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FOREWORD

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

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

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

Hah. Looks pretty shortsighted with the benefit of hindsight.  
All of that changed in 2007. The economic downturn was more than 

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

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

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

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

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

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

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

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

What is in these pages is a gift to you. 
First, there is language to help you diagnose the situation you are in. 

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

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

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

As Eichholz says succinctly, “Instead of concentrating on becoming 
very good at doing any one particular thing, companies should concentrate 
on becoming very good at learning how to do new things.” Eichholz gen-
erously acknowledges that he is building on the work of others. Adaptive 
Leadership is not a new idea. However, by bringing those foundational ideas 
to an organizational setting and developing new frameworks and tools for 
analysis and action, he has charted new territory and created new knowledge.  
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As I write this, I am serving on the boards of two organizations: a 
fast-growing start-up and a well-established educational institution drift-
ing into deep decline. I have used the frameworks offered here to diagnose 
where these organizations are and where they need to move.  I have a sense 
of which levers need to be adjusted to enable each to increase its adaptive 
capacity and enhance its potential for being successful down the road. My 
colleagues on those boards and the senior managers we oversee had better 
watch out. I am on a tear. 

This book has been a gift to me as well. 

Marty Linsky

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



PROLOGUE: THE TREES

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

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

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

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

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

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

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

The purpose of this book is to help top executives look inside their own 
organizations, make sense of the forest growing there, and understand how 
the trees may need to be nurtured, pruned, replanted, or felled to create a 
more adaptive organism. Having worked closely with executives of large 
corporations with the goal of making progress on their toughest challenges, 
I have learned a lot about carrying out changes that can improve the orga-
nization’s performance in a sustainable way.  At the same time, I’ve realized 
how difficult it can be for executives to see the big picture where their own 
company is concerned and do the necessary adaptive work. 
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Most successful executives are very good at understanding the business 
they are in and visualizing the opportunities in front of them.  However, they 
tend to falter when trying to mobilize the organization to take advantage 
of those opportunities. The typical business executive behaves like an auto 
racer who tries to drive faster simply by flooring the accelerator; he or she 
fails to recognize that the engine may need a tune-up or even a complete 
overhaul if the car is to achieve its full potential.  

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

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

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

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

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

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

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

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

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

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





PART ONE





WHAT IS  
ADAPTIVE CAPACITY?

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

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

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

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

environments for organizational adaptive capacity?

by members of the organization?

nature of the organization and the environment in which it operates?





CHAPTER 1

EVERYTHING STARTS  
WITH A PROBLEM

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

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

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

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

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

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

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

But it didn’t.  Instead, some unexpected things started happening.
A couple of months after his arrival, some key people resigned at both 

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

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

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

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

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

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

CARLY FIORINA, HP, AND THE DIFFICULTIES OF ADAPTATION

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

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

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

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

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

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

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

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

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

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

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

Questions like these have arisen in the histories of countless compa-
nies disrupted by the turmoil of change. Whenever significant change is 
undertaken, some sort of resistance should be expected from particular 
factions or groups within an organization, even when it is generally con-
ceded that the change is good and necessary. This is because, despite the 
benefits that will come from change, there will typically be costs that few 
or several employees will have to bear.  For this reason, the HP story of 
painful acceptance of change is one we’ll see repeated again and again in 
one industry after another. 
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Resistance to change is nothing new. Back in 1513, pioneering political 
scientist Niccolò Machiavelli wrote about it in his masterpiece, The Prince: 

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

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

EQUILIBRIUM, DISEQUILIBRIUM, AND ADAPTIVE CAPACITY

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

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

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

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

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

Or consider companies that extract resources like oil, gas, coal, and 
minerals from the earth.  They now have to deal with more empowered 
communities, not only in developed countries but in the developing world, 
which are increasingly unwilling to put up with the environmental damage 
extractive industries cause in exchange for the relatively poor-paying jobs 
they create. How can these businesses adapt to the new realities in a way 
that will create increasing value to everyone? 
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Nor is the challenge of adaptation restricted to business.  Nonprofit 
organizations and governments are in trouble, too, confronting problems 
they do not understand, under pressure to provide fast solutions they do 
not have at hand to people who have higher expectations than ever before, 
and all this within a political climate that is more inclined to polarization 
than cooperation. How can such once-respected sectors of society as gov-
ernment, education, religion, and health care regain the sense of public trust 
and confidence they once commanded? This is a major adaptive challenge 
that may even suggest the need to reframe the social contract under which 
we’ve lived for more than two centuries in the Western world. 

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

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

A situation like this, in which equilibrium allows successful management 
without the need for adaptation, is a comfortable one.  No wonder many 
executives want to believe they and their organizations exist in a state of 
equilibrium even when it is not true.  It’s a soothing belief and therefore 
an attractive one.

But even when equilibrium really exists, we see that today’s world does 
not allow most organizations to stay in that comfortable situation for long.  
In a world of sweeping, rapid change, it’s likely that what works today will 
no longer work in the near future.  Equilibrium is likely to be replaced by 
disequilibrium — and probably sooner than you expect.

Disequilibrium comes from a wide variety of sources, and when that 
happens, an adaptive challenge is faced; that is, the organization must look 
for new ways of doing certain things, battling against the natural tendency 
to resist the need for change. 
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Think of what happens when a new competitor comes into the game, 
or when there is an economic downturn, or when growth demands overseas 
expansion, or when a merger takes place, or when it becomes difficult to 
attract talent, or when key industry regulations are changed, or when local 
communities protest business practices, or when a new generation comes 
into the workforce. Or what happens when a new CEO is appointed, or 
when the team members stop getting along, or when workers feel over-
whelmed and purpose is lost, or when there is a conflict among partners, or 
when a disruptive new technology is introduced, or when an organizational 
restructuring takes place.

All these problems, and many more, pose adaptive challenges for a 
company, meaning that it is not possible to continue thinking and acting 
in the exact same way people are used to. When such problems arise, a 
certain level of tension is felt as a consequence of the disequilibrium the 
problems create. But organizations react in different manners to these 
stimuli. Some see them as challenges, taking advantage of them and thriv-
ing through an adaptive process, faster or slower, more or less effectively; 
some look for ways to avoid hearing the message and try to restore the 
previous equilibrium; and some deceive themselves, thinking that they 
are adapting when they are really doing the same things as in the past but 
with a different wrapping. 

Why these differences?  They arise because, as we’ve already seen, the 
adaptive capacity of those companies is not the same: some are more adaptive 
than others. Having a greater adaptive capacity allows an organization to 
turn problems into challenges and to adapt successfully easier and faster. 
The deeper challenge, therefore, is to find ways to increase the adaptive 
capacity before the occurrence of stimuli that generate imbalance.

One way companies do this is by deliberately avoiding a state of equi-
librium, or creating a state of disequilibrium before it is created by external 
conditions. As Bill Gates used to say to his people, “Microsoft is always two 
years away from failure,” meaning that they had to permanently challenge 
themselves in order to remain in business.9 Hence some business managers 
have repurposed the old slogan as “If it isn’t broken, break it!”  By delib-
erately creating disruptive change, these managers strive to avoid the risk 
of complacency that can arise when a long period of equilibrium lulls an 
organization’s members and blunts the sharp edge of adaptive capacity they’ll 
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need sooner or later.  It looks like an extreme approach to the challenge of 
improving your adaptive capacity and one that may not be necessary if you 
follow the advice presented in Part Two of this book.

TECHNICAL WORK, ADAPTIVE WORK, AND AVOIDANCE

The central theme of this book is the importance of adaptive capacity for 
sustainable business success, but adaptation is not the only important task 
that executives must perform. Another type of work, which we call technical 
work, must also be performed, and performed well. The difference between 
adaptive work and technical work lies in the idea of learning — that is, 
knowing whether new assumptions, values, loyalties, attitudes, competencies 
or habits are required to carry out the work ahead. 

If your existing business plan is enough to tackle the challenges you 
currently face, it will just be a matter of applying the know-how already 
at the company’s disposal, and that is technical work. It may be routine 
work, for which protocols and systems exist; or it may be something that 
goes beyond routine that can be solved by applying existing knowledge 
within the firm or expert knowledge that can be outsourced. If that is 
not the case, and learning becomes necessary, you are in the domain of 
adaptive work.

An important part of HP’s work as it strives to secure and strengthen 
its position in the world of digital technology is in fact technical — build-
ing and distributing the third series of the Pavilion laptop, for example. 
The same applies to the Home Star, which must manage technical work 
processes such as producing clear, well-edited copy to fill its news columns 
and running its printing equipment at peak efficiency. 

On the other hand, how technical is carrying out the merger with 
Compaq or buying and running a radio station or a newspaper larger than 
yours? Top executives at HP may well have experience in acquisitions, and 
they can hire a good consulting firm to help them manage such details as 
the integration of different information technology systems for managing 
payroll and inventory controls.  But when a merger occurs, a lot of learning 
needs to take place in thousands of employees from both companies, regard-
ing such issues as loyalties, organizational values and behaviors, status and 
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power issues, practices and protocols, just to name a few.   Similarly, David 
Franco and the members of his team had a lot to learn after expanding their 
company to include media outlets in a new city — especially during a time 
of dramatic change in the media business.

Because these situations that demand learning arise more often and 
at a faster pace in today’s world than ever before, adaptive work is steadily 
becoming a greater aspect of people’s and companies’ lives. But the tricky 
thing is that people, especially top executives, tend to treat the adaptive 
challenges they face through technical work instead of adaptive work. 

Why does this happen? It happens because we have a natural tendency 
to rely on what we already know and control, well expressed in that old 
saying, “When you have a hammer, everything looks like a nail.” What 
is the effect of doing this? The result is that the adaptive challenge is 
not really faced but avoided, even though all involved are acting in good 
faith, trusting that they are doing what they have to do.  This is what 
happened when Carly Fiorina put so much focus and effort into the macro 
work — investing in the brand, acquiring companies, restructuring, and 
inspiring people — and put so little into the micro work — building 
alliances, pacing the work, hearing the different voices, acknowledging 
people’s losses, and managing their distress.  The macro work involved 
tasks she’d already performed successfully at Lucent and was very capable 
of handling at HP; the micro work was much more novel and difficult, 
which made it tempting and easy for her to minimize its importance and 
ultimately neglect it.

Technical work is very different from adaptive work, indeed. Where in 
one there are clear answers and little uncertainty, in the other there are no 
clear answers and uncertainty can be very high. Where one involves no big 
choices, the other involves difficult choices and, therefore, losses. Where one 
is straightforward and is executed through precise instructions, the other 
is time-consuming and demands a lot of conversation and renegotiation of 
loyalties and power relations. 

Where one calls for people’s hands, feet, and mouths, the other calls for 
people’s brains, hearts, eyes, and ears. Where one is focused on the task, the 
other is focused on the people connected to the task. Where one is linear, 
the other is systemic as it considers complex relationships, feedback loops, 
and non-evident cause-effect relationships. 
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Where one requires commands from those in authority, the other requires 
leadership from those in authority (as I’ll discuss in some detail below). 
Where one runs smoothly, the other is typically accompanied by conflict and 
distress. Where one demands precision and can be translated into protocols, 
the other demands creativity and gets restrained by protocols. Where one 
focuses on managing, the other focuses on experimenting. Where one calls 
for homogeneity, the other calls for diversity.

Realizing that today’s dynamic reality requires far more adaptive work 
than ever before, it becomes easier to understand why it is increasingly 
important for companies to boost their employees’ potential instead of 
limiting it. Technical work calls for using a specific competency or exper-
tise that a person might have — sometimes one that is very complex and 
expensive — whereas adaptive work calls for using as much of people’s 
capacity as possible, allowing for their initiative, creativity, collaboration, 
frankness, questioning, and mindfulness beyond their technical expertise.

There is no doubt that adaptive work is both challenging and attractive. 
But at the same time it is difficult and resisted. Difficult, because it goes 
against our natural tendency to look for equilibrium, and also because it 
requires a set of skills that employees are inadequately trained in. And it is 
resisted, because adaptation produces losses, or at least a sense of loss. There 
can be visible losses, like the loss of income, the loss of a title or job, or (when 
stress at work leads to stress in an employee’s personal life) the breakup of 
a marriage. But there can also be invisible losses, like the loss of loyalties, 
expectations, status, power, values, self-confidence, and trust, to name a few.

That is why it is so common for organizations to do technical work as a 
way of avoiding adaptive work. Sometimes this is done consciously, but most 
of the time it is done unconsciously.  For example, technical work typically 
happens in mergers, where most of the attention is devoted to the financial 
aspects and little attention is paid to emotional and psychological issues; or 
in restructuring processes, where energy is devoted to the symptoms of the 
problem but not its deeper causes; or in internal communications campaigns, 
which are typically employed as a way of changing employees’ attitudes and 
behaviors without doing the deep work that true adaptive change requires.

Of course, there are other ways of avoiding doing the necessary adaptive 
work that organizations are faced with. Many times executives and managers 
try to place the responsibility for their problems on outside forces, blaming 
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political or regulatory authorities, bad economic conditions, unscrupulous 
competitors, social and local movements, or even non-responsive clients.  
Other times they prefer to overlook what is going on outside, thereby 
exacerbating the problems they have or will have. In other cases, business 
units, departments, or teams may blame one another.  And in still other 
cases, organizations develop an oversimplified or overoptimistic view of the 
situation and simply deny that any adaptation is necessary.

Whatever the mechanism, the fact is that you should expect avoidance 
to take place as a way to minimize or get around the losses at stake. But 
the final result is the same: failure to adapt.

