change. In our study,
one former owner describes how he and his father made a very personal
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Table 16.1 (continued)

Influencing
factor

Questioning
Trust

Observing Trust Trust
Consolidation
More intense
actions

Trust Repair

Employee
Involvement

- - Employees have
active roles in
the project
teams to design
the new joint
organisation

Trustful/positive
encounters with
their new
colleagues, e.g.,
in project teams
that are led by
role models that
function as
multipliers

Leadership Showing
integrity
between former
and new owner

Develop a
sense of
identification
with the new
owner, who
actively lives
the company’s
values

Active demonstration of
trustworthiness by the new
owner

Strongly
demonstrating
the company’s
vision by the
new owner and
showing
personal drive
during
integration and
actively focusing
on the sceptics

and emotional speech. He admitted to his employees that he did not
feel capable of fighting competitors without a strong investor in the
background but reassured them of his certainty that he had found the
right partner with this family firm and its owner. Communication which
acknowledges the collective identity that is typical for family firms will be
particularly effective (Sundaramurthy, 2008). One employee shared how
he felt relieved after the announcement of who the buyer was:

Already in the first communication, the similarities between both compa-
nies were highlighted. Also, I appreciated that the owner family presented
themselves as an honourable, traditional, as well as very successful company.

In contrast, in one firm in our study, the former owner did not explain
his reasons for the sale but left immediately. One employee explains how
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this lack of communication impacted the opportunity to build a trusting
relationship with the new owner:

We still feel abandoned by the former owner. Directly after the announce-
ment, he already took off. It was hard to have a relaxed relationship with
the new owner afterwards.

In summary, explaining to employees the logic behind the acquisition
very carefully and emphasising the advantages of being acquired by a
respectable family firm when announcing the acquisition can prevent a
loss of trust.

Influencing Factors of Observing Trust
In the observing trust period, employees observe the new organisation to
decide whether they can transfer their trust from the former owner to the
new company.

Communication remains important at this stage also. However, in
contrast to the questioning phase, scrutiny is on communication from
the new owner family. Demonstrating trustworthiness can start with small
gestures. For instance, in the aforementioned German/Italian acquisi-
tion, the new owner made a public announcement, where he emphasised
the values, he and his family represent in their long firm history. He
also emphasised his competence and the success of the German firm.
There were behavioural similarities between the former and the new
owner—they both spoke openly and candidly with their employees:

They were not sweet-talking. They just said how it is and that we need
to cut costs. I respect them for their open and honest communication of
even bad news.

It was important for the new organisation to communicate and
demonstrate fairness in the critical observation period. The concept of
organisational fairness describes how an employee judges the behaviour
of the organisation based on the decisions, processes and actions of other
employees and leaders (Greenberg, 1986). The support for fairness as a
pre-condition for trust is strong (Steinmeier & Jöns, 2011).

Fairness may also be judged in terms of the consistency between one’s
words and one’s actions. In one of our case studies, the new owner
promised employees compensation for the extra hours they worked for
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the integration project but failed to implement this before employees
complained. The owner explained that this was a mistake and he simply
forgot but acknowledges that he failed to earn the employees’ trust in this
early stage, and it took a very long time until he regained them.

Forgetting to compensate the extra work as a gesture of recognition led
to a loss of trust. Especially at the start of our new relationship, paying
attention to details is crucial. This was then regarded as very unfair.

Also, at this stage, it is critical to ensure that workforce members are
given time to develop trust in one another and that they are supported
in doing so. Giving the employees the right organisational support
during the integration process—specifically emotional support—was very
important to the employees to feel they are cared for, therefore, demon-
strating benevolence (a key aspect of trustworthiness). Moreover, the HR
director claimed that organisational trust after an acquisition comes with
management presence only:

Being present, holding their hands and being there for all kinds of ques-
tions is especially important at the beginning of the integration process.
From my experience, this helps to avoid subsequent problems.

Having key figures in the organisation acting as role models for
change provides direction and leadership during the integration process.
We found that some of the best role models are the owners themselves
that directly encounter the new employees. The advantage of this is that
it allows owners to be observed. It can be tempting for owners to hold
back from engaging with employees for fear of making a mistake or their
actions being misinterpreted but, in fact, their visibility and involvement
is important. One owner, who bought another family firm, describes his
manifold role during the difficult times of the integration as follows:

My role was to be the motivator and to lead the way. I knew that I was
constantly the centre of everybody’s attention.

Our research also shows that employees very closely observe the repre-
sentatives of the new family firm. They are trying to consider whether
to develop a sense of identification with the new owner (Cheney &
Tompkins, 1987).
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Influencing Factors of Regaining Trust
Regaining trust is, of course, not easy and is a slow process. In family
firm M&As, as a result of the observation period described above, a need
to regain trust will follow an unsuccessful start to the integration process
and there may be a need to undo interpretation by employees as well as
demonstrating future trustworthiness—the starting point is not a “blank
slate”. Our research identified the following factors which will help to
regain trust and to (re-)establish psychological contracts with the newly
merged family firm (see also Table 16.1).

In the trust repair and trust consolidation state, things are not
done completely different, but things are done in a different inten-
sity. Repairing trust after a psychological contract breach requires more
actions. Concretely, this means that more time and effort to establish new
psychological contracts is needed.

Involving employees in the integration helps employees to regain
trust in the organisation. An effective way to counteract the negative
effects of M&As on employees is by involving them in the process
of actively shaping the new company. Employees describe that actively
working on integration projects can be motivating for those involved—
turning those who are affected into active participants. Being able to
shape the change process means that employees are more likely to feel
in control of the process and invest in it. Long-serving employees often
generate a sense of ownership and want to be involved in important
company decisions. Consequently, it is important to consider their expe-
rience and concerns when building project teams to design the new joint
organisation. By actively working together, the “they” of the companies
can quickly turn into “we”. One of the employees described that once
the employees regained their trust in the new owner and that trust was
consolidated, it also diffused into trust in the organisation more generally
after a while:

After a difficult start in the new company for us folks of the old company,
I was assigned to a project during which I was able to work closely with
the new owner. I was very critical and observed his behaviour with great
alertness. But he was really engaged in supporting everybody. In fact, he
was actually a good role model to work with and showed me great care.
During this project, I started to trust him and finally started to think that
this whole acquisition was not too bad at the end.
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New owners and significant other senior managers are representatives
of the new firm. This means that regaining trust centres on the trustwor-
thiness of key individuals. Our research cases illustrate that especially the
actions and behaviours of the owner as leader were essential for trust-
rebuilding processes. The owner family often acts as a role model in family
firms (Siebke, 2015), for example, if the owner has a strong vision and
personal drive during integration, as in the above example. Our research
showed that when employees trust the new owner, there is potential to
start to trust the newly merged firm. This means that the owner is the one
who really helps to regain trust. We argue that, in the context of family
firms, it is the owner who matters most as he/she stands as a symbol for
the whole organisation. One can see that there is an overlap between the
family firm owner(s) and the whole organisation as the owner stands for
his company.

Thanks to trustful/positive encounters with their new colleagues,
the employees of the acquired company get to know the acquiring
company and feel welcomed. For example, a joint summer party in
one organisation was described as a turning point in trust relation-
ships. Getting to know the other side allowed employees to resolve their
uncertainties.

This means that for regaining trust, it is critical to ensure that new
workforces are given enough time to regain trust by trustful/positive
encounters with new colleagues, through role models and, especially,
the owner as role model and by involving groups from the combining
entities into integration projects. This helps them to establish a trustful
relationship with the new owner.

Recommendations and Conclusions

Many family firms tend to underestimate the issue of trust when acquiring
firms; we argue that trust needs to be systematically managed during
the integration process. Family firms have both unique opportunities and
specific challenges in ensuring the transfer of trust from one organisation
to another. Our framework places organisational trust at the centre of the
M&A process and provides useful lessons for firms interested in sustaining
trust during organisational change. It particularly builds on the inherent
strengths of the high trust environment of family firms. Here are some
more concrete ideas and practical takeaways for a smooth trust transfer:
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• Similar values matter. Seeking an acquiring/merging partner that
shares similar values is a way to create an opportunity to maintain
or restore employees’ trust in the organisation. Moreover, commu-
nicating this value congruence to employees is an essential part of
the process to make the integration process as smooth as possible.

• Capitalise on the owner-owner relationship. A good owner-owner
relationship can help to better transfer the trust to the newly inte-
grated firm’s owner. If the former owner is considered a credible role
model for employees, it can be helpful to actively involve them in all
communication matters. They can help to reassure employees that
their views have been taken with the best of intentions.

• Know that actions and behaviours are being closely observed.
The integration process is very delicate as the new family firm owner
is under intense observation during this time. Each interaction will
be reviewed against adherence with the psychological contract. The
openness of all parties involved becomes a matter of importance.
In particular, the behaviour of the new integrated firm’s owner and
their management team will never be observed as carefully as at
the beginning of the integration process. This means trust-sensitive
communication is essential. Employees particularly pay attention to
fairness, and small gestures and signals can make a difference.

For family firms, trust transfer from the old to the new owner is,
indeed, possible. The new organisation needs to actively demonstrate
their trustworthiness. Where action is needed to regain trust, our empir-
ical findings offer a starting point for organisations and a direction for
future research.
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CHAPTER 17

Introduction: Non-market Strategies

Angelina Zubac, Danielle Tucker , Ofer Zwikael,
Kate Hughes, and Shelley Kirkpatrick

It would be easy to assume that non-market strategies are only neces-
sary for organisations operating primarily in the non-market environment.
However, this would be wrong. All organisations are impacted by the
non-market environment to some extent. The non-market and market
environments are subject to continual institutional change too. Much of
this change depends on individual stakeholders’ objectives. These may be
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of a personal nature or something that the stakeholder wants to achieve
on behalf of an institution. Therefore, organisations with integrated non-
market and market strategies are likely to be higher performing than those
without integrated strategies. The two chapters in this section come to
the same conclusion, albeit in very different ways. David Rosenbaum
and Elizabeth More’s study of the roll-out of the National Disability
Insurance Scheme (NDIS) in Australia found organisations that more
readily adapted to a demand-driven services model from a supply-driven
services model tended to be more successful. Angelina Zubac, on the
other hand, reviews the extant institutions and stakeholder literatures to
demonstrate the importance of formulating and implementing aligned
non-market and market strategies over time.

As depicted in Fig. 17.1, in line with the idea that the corporate
strategy is an amalgam of its non-market strategies and three essential
market strategies, both chapters explain how a carefully researched and
considered non-market strategy can enable an organisation. As one can
see by examining Fig. 17.1 and as the chapters explain, organisations
need to develop non-market strategies that allow them to respond to
a range of institutional pressures emanating from both the non-market
and market institutional environments. This is because the market-based
institutional environment influences the evolution of the non-market
institutional environment, and the non-market institutional environment
influences the evolution of the markets within the institutional environ-
ment. The non-market strategy must explicate which (sub)processes and
cognitions can be used to develop integrated non-market and market
strategies. Integrated non-market and market strategies allow the organ-
isation to achieve specific cultural or ethical objectives and/or compete
effectively. Ideally, these (sub)processes and cognitions are combined to
build sensing, seizing and reconfiguring dynamic capabilities. Dynamic
capabilities allow the organisation to better adapt to changes in the
external environment as they arise.
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The first chapter in this section by David Rosenbaum and Elizabeth
More, Towards a Strategic Management Framework for the Nonprofit
Sector: The Roll-out of Australia’s National Disability Insurance Scheme
(NDIS), is an empirical study which examines how service provider organ-
isations moved from a supply-driven services model to a demand-driven
services model. The chapter provides insight into the ways in which
organisations use their people and resources to balance non-market and
market priorities. The authors found that, in the input phase of their
transformation, organisations tended to be more successful if a service
leadership model was adopted and a commercial mindset was encour-
aged without dismantling the culture of trust built in the past. In the
process phase, changes tended not to be resisted if the appropriateness
of an intended service change was established and effectively communi-
cated. In the outcome phase, the authors found that change could be
consolidated across the organisation if new opportunities are pursued
transparently while being mindful of their risks, and if employees believed
they could still focus on their clients’ well-being despite the organisa-
tion becoming more commercially oriented. These findings are reflected
in a framework developed in the chapter that explains the processual and
recursive aspects of the three phases for moving from a non-profit business
model to a commercial model. By considering stakeholders’ perspectives
pre-, mid- and post-implementation, in particular, their concern that the
essence of the business—uncompromising compassionate services—could
be compromised by the changes, the change process is more likely to be
a constructive process.

The second chapter in this section by Angelina Zubac, When Every-
thing Matters: Non-Market Strategies, Institutions and Stakeholders’ Inter-
ests, reviews the extant institutions and stakeholder literatures. The
chapter demonstrates that non-market and market strategies cannot be
easily integrated if it is assumed the management of institutions and stake-
holders have little to do with each other. More precisely, it was found that
institutions determine how people and organisations interact to develop
exchange and other relationships and build valuable forms of knowledge.
It was also found that stakeholders determine how institutions evolve
over time. A recursive relationship exists between institutions and stake-
holders that needs to be understood when developing and implementing
a strategy. These ideas are illustrated and summarised in Fig. 17.2 which
is an abridged version of a framework developed in the Zubac paper. As
shown in the left side of Fig. 17.2 in ‘A’, the corporate strategy informs
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the development the organisation’s non-market and market strategies.
The non-market and market strategies developed at the organisation
informs the development of the corporate strategy over time. If this is
done well, that is, the various non-economic and economic strategies
inform each other in an integrated manner, the institutional environment
will have been addressed effectively, including the specific non-economic
and economic institutions able to impact the organisation significantly.