TENSION AND THE DYNAMICS OF CHANGE 

The Home Star, HP, a government agency, an NGO, or any other kind of 
organization has a business or task to carry out in which all or most efforts 
are invested. Employees at the Home Star devote a lot of time to reporting the 
news and writing about it, to selling ads, to making logistics more efficient, 
and to building good relationships with the community. Executives at HP 
devote a lot of time and energies to developing new products, providing the 
best technological services, and finding more efficient ways to manufacture 
those products. It would be easy to provide a similar list of daily tasks for 
other kinds of organizations.  It’s normal and appropriate for organizational 
management to devote time and energy to these important tasks.

But how many top executives put explicit emphasis and dedicate time 
to developing their company’s adaptive capacity? This is not a matter of 
doing something different from the daily business; rather, it is a matter 
of doing that same business with a broader perspective. In other words, 
while performing the tasks necessary to obtain the business or budgetary 
results, the interactions that underlie those tasks need to be made more 
functional, with a very specific goal in mind: increasing the organization’s 
adaptive capacity.

Yet relatively few CEOs include a conscious effort to increase their 
organization’s adaptive capacity as one of the tasks they undertake in their 
authority roles.  And this is unfortunate, since the capacity to adapt is one 
of the most important ones for any organization today.
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However, if CEOs are going to deliberately undertake the task of 
increasing their organizations’ adaptive capacity, they’ll need to understand 
exactly what this means and how it works.

What, then, are organizations with a larger adaptive capacity like? Based 
on the distinctions we have made, it is now possible to say that these orga-
nizations adapt — proactively or reactively — more easily to external and 
internal changes, effectively carrying out the adaptive work that is demanded 
by those challenges, because employees at all levels of these organizations 
have the readiness and abilities to face them instead of avoiding them. 

This capacity makes a company more competitive in the long run by 
allowing it to create and take advantage of opportunities, to correct its course 
of action when needed, to be less dependent on the ideas and competencies 
of a brilliant CEO, and to deploy more of its people’s potential.

The larger the adaptive capacity of an organization, the more and greater 
adaptive challenges it will be able to face, and will do so at a faster pace. 
HP, for example, now has a larger adaptive capacity than it had in 1999, 
when Fiorina started introducing the changes she envisioned. But this is 
the byproduct of a highly traumatic process rather than a well-thought-
out strategy, and a big question mark remains in regard to the company’s 
conscious and ongoing effort to keep increasing its adaptive capacity. You 
can learn to become a more cautious driver by experiencing a crash, as the 
increased adaptive capacity of HP today suggests.  But taking the traumatic 
route may involve paying a higher personal price than needed — in this 
case, the dismissal of Fiorina from her post — and making that increase a 
one-step shock rather than a continuous and sustainable path. 

It doesn’t have to happen that way. You don’t need to crash your car 
to become a more cautious driver; you can learn the same lesson in a less 
traumatic way if you set your mind on it.  An organization can consciously 
learn to become more adaptive, working certain specific variables (discussed 
in Part Two). But this is something that needs to be on the CEO’s agenda, 
the same way the business itself is on his or her agenda. 

Jack Welch, as CEO of GE, was one of the first top executives to 
understand this. It happened after his initial years in that position, when he 
restructured the whole company (including making a number of controversial 
layoffs and divestitures) and earned the nickname of “Neutron Jack.” But 
then what? Should Welch have continued to be on top of every executive, 
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making every decision, putting intense pressure on every department to 
make things happen? That would have killed the company’s development 
and would have also killed him. Welch understood, at that point, after 
dealing with the emergency of the early ’80s, that his role had to change, 
and it did actually change. 

In Welch’s own words, “A company can boost productivity by restructuring, 
removing bureaucracy and downsizing, but it cannot sustain high productivity 
without cultural change.”10 This was his way of saying that a CEO — like Welch 
himself — ought to look inside the organization, analyzing and improving the 
way people interact among themselves and with others outside the company 
while doing their tasks. In the latter portion of his two-decade tenure as CEO, 
Jack Welch started talking extensively about the adaptive culture GE needed 
to develop, including the “boundaryless behavior” that every executive should 
embody, the continual development of leadership abilities, the 360-degree 
feedback process, the creation of an environment in which employees could 
be their best, and the development of anti-parochial attitudes. These kinds 
of initiatives and the priority that was given to them substantially increased 
GE’s adaptive capacity, and it should be no surprise that this company is still 
considered the world’s leader in executive development. 

But building adaptive capacity is no easy matter.  As we’ve seen, people 
resist change when they fear they might lose something. Roughly speaking, 
a person weighs losing something twice as much as he or she weighs gain-
ing it.11  This is why it is so common to hear “Now that I lost it, I realize 
how much I valued it.” What’s more, the losses are felt before the benefits 
arrive and, in comparison to the losses, the benefits typically appear more 
vague and uncertain. But eventually, when circumstances and the need for 
change are powerful enough, people do change, and so do organizations. 
And the more they are used to changing, the more adaptive they become. 

Why is it that, despite the losses involved, a person or an organization 
may sometimes end up changing?  As human beings, we change when we 
feel, for a long enough period of time, the tension that comes from being 
in disequilibrium, which in turn is created by a problem. In fact, everything 
starts from a problem. If there is no problem, people and organizations 
remain in equilibrium, in their own status quo. Why would they change? 
Only because they face a problem, which pushes them to experiment with 
new options, trying to reach a new equilibrium. 
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The problem, though, doesn’t have to take the form of a crisis. An 
opportunity can also be seen as a problem — a benevolent problem, if you 
like. The essence of a problem is the gap that exists between our aspira-
tions — as defined by ourselves — and the current reality — as perceived 
by ourselves. The larger the gap, the higher the disequilibrium, and the 
stronger the tension we feel. It’s precisely that tension that makes us move 
and potentially change.

Adaptive change is, therefore, triggered by the tension we feel, but it 
only happens when we are able to remain in disequilibrium, holding the 
tension during that difficult period where the losses seem greater than the 
benefits and when the temptation of pulling back is strong.

Here’s an example that illustrates how this process might work in a 
case of personal change.  Jim was a successful operations manager in a 
company we will call Southern Energy.  He was used to reaching the results 
demanded by company authorities at the corporate level, in response to 
which he received a good annual bonus and the appreciation of his boss. His 
professional life was in equilibrium, since he liked his job and performed 
according to the expectations that rested on him. 

It’s true that from time to time the human resources manager came to 
Jim with some complaints about his “authoritative and harsh management 
style,” raised by certain members of his team, but since the good results 
supported his performance, Jim ignored them. In fact, Jim thought that his 
style was the key to that good performance. 

Nothing was really generating tension in Jim and therefore he found no 
reason to change — until his equilibrium was threatened when a new boss 
was appointed.  Sarah came from another subsidiary of the same corpora-
tion. After a couple of months she realized that the high turnover rate that 
existed among young and newly hired engineers in operations — a problem 
she had been warned about — was directly connected to the harsh style 
that Jim and two other older managers had embraced for years. A decade 
earlier, people were used to that kind of mistreatment and did not leave 
the company, but this had changed with the new generation and with the 
shortage of professionals in the mining industry. 

Sarah gathered the evidence and had individual conversations with Jim 
and the other two managers, explaining to them that they had to change 
the way they managed their people. Sarah was asking the three managers 
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to change — to engage in adaptive work.  At first Jim found many explana-
tions to justify himself, avoiding the adaptive work Sarah was confronting 
him with.  But he started feeling increased tension when some other events 
occurred: he received negative feedback from his direct reports, he realized 
the corporation was engaged in a serious effort of introducing new organi-
zational values that put people as the center of its mission, and one of his 
own children threatened to leave home. 

Eventually, the tension was high enough to make Jim understand he 
had a problem. “Now I realize that I’ll have to change my attitude and 
behaviors toward my people,” he acknowledged to Sarah, accepting her 
offer of receiving the support of a coach.

During this period of adaptive work, Jim hesitated many times, going 
back and forth, trying to develop new abilities, resorting under pressure 
to his default settings, and being questioned by his buddies when he 
expressed his intention to do things differently. However, after a year 
of sustained adaptive work, people began to notice visible changes in 
Jim, which was not the case with the other two managers, who were 
eventually laid off.

It is not difficult to understand that facing this adaptive chal-
lenge was a hard test for Jim. He avoided it in the beginning, until 
the tension finally felt led him to question himself instead of denying 
everything and blaming others.  However, he sustained this process 
of disequilibrium, finally reaching another equilibrium — a new and 
more sustainable one. 

Notice a couple of lessons about adaptation that are implied in Jim’s 
story.  First, a degree of responsiveness to tension is crucial for adaptation 
to take place.

In Jim’s case, this responsiveness was not very well developed.  For 
example, Jim did not react to the observations of the human resources 
manager about his behavior with members of his team. Only when Sarah, 
his new boss, started saying the same things, forcing him to receive 
live feedback from his direct reports and then taking the opportunity 
to work with a coach — together with some events that took place at 
home — did Jim finally feel the tension needed to move him away from 
his equilibrium, little by little. Had Jim been more open to the initial 
signals about his attitudinal problem when exercising his authority, he 
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would have assumed this adaptive challenge earlier and maybe more 
effectively, without risking the relationship with his new boss and some 
other top executives. 

Of course, the two managers who were laid off showed themselves to be 
even less responsive than Jim. They never felt enough tension to face their 
adaptive challenge, despite the fact that both received the same feedback 
Jim did.

Being responsive to those signals that challenge the current equilibrium 
will allow you to feel more tension and react sooner to the problem you are 
facing, in this way eventually adapting.

Just as important as responsiveness is to the adaptation process is the 
concept of the holding environment, and this is the second lesson. Sarah 
created tension in Jim by showing him evidence of the effects of his behav-
ior, by exposing him to feedback, and by showing him how the external 
conditions had changed and how the organization was changing. But at 
the same time she contained him, that is, held him, being explicit about 
how important he was to the company, offering him help, hearing him, 
and openly recognizing that this adaptive work would be difficult for him. 
Through these actions, she created a holding environment that made it 
possible for Jim to accept and cope with change.

As we saw, without experimenting with and internalizing the tension 
associated with his disequilibrium, Jim would not have changed; but without 
being contained within a holding environment, he would not have gotten 
into the adaptive work.  

We see, then, that tension and holding environment go hand in hand. 
Tension is the source of adaptive work, but when tension is not contained 
it can be destructive. When there is disequilibrium, there also needs to be 
a powerful holding environment to make it productive. 

THE EFFECTS OF RESPONSIVENESS AND HOLDING  
ENVIRONMENT ON ADAPTIVE CAPACITY

The same network of relationships among tension, responsiveness, and 
holding environment applies to organizations as well. Southern Energy 
started looking at the ways authority was being exercised because the 
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larger corporation they belonged to became responsive to certain changes 
in the environment. Younger employees belonging to a new generation 
were more empowered and looking for a better balance between work 
and personal life, on the one hand, and the labor market was lacking 
professionals on the other. These trends impacted every energy company, 
but not every company had the same level of responsiveness, which 
affected their adaptive capacity. The sooner a company senses the tension 
created by new circumstances, the higher the likelihood of successfully 
facing the adaptive challenge posed by those circumstances. And an 
organization is in tension when there is a critical mass of people within 
it, including those who have enough power to drive change, feeling that 
tension themselves.

Having a greater responsiveness, therefore, is what allows an organi-
zation to respond to whatever change may represent a threat to the current 
equilibrium, letting the consequential tension be felt instead of disregarded 
or avoided. The change can come from outside the organization (linked 
to the labor market, the economy, politics, competitors, suppliers and the 
like), or from inside the organization (driven by new people in positions of 
authority, a different strategy or policies, alterations in employee’s mood, 
rapid growth and the like). 

Yet, having a greater responsiveness does not mean that the organization 
will undergo a wholesale adaptive process every time some tension is felt. It 
means that the organization will not avoid the signals and will take corrective 
action more proactively than reactively, running controlled experiments to 
adapt rather than reorganizing to come out of a crisis. The best way to test 
a person’s or an organization’s level of responsiveness is by counting the 
number of times either has been surprised by internal or external events. If 
the number is too high, they have been acting without responsiveness and 
therefore have been unable to anticipate external shocks.  They embody the 
saying, “For the blind, every stroke is sudden.” 

At this point, we know that people and organizations undertake adaptive 
work and change because there is sustained tension, which starts with some 
sort of disequilibrium, created by a problem that is faced as a challenge. 
We also know that in order for that change to happen, the tension must 
be both felt and contained.  If it is not felt, it will produce nothing but 
avoidance; if it is not contained, it can be destructive. Therefore, we can 
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conclude that a stronger holding environment and a greater responsiveness 
build up a larger adaptive capacity. This is shown in Figure 1-1, where a 
stronger holding environment means raising the upper line and a greater 
responsiveness means bringing down the lower line, thus expanding the 
range of adaptive capacity.12

Figure 1-1. Disequilibrium and adaptive capacity

It is worth emphasizing that not every person or organization will react 
in the same way to a given level of tension. This means that a low level 
of tension may still generate adaptive work as opposed to avoidance, and 
that a high level of tension may still generate adaptive work, as opposed to 
destruction. This happens because there is a large adaptive capacity, which 
makes adaptive work easier because it allows the system to take advantage of 
a wider range of tension. On the contrary, when there is a limited adaptive 
capacity, chances are that avoidance will predominate or, in some cases, 
that the organization or a part of it — a team, for example — will break 
down or dissolve. 

Increasing the adaptive capacity, as mentioned, requires strengthening 
the holding environment, enhancing the responsiveness, or both. You 
can attempt to run a marathon without being a regular runner, but you 
have to be careful. If you try to do it with no training, you will probably 
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be exhausted after a few miles, if not before, because your body does not 
have the physical and aerobic capacity to face the challenge. In other 
words, your biological system will not be able to contain the level of 
tension that comes from running.  You first need to work to strengthen 
your own holding environment by expanding your physical and aerobic 
capacity through training consistently for six or eight months, eating 
healthy food, getting enough sleep, having a coach, and belonging to a 
team of runners. 

But even that is not enough. What would happen if, during the actual 
marathon, the weather conditions were different than what you were used 
to or your body felt somehow weird? If you did not change your run-
ning rhythm or plan, you would not make it to the end. The fact is that 
besides having a strong holding environment, you also need a high level 
of responsiveness, one that will enable you to sense the tension as soon as 
circumstances change, mobilizing you to adapt. 

Something similar happens with organizations.  They can increase their 
adaptive capacity as long as their holding environment gets stronger, their 
responsiveness gets enhanced, or both. That may happen when an organi-
zation undergoes and overcomes a stressful situation — “What does not 
kill you makes you stronger” — as HP did.  But it can also happen through 
a conscious organizational effort, as in the case of GE. 

Strengthening the holding environment can be done in many ways: 
by pacing the adaptive work, infusing change with meaning, showing the 
benefits of the future, providing context, engaging people in conversations 
and new definitions, acknowledging losses, having change agents as allies, 
leveraging partial results, hearing employees’ concerns, giving credit to the 
good things that have been done in the past, creating a sense of belonging, 
expressing affections, and building trust in the system.  

Enhancing responsiveness can also be done in a number of ways: 
by protecting dissident voices, encouraging employees to pay attention 
and reflect about what is going on outside and inside the organization, 
making them feel responsible, discouraging defensive behavior, sharing 
information, allowing smart risk-taking, and exposing mistakes rather 
than hiding them. 

The more these traits are present in an organization, the greater the 
impact of interventions aimed at generating tension and adaptive work.  
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These interventions may include acknowledging that there is a prob-
lem, questioning the existing assumptions, naming the departments and 
people who will have to change, orchestrating the differences among 
factions, articulating feedback processes, hearing the external stakeholders 
— demanding clients, strong communities or engaged suppliers are key 
allies in generating progress when there is openness to listen to them — 
among others. In any case, because adaptive work takes time, the tension 
must be sustained for a long enough period of time, in different levels as 
needed, but always preventing tension’s natural tendency to come down 
and end up in avoidance. Only when a new equilibrium is reached will 
tension no longer be necessary. 

Once again, the distinction between technical and adaptive work 
becomes relevant. A technical challenge produces disequilibrium in the 
system because the organization cannot continue functioning as it once 
did. The solution calls for technical work, which means, as discussed, 
that the equilibrium will be rapidly restored and there is no need to 
sustain tension over time.  For example, when a power outage takes 
place, generally there is know-how available and experts able to apply 
it to the problem.

An adaptive challenge also produces disequilibrium in the system, 
because the system can no longer function as it used to do. But because 
the solution calls for adaptive work, a new equilibrium must be reached 
through a process that sustains tension while requiring people to learn 
and develop new ways of thinking and behaving over time. This is what 
happened to Southern Energy, where some managers, including Jim, had 
to learn to exercise their authority in a different way. They had to live in 
disequilibrium for some time in order to adapt. They had to counteract the 
natural tendency to bring the tension down as a way of avoiding adaptive 
work and the losses that come with it, justifying themselves by saying, for 
example, “This is the way I am, and it has worked.” 

The same kind of challenge confronted David Franco, who eventually 
had to sustain a period of disequilibrium to effectively change his manage-
rial style.  Something similar occurred at HP, which, despite the traumatic 
tenure of Fiorina, was able to navigate those troubled waters.
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THE U.S. MARINES AND THE ABILITY TO ADAPT

“Tarawa” was the name that Brigadier General Richard Natonski chose to 
designate the U.S. Marines’ Second Expeditionary Brigade, which he was 
appointed to command upon its creation, less than three months before it 
went into action as part of Operation Iraqi Freedom in March 2003.  One 
of four major combat organizations under the First Marine Expeditionary 
Force, this brigade was initially set up with personnel drawn from no fewer 
than ten different units, accounting for more than 7,000 Marines and sailors, 
with air, ground, and amphibious capabilities. 

In the initial plan that was being developed for the invasion of Iraq, Task 
Force Tarawa would not enter the country until hostilities had begun, and would 
support another combat division of the First Marine Expeditionary Force, which 
in turn had the mission of distracting Iraqi forces from the coalition’s main effort 
to get to Baghdad through the Third Infantry Division of the Army’s V Corps. 
But by mid-February, when the entire task force had arrived at Kuwait Naval 
Base, the plans had already changed. Since all the coalition forces would now 
deploy from Kuwait, the eastern side of Nasiriyah — the fourth-most-populated 
city in Iraq — became a major strategic area, with bridges, highways, railroads, 
and waterways that needed to be secured to facilitate the movement of the forces 
heading toward Iraq’s capital. That became Brigadier General Natonski’s new 
mission.  However, he no longer had direct control over the air combat and the 
operational support elements he had previously commanded, which reduced 
Tarawa’s manpower to 5,800 troops.

On March 21, two days after a failed missile attack on one of Saddam 
Hussein’s residences, where he was supposed to be meeting with top offi-
cials, Task Force Tarawa crossed the border together with the main coalition 
divisions, officially commencing the ground invasion of Iraq. During the 
first two days, operations evolved as planned, which allowed all the troops 
to move north, using the highways and encountering little resistance from 
Iraqi forces, which were rapidly seized. 

But events changed dramatically on March 23, when Task Force Tarawa 
took the lead to accomplish its mission of securing all the crossing points 
in the surroundings of Nasiriyah. Even though the idea was to avoid urban 
fighting, 33 soldiers from the U.S. Army lost their way and got trapped in 
an enemy ambush; many were killed, wounded, or captured. Surprised by 
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the news, Natonski was clear in ordering one of his colonels: “You have to 
do whatever you can to find those missing soldiers. They would do it for 
us, and we need to do it for them.”13 

That day ended with 18 Marines killed, in addition to the ambushed 
Army casualties. What’s more, a friendly-fire incident involved two aircraft 
from the Air National Guard firing against U.S. Marines; the intelligence 
information proved to be wrong; the Iraqi forces’ spirit was boosted; and 
the mission for the day was not accomplished.  Even more important, the 
leaders of the coalition had begun to understand that this was going to be 
a different type of war from the one they expected. It was not going to be 
fought in the traditional way, with one army against the other, in a linear 
battlefield, weighing their military capabilities according to the rules of 
engagement established in international treaties. On the contrary, this 
would be a war fought in the cities against paramilitary forces that used 
guerilla tactics; blended with the civilian population; occupied hospitals, 
mosques, and schools as defensive positions; resorted to human shields, and 
had access to powerful artillery.

What was supposed to take only one day in the original plan was 
taking far longer. Meanwhile, analysts had already been drawing conclusions 
about the problems experienced by the U.S. military, despite its tremendous 
superiority in fighting the Iraqi forces in an unfamiliar urban battleground. 

But though Nasiriyah ended up being the hardest of the battles, it also 
became the best learning field. In the coming days, Task Force Tarawa 
changed some of its methods, and the tactics supplanted the bigger plans 
as headquarters recognized the need for on-the-field learning. They found 
that Cobra helicopters could be successful in halting rooftop shooting and 
destroying enemy armored vehicles; more aggressive patrolling was important 
in keeping civilians safe; entering residences could prevent enemy fighters 
from establishing safe havens; scout-sniper teams could be focused on gath-
ering information that human exploitation teams could use in determining 
the location of enemy positions; and counter-battery radar and artillery 
could be utilized to neutralize enemy mortars.

Though the initial plan was to avoid entering the urban areas, enemy 
tactics and the initial successes of Task Force Tarawa convinced headquar-
ters that the coalition could and should take control of the major cities. 
On March 27, General Natonski received the order to take Nasiriyah with 
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support from other units, including Navy SEALs and Army Special Forces, 
which would report to him. On April 2, after eleven days of hard fighting, 
he was finally able to declare that Nasiriyah had been seized.   After that, it 
took less than two weeks for the coalition to gain control over the country, 
announcing the end of major combat operations on April 14.  

It would soon be clear that the conflict in Iraq was far from over.  The 
successful conclusion of the ground war morphed into a long-term strug-
gle for stability that would sorely test the adaptive capacity of the U.S. 
Marines as well as the military and political leadership of the entire coali-
tion.  But there’s no question that the initial assault that toppled the regime 
of Saddam Hussein was one of the most successful military engagements 
of the post–World War II era, as well as a vivid illustration of adaptive 
capacity in practice.

Would Operation Iraqi Freedom have been successful if the invasion 
forces had stuck to their initial plan? In what ways did the concept of 
authority play a role in changing the plan and adapting to unexpected 
situations when needed? To answer these questions, let’s first understand 
what’s behind this idea of authority.

THE EFFECTS OF AUTHORITY ON ADAPTIVE CAPACITY

The authority role is and has always been an essential element of a group, 
no matter how small or large it may be.14  And regardless of how that 
authority is appointed, an implicit or explicit social contract exists between 
the person who fills that role and the rest of the group, be it a family, a 
school, a company, a country, or the United Nations. That social contract 
grants the person in authority certain powers but at the same time estab-
lishes certain obligations that come in the form of services that ought to 
be provided to the group.

For several million years in the early development of humankind, author-
ity figures were accustomed to attending to the needs of a group not larger 
than fifty people, whose expectations were rather simple and all connected 
to survival: find food to eat, be protected from external threats, and maintain 
order within the members of the band. Indeed, those expectations were 
typically matched by simply following the norms that had been inherited 
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from previous generations. In other words, most of the work was technical 
and the role of authority was usually performed by culture. From time to 
time, adaptive challenges had to be faced, which created some distress in the 
group and required special attention from the authority.  But the adaptive 
work was facilitated by the small size of the group, allowing the authority to 
know its members well and to build trust relationships that would provide 
a holding environment helpful in completing the adaptive work required. 

This arrangement lasted until about ten thousand years ago, when the 
Agricultural Revolution started changing everything.  As human settlements 
grew, establishing larger and larger social groups, authorities found them-
selves in the position of fulfilling the expectations of hundreds, thousands, 
or even millions of people. This was a major shift in society, and the whole 
concept of authority was subject to a big adaptive challenge.  Similar adap-
tive challenges emerged again with the Industrial Revolution at the end of 
the nineteenth century and with the Knowledge Revolution some hundred 
years later, both of which impacted the nature of authority so deeply that we 
are still trying to cope with the resulting changes.  Nowadays, authorities 
are struggling not only with the number of people who look to authority 
in search of solutions but also with the increased complexity of satisfying 
those expectations, given the rate of change, the degree of connectivity, and 
the level of empowerment we are witnessing in a world where power is now 
distributed more widely than ever before.

In this new environment, exercising authority in the classical way — 
namely, taking charge, making the decisions, and giving instructions — doesn’t 
work as it used to. As the problems we face become increasingly centered on 
issues of adaptation, they can no longer be solved by only a few who think and 
a great majority who execute. And because people are more empowered, they 
don’t want to just follow instructions.  Instead, they want to feel involved in 
the decision-making process. And this is true even when applied to warfare 
and armies. 

As an expeditionary and first-to-fight force, the U.S. Marine Corps 
must deal with complex situations and uncertainty. Their air, ground, and 
amphibious capabilities provide them with the technical tools that are 
needed. But if they operated in the classical command-and-control mode, 
they would be too rigid and too slow, unable to take advantage of the 
judgment and initiative of their well-trained soldiers. This is why, despite 
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being a strongly hierarchical organization (with ten ranks for officers and 
nine for enlisted personnel), the Marines are flexible enough to perform 
adaptive work when the situation demands it. 

As the story of Task Force Tarawa illustrates, the Marines are well pre-
pared to create temporary units with troops coming from different divisions, 
to listen to officers on the ground who can provide information and raise 
questions for the planning of next day’s operations, to empower units to 
make fast decisions on the battlefield when necessary, to learn from mistakes 
right after they are committed and change as required, to experiment with 
new formulas if things are not working, to engage in frank debates and 
rapidly explore options before making relevant decisions when planning, 
and to collaborate with other armed forces.

Interestingly, junior officers in the Marine Corps no longer expect pre-
cise orders from their commanders but instead look for goals and general 
guidelines to fulfill them. Authority is very important, but so is independent 
judgment. And when the scenario changes, discussion takes place leading to 
fast decisions. This makes most people feel responsible and willing to take 
the lead when necessary, without resting on other people’s shoulders, not 
even those of the high authorities. Without these traits, it would have been 
extremely difficult for Task Force Tarawa to succeed in the unpredictable, 
rapidly changing environment of Nasiriyah. The role the Marines assign to 
authority and the expectations they put on it favor the organization’s adaptive 
capacity, making it possible to succeed where other armed forces would fail.

This was not the case with David Franco and his employees at the Home 
Star, however. The staff members at the newspaper expected the boss to 
make all the decisions, know all the details, take all the responsibility, solve 
all the problems, and mediate all the conflicts. His father had exercised 
authority in this way before him, and David had followed that same style 
for more than two decades. When he moved to another city to take con-
trol of the radio station and newspaper he had bought, his old employees 
didn’t know what to do when faced with a dilemma or a situation that was 
new to them. David’s hometown newspaper lacked the adaptive capacity 
to function without the boss. 

By contrast, many of the employees in the newly acquired businesses 
were more used to taking the initiative, feeling themselves involved and 
responsible for the firm. They resented it when David took control over 



39EVERYTHING STARTS WITH A PROBLEM

everything, limiting their participation, and many quit in disgust. These 
were two organizations with a larger adaptive capacity than the Home Star, 
but that capacity actually shrank under the leadership of an authority like 
David, who operated in a command-and-control style, creating dependency 
rather than responsibility.

One of the key elements of the reframed social contract in today’s 
knowledge era is the idea of shared responsibility among authorities and 
people. Not every organization is there yet — as the story of Home Star shows 
us — and there are profound differences among countries, generations, and 
cultures. We are in the midst of a transition, still experimenting with the 
disequilibrium that comes with it. Some organizations have made a lot of 
progress and have almost arrived to the new equilibrium, like the Marines; 
others are struggling with the tension and are halfway there, like HP; and 
many haven’t even started or are just beginning, like the Home Star.