The drivers for achieving such a successful outcome are clarified in
Fig. 17.2 by the inclusion of ‘B’, ‘C’ and ‘D’. Taken together, these
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parts of the diagram demonstrate the importance of considering the inter-
ests and needs of internal and external stakeholders at all stages of the
strategy process. This is indicated by the inclusion of the stakeholder
matrix, labelled ‘B’, which includes all the organisation’s internal and
external stakeholders. However, as indicated in ‘C’ some internal and
external organisational stakeholders may have some sort of association
with, be embedded within, or be socially defined by an external insti-
tution of (potential) importance to the organisation. This is allowing
for the fact that some institutions may be organisations and markets
are a form of institution. These stakeholders help to define the specific
institutions within the institutional superstructure (society, the economy,
etc.) that need to be addressed by the organisation through its non-
market and market strategies, that is, via its various stakeholder-and
institution-specific strategies.

The two chapters in this section complement each other in a way
that most readers will find clarifying. One uses a real-life example to
demonstrate the benefits of formulating and implementing integrated
non-market and market strategies. The other develops a theoretical frame-
work that can be used by managers to formulate and implement aligned
non-market and market strategies.



CHAPTER 18

Towards a Strategic Change Management
Framework for the Nonprofit Sector: The
Roll-Out of Australia’s National Disability

Insurance Scheme (NDIS)

David Rosenbaum and Elizabeth More

Introduction

In this chapter, we consider the link between strategy and transfor-
mational change from the viewpoint of nonprofit organisations imple-
menting the Australian National Disability Insurance Scheme (“NDIS”).
There is a two-fold focus in this research. On the one hand, it has been
suggested that change management in the nonprofit sector has historically
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had little research focus (Rosenbaum et al., 2017).1 On the other hand,2

the implementation of the NDIS represents a generational shift in the
provision of services to people with a disability. The historic supply-driven
model has changed to a demand-driven model where the Australian
Government has recognised the substantial challenges for both the service
user as well as the service provider (Andrews, 2018). These challenges are
compounded by the strategic issues these organisations face, both from
an implementation and a sustainability perspective, as both provider and
client navigate their way through a complex set of application rules that,
to this day, continue to evolve and morph as market realities become
more apparent. As many in the sector have suggested, there is a visual
image that has evolved throughout this period of ongoing implementa-
tion, of an aeroplane being assembled as it is taking off from the runway.
There are both challenges as well as opportunities for service providers
in this environment, and the strategic responses of those in the sector
will potentially determine the degree of success or otherwise of the entire
NDIS.

The correlation between strategy design and implementation, as well as
the management of transformational change, becomes apparent as these
nonprofit organisations deal with a myriad of challenges and do so in
a confined environment where competitive market forces are at play.
The NDIS is based on revenue generation from the provision of NDIS
services, with the structure of the revenue being limited by government
determined pricing constraints which leave these nonprofit organisations
three choices to achieve long-term financial sustainability. These include
incorporating in their business models the ability to source additional
revenue from within the NDIS framework by expanding into other areas
of service delivery which they may have felt were previously outside their
core service skills in their earlier incarnations; develop revenue streams
from the provision of other non-NDIS services such as those associated
with social enterprise activities; and/or focusing on the efficiency with
which NDIS-related services are delivered and, thereby, concentrating on
overall cost reductions across their organisations, resulting in increased

1 These 460,000 + participants require wide-ranging supports which are reflected by
the levels of disability they each have.

2 An NDIS Plan outlines the goals, aspirations and supports that an NDIS registered
participant requires. It is a written document and is unique to each registered NDIS
participant who has completed the assessment process.
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gross margins at the service delivery-end of their activities. Many have
accelerated fundraising and philanthropic activities.

The strategic implications for nonprofit service providers in dealing
with both NDIS implementation and long-term sustainability of their
organisations in this fast-moving and developing environment are many.
These include devising appropriate marketing and business development
processes and collateral that will be required to strengthen their ability
to involve themselves in a highly competitive market, which is now char-
acterised by the “opening” of the disability services support market to
commercial service providers, as well as the competition that is now
evident between nonprofit service providers. Additionally, moving from
historical block funding of service provision to unit funding, challenges
the financial management skills of the sector, necessitating upskilling
as well as financial system enhancements. Finally, the ability to attract
and retain appropriately skilled staff across all areas of service provi-
sion continues to challenge service delivery in the context of increasing
demand, low levels of remuneration, differing work expectations and
increased competition for limited resources. All this within the context of
upholding the nonprofit (for purpose) organisation missions in the sector.

In this chapter, we consider the application of the NDIS Implemen-
tation Framework (“NDISIF”), constructed from our research findings,
as a means of addressing the dual challenges of strategically moving from
a supply-driven to a demand-driven approach to the delivery of disability
services in the nonprofit sector, as well as the operationalisation of trans-
formational change within mission and values-based organisations. Our
findings reference a framework as distinct from a model. The former
identifies how implementation works, based on the detailed analysis of
the interviews from participating organisations at a given point in time,
while the latter represents a cognitive mapping of procedural steps in a
process that links with specific goals (Egan, 1985). In doing so, we have
identified a range of strategic success factors that support the NDISIF,
and that may apply to a broader range of nonprofit disability service
providers. In this manner, a framework acts as a guide, as distinct from
a model that provides a prescriptive approach. Applied in this manner,
the NDISIF supports organisations planning for, and undertaking imple-
mentation of the NDIS, as well as those wishing to improve their current
implementation strategies and processes.

The framework needs to be considered in the context of the broader
issues that impact successful implementation of the NDIS, which have
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been related to the Australian Disability system more broadly. Issues of
poor industry planning; the state of inter and intra government service
structures; challenging workforce issues; questionable pricing structures,
as well as service access equity are examples of these (Gilchrist et al.,
2019). The problematic constraints that this place on the implementa-
tion of, and the ongoing management of the NDIS, must be addressed
at both the strategic and operational levels by individual service providers
in the absence of broader social policy reforms.

Review of Prevailing Literature

Existing literature is diverse, given the areas identified as relevant to
this current research. In terms of the management of change, previous
research undertaken by Rosenbaum et al. (2017) provided deep insights
into wide-ranging issues associated with change management specifically
in the Australian nonprofit sector.

While that research identified four principle activities that should be
considered as part of any change management approach within the
nonprofit sector, it also highlighted the need for extended studies given
the limited historic research in this sector, recognising that much of
the prevailing research into change management originated from the
commercial sector. The development and implementation of organisa-
tional strategy, with regards to the level of transformational change
required to prepare for and to implement the NDIS in nonprofit organisa-
tions, reflects the comparative complexities associated with organisational
needs (Gray & Wilkinson, 2016), as well as the sequencing attributes
related to behavioural change outcomes and the timing associated with
staff engagement in building the vision (Noble et al., 2017). The need
to change mindsets and consequent strategy, structures and processes
wrought by the NDIS’s radical reform, was paramount in all the organi-
sations involved, pointing to ongoing strategic refinements undertaken in
parallel with implementation.

Unique nonprofit sector attributes were identified in existing research
(Rosenbaum et al., 2017), suggesting that different approaches to the
management of organisational change warranted focused research. This
was further supported by the extensive literature review undertaken
by Rosenbaum et al. (2018) which sought to contextualise ongoing
approaches to change management within historic origins (Lewin, 1946).
In doing so, the review of the relevant change management literature
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identified key application categorisations, namely considering change as
a project (Beckhard & Harris, 1987; Bullock & Batten, 1985; Kotter,
1996; Taffinder, 1998); seeing change as a response to resistance (Carnall,
2007; Kübler-Ross, 1969; Senge, 1990); and considering change as an
interpretive process (Bridges, 1991; Warner et al., 1992; Dunphy et al.,
2007; Nadler & Tushman, 1997). These considerations were further
analysed in an earlier pilot research study (Rosenbaum & More, 2021)
involving two nonprofit disability service providers.

Leadership in the context of change represents a further focus with
regards this current research, as does the identification and application of
existing leadership models and the development of nuanced approaches
to leadership in this sector. The Interactional Framework, underpinning a
range of leadership considerations, highlights the important relationship
between leaders, followers and the situational context within which lead-
ers’ function (Beer, 1999; Huy, 2001; Kotter, 2005). Emanating from
this approach are issues of adaptive leadership (DeRue, 2011), complexity
leadership (Lichtenstein et al., 2006; Uhl-Bien et al., 2007) and learning
agility (De Meuse et al., 2010).

Leadership responses to the emotionality of transformational change
among change recipients, further represents a key research focus, espe-
cially in the context of recent literature reviews which have failed to
clearly identify the specific roles of leaders in instigating change and how
such change evolves in organisational settings (Oreg & Berson, 2016).
This further focuses attention on how leaders deal with individual change
recipient’s emotions as part of a change process. Over the last decade or
so, there has been a growing awareness among researchers of the need to
deal with the perceptions of individuals within change programmes, and
recognising that a focus on the organisation must be balanced with an
appropriate focus on the individual (Bamford & Forrester, 2003; Becker,
2007; Shin et al., 2012). While much of such research has been centred
on analysis associated with levels of resistance to change and issues that
either compound or support such resistance, emphasis has now also been
applied in research associated with perceptions of individuals experiencing
change (Isett et al., 2013; Lines et al., 2005). The leadership implica-
tions of this change in focus manifests in the leadership attributes and
behaviours required in managing organisational change.

Cultural characteristics necessary for successful organisational change
support further research. The existence of predominant and sub-cultures
both facilitate change and simultaneously give rise to resisting change
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(Baker, 2007). This necessitates understanding the nature and impact
of the predominant culture, while identifying the source and relative
impact of the key sub-cultures, as well as the extent to which these
inhibit and enhance change outcomes. The critical lens of analysing and
understanding organisational cultural characteristics, in terms of arte-
facts, espoused beliefs and values, as well as many underlying assumptions
(Burke, 2013), is pivotal to understanding aspects of organisational readi-
ness for change (Cameron & Green, 2009). This is very relevant in the
context of generational change, such as the NDIS, where organisations
face substantial challenges in developing and implementing new models
for service delivery and design, and where client relationships move from
a supply-driven model to a demand-driven model.

Methodology Applied to This Research

Given the focus of understanding how nonprofit disability service
providers have implemented the NDIS, a qualitative analysis methodology
was identified as the appropriate method for pursuing this aim. As has
been historically identified, qualitative analysis focuses on the extraction
of themes and patterns of relationships that enable researchers to better
understand the phenomenon under study (Nechully & Pokhriyal, 2019),
herein as change management in nonprofit disability service organisations.

Two interposed qualitative methods have been deployed in this
research, namely Grounded Theory and Framework Analysis. In terms
of Grounded Theory, the ingredients of symbolic interactionism have
underpinned its development, focused on understanding and interpreting
patterns of human behaviour (Chenitz & Swanson, 1986). It is these
patterns that are being studied and provide the foundations for the induc-
tive approach to the development of theory. The coding process involved
in this method enables the researcher to develop the analysis of the inter-
view data to the point of naturally identifying the linkages between raw
data and core variables, deemed necessary to this theory development
(Boychuk Duchscher & Morgan, 2004).

In terms of Framework Analysis, the application of analysing inter-
view transcripts to undertake thematic analysis across many individual
cases and in the context of retaining the contextual connections at the
interviewee level (Gale et al., 2013), further strengthens the overall qual-
itative framework within which we, as qualitative researchers, can develop
inductive theory. One of the distinctive features of Framework Analysis
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is the creation of thematic matrices and locating interviewees within it
(Kiernan & Hill, 2018). This enables linkages to be identified between
themes and participants.

The interaction between Grounded Theory and Frame Work Anal-
ysis enables the former to identify the behavioural variables that influence
the implementation of the NDIS among these service providers, whereas
Frame Work Analysis supports the development of the NDIS Imple-
mentation Framework (“NDISIF”) in response to these behavioural
variables.

Interviews were conducted in seven nonprofit organisations across
Australia. These organisations were of varying sizes, ranging from
turnover of less than AUD500K through to turnover of greater than
AUD50M. In total, 46 interviews were conducted with staff from across
these organisations, from front-line service delivery staff through to board
members. The focus of these interviews was aimed on understanding the
personal perceptions and feelings of the employees, how these were dealt
with by the organisation, and how these impacted on the processes and
outcomes of the NDIS implementation processes.

These interviews, some of which were undertaken face-to-face, while
others were undertaken via teleconference links, were all audio recorded
as a basis for developing detailed transcripts. They were approached on a
semi-structured and open-ended basis so as to ensure maximum engage-
ment with the interview participants. Additionally, this approach provided
the basis for thick rich descriptions of the interviews to support theory
development (Birks & Mills, 2011).