In a broader perspective, if we were to compare the Latin culture with 
the Anglo-Saxon culture, we would realize how different they still are from 
each other in this respect.  The former is more dependent on authority than 
the latter, which means that people in Latin American countries tend to 
blame authorities more easily when they are in trouble, avoiding their piece 
of responsibility. 

This difference can be traced back to the independence process on the 
American continent, which differed in the British colonies and the Spanish 
colonies. When the British Parliament passed the Tea Act in 1773, the 
thirteen American colonies protested what they believed was a violation 
of the right to be taxed only by their own elected representatives, which 
ended up with a group of colonists throwing three shiploads of taxed tea 
into the waters of Boston Harbor. This was the symbolic beginning of the 
American Revolution, triggered by what was considered to be an abuse from 
the authority exercised over colonies with a higher sense of responsibility 
than dependency. 

Almost four decades later, in 1810, the Spanish king was taken hostage 
by Napoleon’s army when it invaded the Iberian Peninsula. But the Spanish 
colonies in America, instead of looking to themselves in search of their own 
path, chose initially to preserve the crown’s power during the king’s absence. 
In the highly centralized and dependent system they had lived in for three 
centuries, they were not used to taking responsibility into their own hands. 
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During the following decades the resulting vacuum of power was filled by 
charismatic authorities, or caudillos, in most of the Latin American countries.15 

Thus creating a sense of shared responsibility, which is crucial to making 
organizations more adaptive in today’s world, will present varying challenges 
depending, in part, on the larger culture surrounding our organizations. 
When facing adaptive work, it makes no sense to have authorities take 
all the responsibility on their shoulders, even if that is what people ask of 
them, because progress is only attained when people themselves change.  
And this will not happen if they avoid their share of responsibility by not 
being involved and by looking to the authority and then blaming it. 

A key strategy that authorities should use in this effort of generating 
responsibility is giving the work back to people.  This is a way of promoting 
their autonomy and responsibility within the framework of a common vision 
and a purpose, thereby increasing the organization’s level of responsiveness 
and, therefore, its adaptive capacity.  Authorities can give the work back 
in a number of ways: for example, by asking more questions and providing 
fewer answers, by holding steady instead of doing the work, by functioning 
through committees rather than giving instructions (though this can also 
degenerate into a technique of avoiding the work), or by fighting against 
avoidance mechanisms like blaming the market or the economy.  

In the short run, authorities who follow this strategy of giving the work 
back may lose credibility, especially in organizations like the Home Star, 
because people expect them to take charge, not to give the work back. But 
in the medium- and longer-term, the organization will have generated more 
adaptive capacity, which will be the platform for sustainable progress that 
is not dependent on any person in particular. “If you want to go faster, go 
alone. If you want to go further, go together,” as the African proverb says.

THE CHALLENGE OF EXERCISING LEADERSHIP

How large was HP’s adaptive capacity? Was it enough to take on the deep 
changes Carly Fiorina wanted to carry out? In other words, how much 
leadership was expected from her? 

Let’s take a look at the mandate the board gave Fiorina when she was 
appointed as the company’s main formal authority: “Totally re-create and 
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reinvent HP according to the original HP Way.” In other words, “We name 
you CEO and give you power, but you, in turn, have to save us from the 
problems we face and do so without producing much noise or causing us 
much discomfort.” 

Imagine being in Fiorina’s shoes.  How do you honor that mandate 
without frustrating at least some of the expectations embedded in it? More-
over, how do you make progress if you try to satisfy the expectations of 
more than 100,000 employees, not all of whom perceive reality in the same 
way or have the same interests and values? And beyond that, how do you 
satisfy those major expectations of change if you have ideas about what to 
do but no clear solutions? 

Fiorina’s major challenge can be thought of as making progress by disap-
pointing some expectations and not being neutralized in the attempt. She did 
make some progress — but in the end, she was indeed neutralized. Why did 
this happen? Because HP’s adaptive capacity was not large enough to resist 
the disequilibrium created by the adaptive challenge, and because Fiorina 
was not as strategic as she should have been when exercising leadership.

Authority and leadership are not the same because people do not expect 
much leadership from their authorities.  Instead, they ask merely that the 
authorities take charge of the problems they have by providing direction, 
protection, and order. By contrast, exercising leadership means confronting 
people with the problem, which makes people change, rather than taking 
the problem on your own shoulders, which does not.16

Authority alone is often sufficient for technical work.  Providing direc-
tion, protection, and order will suffice where technical work is involved, 
because there is expertise that can be used and that only needs to be 
managed, allowing every person to do what he or she knows. People’s 
assumptions, priorities, values or habits are not at stake, and therefore 
leadership is not required. 

By contrast, when adaptive work needs to be performed, an authority 
that limits itself to giving orders, to managing, and to stating what needs to 
be done without exercising any leadership will fail in mobilizing people and 
obtaining results. Exercising leadership is an activity that one can choose to 
carry out or not, either with or without occupying a position of authority. 
But leadership is difficult to put into practice because it involves challeng-
ing people instead of satisfying them, asking questions instead of giving 
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answers, generating disequilibrium and tension instead of providing comfort 
and safety, allowing differences to emerge instead of pretending that they 
do not exist, involving people instead of giving them instructions, and, in 
sum, confronting people with the problem instead of facing the problem 
by yourself or simply ignoring it. All of this must be done within a strong 
containing vessel, one that holds people together while they are living with 
the complexities and losses of adaptive work.

HP faced a big adaptive challenge when Carly Fiorina was appointed 
— in fact, that is why they appointed her instead of someone from within 
the company. But how much leadership did they expect from her? If asked 
the question, every single board member and executive would have said, 
“A lot.”  But in reality most of them expected a savior rather than a person 
who exercised leadership — someone who could take the challenge on 
her own shoulders and provide the solutions almost by herself, without 
annoying anyone. And she fell into the trap for a while, putting her efforts 
into brand building, inspirational speeches, media presence, and attempts 
to buy companies, all of which were more technical work than the required 
adaptive work and therefore aimed more for drama than for real effects.  

This approach increased her credibility in the short run. But that did 
not suffice when she went for the deep changes HP needed to undertake. 
Because she hadn’t built a strong coalition, because she had not prepared 
people for assuming the losses that would come, because she insisted on 
being the sole star in the firmament, because she did not pace the work, 
and because the company did not really sense the depth of the adapta-
tion needed, she ended up being neutralized by those factions that were 
outraged by the changes she introduced and the losses the company was 
supposed to assume. Most of those changes were probably headed in the 
right direction, but to be correctly implemented and sustainable, they 
needed to be embraced by executives within HP, which is the adaptive 
work that Fiorina failed to do. 

Fiorina needed to create tension within the organization, but since 
HP’s adaptive capacity was small at that time, she should have consciously 
worked on strengthening the holding environment and increasing the level 
of responsiveness. Here is where Fiorina failed to exercise leadership effec-
tively. Given HP’s limited adaptive capacity, she should have been more 
strategic, working on expanding that capacity before creating too much 
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disequilibrium. Instead, she devoted a lot of time to the business itself, 
focused little attention on the organization, and didn’t prepare people to 
face the problem and take responsibility for it. When she finally tried to 
do so, the disequilibrium exceeded the adaptive capacity, and she became 
the problem — and the scapegoat. 

Short-term results are important to keep you alive, especially when 
things are messy. But thinking in the long term, those results should serve 
as an investment in support of the deeper goal authorities need to focus on, 
namely building adaptive capacity. This calls for strengthening the holding 
environment and enhancing the organization’s responsiveness, which will 
allow tension to be productive. This will, in turn, allow authorities to make 
people responsible, thereby taking full advantage of people’s potential, 
making it easier to exercise leadership to face whatever adaptive challenges 
come next.

And here is the paradox. Because of the depth and quantity of adaptive 
challenges we are facing in our societies and organizations today, leadership 
has become more necessary than ever before. Yet the role of authority has 
not evolved at the same pace as reality.  This is why most of those who are 
in positions of authority get trapped, fail to exercise leadership, and end up 
performing ineffectively. 

The dynamic is perverse: people ask authorities for solutions; authorities 
pretend they have them in order to gain and remain in power; they end up 
not delivering; people get annoyed, without seeing their own responsibil-
ity for the problem; and the authority is replaced, most likely by another 
authority who will not exercise effective leadership either.

This phenomenon is highly visible in politics, but it is also common in 
companies, especially in those that compete in dynamic industries or are 
undergoing internal adaptive processes. No one should be surprised to learn 
that the current “mortality rate” of CEOs in the Fortune 500 companies is 
higher than ever. Their average tenure is just 4.6 years.

All this only shows the difficulty authorities find in recognizing that 
their role has been changing, and that now they have to exercise more 
leadership than ever before.  Authorities today must learn to mobilize 
their people to undertake the adaptive work that is necessary, instead of 
providing the fake answers that some people might actually prefer but do 
not generate progress.
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The time for heroes, saviors, alpha males, and charismatic prophets 
seems to be coming to an end. Today that style of false leadership only 
generates distrust. The sooner authorities and people realize this and under-
take the tough adaptive work that needs to be done, the sooner we will be 
able to mutually forge and live by the rules of a new, more effective and 
satisfying social contract.



CHAPTER 2

ORGANIZATIONS FACE  
PROBLEMS DIFFERENTLY

Everything starts from a problem — but not everyone faces the problem 
in the same way. Some people and organizations may simply avoid the 
problem, bypassing the challenge that comes with it. 

Back in 1972, an Uruguayan rugby team, the Old Christians, flew to 
Chile to play a game against their peers in the Old Grangonians. Including 
the crew and some family members and friends, there were forty-five people 
on the charter flight across the Andes Mountains. The weather was bad 
on that Friday, October 13, and the aircraft crashed, immediately killing 
twelve of the passengers and leaving many more injured, three of whom 
died during the first night. The conditions were extreme, with temperatures 
that would go below minus 8 degrees Fahrenheit and scarce food reserves. 

Those who were still alive had a problem and initially the way they 
faced it was by hoping for the best: a rescue. They rationed the little food 
they had, covered themselves with whatever clothes they had brought or 
could find, and took care of the injured. Ten days passed, and the group 
was still waiting to be saved when the team’s captain heard on a little radio 
that rescue efforts had ceased because there had been no positive results. 

Hopelessness took over the group. They were weakened, more had died 
in the previous days from injuries, and the rules the captain had installed to 
organize people now seemed useless. In this critical situation, two people 
took the initiative and faced the group with the challenge they had in 
front of them if they wanted to survive: “We are starving. Our bodies are 
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languishing. If we don’t consume proteins soon, we’ll die, and the only 
protein we can find here is in our friends’ bodies.”17

The idea of eating human flesh divided the group.  Many, of course, were 
horrified at the notion, which violates a basic taboo that most societies have 
obeyed for thousands of years.  But some of the group recognized that this 
was the only way out, and accepted the necessity of it. Others refused the 
proposal initially but started giving in when they were starving. Others never 
ate and died. This was a personal and difficult decision to make. There were 
life histories and values at stake, there were religious concerns, and there were 
emotional loyalties to those who had taught them a way of being and behaving. 

Different people face problems — and the corresponding adaptive 
challenges — differently. This is not just a matter of being more or less 
competent. It’s deeper than that. It’s a matter of assumptions, values, and 
beliefs, as well as attitudes and habits. It’s not that we don’t want to face the 
problem and change; it may just be that the adaptive challenge demands 
from us something we don’t want to give away. That’s why we resist adapting 
and why we get stuck.

This was the case with the Uruguayans: some of them adapted easily, 
some of them needed a mourning time to get used to the idea and bury 
their personal losses; and some of them could never adapt and died. In the 
end, after being isolated for 72 days, only sixteen survived, two of whom 
had the courage and strength to cross the Andes to reach help.

The same is true for organizations. The more easily and quickly they 
adapt, the better their chance of surviving and thriving. And, like people, 
different organizations face problems differently, because they have different 
levels of adaptive capacity.

LATAM AIRLINES AND SAAB: ADAPTIVE SUCCESS AND  
FAILURE IN A RAPIDLY CHANGING WORLD

It wasn’t an impressive start to a business empire: a cargo airline with a 
single aircraft, two million dollars in annual sales, and an ugly balance sheet. 
The human resources behind the company weren’t much better.  The Cueto 
family, who bought the bankrupted company in 1983, had no experience 
in the transportation business and scant assets to invest; the oldest brother, 
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Enrique, who assumed the role of chief executive, was only twenty-four 
and had just graduated from business school.

Nonetheless, FastAir became the launching pad from which the Cueto 
family built what would become LATAM Airlines, one of the world’s top 
airline companies, the largest in the Western Hemisphere and, during the 
second half of 2012, the world’s leading airline in market capitalization.  
LATAM today boasts more than 300 aircraft, 55,000 employees, $15 billion 
in sales, and a multi-hub operation in South and North America, including 
22 countries and 1,500 flights per day.

More impressive than the numbers, however, is the story of adaptation 
behind this success.  It starts with the development of a global mindset in 
the heads of a team of young executives — many of them former classmates 
of the Cueto brothers — who were all born and raised in Chile, a country 
with a population of just 17 million located at the end of the earth, hemmed 
in by the Pacific Ocean and the highest peaks of the Andes Mountains. The 
only key player in the drama with a “natural” international perspective was 
Juan Cueto, patriarch of the family, who had been born in Spain and never 
lost contact with his homeland.

The development of global thinking proved to be critical in LATAM 
Airlines’ fast growth, since it allowed the company’s executives to under-
stand that in an era of deregulation and globalization the airline industry 
demanded giant scale extending far beyond the frontiers of a tiny country 
at the edge of a distant continent. 

Scale alone would not be enough, of course. An increasingly compet-
itive airline industry also demanded high levels of efficiency, and an ever 
more connected world required great flexibility to cope with unpredictable 
economic cycles and uncontrollable events that could affect people’s will-
ingness to fly.

How to face these challenges? The decade that the Cuetos spent running 
FastAir proved to be the cornerstone of their later success, not only because 
of the experience the family gained in the cargo business but because of the 
team they were able to assemble, many of the members still in the company 
today. Having built that internal talent base, the Cuetos were prepared in 
1994 to purchase and run a much larger company — LAN Chile, which 
had been founded in 1929 by the Chilean government and remained under 
its control for six decades.  
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At the time of the purchase, LAN Chile had 13 aircraft, 2,000 employ-
ees, $320 million in sales, and one hub located in Santiago de Chile.  The 
Cuetos and their leadership team set about imposing the management style 
that had made them succeed at FastAir: dynamism, informality, speed, 
frankness, passion.  Having taken a major first step toward becoming a 
regional player in the airline industry, they followed up with many smaller 
steps that would enable them to achieve scale.  These included merging 
with Ladeco, another state-owned Chilean airline (1997); joining the One 
World Alliance (2000); acquiring local airlines in Peru (1999), Ecuador 
(2003), Argentina (2005), and Colombia (2010); strengthening the cargo 
business by opening terminals in Miami, Brazil, Peru, Ecuador, Mexico, 
Colombia, and Argentina; and setting up cargo alliances with Florida West 
(2000) and Lufthansa (2001). Finally, the biggest step of all, announced 
in 2010 and implemented in the following years: a merger with Brazilian 
TAM Airlines, giving rise to LATAM, under the control and management 
of the Cuetos, despite the fact that TAM was one-third larger than LAN 
in terms of revenues and employees.

Combining international scale with high levels of efficiency — which 
is critical in an industry that operates with low margins — without losing 
the distinctive advantage of quality service demanded real innovation. It 
came about through taking advantage of the synergies between the cargo 
and the passenger businesses, designing routes that would take both aspects 
into consideration and giving cargo as much importance as passengers in the 
business decisions. LATAM in fact came to be the number one airline in 
the world in terms of the proportion of revenues coming from cargo (one-
third of the total). This dual revenue stream provided a unique advantage 
that enabled LATAM to operate with much higher profitability than most 
of their competitors in the airline industry.

LATAM also renewed its entire fleet of aircraft, designing features that 
could provide the best service to clients, the optimum division of space 
between cargo and passengers, and the highest degree of fuel efficiency. 
Decisions like these allowed LATAM to create its own low-cost model for 
national flights, following the trends of many other successful airlines, but 
without sacrificing service.

The airline industry has been hard hit during the past decade, starting 
with the Asian crisis in 1998, followed by the impact of 9/11, the rise of 
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oil prices since 2007, and the subprime crisis in 2008, among other events, 
all of which put enormous pressure on airlines and tested their capacity to 
adapt. Many airlines have disappeared; others have suffered years of red 
ink.  LATAM is one of the few to adapt successfully, having grown quickly 
during turbulent times.

Another industry filled with companies that have been struggling to 
adapt is the automobile business.  This arena is the source of another exem-
plary company story — one with a very different trajectory from that of 
LATAM Airlines.

Saab Automobile originated as a producer of fighter planes during the 
Second World War.  Faced by a declining market for military aircraft after 
the war, Saab created an automobile division as a way of diversifying its 
business, launching its first product, the Saab 92, in 1949. This was the 
beginning of what would become a sort of cult for a small segment of loyal 
drivers in Sweden, the United Kingdom, and the United States, who could be 
characterized as eccentric individualists, attracted by the innovative, unique, 
and quirky features of the Saab — aerodynamic design, a turbo-charged 
engine, sophisticated gadgetry, and overall robustness. 

During its first three decades of existence, the company did fairly well.  
The Saab models 96, 99, and 900 were important breakthroughs that had 
a long production life, offering highly distinctive technological solutions.  
Saab’s automotive division was never able to sell more than 140,000 units in 
a year, however, and its financial sustainability was always at risk. This fact 
was behind its merger with the Swedish commercial vehicle manufacturer 
Scania in 1969 and its partial sale to General Motors in 1989.  GM took 
full control of Saab in 2000, only to sell the business in February 2010 to 
Victor Muller, owner of the small Dutch luxury sports automaker Skyper.

Muller was enthusiastic as he took command of the iconic Swedish 
brand. “We need to give our customers the clear message that Saabs will be 
Saabs again,” he said. “The company has lost its DNA over the past years and 
that has caused its customers to turn its back on it. . . . We are not looking 
for new customers, we’re just looking for getting our own customers back.”18

Muller pushed hard to carry out this self-imposed mission.  On  
October 28, 2011, he said, “‘I have had no life in the past two years. . . . My 
job was to save the company. I think I achieved it.”19  He had launched a 
new model that did not succeed, obtained financial support from Chinese 
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car manufacturers and from the European Investment Bank, and made all 
sorts of attempts to find business partners.  Muller’s determination had 
scarcely flagged.  Yet less than two months later, on December 19, Saab 
Automobile was declared bankrupt. 

Was Saab condemned to disappear? Could it have adapted and survived? 
To answer this question, we need to understand the adaptive challenge it faced. 

As noted, Saab enjoyed a modicum of success during the 1950s, ’60s, 
and ’70s.  But things started changing in the automobile sector during the 
’80s, when Japanese cars became a serious threat to American and European 
producers, forcing deep transformations in the industry. Production costs had 
to go down and more efficient cars needed to be developed, which pushed all 
sorts of mergers, acquisitions, and alliances between companies in different 
countries and commercial segments in search of economies of scale. Another 
adaptive strategy that emerged during the early ’90s was the use of shared 
platforms in the chassis for different car models, allowing for reduced devel-
opment costs without compromising the uniqueness of each brand.

In this environment, it would be difficult for a small auto company to 
survive on its own. Not surprisingly, therefore, after reaching peak produc-
tion of 134,000 units in 1987, Saab saw its sales decline in the following 
years, leading to a loss of $848 million in 1990. There was no way out but 
a merger with a big ally, which Saab found when GM bought 50 percent 
ownership for $600 million. This deal followed the trend already initiated 
with the acquisitions of Alfa Romeo by Fiat, Lamborghini by Chrysler, 
Lotus by GM, Aston Martin by Ford, and Rover by BMW.  Later, in 1999, 
Volvo and Land Rover would be acquired by Ford.

It appeared as if Saab now had everything it needed to succeed: a 
strong brand, attractive technology, loyal customers, and the support of 
the largest automaker in the world. The challenge was to increase sales 
and reduce costs, which could be attained by maintaining Saab’s identity 
while sharing a platform with other GM models. This is what Audi had 
accomplished: by sharing design platforms with other brands in the 
Volkswagen Group (including Seat, Skoda, and VW), it had boosted 
sales to over a million units while competing in the same commercial 
segment as BMW and Mercedes. 

But Saab’s effort to use the same strategy was not as successful. New Saab 
models were launched sharing platforms with Vectra and Opel cars from the 
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GM portfolio, but sales never really took off.  At the core of this disappointing 
performance was a failure to clearly define and embody the Saab brand, caused 
by an underlying tension between the stubbornness of the members of the 
Saab team, who resisted giving up any aspect of the uniqueness of the cars 
they used to produce, and the unwillingness of GM people to understand and 
respect Saab’s identity. Consequently, the joint leadership failed to engage in 
a dialogue that would allow agreement on what was essential and what was 
expendable in a Saab — a dialogue that would have been critical to their efforts 
to take advantage of the strength of the brand and come up with something 
that would have been more than a simple hybrid model with no distinctive 
aspects. Because there was no real interaction between the two teams, they 
ended up compromising, with each group adding part of the Saab’s features, 
but with no real engagement for innovation. In the end, Saab fans would 
hesitate to buy the new models because they weren’t different enough from 
a Vectra or an Opel except for the logo; and other potential new customers 
hesitated to buy a Saab because they weren’t willing to pay the premium price.

For the twenty years that GM owned Saab, the division was a consistent 
money loser.  When the global financial crisis hit in 2008, forcing GM 
into its own bankruptcy during the next year, Saab’s fate was sealed. Sales 
had fallen to 20,000 units and, even worse, the car’s identity had been lost. 
“Letting Saabs be Saabs again,” as Victor Muller phrased it, was nothing 
but a dream at that point.

Other carmakers adapted more successfully than Saab to the challenges 
of the 1990s and 2000s, including GM itself.  Another example is Volvo, 
like Saab a Swedish automaker with a strong brand identity and a small 
but loyal niche market.  After being acquired by Ford, Volvo developed new 
models and broadened its niche, increasing sales. By the time Ford’s troubles 
prompted Volvo’s sale to Chinese manufacturer Geely Automobile, Volvo 
was well equipped to thrive through the next decade.

FOUR KINDS OF ORGANIZATIONS

LATAM Airlines and Saab Automobile tell us a lot about the nature of 
adaptation. They belong to different industries, but they were faced with 
similar challenges. Both Saab and LAN were small in comparison to their 
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competitors, but each had a niche. Saab’s niche was defined by the unique 
design of its cars, which was highly appreciated by the select market it catered 
to.  LAN’s niche was larger and fundamentally geographic, a holdover from 
the time when flyers used to prefer their own country’s airline. Over time, 
however, neither niche was powerful enough to sustain its businesses — scale 
was becoming an issue. Both companies had a problem, and both tried to 
face it, but with very different outcomes.

In both cases, the strategy adopted by top executives was to join forces 
with competitors they could complement. In the case of Saab, however, the 
more adaptive aspects of that initiative — in particular, the need for collab-
oration and innovation among engineers from the two different companies 
— were never fully addressed. It wasn’t enough to reach an agreement — a 
joint venture first and a full acquisition later — that focused purely on the 
technical aspect of the merger if the real adaptive challenge was not going 
to be properly faced. Here is where Saab proved to have a smaller adaptive 
capacity than competitors in the same commercial segment.

By contrast, LAN has proved to have a large enough adaptive capacity 
to remain alive and thriving. Its top executives knew that the industry 
was changing and that the company had to grow. Initially they started 
building alliances with some larger players, then they began buying 
smaller players in neighbor countries, and finally they took the big step 
of merging with TAM to become a global player. 

However, this last stage has not been easy — indeed, it has seriously 
tested LATAM’s adaptive capacity. The financial markets initially welcomed 
the merger; the stock price rose by 50 percent, making the company the 
world’s largest airline in terms of market capitalization. But the expectations 
were too high considering the adaptive challenge that the conjunct operation 
created. Beyond the business strategy, merging structures and building a 
culture has taken much more time than anticipated, with higher degrees 
of complexity. Experience has shown that the two companies’ realities are 
different, their processes are different, their systems are different, their 
languages are different, their mentalities are different, and their styles are 
different.  Moreover, the merger has run parallel with demanding market 
conditions and fierce competition from Gol Airlines in Brazil. From its 
peak in 2012, the stock price fell by 50 percent a year later, and it’s been 
slowly recovering ever since. 
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Will this merger be successful in the end? Given the high level of adap-
tive capacity LAN has shown through the last two decades in comparison 
to its competitors, answering yes would be a safe bet. 

Saab and LATAM are just two cases that exemplify the ideas that 
will be developed in this chapter. Because organizations are different, as 
people are, the goal is to help you understand what kind of organization 
you help to run, how adaptive your company ought to be, and how far it 
is from that point now. Later, I’ll address the question of how to work 
through this gap as well as the specific variables that could be changed 
to make it possible.

We know that reality is more complex than a conceptual model. Yet 
at the same time we need to make some simplifications that allow us to 
understand that complexity and not get bogged down in it. The challenge 
therefore becomes to grasp the essence that is behind a complex reality 
without falling into reductionism. 

Looking at the various industries that exist — and even at other sectors 
beyond the arena of for-profit private enterprise — we can draw upon basic 
distinctions already made and come up with two criteria that give us useful 
insights into organizational reality:

 The difference between one and the other 
lies in the idea of learning. When faced with technical work, people 
have to do what they already know, as opposed to adaptive work, 
when they have to challenge their assumptions, values, loyalties, 
attitudes, competencies or habits by learning something they do not 
already know. This also means that a command-and-control system 
of management is perfectly well suited for technical work but fails 
with adaptive work, when people’s involvement is needed. Therefore, 
we can extrapolate and argue that more hierarchical organizations are 
required in industries where technical work predominates and that 
more participatory organizations are required in industries where 
adaptive work predominates. 

  It is true that we are living in a world 
that grows continually more dynamic and uncertain. But it is also true 
that different industries and sectors face distinctive types of environ-
ments in this regard owing to variations in the level of competition, 
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the speed of introduction of new technologies, the pressures from 
external stakeholders, the degree of political instability faced, and the 
impact of natural forces. If these aspects are low, there will be little 
need to deal with this stable environment, people will look inward by 
default, and the organization will be more internally oriented. How-
ever, if these aspects are high, there will be a great need to deal with 
in this unstable environment; people will have to look outward, and 
the organization will be more externally oriented. 

Let’s apply these distinctions to an organization we’ve already discussed, 
the U.S. Marine Corps. It is pretty evident that the environment in which 
the Marines operate has become more unstable than it once was, considering 
that many armed conflicts now have less to do with national boundaries or 
areas of influence and more with identity issues. As a consequence, rather 
than nation-states battling other nation-states, we see nations or groups of 
nations battling amorphous non-state actors, like insurgent and terrorist 
groups, where new threats are constantly being incubated and the battle-
field could be anywhere. More than ever then, the military, including the 
Marines, must be looking outward, at an environment that is full of active 
stakeholders, including the media, of course, and those allied forces with 
whom increasing collaboration is taking place.