Our NDIS Implementation Framework was based on the analysis
of 600+ pages of interview transcripts, highlighting those elements of
a transformational change that were required in order to underpin
successful implementation of the NDIS in nonprofit service providers.

Research Findings

Detailed Findings

Reference has been made in this chapter to an NDISIF, developed as
an aid for nonprofit disability service providers to successfully implement
the NDIS. As suggested, these implementations are not being under-
taken within a static environment that allows for either the internal or
external environment to be effectively frozen, enabling implementation
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to be undertaken irrespective of what is happening in these environments.
Rather, these implementations are being undertaken in parallel with the
realities of ongoing business activities, including most recently during a
pandemic. These realities therefore necessitate flexibility, adaptability and
innovation on the part of organisational employees, organisation-wide
leadership and strategically focused and organisationally sensitive Boards.

Figure 18.1 identifies the higher-level attributes of the NDISIF which
are considered in more detail in this chapter and in the context of the
detailed iterative processes identified further in Fig. 18.3

The NDISIF has been framed around three core development phases,
being the inputs that effectively prepare the organisation for the changes
being undertaken, the processes that specifically address the implemen-
tation, and finally the outcomes of the implementation that define the
manner in which the nonprofit disability service provider consolidates its
achievements during the implementation and supports the organisation
moving forward during the post-implementation activities. The phases
identified in Fig. 18.1 each contain a range of parameters that need to
be considered as part of the overall NDISIF, as further explained in the
following sections.

1. Inputs Phase
The Input Phase is both customer and organisation driven, espe-

cially when you consider the NDIS shifts the focus from a supply-
driven approach to a demand-driven approach, albeit the market

Input Phase
• Internal change 

preparedness
• Understanding

external 
environmental 
impacts and drivers

Process Phase
• Implementation

Outcome Phase
• Mission sustainbility
• Opportunity vs. risk

Fig. 18.1 NDIS implementation framework—the high-level context
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being defined in a somewhat limited manner due to the laws of
supply and demand being partially curtailed by the central govern-
ment Agency, the National Disability Insurance Agency (“NDIA”),
laying restrictions on maximum price settings by providers.

An overarching feature of the Input Phase is the preparedness
factors necessary to ensure the organisation is ready to imple-
ment change. This entails three key components that affect the
internal organisational settings, namely, leadership, culture and
change management.

• Leadership
Our research has identified Servant Leadership, where

servanthood is the essence of leadership, as being the most
relevant leadership style for nonprofit disability service organi-
sation leaders implementing the NDIS as discussed below. This
is valid irrespective of the stage at which these organisations are
along the implementation continuum. An important factor to
consider is the criticality of recognising the implementations
exist along a continuum, as government agencies charged with
overseeing the system continue to refine the NDIS from the
perspective of customer and provider experiences, as well as by
changing Federal Government funding realities.

While Servant Leadership has a rich depth of academic
analysis from its origins (Greenleaf, 1977) through to the
present (Hernández-Perlines & Araya-Castillo, 2020), opera-
tional clarification as to its precise characteristics have often
been ill-defined. More recent research has provided a concep-
tual model of Servant Leadership and its identified charac-
teristics, which are said to include empowerment, humility,
authenticity, interpersonal acceptance, providing direction and
stewardship (Van Dierendonck, 2011). The predominant focus
is outwards rather than inwards, suggesting effective leadership
focuses on what leaders can do for their followers, as distinct
to what leaders can do for themselves.

The NDISIF recognises that effective leadership is not about
the leader per se, but rather about followers, and the ability
for leaders to enable followers to fully realise their own poten-
tial (Frei & Morriss, 2020). It therefore becomes imperative
for leaders, during all stages of the NDIS implementation, to
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see themselves as enablers, where innovation is the product
of such an enabling environment. This recognises that in
unstable circumstances, of which the NDIS is a good example,
innovative solutions to service delivery challenges will guide
strategy and organisational success. Such an approach suggests
a bottom-up strategic management model that is far more
effective in these environments where innovation is a necessary
ingredient in driving strategic change (Levesque, 2020). The
focus in the NDISIF should, therefore, be leadership that is
visionary, supportive and participative (Oreg & Berson, 2016).

• Culture
This research suggests that the required organisational

culture necessary for success in implementing and maintaining
the NDIS, must be recognised by employees as one that
is supportive, inclusive, empowering and accountable. This
is underpinned by strong levels of trust within workplace
relationships at all levels (Page et al., 2019).

Evidence suggests that the cultural attributes, which may be
fundamental to successful NDIS implementation and beyond,
require the careful resolution of internal conflict between the
purpose mindset of service provision, based on mission, with
the pragmatic reality of commercialism. The NDIS has shifted
the focus from a supply-driven model to a demand-driven
model, where service users ensure that service providers are far
more responsive to market demands. This, in part, necessitates
a degree of cultural adaptability among existing staff who will
be well versed in the pre-NDIS environment which was pred-
icated on a supply-driven business model of service provision
being determined largely by service providers (Corritore et al.,
2020).

There is also an issue of organisational sub-cultures, often
with professional stereotypes, directly relating to the opera-
tional and strategic silos that have historically tended to exist
within many disability service organisations. This may have an
impact on the way change is managed across the organisa-
tion (Locke & Guglielmino, 2006), suggesting that perhaps
change is developed and focused at two levels—one being
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organisation-wide and the other being departmental or team-
level. Historically, within a number of disability service organi-
sations, different service areas have traditionally developed and
provided services that specialise in their own areas of expertise,
for example, in areas of community-based programmes, respite,
recreation, to name a few. As these have developed, they have
tended to do so within internal organisational silos.

Evidence from our research also supports the view that there
are those within these organisations who are optimistic and
supportive of the changes and those who are more hesitant
and concerned about how the changes will be undertaken and
unfold. This necessitates a leadership response that encom-
passes both mindsets. Viewing this from the perspective of
positive and negative forces that impact on the change (Rosen-
baum et al., 2018), it becomes a matter of ensuring those who
are the optimists are constantly engaged and supported so they
remain focused and on board. The less optimistic need to be
well managed, shown the positives for them and the organ-
isation in the change, supported and trained throughout the
process of implementation and beyond.

What has become apparent within these service provider
organisations is that their cultures of helping and compassion,
very much grounded in the past, continue to prevail, despite
being outmoded and ill-suited to the task of implementing the
NDIS (Lilius et al., 2008). Unfortunately, it is clear, however,
that such an approach has come at a cost to both employees
and the sector itself. So, the strategic challenge is one of
rebuilding culture and ensuring sustainability, one that goes
beyond purely financial and organisational sustainability, to
consider personnel sustainability at the service delivery-end of
the spectrum. The balance that now needs to be derived is one
that enables the achievement of financial sustainability in this
new demand-driven system, within the context of maintaining
the ongoing focus on organisational mission within programme
design and delivery.

Finally, a further challenge to culture exists where phys-
ical locations of the organisations are dispersed (Memon &
Kinder, 2017). A predominant head-office approach seems
to become evident, especially in the nexus between city and



426 D. ROSENBAUM AND E. MORE

regions. The challenge here, therefore, is to overcome this
head-office syndrome to ensure communication is effective
across the entire organisation, irrespective of physical location
and/or distance from head office, so as to further reinforce this
balance between commerciality and compassion.

• Change
This research has concluded that a delicate balance needs

to be identified between the perceived need for a clearly
defined procedural approach to change on the one hand, and
a fully adaptable and perhaps less defined process on the other.
Both leadership and cultural characteristics, as discussed earlier,
influence the effectiveness of change, where adaptability is a
necessary ingredient.

Such a balance can be overcome through developing a broad
strategic change guide which would be fully adaptable at the
organisational level, accounting for the variability of the plan-
ning phase, the execution phase and end phase. Our research
suggests that Lewin’s approach may prove beneficial (Lewin,
1946), but only with all elements of Lewin’s model applied,
rather than the more often publicised three-step model which
actually was a shortened descriptor of his work (Rosenbaum
et al., 2018). A more accurate description of Lewin’s model of
change appears in Fig. 18.2.

Viewed in this manner, the elements of Force Field Analysis,
Group Dynamics and reflective processes, when combined with
the key elements of unfreezing, moving and refreezing, provide
the flexibility that NDIS-related change necessitates.

The foundational elements of Lewin’s approach are broad
enough to capture a wide range of organisation-specific change
actions. Unfreezing effectively ensures that the organisation is
change-ready and enables change leaders to address visioning,
resistance, technical preparedness and initial training to fill
identified skills gaps and emotional response strategies neces-
sary to support staff. Moving enables change leaders to consol-
idate these previous elements and apply them further as the
organisation works through the change processes, ensuring
training is further developed and targeted, staff are emotionally
supported, systems and processes are designed and imple-
mented in consultation with staff, communications are focused
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Reproduced from Rosenbaum et al. (2018) 
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Fig. 18.2 A more accurate depiction of Lewin’s 3-step model of change
(Reproduced from Rosenbaum et al. (2018))

Fig. 18.3 NDIS implementation framework
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and meaningful, and organisational flexibility enables staff
to develop innovative responses to the change challenges.
Refreezing gives further impetus to the post-implementation
stage, where confidence in the changes becomes obvious,
staff develop affinity with the new systems and processes,
and feel a sense of optimism about the future, plus consoli-
dating strategic opportunities while appreciating and working
through the risks. Force Field Analysis supports this entire
change process (Baulcomb, 2003) throughout all elements of
the cycle. Reflective processes in a change management envi-
ronment (Mcardle & Reason, 2008) support the flexibility of
trialling different approaches at key stages and ensuring that
an iterative approach can be applied and, therefore, refined
as momentum is achieved. Finally, Group Dynamics enables
key positioning to take place throughout the organisation to
support both the change process and the refreezing aspect of
the change (Lucas & Kline, 2008).

As we identify, the change process must be aligned with the
organisation’s overall strategy. One of the key aspects to this
is understanding the relevant stakeholders, and the extent to
which they are to be considered. This lays the foundations for
effectively “unfreezing” the status quo to enable the reasons for
change to be best understood by all involved, while facilitating
the process of moving forward. Reflective processes assist in
defining what must be changed and scoping the changes as
they form.

A critical aspect appears to be the levels of interac-
tion required outside the organisation and carefully devel-
oping the intra-organisational networks identified as necessary
throughout this process. This means encouraging and iden-
tifying these interactions and becoming adept at applying
them, grounded in understanding and developing “outside
the box” style thinking and application. This further rein-
forces the “moving” aspect of the change and provides a base
for reaching change sustainability as part of the “refreezing”,
enabling the ongoing change flexibility considered inevitable
within a continually modified system. It, however, introduces
an element of chaos to the change at all stages of the process,
something which can only be addressed by strengthening
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employee resilience and encouraging, as well as supporting,
innovation throughout all levels of the organisation.

Understanding the workload repercussions on those
impacted by the change becomes critical during this organi-
sational change process (Hauck et al., 2008). What must be
considered and addressed, as part of the refreezing stage, is that
workloads have shifted away from front-line service delivery
staff to more done with individual clients from an administra-
tive perspective. In part, this is informed by the application
of Lewin’s Force Field Analysis, used to identify the initial
and ongoing forces that both drive and impede the change
process. The operational and strategic aims are to address those
impeding forces, whist ensuring the driving forces remain active
and built upon throughout the change.

• Organisational Foundations
Our research points to a broad range of necessary organi-

sational aspects which must either be present before the NDIS
implementation or put in place during and following the imple-
mentation to improve outcomes. If not present, then these will
be regarded as restricting forces that may impede the progress
of effective change.

There is a connection between the necessity to review the
organisational structure required to adapt to the changing
external environment, and the manner in which, and the
structure of, training, where design, content and delivery is
paramount, and where capabilities and skills gaps are clearly
identified for ongoing development (Wilkinson et al., 2019).
Given what is clearly known about the NDIS, from an opera-
tional perspective as well as the requirements associated with
its demand-driven business model, organisational structure
reviews appear to have been a necessary process, especially
during the planning phases of the implementation (Waddell
et al., 2019). An important element in executing organisa-
tional design activities is to consider the manner in which
these are communicated, as well as the degree to which staff
are consulted and supported in both the design and the roll-
out of these structural changes (Harney et al., 2018). Key
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to this is trust in leadership, where staff recognises that such
organisational changes are being undertaken for reasons of
maximising employee engagement as well as improving client
service outcomes.

The issue of organisational structure may become more rele-
vant from a situational perspective, meaning that, dependent
on the stage of implementation, diverse structures may work
differently. So, the issue may be more of one where, rather
than considering flat versus hierarchical, perhaps flexibility in
organisational design must be dealt with as a pre-change issue,
understanding how this may look and how this may operate. In
order to consider this, there must be a clear understanding of
how well the organisation is functioning pre-implementation,
suggesting that existing organisational problems need to be
addressed before implementing the NDIS, and not seeing
it addressing and fixing pre-NDIS issues. In fact, the latter
perspective may well compound such organisational design
problems.

A further element for consideration in this area is defining
the specific nature of the strategic and operational roles of the
human resource function within the organisation (El-Dirani
et al., 2019). Evidence in the current research questions the
roles that HR played in the strategic planning, implementa-
tion and post-implementation phases of the NDIS roll-outs.
Specifically, people interaction skills, where there was a specific
need to provide varying levels of emotional support, deal with
professional expectations, and strategically responding to the
earlier mentioned skills gaps, as changes were necessarily iden-
tified and implemented, may require a special focus (sometimes
missing) throughout these processes.

A further issue for consideration was the apparent pres-
ence of what we have referred to as “head office syndrome”
(Bouquet et al., 2016). If the evidence suggests that internal
communications are often ineffectual because they inadver-
tently lead to feelings of exclusion and/or that top manage-
ment do not appreciate front-line service delivery challenges,
processes should be put in place to ensure only appropriately
sensitive communications are used.
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2. Process Phase

• Service Utility
Our research has identified the need for NFP disability

service providers to better, and more clearly, define the appro-
priateness of the services they provide to key stakeholders in a
redefined and contested marketplace.

Existing conceptions of service have been challenged by
the need to become more commercially adept and focused,
thereby impacting strategic programme design as well as service
delivery, which need to incorporate a business and marketing
orientation, more understanding of programme costs, strategic
use of social media, and understanding the “business” of
effectively promoting and selling welfare services. Success in
NDIS implementations, when viewed through such a commer-
cial lens, appears to be aided by the generation of optimism
(Tan & Tiong, 2005) through identification of opportuni-
ties, as distinct from the ongoing and sometimes relentless
highlighting of sector threats and weaknesses.

Service utility at this level is best understood as how
advocacy-related activities need to be reconsidered and rede-
fined in the light of the funding structures within the NDIS.
Further compounding this required cultural shift, in both
attitude and action, has been the move from industry advo-
cacy to client advocacy. This potentially changes employees’
perceptions of themselves and how they fit into this sector,
necessitating a change to employees’ mindsets with regards
defining service delivery, especially in terms of advocating for
their client (Hoefer, 2019).

There is a general view that the concept of advocacy
(Kimberlin, 2010) has now changed from being one of advo-
cating within the sector, to advocating for individual disability
service recipients’ packages, so that they can get the services
they need. This change of focus is directly correlated with more
limited funding pathways under the NDIS (Andrews, 2020).
Bringing advocacy down to this level, where it directly affects
the individual looking for funding, may extend the concept
for service providers and especially individuals, moving from
the certainty of block funding to that of competition and
negotiation.
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This further impacts the relationship between what the
organisation values and how such values will be upheld,
challenging some organisations and their employees seeking
to balance their personal service values with the commer-
cial imperatives now required. This is supported by historical
research indicating a correlation between levels of voluntary
staff turnover and congruence between personal and organi-
sational culture (Chapman & Mayers, 2013).

At its simplest, the new considerations of service utility are
characterised by service provision that needs to be paid for—
changing from the pre-NDIS emotional approach to the largely
post NDIS transactional approach. Under these new arrange-
ments, underpinning programme design and service delivery,
are the transactional realities that must now define organisa-
tional success. The consequences are developing programmes
and services that are simultaneously value for money for service
users, as well as financially sustainable for the organisation.

• Internal Communications
Our research has identified that effectiveness of internal

communications is a strong determinant of success in
NDIS implementation among nonprofit service providers. Key
elements of the communications framework include strong
top-down but coordinated communication pathways; consis-
tency regarding the change messaging; communication that
underpins a strong understanding of the role that customer
choice plays in both programme design and service delivery;
recognising the need to minimise the deleterious impacts
of organisational silos in the delivery of integrated services;
and the effective use of wide-ranging brainstorming sessions,
involving extensive cross-sections of the organisation in order
to consistently address implementation challenges, proactively
and reactively.

Associated with these considerations, is the nature and style
of the language of change as used in all the communica-
tions across the organisation, focusing attention on limiting
the jargon often used in the process. Additionally, the careful
structure and use of language that resonates with those experi-
encing change, often tends to normalise the process. This helps
avoid over-emphasising any negative aspects that some may
see requiring special attention, while recognising that changed
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processes in both programme design and service delivery will
be a necessary and naturally evolving process.

A further internal communications element is the organi-
sational ability to encourage, absorb and positively react to
bottom-up communications. This ability must also be overt
and recognised as an organisational strength as it impacts the
processes of change, organisational culture, as well as a range
of emotional responses by those experiencing change.

Additionally, communications must be authentic and
sincere, and not interpreted as a “tick-box” approach in an
overall change strategy. Communication effectiveness resides
in both emotional connection and meaning among those
involved, otherwise insincerity will be identified and requi-
site connection and understanding, would disappear. There is
an element of trust in this communications interplay and, if
trust is absent, or appears to be absent, then change outcomes
may not be maximised (Frei & Morriss, 2020), as distrust
and/or cynicism sets in, undermining the full impact of Servant
Leadership.

Communications media require an additional focus (Burt &
Taylor, 2000) from the perspective of purpose and usage,
ranging from the social content, which recognises the role
of story-telling and sense-making (Rosenbaum et al., 2019)
through to the informational component, which responds to
wide-raging NDIS-related technical matters. This also recog-
nises that, given the age diversity within NFP disability service
providers, no one individual or predominant communications
media addresses all requirements.

• Externality
An obvious reliance on both the efficiency and effectiveness

of the external Agency, the NDIA, which oversees the roll-
out of the NDIS, played an integral part in a wide range of
issues that challenged the ability of nonprofit service providers
to deliver the NDIS into their organisations. Evidence from
our research indicated that there was an initial lack of trust in
the external Agency with regard to the consistency and quality
of communications originating from it. The poor commu-
nications in the earlier stages of the implementation caused
a substantial degree of frustration, caused in part, by the
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frequent changes of Agency staff. This resulted in inconsistent
Agency messaging which service providers felt was threatening
high-quality outcomes for their clients.

Different approaches were identified at the interviewed
organisations that attempted to counter such shortcomings.
These approaches tended to take a proactive stance in how they
strategically structured their communications with the Agency,
relying on persistent telephone and email follow up commu-
nications with appropriate Agency staff, whenever these could
be achieved. This led, on occasion, to timely identification of
Agency staff movements that service providers could then flag
as possible risks to ongoing communications.

While improvements had been noted during this research,
with organisational staff initially rating the quality of inter-
actions with the Agency at 3 out 10, this had improved to
around 7 out of 10, after some extended period of time, with
increased direct contacts and improved accountability at the
Agency. Many interviewees however, felt that these communi-
cation issues should have been dealt with at the very early stages
of the NDIS roll-out, as interaction problems should have been
anticipated given the size of the sector, the number of organi-
sations involved, and the comparative limited resources of the
Agency at the time. Issues of inappropriate modes of commu-
nication between the Agency and people with a disability,
further negatively impacted the ability for these organisations
to deliver effective and efficient outcomes for their clients. As
late as 2019, the issue of challenging communications remained
a focus of criticism (Andrews, 2019), where the Parliamen-
tary Joint Standing Committee on the NDIS indicated that,
“However, evidence received during the inquiry suggests that a
number of communication issues persist, and that more needs to
be done to improve access and facilitate greater understanding
for NDIS participants, providers and other stakeholders” (Pg.
49).

Shortcomings with how external networks, used for both
advocacy-related matters and for strategic purposes, were sent
communications, were also identified as problematic. This was
of concern as the use of networks appeared to strengthen the
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advocacy position as well as reinforcing the ongoing impor-
tance of sector advocacy to staff in a post NDIS environment,
noting the issues identified earlier with regards the shifting
focus from sector advocacy to individual client advocacy.
These networks also supported both staff and organisations
in the challenges faced during implementations. The develop-
ment and maintenance of such external sector networks were
regarded as a necessary step in both supporting staff through
change, while also supporting participating organisations in
achieving their strategic objectives.

3. Outcome Phase

• Opportunity and Risk
Successful implementations of the NDIS reflect the recog-

nition of and prioritisation of opportunities associated with
the new market model. In other words, when there is a fit
between the services a disability organisation provides and the
industry position to which it aspires, the potential for it to
achieve greater levels of strategic alignment across all areas of
the business, to meet the demands of a changing market over
time, will be much enhanced. While the NDIS means shifting
the focus of client expectations in accordance with a demand-
driven business model, this represents both a risk to the service
provider organisation, as well as an opportunity. The former
relates to organisations not responding to the new demands,
while the opportunities relate to those organisations that can
respond and strategise accordingly.

Our research identified an important linkage between
the success of the implementations, with the ability for
organisations to identify, focus and exploit the opportunities
potentially available, both during and following the change
processes, as distinct from a more restricted conservative or
risk averse approach focused on what problems may lie ahead.
Such a proactive, business-oriented approach challenges many
nonprofit service providers, at all levels of their organisations,
to adapt from the perspective of capitalising on opportuni-
ties, while recognising and evaluating risks, within a risk-reward
framework.
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The investment in infrastructure, as an example, reflected
this risk and opportunity aspect of the changes associated with
the NDIS implementation. The risk related to early adoption,
while the opportunity was regarded as giving the organisa-
tion ample time to prepare and remain, therefore, ahead of
the overall process, both from a staff and a client servicing
perspective, reflecting a commitment to preparation and plan-
ning that staff appreciated but also felt challenged by, especially
with regards the implementation. This approach recognised the
challenges associated with the use of new systems, increasing
organisational capacity and enabling future opportunities to be
identified and developed (Benjamin, 2008).

If risk and opportunity are viewed as two sides of the one
evaluative process, and one which is well communicated to all
staff, this may form a powerful element in them embracing the
changes, as the opportunities resulting from risk-reward assess-
ments may enable a more expansive service capability to their
clients, which represents a fundamental focus in their daily roles
and responsibilities.

Understanding the NDIS from the viewpoint of opportuni-
ties rather than challenges pivots the mindset around the future
rather than the past. Instilling this within relevant staff becomes
a training and staff development challenge as in some cases
it goes to the heart of staff capabilities as well as prevailing
organisational culture.

• Mission Maintenance
Our research suggests that the maintenance of the organisa-

tional mission, in the face of substantial NDIS market change,
must be a central focus of all organisational efforts in order
to ensure ongoing staff acceptance and successful transitioning
(Rosenbaum et al., 2017). The drive towards, and potentially
the need for, a commercial or part-commercial strategic focus,
must not challenge the concerns that many front-line service
delivery staff have for the well-being of their clients (Dawson &
Daniel, 2010).

The strength of the values commitment among staff in
such nonprofits as disability service providers, must be main-
tained and leveraged, in order to ensure high levels of service
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provision, especially when faced with the competitive pres-
sures from within the sector, from both other nonprofit service
providers and commercial for-profit operators. The assumption
that financial priorities are consistent across commercial and
nonprofit organisations alike, may not readily be understood
as still being in keeping with their mission focus (Hall, 2017).

Connections by staff to organisational mission and values
that preceded the NDIS-related transformations, play a pivotal
role in staff perceptions of the change. Therefore, it is impor-
tant that staff can continue to identify within the transfor-
mation the pre- and post-organisational characteristics and
attributes that originally may have attracted them to the organ-
isation, especially with regard to services focused on client
well-being. Accordingly, collective continuity of organisational
identity becomes important, both during the transitioning as
well as in the post-transitioning period (Venus et al., 2019).

NDIS Implementation Framework

Our research, detailed earlier, has identified the NDIS Implementation
Framework (“NDISIF”) that builds on the observations made in the
course of analysing the numerous interviews which resulted in the 600 +
pages of interview transcripts, and in the context of the extensive literature
review that both supported and drove the research.

We have differentiated a framework from a model, where the latter
is aimed at providing a procedural stepped approach to describe how a
process may function from the beginning point to an end point, as well
as being somewhat standardised across many differing circumstances. We
recognise that there exist wide-ranging characteristics that differentiate
nonprofit service providers from each other, as well as different nonprofit
service providers being at different stages of their NDIS implementa-
tion. Accordingly, we have opted to develop a framework that reflects
the realities of variabilities and focuses on considerations as distinct to
prescriptiveness. Consequently, we recognise the following variables that
currently exist to varying degrees across all nonprofit disability service
organisations:

1. Organisational size,
2. Status of current NDIS implementation,
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3. Lack of clarity regarding organisational issues that may either remain
outstanding and to be addressed or have not yet been identified,

4. Possible failure of earlier attempts at NDIS implementation,
5. Changed organisation or market circumstances that may require a

rethink as to a historic NDIS implementation approach or,
6. Expansion strategies that may require a reconsideration of challenges

associated with historic approaches to NDIS implementation.

The Implementation Framework depicted in Fig. 18.3 recognises the
“Perspectives” discussed in previous sections and sees these as being the
identified elements of the Framework that organisations implementing the
NDIS must consider throughout the “Readiness” and “Implementation”
phases. The “Influencers”, also discussed earlier, remain the cornerstone
of their own unique organisational characteristics. These underpin their
“Sustainability” and effectively drive them forward during the post-
implementation processes, as they seek to maintain their overarching
mission, embed Opportunity maximisation, while considering and miti-
gating Risk. This Framework is embedded within an iterative process
rather than a pure linear process, recognising the practicalities of change
as identified in this chapter.