Consequently, the nature of warfare has also changed. Instead of tanks, 
artillery, and airplanes fighting their opposite numbers, the primary means 
of battle have become ambushes, roadside explosives, kidnappings, assas-
sinations, and suicide attacks — all carried out intentionally on camera 
for maximum informational effect. In fact, insurgents and terrorists are 
typically organized in cells, their motivated members using all kinds of 
technological devices that allow them fast and effective communication, 
making the cells flexible and unpredictable. From the military standpoint, 
this becomes a major challenge, because the type of work now required is 
becoming more adaptive, especially on the ground, which means that the 
command-and-control approach to leadership is becoming less effective. 

For Task Force Tarawa, those eleven days in Nasiriyah were a vivid 
verification of this new reality. Initially, American intelligence failed to 
anticipate that Iraqi forces would concentrate on that city and also failed 
to understand the type of tactics that were going to be used, which reflects 
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an inward-looking bias.  (The same bias may help to explain the erroneous 
conclusions drawn by U.S. intelligence about the existence of chemical 
weapons in Iraq.) On the other hand, the ability the Marines exhibited in 
adapting to the unexpected situation they found in Nasiriyah reflects how 
prepared they were for performing adaptive work in difficult situations.

In the end, taking military control over the country would prove to be 
the easiest part of the broader goal of bringing freedom, peace, and stability 
to Iraq. The nine years to come would reveal how much more adaptive work 
that challenge demanded in comparison to the initial invasion, and how 
much more adaptive capacity is still needed in the military world, broadly 
speaking. Because its expeditionary and first-to-fight nature requires it to 
deal with uncertainty, the U.S. Marine Corps is one of the most adaptive 
armed forces in the world, and it should come as no surprise that it was 
called to serve in Iraq in the aftermath of the invasion even though its 
original mission had been completed.

The example of the Marines illustrates the distinction between 
more hierarchical and more participatory organizations as well as 
the distinction between more internally oriented and more externally 
oriented organizations.

A more hierarchical organization is one that has several layers, and a 
lot of weight is put on people who are granted formal power, leaving little 
space for questioning authorities or rules. A more participatory organiza-
tion is one that has few layers and a lot of weight is put on people’s ability 
to collaborate with others and make decisions jointly.  In a participatory 
organization, authorities act as facilitators of the collaboration process, 
trying to assure that learning is realized. 

A more internally oriented organization is one that will tend to put 
emphasis on norms, procedures, bonding, consensus building, and formal-
ities, often trying to preserve as much of the status quo as possible. A more 
externally oriented organization is one that will put emphasis on clients, 
competitors, communities, social trends, and political events, always taking 
into consideration the messages heard from the outside and being inclined 
to challenge the status quo.

Of course, these distinctions have to be understood not in absolute 
terms, but rather as a series of variations between extremes. We saw 
this with the U.S. Marine Corps, which, like any other military force, 
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is a hierarchical organization, but not as hierarchical as the Army or 
the Navy, and perhaps even less so than some government agencies or 
manufacturing companies.

When these characteristics are combined in a chart, as shown in Figure 
2-1, we obtain four kinds of organizations, which we describe as action-
driven, bureaucratic, communal, and innovative.20 As we shall see, their 
approach to problems is very different.

Figure 2-1. Four kinds of organizations

The four kinds of organizations named here must be thought of more 
as archetypes than as pure realities, which means that, in the real world, 
there will be companies that fall somewhere between a communal and an 
innovative organization, for example, or are transitioning between the two, 
or have divisions more clearly of one kind and others of another kind. The 
important thing is to define where an organization as a whole lies on this 
chart and where it should aim to be. 
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WHERE DOES YOUR ORGANIZATION BELONG?

The prescriptive aspect of our organizational mapping — that is to say, 
where an organization should be on the chart — is mainly dependent upon 
the industry to which the organization belongs. Specifically:

tends to be unstable and a larger proportion of the work is technical, 
it ought to be closer to an action-driven organization, one whose 
strength comes from understanding the trends that are modeling 
the industry and making decisions that get implemented as fast as 
possible. These organizations need to face problems rapidly because 
of the instability they live in, and without investing too much thought 
in them, because most of their work is technical.

tends to be stable and a larger proportion of the work is technical, it 
ought to be closer to a bureaucratic organization, whose strength comes 
from assuring that internal procedures and rules will be followed and 
applied without any discretion. These organizations are not used to 
facing problems because of the stability they live in and because most 
of their work is technical.

tends to be unstable and a larger proportion of the work is adaptive, 
it ought to be closer to an innovative organization, whose strength 
comes from having as many employees as possible looking outward 
and collaborating with one another to permanently challenge the 
status quo as they run experiments that put the organization ahead 
of events. These organizations need to face problems rapidly, because 
of the instability they live in, and thoughtfully, because most of their 
work is adaptive.

tends to be stable and a larger proportion of the work is adaptive, it 
ought to be closer to a communal organization, whose strength comes 
from members having a highly developed sense of ownership of the 
institution and well-established internal bonds. These organizations 
face problems very slowly because of the stability they live in, and 
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they should invest a lot of thought in those problems, because most 
of their work is adaptive.

Figure 2-2 takes on the challenge of mapping representative industries 
and sectors within the parameters of the chart depicted in Figure 2-1. This 
exercise is based on my own academic knowledge and the experience I’ve 
gained teaching and working with top executives from a large number of 
companies and institutions in various parts of the world. 

The first step in defining the gap that a particular company or institution 
faces in its quest to become more adaptive lies in finding the ideal location for an 
organization in its industry or sector as mapped in Figure 2-2. The second step is 
diagnosing the organization’s current reality and mapping it into the same chart.

Figure 2-2. Representative industries on the chart of 
four kinds of organizations

If we think of a mining company, for example, a high proportion of its 
work is technical: extracting minerals and refining them in a process that is 
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well defined and that gets improved once in a while through the introduc-
tion of new technologies. Even the sales part of the mining industry is still 
highly technical, with prices that are established in the open market and 
buyers or brokers who are easily identifiable. On the other hand, a mining 
company operates in an environment that has become more unstable than 
it used to be, with high price volatility, an increasing shortage of qualified 
professionals, greater environmental and safety demands from communities, 
and more pressure from political authorities. 

Taking all this into consideration, mining companies ought to be hierar-
chical and externally oriented, which means they should fall into the archetype 
of an action-driven organization, as shown in Figure 2-2.  Yet like the Marines, 
mining companies will become more competitive if they gain more adaptive 
capacity; that is, if they move to the right and upward as needed. This might 
be necessary if the environment becomes more unstable, as with the boom 
of commodities in the late 2000s and the consequent growth of the industry, 
meaning that more adaptive work is required. Theoretically, it is tempting 
to get to the right middle point of Figure 2-2 or even beyond, becoming an 
innovative organization, but this wouldn’t be appropriate given the nature of 
the work that is performed by a mining company and the environment it is 
in, an environment that has nothing to do with the reality of, for example, 
an advertising agency or a consulting firm.

Are there any mining companies that are not action-driven kinds of 
organizations? Indeed there are, and they generally take the form of bureau-
cratic organizations, which means being one evolutionary step behind their 
rivals that moved toward being more externally oriented given the increasing 
instability of their environments. A good example of this is Codelco, the 
largest copper producer in the world, owned by the State of Chile, which 
has been struggling to develop more adaptive capacity, trying to leave behind 
the traits that characterize a bureaucratic organization.

WHAT IS YOUR ORGANIZATION’S REALITY?

Having mapped the industries in Figure 2-2, our second step is the descriptive 
one; that is, diagnosing the reality of a particular company and mapping it onto 
the chart to measure its distance from the industry’s current state of the art.
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There are, of course, many things that could be looked at when carrying 
out that diagnosis and determining how adaptive the company is. Part Two 
of this book goes into concrete variables that will take us down to the level 
of systems, processes, and practices, because they need to be examined if the 
gap is going to be addressed. But the big picture would be missed if we do 
not first understand the driving force and values that best characterize each 
kind of organization and thus provide us with an effective tool to diagnose 
a specific company.  These are depicted in Figure 2-3. 

Figure 2-3. Driving forces and values that characterize 
each kind of organization

The driving force — for example, “Sense of Belonging” in a communal 
organization — has to do with what moves people into action.  By contrast, 
the values — for example, Inclusion, Caring, Affiliation, Negotiation, and 
Consensus in a communal organization — have to do with the type of actions 
that should be expected. If the driving force defines the motive that explains 
why people act, the values define the behaviors that explain how people act.
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In a communal organization, actions and reactions can be mainly 
explained by people feeling the need to belong to or be accepted by the 
larger group. This is why they act — their motive. When acting, they will 
typically look for consensus, affiliation, negotiation, inclusion and caring 
because they highly value these qualities given their motives. This is how 
they act — their behavior. 

For an example, consider a church, which is the kind of social body that 
epitomizes the communal organization.  Professing a faith in most cases 
is motivated more by being part of a community than by deeply believing 
in the existence of God.  (Much the same happens with the boosters of a 
sports team or with a professional association.) And because this is the main 
driving force for people, these communal organizations will value behaviors 
that are aligned with consensus building and inclusion. 

This is equally true for the other three kinds of organizations in respect 
to their own driving forces and values. If you examine the Chilean copper 
mining company Codelco, for instance, you will realize how the driving 
force and the values of a bureaucratic organization have been deeply 
ingrained in the company, making it very paternalistic indeed. And this 
should be no surprise: Codelco was created after the communist Chilean 
government headed by Salvador Allende finished the nationalization 
process of the copper industry in 1971. Before that, the large copper 
mines were in the hands of the most important multinational mining 
corporations, like Anaconda and Kenecott. As a state-owned company 
in a country where copper accounts for approximately half of the nation’s 
exports — sometimes more and sometimes less, depending on the price 
— Codelco found itself increasingly trapped in the political system. Its 
executive president was appointed directly by Chile’s president, and its 
board of directors was composed of members of the national cabinet and 
representatives of the workers. This created a complex network of loyal-
ties, in which satisfying the expectations of each person’s supporters was 
more important than improving the financial results of the corporation. 

In a system like this one, therefore, it was almost impossible to lay 
off people, or even to run employee evaluations; executive positions were 
typically filled with political allies; and the executive president had little 
negotiation power with unions, because the government in order to avoid 
any kind of unrest preferred to cope with the high cost of the demanded 
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benefits. Naturally, these conditions undermined the company’s competi-
tiveness, because important challenges were avoided, most notably the need 
to increase production capacity through the development of new projects 
with a different management culture.  

In the end, Codelco’s performance had less to do with adding value and 
more to do with fulfilling procedures, less with challenging the status quo 
and more with honoring traditions, less with creativity and more with reg-
ularity and order, less with personal accountability and more with collective 
avoidance, less with looking at the challenges of the future and more with 
resting on the glories of the past. In a bureaucratic company like the one 
Codelco had become, people’s actions and reactions could be explained by 
their need for feeling safe, avoiding any kind of threat. That is why they 
would always stick to the process, doing exactly what was expected of them, 
but nothing else. 

Could Codelco be a bureaucratic kind of organization and still be 
competitive? The answer is no. Things started changing in the industry 
when the price of copper dramatically rose with the commodities boom 
that began in 2005. New actors came into the game, production increased, 
explorations peaked, new technologies appeared, an enormous shortage of 
professionals was felt, and salaries increased.  As a result, Codelco needed 
to change in various ways, but as a bureaucratic kind of organization its 
adaptive capacity was small, which meant that its production decreased 
and its costs went up more than the industry average.  Talent began to flee 
as the company’s competitiveness declined.  Yet the forces inside Codelco 
continued to preserve the status quo, which provided the safety that most 
people in the system were looking for.

Eventually, the higher instability of the environment forced some 
people in the larger system to take risks and try to make Codelco more 
externally oriented and face the need for more adaptive work. The idea of 
changing the governance of the company began gaining popularity around 
2006.  Finally, in 2009, the law was changed to create a more professional 
and independent board of directors with well-defined responsibilities, 
starting with the appointment of the CEO. This was a turning point in 
increasing Codelco’s adaptive capacity, slowly moving it from the bureau-
cratic kind of organization it had been toward the action-driven kind of 
organization it had to become, in which increasing numbers of Codelco 
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workers would feel motivated by the willingness to accomplish goals.  The 
types of behaviors that could be observed were little by little more in line 
with putting a higher value to planning and control, orientation to the 
task, discipline, and focus on results. 

As expected, Codelco’s movement upward and to the right in Figure 
2-3 has taken time and effort. There has been resistance within the orga-
nization and many setbacks, including the departure of the CEO who 
initiated the internal change process in 2010 and resigned two years later.  
This is understandable, because the adaptive change required is not only 
about increasing the pace of decision making and moving faster but also 
about changing fundamental values, something that leads to important 
losses for too many employees.

Just think about what happens when a manager who has always 
been evaluated on his willingness to follow the process and make sure 
his people do the same is suddenly evaluated on his ability to increase 
the effectiveness of the plant he runs. In the previous scenario, he did 
not have to think very much, he had complete control over the situ-
ation, and he was taking no risk. In the new scenario, he will have to 
explore new ways to improve the operation of the plant, he will have to 
collaborate with other managers and departments, and he will have to 
experiment and bear the risks that experimentation always brings. Of 
course, he’ll fear losing his reputation as a competent professional, the 
good relationship he has always had with his subordinates while acting 
as a protecting father, and potentially his own job.

When people used to apply to Codelco, their main motive was safety, 
namely, the desire to find a stable job. In 2010, more action-driven types 
started applying to Codelco, people whose main motive was the desire to 
accomplish something, in line with the change in values that was slowly 
taking place in the company. When people apply to Google or Apple or 
Disney or 3M, their main motive is to be able to have an impact — to leave a 
mark on the world. They are looking for an environment that values creating 
new options, working with flexibility, collaborating with others who bring 
in diversity, anticipating trends, and doing something that is meaningful. 
These are people suited for working in an innovative organization, where 
unleashing everyone’s potential is more important than following specific 
procedures or even attaining certain given results. 
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Thus, the perceived nature of an organization tends to attract people 
who will fit and strengthen the characteristics of the organization.  This 
means that the nature of an organization tends to be self-reinforcing and 
therefore quite difficult to change.