Implications for Theory and Practice

How Do These Findings Inform the Theory of Planned and Strategic
Organisational Change Management for This Sector?

Fundamentally, this topic area is generally under researched and the avail-
able research on the NDIS has not really tackled the actual change
management approaches and practices. Nor, indeed, has there been
adequate collaboration of partnering with the NFP organisations as we
have done, endeavouring to provide a richer analysis of benefit to the
providers, clients, the agencies and governments involved (Rosenbaum &
More, 2021).

In providing an implementation framework rather than a model, with
its phases across leadership, culture and change management, we have
incorporated a broad flexibility that can encompass key variables in the
sector allowing for the fluidity of change management necessitated by a
VUCAD environment (Volatility; Uncertainty; Complexity; Ambiguity;
Delayed Feedback).
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What Do These Findings Mean for Nonprofit Disability Service
Provider Organisations?

Important challenges facing nonprofit managers and leaders are outcomes
of radical change embodied in the NDIS implementation. Demands
from the NDIS can often be challenging to manage, including constant
changes since the NDIA commenced, especially pricing arrangements and
client supports. Additionally, governments now expect more efficiency
and effectiveness in relationships with nonprofits and with stakeholders
(including customer satisfaction) involved in the NDIS arena.

Unsurprisingly, some of the effects on organisational behaviour of
having to rely upon a large range of funding sources, including most
heavily, government funding with some private donations and philan-
thropy, are increasingly challenging, especially that of uncertainty. With
the introduction of the NDIS, the sector faced increased competition
both from other nonprofits and for-profits in the marketplace. In recent
times, COVID 19 has also had an impact on donor support, although this
was volatile and increasingly competitive with the growth of nonprofits
generally, even before the pandemic.

For many, organisational financial sustainability is fundamentally a key
motivator in adopting the NDIS. Therefore, for some of the organisa-
tions we studied, the NDIS was adopted rapidly, often without apparent
detailed strategy, in order to remain sustainable and continue servicing
their mission, their client base, and the broader community in which
they exist. NDIS is growing to be a substantial portion for revenue for
many nonprofits but the issue of how financially sustainable they are for
many remains, ever watchful of price changes and the like, and consid-
ering the possible need to further diversify funding sources, especially
with the COVID 19 impact, but even previously, the threat of financial
vulnerability remains.

Success in implementing the NDIS points to achieving government
aims and objectives efficiently, and positive political recognition; from
a consumer perspective success means fulfilling the needs of customers
(and their families and supporters) in terms of the packages; and from an
organisation’s perspective, success resides in remaining and growing more
viable and sustainable, able to fulfil organisational mission, and main-
tain and grow productive government relationships that ensure ongoing
resources.
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From a strategic perspective, recent research has explored sustainability
perceptions across five key aspects—people, business model, operations,
strategy and culture (Ceptureanu et al., 2018), where emphasis has been
placed on the need for entrepreneurship, an outcomes focus, innovative
practices, professionalisation of staff and volunteers, and a market orien-
tation to be adopted by the sector. The need to retain and uphold a
nonprofit’s social mission may also conflict with such changes or, at least,
make it more difficult.

Research in the Australian context (Zhai et al., 2017) found that
nonprofits were vulnerable largely because of increasing delivery costs; a
higher administration burden in relation to programme expenses; chal-
lenges to fulfilling an organisation’s mission; problems with Boards;
threats from the external environment; and ongoing financial challenges
and constraints.

We also found challenges from:

• Ongoing emotional and psychological stress on staff in a challenging
recruitment environment,

• Needing to upgrade organisational systems and processes, including
across funding arrangements, with data collection needing constant
attention, to gauge true costs of services that cannot be easily
understood, especially with growing demands for superior quality
in servicing clients,

• Growing pressure to consider collaborations, mergers and acquisi-
tions,

• Rising talent wars in competition for staff, including financial dimen-
sions of this

• A need to ensure the appropriate business models are employed,
• Dealing with technology changes, with the potential of digital
health, and the requisite appropriate training and personnel needs,
including adopting those for extending the reach of NFP providers
given the flexibility of the NDIS in terms of service location,

• Problems emanating from organisations being reactive rather than
strategic in taking up the NDIS without analysing effectively current
offerings and how the NDIS fits into these, and what may need to
change to gain the full benefit for both clients and organisations,

• Facing the need to build appropriate strategic lenses through which
to develop and refine strategic plans, including the potential for
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external consultancies to assist (size and costs affecting strategic
decision making),

• Dealing with the increasing complexities of risk management; and,
fundamentally,

• Upholding mission while reframing cultural dimensions in terms of
expectations, practices and mindsets.

What Do These Findings Mean for Nonprofit Disability Service
Provider Leaders and Managers?

A key issue for NFP leaders and managers is to accept and deal effectively
with these challenges of change (Akingbola et al., 2019):

The nature of the environment of organizations especially nonprofits
is not just change, it is constant change. Nonprofit organizations are
arguably in a perpetual state of change. For example, they must constantly
scan, analyse, and adapt to the changing needs of clients, the commu-
nity, funders, the government, and other stakeholders. As the first step,
non-profit organizations and their stakeholders must understand what
organizational change is all about. (pg. 2)

Leadership, governance and NFP Boards are challenging, including the
Board-Executive relationship in the NDIS environment. One useful guide
is provided by the Australian Institute of Company Directors (Butler,
2019) in terms of considering and adhering to ten NFP Governance
principles across: organisation purpose and strategy; board roles and
responsibilities; board composition; board effectiveness; organisational
risk management; organisational performance; board accountability and
transparency; meaningful stakeholder engagement; clarity of behavioural
expectations, conduct and compliance; having a culture supporting the
organisation’s purpose and strategy. The most successful of the organisa-
tions we interviewed in this research adhered to these principles.

Moreover, their leadership and managers ensured the organisation
adopted more business-like perspectives and practices in a more market
orientation of public service, while maintaining social purpose and roles.
They were also effective in managing government relations and regula-
tory requirements. Fundamentally, their approach was mired in adopting
learning organisation principles and practices to enhance the capacity and
pragmatics for change strategy and management.

The challenges facing the sector suggest consideration of some new
and/or enhanced perspectives on NFP leadership and management:
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• Use of the Implementation Framework to enable adaptable organi-
sation design and processes.

• A bottom-up strategic management approach, balancing a planned
design and process with flexibility requisite in a challenging environ-
ment.

• Cultural competence focused on trust, effective support, building
resilience, empowering and accountable.

• Increased systems integration and avoidance of silos in service
delivery.

• Future orientation—dealing with both optimists and pessimists,
enhancing a focus on opportunities.

• Changing mindsets—mission and commercial sustainability.
• Effective authentic change communication—media use and
messaging content and style for diverse audiences, internal and
external.

• Regulatory and legal frameworks becoming more demanding.
• Technology and systems training required with changing structures
and financial demands.

• Leadership styles affecting staff commitments—Servant Leadership
emerging as the most relevant overseeing change fluidity.

• Social entrepreneurship and innovation.
• Increased marketing and advancement.
• Advocacy both internal and external.
• Diversity and inclusion in the workplace.
• Risk management, including consideration of changes to risk
appetite.

• Cybersecurity considerations crucial along with data analytics.
• Increased and more complex stakeholder engagement—clients, fami-
lies, supporters, government, media.

• Partnerships with other nonprofits becoming more important.
• Reputation management being crucial, given increased client choice
and government demands.

Skilled, qualified, committed human resources are central to successful
implementation of the NDIS and so issues around attracting rewarding,
performance managing and developing such resources are critical.
However, the issue of the role of Human Resources managers or depart-
ments was not as clear as one might have hoped in our research
findings.
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Leadership demands in a challenging NDIS environment fundamen-
tally require attention on productivity, satisfaction, accountability, survival
and growth—all to best meet the organisation’s mission.

What Do These Findings Mean for Government Agencies Dealing
with Nonprofit Organisations?

The NFP organisational structure is essential to the key strategies of
the health sector, especially since the introduction of the NDIS and its
transformational change in the disability sector. It makes a significant
contribution to society in providing its services to vulnerable parts of our
society. Capacity issues become a salient consideration (Ahmed, 2017)
“The institutional significance lies in the non-profit sector’s capacity to
retain its distinctive characteristics and promote important services through
collaboration, while the practical significance lies in making collaboration
a basis for overcoming the constraints of resources and expertise of different
sectors” (Pg. 25).

The essential characteristics of this sector are focused on achieving
social objectives and their missions, grounded in social goals. They are
distinct from, but interdependent with the state in terms of funding and
regulation. Nonprofits can play supplementary and complementary roles
with government and also have a collaborative relationship with the public
sector in terms of efficiency, effectiveness, expertise and closer proximity
with stakeholders. Sometimes they are in adversarial relationships and also
with for-profit business organisations (Ahmed, 2017).

Certainly, as our research demonstrates, demands from the NDIS can
often be challenging to manage, including constant changes since the
NDIA commenced, including pricing arrangements and client supports.
Agencies need to recognise this and endeavour to minimise constant
change and prioritise consistency and stability where possible. This goes
hand in hand with a better understanding of and approach to key
stakeholders involved, especially in terms of inter-organisational commu-
nication—improved and timely information flows, availability, dedicated
communication links, appropriate modes of communication and ways
of helping organisations better balance their mission maintenance and
commercial imperatives. As in our Implementation Framework and vari-
ables involved, grounding interaction in the realisation that there is no
one size fits all approach would be helpful.
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Furthermore, from a change and success angle, environmental vari-
ables grounded in government relationships at state and federal levels,
necessarily impact on internal variables, including strategy and sustain-
ability (Ceptureanu et al., 2018). The need for effective government
and nonprofit collaboration is crucial in the NDIS arena, in a time of
growing complexity. The need for such collaboration has been supported
through a move from public administration, to public management, to
public governance within the theory of deliverology (Brock, 2020), the
changes often seeing such collaboration allowing nonprofits more access
to and influence on policy processes. There is need for both control and
collaboration in governance aspects of this relationship.

Importantly, it has been suggested regarding effective nonprofit—
government collaboration (Yan et al., 2018), nonprofits can play pivotal
roles as enablers in service provision and capacity building; as coordinators
in bridging the gap between the two sectors, and mediating in internal
and external areas of politics; and as facilitators in initiating social change
through effective partnering with government, building and sustaining
networks, advocating in public policy processes, leading and innovating
to solve health challenges.

Conclusion

This chapter has identified how nonprofit disability service providers have
implemented Australia’s innovative NDIS and assessed their successes
and challenges. Using the results and analysis of the 46 interviews
with application of a qualitative research method, we developed an
Implementation Framework to help both current and future nonprofit
disability service providers in implementing successful transformational
change. That Framework delineated findings in terms of three phases of
change—input, process and outcomes, and highlighted leadership and
organisational cultural aspects critical in this system change from the
previous supply-driven to a demand-driven disability services system.

This research and its findings may assist CEOs and nonprofit Boards
how best to improve their NDIS organisation implementation to achieve
the best outcomes for government, clients and their families, for the
organisations themselves in surviving, growing and better meeting their
missions, and for the broader community and society in general. It may
also provide a basis for further research in the roll-out of the NDIS,
including that of the change perspective. Roll-out was to be completed
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by 2020 but currently just over 250,000 have received packages, though,
for many, it will be the first time they receive the disability support they
need. Users and service providers continue to face challenges regarding
the NDIS implementation, including the latest interview scheduling
processes, and these challenges, while providing the impetus and focus
for this research, have not been eliminated.

In terms of limitations, there is a need to involve more organisa-
tions across the country, including being cognisant of the many variables
that make for differences in implementation mentioned earlier. And more
involvement with the Agencies and governments involved would provide
a richer basis for the research, including evaluating how the NDIS imple-
mentation itself has impacted policy development, processes and practices.
Indeed, future research in this sector could follow up the rest of the
NDIS roll-out and assess the changes and further lessons and, hopefully,
improvements for key stakeholders in the later process. Increased research
into such processes from an Implementation Science perspective may also
be useful. That could include the under research of nonprofit HR and
Boards in the change process.
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CHAPTER 19

When Everything Matters: Non-market
Strategies, Institutions and Stakeholders’

Interests

Angelina Zubac

Introduction: Non-Market Strategies

A non-market strategy addresses the non-market environment as opposed
to the market environment. The non-market environment “includes those
interactions that are intermediated by the public, stakeholders, govern-
ment, the media, and public institutions. These institutions differ from
those of the market environment because of the characteristics such as
majority rule, due process, broad enfranchisement, collection action, and
publicness”. The non-market environment may stimulate both voluntary
actions and involuntary actions. The market environment, on the other
hand, “includes those interactions between the firm and other parties
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that are intermediated by markets or private agreements”. Such interac-
tions are likely to be voluntary and designed to improve the organisation’s
financial position (Baron, 1995: 47).

To make sense of both the market and non-market environments, it is
necessary to understand the institutional superstructure within which it is
contained, including why some institutions have risen to a place of promi-
nence within the superstructure. It is also important to appreciate that
organisations and markets are both institutions. This is because “institu-
tions are humanly devised constraints that structure human interaction”.
Institutions can be informal or formal. Informal institutions are usually
observed out of habit or convention. Examples of informal institutions
are queuing for the bus, paying gratuities to service providers, speaking
to the elderly or the village leadership in respectful terms and throwing
one’s cap into the air upon formally graduating. Formal institutions
usually form because people have organised to ensure that certain stan-
dards, rules or regulations are followed. Examples of formal institutions
are fiat money, the system of government, the judiciary, the police and
building codes. Many organisations will develop their own institutions
internally over time too, such as a culture where certain ethical prac-
tices or norms are observed. The institutions that matter the most within
both the non-market and market environments are those which stimu-
late or require the observance of very specific behaviours and responses.
These will differ depending on the country or institutional system being
considered (North, 1994: 360).

If seeking to formulate and implement a strategy of any kind, whether
it be market-based or not, the challenge is to find an acceptable way
to classify the market and non-market institutions which can impact the
organisation. According to Zubac et al. (2007, 2012 & 2021), this can
be achieved by classifying an institution that can impact an organisation
as belonging to one of the four of these categories: (1) capital markets,
(2) product & service markets, (3) resource markets and (4) non-market
institutions. In other words, the strategy any organisation pursues will be
essentially an amalgam of four sub-strategies, that is, the organisation’s (1)
financial, (2) customer value creation, (3) resource and (4) non-market
strategies, as illustrated in (Fig. 19.1). It shows that the corporate or
(overall) strategy is influenced by the organisation’s financial, customer
value creation, resource and non-market strategies which emerge at the
organisation. All of these sub-strategies are primarily impacted by one
category of institution, that is, the relevant capital markets, product &
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2007)

service markets, resource markets and non-market institutional environ-
ment, respectively. The double-headed arrows in (Fig. 19.1) indicate that
each sub-strategy influences the other. Ideally, the organisation formu-
lates and implements a strategically aligned corporate strategy because the
different parts of the organisation coordinate well.

These ideas are consistent with Baron’s (1995: 47–48) definition of
a market and non-market strategy: A market strategy is “a concerted
pattern of actions taken in the market environment to create value by
improving economic performance” while a non-market strategy is “a
concerted pattern of actions taken in the nonmarket environment to
create value by improving its overall performance”. The critical difference
between the two definitions is the words “economic performance” and
“overall performance”. When an organisation is profit-maximising, the
non-market environment must be carefully managed. This is because it
can directly and indirectly impact economic performance. Indeed, regard-
less of whether the organisation is profit-maximising or not, a failure
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to address the non-market environment could lead to the organisa-
tion underperforming in other critical areas of performance. Market and
non-market strategies should be integrated for this reason.

Taking these ideas even further, Mellahi et al. (2016) argue that non-
market strategies are either related to corporate social responsibility (CSR)
or corporate political activity (CPA).1 Although some organisations may
concentrate on implementing a CSR or a CPA strategy, a CSR and a
CPA strategy can be implemented at the same time and in a comple-
mentary manner. Both types of non-market strategies have the same
fundamental internal and external drivers in common, such as the desire
to satisfy managers’ private needs or obtain legitimacy. Both also involve
the same fundamental mediating mechanisms, such as bridging between
parties to gain legitimacy and buffering to defend or lobby against an
undesirable change in the law. Given the moderating effects of the organ-
isation’s external and internal environments, both types of non-market
strategies can lead to the organisation achieving good things, such as
an improvement in the organisation’s reputation or its financial perfor-
mance. However, a non-market strategy could do the opposite to what
was intended. For instance, it could lead to more scrutiny rather than
reduce the risk of excessive scrutiny by outsiders. The political ties estab-
lished by the organisation can sometimes be perceived cynically, especially
after entering another country or when the organisation does not have
a public affairs function or that function operates inefficiently (Leidong
et al., 2017). It can be extremely difficult to build strong social or polit-
ical ties independently or with other organisations to gain access to useful
information or financial incentives and/or build a coalition to influence
policymakers (Hillman & Hitt, 1999).

There are potentially many social, political and legal matters or “issues,
institutions, interests and information” that can impact an organisation,
and many individuals, and organised groups of people or organisations
that the organisation must interact with over time to achieve its strategic
objectives (Baron, 1995: 48). In a nutshell, non-market strategies are
about making both the market and non-market environments easier to
navigate (Funk & Hirschman, 2017). In addition, many organisations
must operate in environments with weak institutions. When this is the

1 An organisation implements a CSR strategy to positively contribute to society while
a CPA strategy is usually undertaken to change the political environment or influence
someone politically.
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case, it may be necessary to work independently or with others to imple-
ment non-market strategies that are: (1) adaptive where the objective is
to make the best out of a bad situation, (2) additive through which new
rules and regulations are introduced to lower costs, including in consulta-
tion with a decentralised body, or (3) transformative where the goal is to
change the rules to lower costs or increase them for others (Dorobantu
et al., 2017). To be able to navigate the non-market environment, exem-
plary non-market environment management assets and capabilities must
be developed, such as a reputation for ethical dealings or the know-how
to deal with governments, the press or activists. Such assets and capabil-
ities may be co-developed or shared with other organisations, including
with competitors (Baron, 1995).

However, in the past, non-market strategies have been formulated and
implemented as if the management of institutions and stakeholders’ inter-
ests are entirely separate matters, as if neither have little to do with each
other. This has created a conceptual disconnect. With this in mind, the
institutions literature is briefly reviewed in the next section. The review
demonstrates that institutions determine how people and organisations
should interact to develop exchange relationships and other relationships,
and build valuable forms of knowledge. In the section that follows, the
stakeholder literature is briefly reviewed. The review demonstrates that
stakeholders determine how institutions evolve over time. In the final
section, a framework is developed that can be used to understand the
recursive relationship which exists between institutions and stakeholders,
and how non-market strategies can be formulated and implemented to
achieve advantaging adaptive outcomes for the organisation. The chapter
concludes with a brief discussion of the implications for management and
research.

Institutions and Organisations

In the last decades, it has become increasingly important to consider
institutions when analysing and addressing an organisation’s problems.
As both the sociological and economics-derived literatures have shown,
institutions can explain an organisation’s evolution, especially why organ-
isations in the same institutional environment end up resembling each
other over time despite competing with each other for customers and
resources (Oliver, 1992). Institutional analysis can also be used to under-
stand how organisations and the knowledge they develop over time
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contributes to endogenous economic growth and positive social change
(Glückler et al., 2018).

Indeed, Peng and et al. (2009: 63) argue that the analysis of institu-
tions represents a third leg of the strategy tripod. Although industrial
organisation (IO) economics and the resource-based view (RBV) are
useful for understanding the benefits of positioning the organisation
appropriately in its industry against competitors, and acquiring and
developing a unique capability base to differentiate the organisation,
respectively, an “institution-based view” can also explain the four funda-
mental questions of strategy, that is, (1) why organisations differ, (2) how
do organisations behave, (3) what determines an organisation’s scope
and (4) what determines the success or failure of an organisation. By
understanding the pressures that different institutions can exert on an
organisation to adopt a particular form, one can understand why organisa-
tions in the same institutional environment become similar over time. By
analysing the informal and formal rules that characterise an institutional
environment, one can understand why adaptive rather than optimising
strategic decisions are made more often than not. Also, IO economics and
the RBV suggest organisations are constrained for geographic or product-
related reasons. However, some rules and regulations or even cultural
impediments can limit scope outright.

Lastly, rather than explaining performance in terms of the industry
position obtained or the uniqueness of the organisation’s resource base,
the presence of some institutions may be particularly advantaging for
some organisations. For instance, the latter can explain choice of entry
mode if planning to do business in another country. In countries with
weak institutions, joint ventures are usually the preferred mode of entry
because valuable local resources can be more readily accessed. Acquisi-
tions can be more constructive when the institutions are strong (Meyer
et al., 2009). It is also apparent that when organisations operate with
an ecosystem structure, organisations tend to align. Individual organisa-
tions are incentivised to emulate other organisations to benefit from being
part of the ecosystem and/or gain advantage over another ecosystem
(Jacobides et al., 2018).

Two Organisational Literatures

As mentioned, two streams within the management literature examine
the subject of institutions. One is more micro in its focus and has its
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origins in sociology. The other is more macro in its focus and has its
origins in institutional economics. According to Peng et al. (2009), Scott
and North have been especially influential. Indeed, Scott’s (1995) thesis
can be considered to be representative of the micro stream while North’s
(1990) thesis can be considered to be representative of the macro stream.
Scott argued institutions are either regulative (coercive), normative or
cognitive in how they impact individuals. North argued institutions are
either formal or informal in how they impact organisations. That is, the
two literatures have in common the idea that laws, regulations, rules are
examples of regulative (coercive) and formal institutions while norms,
cultures and ethics are examples of normative and cognitive institutions
and informal institutions. Although both streams are concerned with
people and organisations, the macro stream is much more concerned with
how organisations contribute to economic change.

Neo-Institutional Theory (Sociological/psychological)

The term neo-institutional theory is normally used to describe the micro
and more sociological/psychological stream of the institutional literature
in management. Initially, concerned with examining how bureaucratisa-
tion and rational forms of decision-making lead to organisations resem-
bling each other over time, neo-institutional theory began to explore
how (disciplinary or professional) fields emerge over time and stimulate
isomorphic change. DiMaggio and Powell (1983) found that some fields
can exert coercive pressure on people and organisations to behave a certain
way. However, organisations in the same industry tend to imitate the prac-
tices and structures of successful organisations. This form of isomorphism
is essentially a mimetic response. It is prevalent especially during periods
characterised by uncertainty. Fields can also exert normative pressure,
especially when certain ways of doing or modes of behaviours are associ-
ated with professionalisation. This is similar to Scott’s (1995) ideas about
regulative, cognitive and normative pressures being placed on people
and/or organisations by institutions. It also represents a break from the
idea that the State dictates and defines the sorts of institutions that can
and do emerge over time. Organisations are seen to have a role here
despite being institutions themselves (Zucker, 1987).

Similarly, it has been argued that organisations tend to resemble each
other over time within the same institutional environment for legitimisa-
tion reasons. Processes of legitimisation emerge over time because people
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from within and outside of the organisation identify practices and proce-
dures the organisation should adopt to be perceived as legitimate. Change
initiatives are undertaken to introduce the legitimising practice and ensure
it is accepted. The opposite occurs when it is perceived that a practice is no
longer legitimate. This could be because the organisation is failing or the
practice is no longer favourably perceived by a significant group of people.
The rate of change depends on a number of factors: “Political, func-
tional and social mechanisms both within and beyond the organization are
proposed as determinants of deinstitutionalization. Entropy and inertial
pressures are proposed as inherent and competing processes in organi-
zations that moderate the rate of deinstitutionalization; organizational
entropy tends to accelerate the process of deinstitutionalization, whereas
organizational inertia tends to impede it” (Oliver, 1992: 566). Legitimacy
can be further subdivided into “three primary forms…. pragmatic, based
on audience self-interest; moral, based on normative approval; and cogni-
tive, based on comprehensibility and taken-for-grantedness”. What form
of legitimacy ends up being emphasised depends on the system of norms,
values, beliefs, and definitions” of relevance (Suchman, 1995: 571).

These ideas complement RBV theory which argues resource hetero-
geneity, that is, the ability to access, combine and/or use resources that
are unique, explains high performance. Since organisations under some
circumstances must conform to normative pressures and can become
institutionally isolated if they do not, organisations are more likely to
achieve their performance objectives if they invest in institutional capital.
As opposed to resource capital, defined “as the value-enhancing assets
and competencies of the firm”, institutional capital is “the context
surrounding resources and resource strategies that enhance or inhibit
the optimal use of valued resource capital”. For instance, by fostering a
culture of continuous improvement, the organisation may be able to make
better use of its resources, including using them innovatively (Oliver,
1997: 709). An organisation may also become good at strategic polit-
ical management, including anticipating, reacting to, defending against
and proactively addressing political change because it is flexible or has the
required capabilities (Oliver & Holzinger, 2008).

In an effort to better understand the cognitive aspect of institutional
change, neo-institutional theory researchers have recently focused on
understanding the symbolic systems or mental maps which lead to certain
behaviours and cultures evolving within an organisational setting. This
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includes learning about how different actors respond to different insti-
tutional pressures and the governance decisions that are ultimately made
by decision-makers on the organisation’s behalf, as well as the relevance
of certain institutional logics. As institutional theory matured, it shifted
away from explaining soft institutions because all organisations operate
in institutional environments which are market (technical) or non-market
based to some extent; it is the degree to which they operate in one or the
other that matters. For instance, a bank is more likely to operate in an
environment with high technical requirements than a health club (Scott,
2008). The reality is that some institutional settings are far more complex
and diverse than others (Vermulen et al., 2016).

The problem with neo-institutional theory is that it essentially evolved
to become a theory of everything. It was easier to say what an institution
was not rather than commit to a parameterisable definition. For instance,
a review of the literature reveals that “institutional logic” has been
described as an institution and as a mechanism of institutional change.
The challenge now is to “avoid tautologies, avoid narrow theoretical
discussion and problematization” (Alvesson & Spicer, 2018: 208).