Think about the driving force and values that mark your organization.  
Where does your organization fall on the chart shown in Figure 2-3? What 
type of people is it attracting? Are you satisfied with the outcomes?

EVOLVING TO BE MORE ADAPTIVE

So far, we have established four organizational archetypes based on two 
criteria: technical vs. adaptive work and stable vs. unstable environments. 
We have also mapped some representative industries based on those criteria. 
And we have indicated the driving force and the main values that best char-
acterize each kind of organization. In practical terms, this has provided us 
with a way of understanding the gap that a particular company in a specific 
industry faces when it comes to increasing its adaptive capacity. Closing 
that gap is by itself an adaptive challenge the company has to face, which 
typically involves reframing certain values, besides intervening in a number 
of specific systems, processes, and practices, which are discussed in Part Two.

It should be clear at this point that not all companies and institutions 
are expected to be equally adaptive. That is why we don’t talk about “adaptive 
organizations” as such, and why “the adaptive organization” is not considered in 
the chart as a kind of organization by itself. Rather, action-driven, bureaucratic, 
communal, and innovative organizations should all try to be more adaptive 
or to increase their adaptive capacities within the limits of their nature. This 
means moving upward and to the right in Figure 2-1, within those limits. 
For example, it is good for a government agency to become more adaptive, 
but always within the confines of a bureaucratic organization. If it moves too 
far to the right, the risk of arbitrariness becomes overly high, and if it moves 
too far upward, the risk of unaccountability is just around the corner. 

Also, not all divisions and departments within a company need to be 
equally adaptive. Typically, for example, the sales department will have a 
larger adaptive capacity than the legal department. However, we can still talk 
about the adaptive capacity of the organization as a whole when comparing it 
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to another company. No matter how large the adaptive capacity of the sales 
department of Codelco, it won’t be even close to the adaptive capacity of the 
sales department of HP. And, of course, no matter how small the adaptive 
capacity of the legal department of HP is, it will be much larger than the 
adaptive capacity of the legal department of Codelco. In the end, regardless of 
the differences that exist among departments and divisions, each organization 
has its own character, and that is reflected in its overall adaptive capacity.

And I should also clarify that throughout this chapter I have been 
referring to mature companies when talking about different kinds of orga-
nizations, not to entrepreneurships or start-ups. Typically, these fledgling 
enterprises will have a larger adaptive capacity in that stage of development 
than afterward.  This is why an organization will always have the challenge 
of figuring out “how to incorporate small-company attributes — nimbleness, 
speed, and customer responsiveness — with the advantages of size,” in the 
words of Lou Gerstner, who led IBM’s turnaround in the 1990s.21

In Chapter 1, I compared the need for companies to adapt to today’s 
changing business environment with the need for living organisms to adapt 
in the Darwinian process of evolution.  Given the fact that global trends 
show us that we are walking toward a reality that is every day more unstable 
and demands higher levels of adaptive work, all organizations — whether 
action-driven, bureaucratic, communal, or innovative — are permanently 
challenged to increase their adaptive capacity, which will enable them to 
face problems more rapidly and thoughtfully.22 The more adaptive an orga-
nization is, the better suited it will be to face the specific adaptive challenges 
that its own situation confronts it with. 

David Franco and the Home Star were ill prepared to confront the challenges 
created by the business expansion he undertook. Some of the initial survivors 
of the Uruguayan aircraft crash lacked the adaptive capacity to challenge their 
beliefs in order to confront the hard reality they faced. HP was too tied to its 
own past to confront the demands of an industry that had turned more com-
petitive and more responsive to the customers’ needs.  And Saab Automobile 
was the prisoner of the icon it had produced and unable to challenge its own 
creation in ways that would allow the company to adapt to a new market reality.

The biggest challenge, therefore, is to make the organization evolve 
in a way that will always make it more adaptive. If this is properly done, 
the organization will have a higher adaptive capacity than that required 
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by the adaptive challenges it will confront. Yet how do we know that the 
organization is less adaptive than it needs to be — that is, how can we tell 
whether a gap needs to be addressed? 

Using the information in Figures 2-2 and 2-3, we can consider three 
possible comparisons, depending on the actual reality of each firm: first, 
between the company and the current state of its industry; second, between the 
company and the possible future state of its industry; and third, between the 
company and the current or future state of another industry it plans to enter. 

If we are talking about a company that is falling behind in its industry, 
like Saab in the ’80s, HP in the ’90s, or Codelco in the ’00s, it makes sense 
to start by making the first comparison and addressing that gap. If we are 
talking about a company that is organizationally prepared to move ahead of 
its competitors, like the U.S. Marines or LATAM Airlines today, it would 
make sense to make the second and third comparisons. 

In making these comparisons, we may find that becoming more adap-
tive — that is, moving upward and to the right in the chart — may mean 
remaining the same kind of organization but with a higher adaptive capacity, 
or it may mean becoming a different kind of organization, more adaptive 
by nature. HP’s challenge was increasing its adaptive capacity within the 
realm of an innovative organization. Codelco’s challenge was increasing its 
adaptive capacity and therefore moving from a bureaucratic kind of orga-
nization to a more action-driven kind of organization, the category that 
companies in the mining industry have always occupied. 

Increasing an organization’s adaptive capacity is itself an adaptive chal-
lenge, which not only involves modifying systems, processes, practices, and 
competencies but also reframing values and facing contradictions among 
them as well as questioning assumptions when necessary. In most cases, 
however, top executives do not consciously examine this challenge; instead, 
they simply focus on the business decisions they must make and the tasks 
that must be performed. In other cases they realize that there is an orga-
nizational gap that needs to be addressed, but they treat it in a technical 
way, making changes in the organizational chart or sending their people 
to be trained in the skills they lack. Increasing an organization’s adaptive 
capacity is both conscious and challenging work.

The first step in the process is understanding the underlying forces 
that shape a system, especially its values, as shown in Figure 2-3. Skipping 
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this aspect would endanger any attempt to carry out a change in the 
organization, because it would mean ignoring the organization’s identity 
and the losses that inevitably accompany change.  Let’s now consider 
those forces as they affect each kind of organization and the way it can 
be expected to evolve.

THE EVOLUTION OF AN ACTION-DRIVEN ORGANIZATION

An action-driven organization is suited to getting things done. People who 
work in it are primarily motivated by a high sense of accomplishment. In 
line with that, value is placed on disciplined behavior that helps in keeping 
the situation under control, and on performing tasks in a very efficient way, 
always with the attainment of results in mind.

These values of discipline, control, task, efficiency, and results constitute 
the essence of an action-driven organization, though they can be experienced 
on different levels or prioritized in different ways. 

General Motors, LATAM Airlines, Avon (the cosmetics company), 
and McDonald’s are all action-driven kinds of organizations, but since 
they operate in different industries, they assign a different weight to each 
of those values. The type of work that LATAM Airlines does, for example, 
is less technical than the work McDonald’s has to perform, which means 
that the latter will be more hierarchical and therefore prioritize control 
more than the former. We can also observe that Avon’s environment is less 
unstable in terms of competition and social pressures than what General 
Motors faces, which means that the latter will prioritize efficiency more 
than the former, being more externally oriented.

When an action-driven organization faces a gap between its current 
adaptive capacity and the required or desired one, some of the aforemen-
tioned values will have to evolve, which in itself is an adaptive challenge 
that will involve losses for people within the company. If we think of 
LATAM Airlines, as the company grew and became more complex and 
its work more adaptive, it had to start putting less weight on control and 
more on trust. Facing this contradiction in values was a painful process 
for many employees, who had to learn how to work with others in a 
collaborative mode rather than in a command-and-control mode. There 
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was a loss of power involved, as well as loss of the certainty that comes 
along with control. In fact, many top executives thought that giving away 
control would lead to a loss of discipline. And since new competencies 
were required, more in line with interpersonal than task-oriented abilities, 
lots of managers felt incompetent for a while; a few never adapted and 
had to leave the company. 

In a much milder process, but one that was still very adaptive given the 
company’s obsession with control and standardization, McDonald’s had to 
grant certain degrees of flexibility to its local operations and franchisees 
in the mid-’90s, allowing them to experiment with new ingredients in the 
hamburgers and in other products and practices. It was a tough decision to 
make, one that was resisted for decades but that was indispensable if the 
company wanted to gain adaptive capacity to thrive in a diverse world with 
more demanding consumers and varying dietary habits.

These are the type of losses that employees will typically have to 
bear when an action-driven organization strives to increase its adaptive 
capacity. These losses arise from the reshaping of some of the under-
lying values that are part of the organization’s identity. Like it or not, 
this is a necessary part of the company’s evolution, and often the most 
difficult one of all.

Another way to see this hearkens back to Figure 1-1 in Chapter 1. 
Increasing the adaptive capacity of an action-driven organization will 
demand strengthening its rather weak holding environment, which will 
move it upward in Figure 2-3 toward more participation. Its values are 
in line with a high degree of responsiveness, which is necessary when you 
want to be effective and obtain results in an unstable environment. But 
precisely because those values are so strong, there is little attention paid 
to people-oriented values like collaboration, meaning, and creativity. If 
an action-driven organization works on these values, it will strengthen 
the holding environment, as shown in Figure 2-4, and people will tend 
to remain at the company with a longer-term perspective, decreasing the 
turnover rate despite the higher levels of disequilibrium.
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Figure 2-4. How strengthening the holding environment 
can enable an action-driven organization to tolerate 
higher levels of disequilibrium23

THE EVOLUTION OF A COMMUNAL ORGANIZATION

A communal organization is suited to seeking purposes that go beyond 
self-interest. People who work for this type of organization are mostly 
motivated by a sense of belonging, which is why the concept of community 
fits very well. In line with that, value is placed on expressing caring so that 
members feel included and on reinforcing affiliation through continual 
negotiation toward consensus building. 

These values of inclusion, caring, affiliation, negotiation, and consensus 
constitute the essence of a communal organization, though they can be 
experienced in different levels or prioritized in different ways. 

A local Jewish community center, a public school in Berlin, the Labour 
Party in the UK, and the community of writers and editors who create Wiki-
pedia are all communal kinds of organizations, but since they operate in 
different fields they put different weight to each of those values. The type of 
work that a Jewish community center does, for example, is less adaptive than 
the work Wikipedia has to perform, which means that the latter will prioritize 
negotiation and consensus more than the former, being more participatory. We 
can also observe that the Labour Party operates in a less stable environment 
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than a public school in Berlin, which means that the latter will prioritize 
caring more than the former, being more internally oriented. 

When a communal organization faces a gap between its current adap-
tive capacity and the required or desired one, some of the aforementioned 
values need to evolve. Typically, a desire for a more effective and rapid 
decision-making process will exist within the community, but at the same 
time a high value is placed on consensus. This contradiction, which is based 
on the assumption that non-consensual decisions would generate a loss of 
affiliation, limits the adaptive capacity of the organization if it is not faced. 

Traditional universities, for example, which used to be communal kind 
of organizations, have had to follow the difficult path that leads toward 
becoming more innovative organizations. Because their environment has 
become less stable, with increased competition and more knowledge being 
generated outside their domain, the pace of evolution has had to quicken 
and some members of the community have had to be left behind. As a 
result, traditional norms and practices, including even the institution of 
tenure, are increasingly being questioned. 

Political parties do not need to become innovative kinds of organi-
zations, but many have a low adaptive capacity when contrasted with the 
social changes that are now taking place. Party authorities need to put 
some critical issues on the table — purpose vs. power seeking, for exam-
ple — which would certainly raise the heat, but they usually do not do 
that because they fear breaking the container that holds them together. 
Instead, they avoid the work by blaming the opposition or the government. 

Even many religious organizations now face pressure to develop a higher 
adaptive capacity without losing their communal organization identity, 
which is a result of the growing changes that their constituencies have been 
experiencing over the last couple of decades. The challenge is difficult for 
most religious groups, but perhaps especially so for the Roman Catholic 
Church, which resembles a bureaucratic more than a communal kind of 
organization, as we will see.

Referring back to Figure 1-1, increasing the adaptive capacity of a 
communal organization will require enhancing its rather low level of 
responsiveness, thereby moving it to the right in Figure 2-3 toward more 
external orientation. Communal organizations’ values are in line with a 
strong holding environment, which is necessary when you want to keep 
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people together. But precisely because those values are so strong, there is 
little attention paid to outcome-oriented values, like anticipation, creativity, 
and flexibility. If a communal organization works on these values, it will 
enhance its level of responsiveness, as shown in Figure 2-5, and people 
will tend to act and react more promptly, sensing and taking advantage 
of the disequilibrium before others do.

Figure 2-5. How enhancing organizational 
responsiveness can enable a communal organization 
to react more promptly to disequilibrium

THE EVOLUTION OF A BUREAUCRATIC ORGANIZATION

A bureaucratic organization is suited to fulfilling norms. People who work 
in it are mostly motivated by a need for safety, which makes them avoid any 
sort of risk, often resulting in a highly paternalistic culture. In line with that, 
value is placed on the consistency derived from following the formalities that 
are associated with well-established processes and on respecting the traditions 
that come from a clear and long-standing institutional order.

These values of formality, process, tradition, regularity, and order 
constitute the essence of a bureaucratic organization, though they can be 
experienced on different levels or prioritized in different ways. 
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In most countries, the judiciary, the internal revenue service, the public trans-
portation system, and the local electricity utility are all bureaucratic kinds of 
organizations, but because they operate in different industries they assign differ-
ent weight to each of those values. The type of work that a public transportation 
system does, for example, is less technical than the work an electricity company 
has to perform, which means that the latter will prioritize formality more than 
the former, being more hierarchical. We can also observe that the United Nations 
operates in a less stable environment than a national judiciary does — in fact, in 
the European system, judges are supposed to ignore the environment, focusing 
only on the law and the case being judged.  This means that the judiciary will 
prioritize regularity more than the UN, being more internally oriented.