Neo-Institutional Economics

Neo-institutional economics attempts to expand upon the ideas of the
earlier institutionalists from the nineteenth century (Hodgson, 1998).
It refutes many of the ideas from neoclassical economics, in particular,
the idea that institutions and time do not matter. Neoclassical economics
theory is essentially a static theory. It assumes economies can achieve equi-
librium when in reality economic change occurs dynamically. Neoclassical
economics has power but is limited in what it can explain at the same
time.

Institutions “form the incentive structure of society, and the political
and economic institutions, in consequence, are the underlying determi-
nants of economic performance”. Because institutions are “the humanly
devised constraints that structure human interaction”, they involve choice
and continual processes of learning. If laws, regulations and norms
are the rules of the game, then organisations, and the managers and
entrepreneurs who operate them are the players. These players need
to be incentivised in a variety of ways. These ideas are different to
those of neoclassical economics. Neoclassical economics assumes organ-
isations, managers and entrepreneurs are rational, self-interested and
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make efficient resource allocation decisions. In contrast, neo-institutional
economics assumes these “players” stimulate adaptative forms of efficiency
when they use society’s scarce resources (North, 1994: 59 & 60). Neo-
institutional economics deconstructs neoclassical’s rational actor model
because managers are more likely to make non-optimising decisions than
optimising decisions (Hodgson, 1998).

Drawing on Schumpeter’s, Penrose’s and North’s theses about insti-
tutions, Moran and Ghoshal (1999: 407) demonstrate the role organi-
sations play in creating adaptively efficient, pluralistic institutional envi-
ronments. They build on simple exchange principles to develop a process
model which shows that, through a process of trial and error, organisa-
tions can become good at identifying useful resource combinations, and
make exchanges which are both cost-effective and value creating. They
demonstrate that institutions are introduced to countervail inertial forces
if and when they arise. These institutions allow new resource combina-
tions and complementarities between organisations and their resources
to emerge. This shifts the productive frontier forward to a point where
all the organisations and markets in the economy (the institutional envi-
ronment in question) are more value creating than they would have
been otherwise. These authors’ arguments are important because they
demonstrate that neo-institutional explanations for why firms (organisa-
tions) exist can be substituted to replace or used to augment the theories
generated by classical market theory. Moral and Ghoshal’s arguments also
suggest that transaction cost economics arguments insufficiently explain
why organisations exist. Despite transaction cost economics being an
eminent theory within neo-institutional economics, organisations “are
seen as a means of containing the damage of market failures”. When
organisations share productive (new) knowledge and build social capital
as a result, knowledge may be repurposed, leading to the building of more
social capital over time. This is over and above anything that is possible
through the market system alone (Nahapiet & Ghoshal, 1996).

Neo-institutional economics, like neoclassical economics, is still
concerned with explaining resource allocation, aggregate income, income
distribution and the role of organisational decision-making but by using
dynamic explanations. Even though price can indicate value, it is how
value is “ensconced in institutions, social structures and behaviour” which
is of most interest. Neo-institutionalists acknowledge the role of culture
and cultural processes by which people’s identities, goals, preferences
and lifestyles are ultimately formed (Samuels, 1995: 574). However, a
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wider range of human-centric and economic problems can be more easily
explained by combining economic, political and ideological rationalisa-
tions, such as when wanting to understand what might occur if markets
remain unfettered or governments intervene in the economy excessively
(Rutherford, 2001).

Institutional Change: Institutional Entrepreneurship and Work

The reasons and methods by which institutions change has been consid-
ered by authors in both the neo-institutional theory and neo-institutional
economics literatures. Two strands in particular have shed light on what
change involves: research on institutional entrepreneurship and institu-
tional work.

According to Greenwood et al. (2002: 59), despite playing a regulatory
role—acting as standard and rule setting agents—professional associations
are often at the forefront of institutional change, including processes of
de-institutionalisation. This is because they are well-placed to start and
manage the debate on important professional matters and reframe the
way in which the profession should be perceived in future. However, well-
networked and influential large organisational professional members may
dominate such debates, as was observed when studying the accounting
profession. This is only a problem if these elite members resist posi-
tive change. Elite organisations’ network position “can sharpen [their]
awareness of alternatives ….. central organizations are more likely to
come into contact with contradictory logics because they bridge organi-
zational fields. Further, they become immune to coercive and normative
processes because their market activities expand beyond the jurisdiction
of field-level regulations ….. when low embeddedness is combined with a
motivation to change, central actors become institutional entrepreneurs”
(Greenwood & Suddaby, 2006: 27).

Institutional change is not always the result of an exogenous shock.
It can be the result of endogenous forces, including through the efforts
of individuals, groups of individuals, organisations or groups of organ-
isations within the field. However, although institutional entrepreneurs
are change agents, “not all change agents are institutional entrepreneurs.
Actors ….. must fulfill two conditions to be regarded as institutional
entrepreneurs; (1) initiate divergent changes; and (2) actively participate
in the implementation of these changes” (Battilana et al., 2009: 68). Like-
wise, they may not always want to take on an institutional entrepreneurial
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role. The changes they instigate may lead to the creation of a new vision
or involve mobilising resources and allies. They are different to social
entrepreneurs who focus on achieving some sort of social good because
existing institutions cannot make such changes.

Institutional entrepreneurship can be differentiated from the concept
of institutional work because of institutional entrepreneurship’s “heroic
conception of agency”. The concept of institutional work is described
in deliberately more mundane terms. It is any form of agency directed
at creating, maintaining and disrupting an institution. This work can
be undertaken by individuals, groups of individuals, an organisation
or groups of organisations too. Institutional work is a multi-level
phenomenon where the actions of people and organisations are nested
within the societal structure (Decker et al., 2018: 615). A recursive
relationship must be established between change agent(s) undertaking
institutional work and the institution(s) of interest. The process by which
change is achieved depends on the agent’s level of awareness of what
is possible, and their skill and reflexibility. Likewise, it depends on the
agent’s ability to put boundaries around the institution or institutions of
relevance, and the practices for exacting change that are used, which are in
themselves the product of institutionalisation. Institutions may be created,
maintained or disrupted for a variety of political, practical, cognitive,
technological and moral reasons (Lawrence et al., 2009).

Institutional Strategies and Strategic Change: Achieving Legitimacy

Organisations achieve legitimacy by building capabilities of value to
society. However, these capabilities are rarely the result of managers
making rational, optimising decisions consciously. There are other adap-
tive forces at work (Langlois, 2003). However, most organisations need
to compete while also taking a balanced approach to emulating the
actions of other organisations to gain legitimacy (Deephouse, 1999).
This is not the same as improving an organisation’s reputation. Legit-
imacy is about gaining social acceptance by following regulations and
learning to use resources responsibly. It is a different kind of relative
concept to that of reputation (Deephouse, 2005). Institutional strate-
gies clarify how the organisation will cooperate within the institutional
environment but also work to create, maintain and/or transform crit-
ical institutions (Lawrence, 1999), including how they will create value
for customers, owners, managers and employees while shaping but also
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being shaped by the institutional environment (Kern & Gospel, 2020).
This is not to say all organisations develop effective institutional strate-
gies. For instance, not all organisations will improve their environmental
practices when put under coercive or normative pressure to use greener
methods. Though some may go well beyond what is required to satisfy
stakeholders, others will do very little. So much depends on the extent
to which the disparate parts of the organisation are expected to act in an
aligned manner (Delmas & Toffel, 2004).

Legitimacy has been defined in many ways but all the definitions have
in common the idea that it is obtained by socially constructing some sort
of reality. Logically, it is also a shared reality involving a particular audi-
ence who have achieved consensus (actual or apparent) about what is or is
not legitimate. Legitimacy is achieved through a legitimation process with
four distinct stages: (1) the need for the social innovation is established
at the local stakeholder level, (2) the social innovation is validated at the
social level by demonstrating how it aligns with what is already consid-
ered to be culturally acceptable, (3) the social innovation is diffused into
other domains, and (4) the social innovation is widely embraced because
it was accepted across multiple domains within society. The same process
can also be used when the objective is to change people’s preconceived
ideas about what is legitimate. When this is the objective, it is important
not only to establish the propriety and validity of the practice, norm, etc.,
but also to achieve widespread consensus (Johnson et al., 2006).

Of course, the success of the legitimation process will in part depend
on whether the institutions in question are stable or undergoing some sort
of change (Bitekine & Haack, 2015). Propriety, validity and consensus
are distinct concepts. They occur at the micro, meso and macro levels.
Together, they represent a multi-level phenomenon (Haack et al., 2021).
Not surprisingly, the legitimisation process is possible to bypass altogether
by taking on a strategic alliance partner who can “serve an important
legitimating function”. Such partners help organisations to achieve a
range of market, relational, social, investment and/or alliance legitimacy
advantages (Dacin et al., 2007: 169).

Stakeholders and Organisations

According to Hall and Soskice (2003), who are well-known for their
work on the varieties of capitalism, some countries have a comparative
institutional advantage over other countries. This means some countries



464 A. ZUBAC

have developed institutions and complementarities between their institu-
tions that are particularly beneficial. Moreover, the organisations within
their particular system of capitalism possess unique relational qualities.
Hall and Soskice also argue in the same article that organisations are the
means by which value creating relationships can be formed but the extent
to which value can be created depends on the institutional superstruc-
ture within which the organisation is situated. Agreeing with Williamson
(1985) that organisations form to some extent to minimise transaction
costs by establishing hierarchies, contracts and a capability base, Hall and
Soskice also argue that organisations create value in a variety of ways
because of the existence of five unique institutional spheres: (1) industrial
relations, (2) vocational training and education, (3) corporate governance
for safeguarding investors, (4) inter-firm relations and (5) employees.
These spheres enable the establishment of all manner of value creating
stakeholder relationships within and across organisations, and within the
whole institutional environment. Put yet another way, the extent to
which value can be created depends on the quality of the relationships
which organisations form through their stakeholders, including suppliers,
customers, collaborators, partners, trade unions, business associations and
governments. The institutional superstructure and the complementarities
between the institutions which emerge in these spheres can be particularly
advantaging for some organisations and, consequently, some countries.

These rather grand and highly respected ideas correspond with those
of Freeman (2004), who originally introduced the idea that stakeholders
are important and should not be ignored by those in management or
researching management. Freeman believed large differences in organisa-
tional performance and strategic focus can be explained by understanding
how stakeholders behave in different organisational and societal settings;
different narratives about stakeholders and what they believe to be
responsible organisational behaviour differed depending on the organisa-
tion. Freeman was also influenced by Williamson’s (1985) ideas. Despite
Williamson focusing on explaining the implications of ex-post oppor-
tunism, including the degree to which contracts can anticipate all possible
contingencies,2 he realised that organisations needed to be structured to

2 Readers wanting to learn more about the implications of being unable to
write contracts when transacting that pre-empt all possible contingencies should read
Williamson’s (1979) “classic” article or Mahoney’s (2016) chapter on transaction costs
theory in the Economic Foundations of Strategy on the topic.
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minimise of the cost of getting managers (a key stakeholders group) to
act in a way which was consistent with the organisation’s strategic objec-
tives. Stakeholder explanations could be used to explain why organisations
are different to markets and, thus, their role within capitalism. Freeman
makes it clear that he did not deliberately set out to make CSR an impor-
tant area of study. This was just one of the outcomes of his musings
(Freeman, 2004).

Stakeholder theory is also important because it provides insight into
the role organisations play within civil society. The study of civil society
defines how the existence of the State affects the individual economi-
cally, politically or cognitively whereas stakeholder theory “encompasses
all the intermediary groups located between two extremes: the firm
and the interests of individuals”. This has very real implications for
how organisations are governed. Boards of directors are required to
concern themselves with a great variety of social and cultural matters,
and not just those matters which can affect an organisation economi-
cally. “Stakeholder theory ratifies the institutionalisation of the firm in that
stakeholders prefigure an open or fragmented, society largely dominated
by corporations” (Bonnafous-Boucher & Porcher (2010: 206). Organisa-
tions depend on stakeholders for their very survival and, hence, must be
governed with this in mind (Freeman, 1984; Freeman et al., 2021).

Stakeholder theory is also important because of its potential to extend
RBV theory, which is arguably the dominant theory within strategic
management. If RBV theory assumes the uniqueness of the resources
an organisation possesses explains its performance, it follows that some
organisations are high performing because they can build enduring stake-
holder relationships. These relationships allow organisations to operate
effectively in the marketplace but also within the non-market environ-
ment. This means that in addition to explaining sustainable competi-
tive advantage, RBV theory must also explain the benefits of cooper-
ating. RBV theory has traditionally treated people as economic objects,
describing them in contractual and cost-minimising terms. However,
according to stakeholder theory, stakeholders are “the final end”, not
the means (Freeman et al., 2021: 5). It explains why some people
have a say in an organisation, the implications of a broad stakeholder
base, and what is involved when co-creating or collaborating with others
(McGahan, 2020). When organisations implement competitive strategies
and stakeholder strategies that complement each other, the organisation
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can develop a performance-enhancing structure but also culture (Zollo
et al., 2018).

Three Stakeholder Streams of Literatures—Descriptive, Instrumental
and Normative

The stakeholder literature contains three streams: the descriptive, instru-
mental and normative streams. The descriptive stream explains the corpo-
ration in stakeholder terms. The instrumental stream considers whether
the way in which stakeholders were managed can explain organisational
performance in some meaningful way. The normative stream, on the other
hand, considers if stakeholders have legitimate interests and whether these
give them a say in the running of the organisation. However, an exam-
ination of the three streams demonstrates descriptive and instrumental
arguments eventually revert to a consideration of the normative; in other
words, normative arguments underlie both the descriptive and instru-
mental streams. This in part clarifies why organisations must be governed
with the interests of stakeholders in mind. Stakeholders are the ultimate
arbiters of organisational value. Thus, it is inevitable that the value they
associate with the organisation will be defined in normative terms at some
point even if it is not initially. Indeed, the stakeholder literature is replete
with examples of different stakeholder value systems having a significant
impact on an organisation, including cases where managers made self-
interested, morally hazardous decisions (Donaldson & Preston, 1995). It
is likely that the collective social and normative priorities of stakeholders
within an organisation will converge over time (Jones & Wicks, 1999).

Stakeholder Identification and Effectively Governing

It can be a challenge to identify who should be classified as an organ-
isation’s stakeholder. According to Mitchell et al. (1997), the task can
be rendered less challenging if stakeholders are considered using norma-
tive principles. However, some stakeholders can be described as having
genuine claims while others as influencers. The problem is that not all
claimants are influencers and not all influencers are claimants. Using a
Venn diagram in their highly regarded paper to illustrate how stakeholders
can be better understood, Mitchel et al. argue stakeholders can be defined
in power, legitimacy and/or urgency terms. These researchers argue that
stakeholders have low salience if they are of one type—a stakeholder with
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power, legitimacy or urgency. Their demands are latent in that they exist
but they are not apparent to others and/or articulable yet. In contrast,
definitive stakeholders have high salience because they have power, legit-
imacy and urgency. There can be no doubt that they should have a say
in how the organisation is run. When a stakeholder possesses only two
of the attributes, they are expectant stakeholders. They have moderate
salience. They expect the organisation to act in their favour. Stakeholders
with power and urgency, can become dangerous. They are more likely
to use coercion to get what they want, including violence. When stake-
holders have power and a legitimate claim, they expect to get attention.
They are dominant stakeholders because it should be clear to others that
they can act on their claims. Lastly, when stakeholders lack power but
have an urgent and legitimate claim, they depend on others to have their
claims heard. They are dependent stakeholders. Others are more likely to
act on their behalf or advertise their claim, such as what tends to happen
after an oil spill.

Alternatively, stakeholders can be identified by considering if a party
is enfranchised and has claimancy rights. Enfranchisement “describes
who is in and who is out of the organization’s internal decision-making
process and, hence, is a foundational element of governance structure”.
Claimancy rights “establish which individuals and groups can capture
the value created by the organization”. The benefit of classifying stake-
holders in this way is that one can understand how an organisation’s
governance system may need to change when the institutional environ-
ment changes and stakeholder equity concerns are uncertain too. For
instance, when the Tokyo Electric Plant got hit by a tsunami, an archi-
tectural change became necessary. Enfranchisement and claimancy rights
for some stakeholders needed to be totally renegotiated (Klein et al.,
2019: 10). This method for identifying stakeholders becomes challenging
when important influencers are ignored. Unless all stakeholders’ (poten-
tial) claims are categorised, heard, negotiated, prioritised and disputes
resolved, all manner of economic and non-economic hindrances could
end up plaguing an organisation (Amis et al., 2020).

In recent times, using transaction cost economics and RBV theory
arguments, it was also argued that non-shareholder stakeholders are stake-
holders if they are also residual claimants, that is, if they can make a claim
on the organisation in the same way a shareholder can if the organ-
isation is liquidated. That is, it is possible to calculate what they are
owed in potentially or in real terms as a proportion of the resources
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they made available to organisation. It was also argued that instead of
using some sort of moral standard to identify an organisation’s stake-
holders, “stakeholder resource-based theory makes specific predictions
about how profit-maximizing firms will operate”; by pre-empting stake-
holders’ claims and negotiating in advance, an organisation can minimise
potential losses and potentially maximise its gains (Barney, 2017: 3321).
However, as Freeman et al. (2021) argued, people are not economic
objects or a means to an end. Further, stakeholders can be the source
of endogenously created value and shared value. However, it can be diffi-
cult to determine how such resources can be understood and governed
(Cabral, 2019). In a nutshell, there are very many good reasons why
all organisations are now required to be governed with the welfare of
stakeholders in mind (Tirole, 2001).

An Integrated Approach: Critical
Knowledge Flows and Social Interactions

Reviews by Lee (2011) and Aguilera et al. (2007) discuss two important
facts: (1) institutions determine how people and organisations interact to
develop exchange and other relationships, and build valuable forms of
knowledge, and (2) stakeholders determine how institutions evolve over
time. There is a recursive relationship which exists between institutions
and stakeholders which must be reconciled.

These are ideas that have not been lost on other researchers. According
to Lee (2011: 281) who studied how institutions affect stakeholders,
and vice versa, when formulating and implementing a CSR strategy,
“while institutions affect firms’ social behavior by shaping the macro-
level incentive structure and sources of legitimacy (distal mechanisms),
firms’ stakeholders can amplify or buffer the institutional forces by acting
as mediators (proximate mechanisms)”. In other words, the collective
action of stakeholders stimulates institutional change, leading to certain
regulations, norms, cognitions or cultural conditions gaining legitimacy
within an organisation. However, stakeholders play a mediating role. They
determine whether a particular CSR initiative will be implemented.

Aguilera et al. (2007: 836), take this idea slightly further. These
authors integrate multiple micro- and macro-level theories, namely, ideas
from organisational justice, corporate governance, and varieties of capi-
talism to argue “organizations are pressured to engage in CSR by
many different actors, each driven by instrumental, relational, and moral



19 WHEN EVERYTHING MATTERS: NON-MARKET STRATEGIES … 469

motives”. They found that both internal and external stakeholders deter-
mine the adoption of a certain CSR strategy. These stakeholders, which
include employees and actors embedded within government or an NGO,
are motivated in different ways and, thus, will use a variety of micro- and
macro-mechanisms to put pressure on the organisation to adopt a certain
CSR strategy to create social change. The combination of motivations and
mechanisms occurring at different levels determine what will be contained
and implemented through a CSR strategy.

All of these ideas are consistent with new stakeholder theory (McGahan,
2021: 1734). In this theory, it is argued that “because stakeholders
bind resources to organizations, neither the resource-based view nor
the new stakeholder view is complete without the other”. Individuals
interact with the organisation either for their own reasons or on behalf
of an organisation. They give organisations access to valuable human
capital, making it possible for organisations to address a range of market
and non-market challenges. By the same token, Oliver and Holzinger
(2008: 496 & 514) argued that organisations are likely to benefit if they
develop “dynamic political management capabilities”. Political strategies
are successful because of the “firm’s internally and externally oriented
dynamic capabilities”. People are key because these dynamic capabilities
“are grounded in knowledge and influence acquisition and use”.

No matter the theoretical lens that is used to understand institu-
tions and stakeholders, the recursive relationship that exists between
institutions and stakeholders occurring at multiple levels needs to be
understood. There may be many micro-, meso- and macro-level factors
that need to be understood too to make sense of how institutions change
stakeholders, and vice versa. This is in the context that some institutions
and some stakeholders may be organisations. Likewise, a stakeholder may
be someone who is internal to an organisation or external to it. A partic-
ular stakeholder may play multiple roles. For example, a manager may be
required to liaise with a standard setting body to provide feedback about
a proposed change in a professional standard. However, in addition to
being an employee/agent of the focal organisation, the manager is also a
member of the standard setting organisation. Clearly, the manager must
reconcile the two roles somehow. Of course, it is also likely that the same
stakeholder may need to consult with another institution of which they
have no existing stakeholder relationship or role, such as might be the case
if the manager needs to consult with the members of an environmental
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group because the proposed change in the standard has environmental
implications.

These ideas are illustrated in (Fig. 19.2), which reflects Zubac, et al.
and’s (2007, 2012 & 2021) arguments about the need to develop a
strategy which addresses, through its sub-strategies, the institutions of
most relevance to the organisation. On the left-hand side of the diagram,
the idea that it is important to have integrated market and non-market
strategies is illustrated (Baron, 1995). These both inform the corporate
strategy. As indicated, they also determine how the organisation will be
governed since it is now taken as given that organisations will be governed
with the welfare of stakeholders in mind (Tirole, 2001). In line with
both the institutions and stakeholder literatures, the market strategies
are economic strategies and the non-market strategies are non-economic
strategies. However, the market and the non-market strategies still influ-
ence each other, as the double-headed arrows indicate. The extent to
which they influence each other varies. This depends on the organisa-
tion, including its history and priorities. Although it has been argued that
non-market strategies can only be of two types, that is, either be a CSR
or CPA strategy Mellahi, et al. (2016), the diagram assumes that organi-
sations may need to deal strategically with stakeholders who are part of a
network, for instance, part of an ecosystem, and/or who are stakeholders
within institutions who may not be, strictly speaking, a CSR or a CPA-
related institution. It depends on how CSR and CPA are defined by the
focal organisation’s key decision-makers. However, there is also just too
little research to be able to say that all non-market strategies fall into only
two categories. Hence the reference to “other institutional strategies”.

On the right side of (Fig. 19.2), the stakeholder matrix indicates
that some stakeholders may be internal to the organisation while some
of the organisation’s stakeholders may be external to the organisation.
External stakeholders of note are likely to be embedded in an institution
and will be recognisable as such. When the institution is informal and
not organisation-based, identification is likely to be more difficult. Thus,
when an institution is not organisation-based, for instance, it is more
informal or normative or cognitive, then the emphasis will be on inter-
preting how the organisation can “interact” without a human point of
contact. As indicated, on the far right of the diagram, some organisational
stakeholders may be embedded in several institutions and some internal
stakeholders could be too because they have some kind of (vested) interest
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in an external institution of relevance to the organisation. The insti-
tutions itemised within the superstructure, reflect the extant literature.
Notably, it also demonstrates PESTEL principles. PESTEL is a widely
used method for analysing an organisation’s external environment, that
is, the political, economic, social, technological, environmental and legal
institutions within the external environment. In (Fig. 19.2), the economic
institutions are the capital, product & service and resource markets of
relevance to the organisation. All other institutions are non-economic
institutions.

However, there is one proviso. Organisations often have dealings with
other organisations within an industry, ecosystem and/or as part of a
network. These dealings could be of an economic or non-economic
nature or both. For instance, sometimes organisations need to coop-
erate with competitors to develop a technology. This too is reflected
in (Fig. 19.2). Industries, ecosystems and networks have not tradition-
ally been analysed using the PESTEL method. It is normally assumed
that industry analysis is best conducted using Five Forces analysis (Porter,
1980). Advances have been made in recent times to ensure that network
position or an organisation’s role within an ecosystem can also be better
understood (Jacobides, et al., 2018; Rosenkopf & Schilling, 2007). These
institutions influence each other, as the double-sided arrows indicate. In
short, it is clear that all of these institutions will impact the organisa-
tion. The extent to which they do depends on the specific organisation in
question, including its history and its current priorities. With all of this
in mind, what is most interesting about (Fig. 19.2) is that it could be
used as a framework for comprehensively analysing the external environ-
ment to formulate (emergent) strategy or analyse how a strategic change
was approached at a given organisation, including to identify if there were
intended or unintended, positive or negative endogenous effects brought
about by the strategic changes enacted.

Conclusion

The objective of this chapter is to demonstrate that all organisations—
whether a for-profit or not-for-profit organisation, small or large, simply
structured or very complex—need to have a non-market strategy and the
ability to implement it. This was achieved by acknowledging that it is no
longer feasible for an organisation to formulate and implement strategies
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that address the market environment only, as Baron (1995) argued, and
by reviewing the institutions and stakeholders literatures.

The reviews made it abundantly clear that (1) institutions determine
how people and organisations interact to develop exchange and other rela-
tionships, and build valuable forms of knowledge, and (2) stakeholders
determine how institutions evolve over time. A recursive relationship
exists between institutions and stakeholders which must be continu-
ously reconciled; it is not logical to think about the institutions that
could impact the organisation without thinking about the stakeholders
who have a say in how these institutions form, and vice versa. Critically,
the interactions which this recursive relationship stimulates may occur
at multiple levels. Some of the organisation’s stakeholders, including
internal stakeholders may be very interested in advancing the objectives of
multiple institutions at any one time too. Managers and researchers need
to appreciate all of these things if they are to understand real-life strategic
change problems with any degree of accuracy, pertaining to both market
and non-market environments. The framework developed in this paper
was constructed with this in mind. It is recommended that it can be used
as a starting point for such conducting analyses.
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