When a bureaucratic organization faces a gap between its current adaptive 
capacity and the required or desired one, some of the aforementioned values 
will have to evolve. Typically, traditions and regularity are paramount in these 
situations, taking precedence over values more connected to creativity, results, 
or even negotiation. Though we are used to seeing bureaucratic organiza-
tions in the public sector as well as in the regulated part of the private sector, 
especially among monopolies, there are also many bureaucratic companies in 
the private manufacturing industry. Many of these have huge gaps to close 
if they hope to survive. 

At Saab Automobile, for example, the excess weight given to tradition 
and processes made it too difficult for the company to overcome the losses 
that most of its people had to bear in order to regain competitiveness. The 
gap with the rest of the industry, which was more in the action-driven kind 
of organization space, was too great, making survival impossible when the 
environment became unstable during the global financial crisis in 2008.

By contrast, many public sector organizations, despite their adaptive 
challenges, should remain bureaucratic kinds of organizations, since most 
of the values they hold are connected to the reason why they exist.  For 
example, though the Internal Revenue Service might benefit from reducing 
its loyalty to tradition in a quest for greater efficiency, we definitely wouldn’t 
want it to start skipping processes or becoming less formal. 

Some bureaucratic organizations actually assign value to some processes 
that have no meaning at all, except for the value that tradition in itself may 
hold. The Catholic Church is a good example of a bureaucratic kind of orga-
nization dealing with this adaptive challenge.  Its current chief officer, Pope 
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Francis, has put this issue at the center of his own mandate, connecting to Jesus’ 
own assertions that the norm itself must never be given greater value than its 
underlying purpose; for example, in his statement, “The Sabbath was made 
for man, not man for the Sabbath.”  Yet the Church, like many institutions in 
the public sector, bases some of the justification for its very existence on the 
application of procedures whose purpose and meaning are no longer obvious. 

Referring back to Figure 1-1, increasing the adaptive capacity of a bureaucratic 
organization will require strengthening its weak holding environment and, espe-
cially, enhancing its low level of responsiveness, which will move it upward and 
to the right in Figure 2-3 toward more participation and, especially, more external 
orientation. Its values are in line with conservation, not with change, which 
functions well when technical work is demanded and the environment is stable. 
If the work becomes less technical or the environment becomes less stable, more 
attention will have to be directed toward people-oriented values like collaboration, 
meaning, and diversity, or on outcome-oriented values like anticipation, efficiency, 
and results. If a bureaucratic organization works on these values, it will strengthen 
the holding environment and will enhance the level of responsiveness, as shown 
in Figure 2-6, and people will tend to act and react more promptly, remaining in 
the organization despite the higher levels of disequilibrium.

Figure 2-6. How strengthening the holding environment 
and enhancing organizational responsiveness can 
enable a bureaucratic organization to tolerate and 
react more promptly to higher levels of disequilibrium
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THE EVOLUTION OF AN INNOVATIVE ORGANIZATION

An innovative organization is suited to challenging the state of the art. People 
who work in it are mostly moved by the need to produce impact, which is why 
they will try to make a difference or leave a mark. In line with that, value is placed 
on doing meaningful work, which requires anticipation and creativity in reaching 
those places that others have not yet reached. At the same time, collaboration 
and flexibility are paramount in boosting the group’s potential to imagine those 
places, letting everyone deploy his and her capabilities to the fullest.

These values of anticipation, creativity, collaboration, flexibility, and 
meaning constitute the essence of an innovative organization, though they 
can be experienced at different levels or prioritized in different ways. 

Google, CNN, Amazon, and McKinsey & Company (the world’s most 
prestigious consulting firm) are all innovative kinds of organizations, but since 
they operate in different fields they assign different weight to each of those 
values. The type of work that Amazon does, for example, is less adaptive than 
the work Google has to perform, which means that the latter will prioritize 
flexibility more than the former, being more participatory. We can also observe 
that McKinsey’s environment is less unstable in terms of unexpected events 
occurring than CNN’s environment, which means that the latter will prioritize 
anticipation more than the former, being more externally oriented. 

Innovative organizations are the most adaptive, but they still may face gaps 
between their current adaptive capacity and the required or desired capacity, 
meaning that some of the aforementioned values will have to evolve. Thinking 
about Microsoft, for example, it is pretty clear that the recipe for its past success 
has not been enough for it to keep up with its rivals in today’s high-tech arena. 
Relying on the intellectual property generated by software development, the 
company’s largest source of income, is a dubious strategy in a world where the 
whole idea of intellectual property is being challenged and where free open-source 
programs are taking over. Microsoft knows this, but, despite its best efforts, it has 
had difficulty moving its people into new terrains to compete with companies 
like Google, Apple, and Facebook. Going into the unknown certainly generates 
the fear of lacking the competencies needed for success, which is why people pull 
back, even unconsciously, and want to continue doing what they know. 

Yet even Apple faces a gap in its adaptive capacity, connected to its 
founder’s death in 2011. Much of the company’s success was based on Steve 
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Jobs’ creativity in developing new products and his obsession in pushing 
the boundaries of perfection. Anticipation and meaning ranked very high 
in the company’s value system, but collaboration and flexibility were not 
highlighted enough while Jobs was still alive. Now that he is gone, Apple’s 
people have to learn to practice collaboration among themselves, providing 
higher degrees of flexibility for experimentation and mistakes.

Referring back to Figure 1-1, the adaptive capacity of an innovative orga-
nization is already large, with a strong holding environment and a high level of 
responsiveness, positioning it close to the upper right-hand corner in Figure 2-3, 
with high levels of participation and external orientation. Its values are more in 
line with change than conservation, which enable it to function well in light of 
the adaptive work and unstable environment in which an innovative company 
typically performs. Nevertheless, there will be always the space — and often 
the need — to become even more adaptive, which may demand paying more 
attention to people-oriented values, such as collaboration, meaning, and diversity, 
or to outcome-oriented values, such as anticipation, creativity, and flexibility. If 
an innovative organization deepens these values, it will continue strengthening 
the holding environment and enhancing the level of responsiveness, as shown 
in Figure 2-7, and people will tend to act and react more promptly, remaining 
in the organization despite the higher levels of disequilibrium.

Figure 2-7. How strengthening the holding environment 
and enhancing organizational responsiveness can 
enable an innovative organization to tolerate and 
react more promptly to higher levels of disequilibrium
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Based on the distinctions laid out in Chapter 1, in this second chapter 
we have developed a model that distinguishes among four kinds of orga-
nizations: action-driven, bureaucratic, communal, and innovative, with the 
values that characterize each. Most organizations are not pure examples of 
any one of these archetypes, but rather share traits of some of them, allowing 
us to map each organization in a chart that locates their adaptive capacities 
in comparison to those of other companies.

This is important, because not all organizations are called to be equally 
adaptive, though all are called to increase their adaptive capacity within the 
limits of their nature, trying to be ahead of their competitors.

As you seek to increase your organization’s adaptive capacity, reshaping 
or even challenging certain values may be necessary, allowing the organi-
zation to transition from some of its more traditional ways of doing things 
to new ways. Because this is not easy to carry out, in the next chapter we’ll 
examine how this evolution takes place in practice, emphasizing the need 
for defining the adaptive challenge and designing a process.



CHAPTER 3

THE PROBLEM AS AN  
ADAPTIVE CHALLENGE

We’ve said that everything starts from a problem. We’ve also said that 
organizations — and people — face problems differently, depending on 
how large their adaptive capacity is. The larger the adaptive capacity, the 
more rapidly and thoughtfully an organization (or an individual) will face 
problems, taking them as challenges that ought to mobilize people to do 
adaptive work. And the more adaptive work the organization performs, the 
more its adaptive capacity will increase. It’s a virtuous cycle.

When Lou Gerstner took over IBM in April 1993 as the first CEO 
from outside the company, things were not looking good for the company. 
In fact, 1991 had been IBM’s first year in the red since its creation in 1911, 
and the company’s market capitalization had dropped by almost three-
fourths in the previous six years. 

Mainframes had been IBM’s core business during the past decades. 
However, in the early 1980s, personal computers started displacing main-
frames, and IBM became a key player in this new market.  In the process, 
it forfeited what had been one of its key competitive advantages: integrated 
solutions made in-house. Instead of developing its own microprocessors and 
software, IBM bought them from Intel and Microsoft, respectively, which 
opened the gate for new competitors to manufacture personal computers, 
such as Compaq and Dell, and for other players in new commercial lines in 
the information technology business to make printers, disk drives, and data-
base software in addition to processors and desktop software. Competition, 
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therefore, became increasingly intense, which made it more difficult for Big 
Blue to keep pace and add value. 

In 1985, John Fellows Akers, who had entered the company in 1960, 
was appointed as the new CEO (adding the title of chairman in 1986), but 
things didn’t go any better. On the contrary, IBM’s position in the market 
fell year after year, until it suffered its first year of losses in 1991. One year 
later, the company reported the biggest loss in the history of corporate 
America: eight billion dollars. This extreme situation forced the Board of 
Directors to make the decision to replace Akers with an outsider. Potential 
successors included Apple’s John Sculley, Motorola’s Chairman George 
Fisher, and even Bill Gates of Microsoft, but all three reportedly turned 
down the position.

Lou Gerstner didn’t know much about the technology business: he had 
been CEO of RJR Nabisco, a food and tobacco company, and of American 
Express Travel.  But it took him only a few months to recognize IBM’s adaptive 
challenge. It had nothing to do with the quality of the computers produced 
and everything to do with the way people were working. Instead of looking 
outward, they were looking inward, and instead of finding ways to collaborate 
among divisions and departments to be more innovative, they were finding 
ways to reinforce the silos or territorial behavior that divided them.

When Gerstner assumed power, there was a plan to split IBM into 
the so-called Baby Blues, a collection of autonomous business units that 
could compete more effectively in each of the now segmented markets 
they operated in. This disintegration would supposedly make each of these 
spinoffs more nimble and less costly. Based on his assessment, however, 
Gerstner halted the plan and announced his intention to lead IBM in the 
exact opposite direction: greater integration.

In Gerstner’s view, IBM’s greatest and enduring strength was its ability 
to provide integrated solutions for customers, an advantage that would be 
lost if the company followed the breakup path. At the same time, it was 
obvious that the way IBM people were working didn’t take full advantage 
of this ability, not only because they didn’t add value when producing com-
modities like personal computers but because they were neither focusing 
on customers nor collaborating to serve them. 

The fact that IBM had a problem was undeniable. Lou Gerstner 
reframed it as a challenge he called “One IBM.” The company had to shift 
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from being a hardware producer to being a solutions provider, a shift that 
could only be attained if people worked in an integrated mode, understanding 
customers and collaborating to put all their knowledge and competencies 
at their service regardless of the division they were in.  And Gerstner knew 
that deeply ingrained values in IBM had to change for that to happen. As 
he put it years later, “I came to see, in my decade at IBM, that culture is 
not just one aspect of the game. It is the game.”24  

But Gerstner also knew that for change to be sustainable reframing the 
values that shape the culture would not be enough. Collaboration, entrepre-
neurship, a focus on customer satisfaction, and a sense of urgency needed 
to be expressed in concrete organizational variables, connected to systems, 
processes, practices, and competencies. To make this happen required mod-
ifying the compensation structure, the rules for getting promotions, the 
product development process, and the dynamic of the corporation’s business 
review meetings, among many other things. 

As Gerstner quickly realized, sustainable improvements in performance 
in an increasingly dynamic world have less to do with making specific 
business decisions and more with augmenting the organization’s adaptive 
capacity. This meant closing the gap that he identified, starting by reshap-
ing the company’s values and then making a series of concrete changes in 
specific systems, processes, practices, and competencies. The changes he 
instituted have allowed IBM to regain its position as one of the world’s 
leading companies.

The kind of change that Gerstner carried out in his successful decade 
at IBM is what top executives do when they have developed a level of 
consciousness that allows them to see the link between competitiveness 
and adaptive capacity, and when they have the willingness and courage to 
address this challenge.

TELEFONICA AND THE PROCESS OF ADAPTATION

It was unusual to see Matthew Key wearing a tie, unlike all of his col-
leagues in Telefonica’s executive committee, who dressed in formal suits. In 
fact, he was the youngest member of the company’s top team and its only 
non-Spanish native speaker. He didn’t have a computer, not even a laptop, 
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only an iPad, which he took in his frequent travels around the world from 
his office in London. 

In September 2011, as part of a reorganization aimed at actively partic-
ipating in the digital world and gaining synergies for international growth, 
Key was appointed the top executive of the newly created Telefonica Digital, 
one of the four divisions that made up the Spanish company.  The others 
included the also new Global Resources division, headed by Argentin-
ean Guillermo Ansaldo, the other non-Spanish member of the Executive 
Committee, and the preexisting European and Latin American divisions.

Telefonica was one of the top five telecommunications companies 
in the world, with a presence in Europe, Latin America, and Asia; it 
operated in twenty-four countries and had over 300 million customers. 
It had also been one of the few European companies to be listed in the 
Dow Jones Global Titans Index, which includes the 50 largest compa-
nies in the world.

Compañía Telefónica Nacional de España (Telefonica’s original name) 
was founded in 1924 as a private company that was granted the monopoly 
of telephone services by the Spanish government.  It was nationalized in 
1945 when the state took control of it, though keeping some of the private 
owners as its partners, most notably International Telephone and Telegraph 
(ITT).  Despite some privatization initiatives and stock sales during the ’80s 
and ’90s under the Socialist Party (PSOE) regime, the company remained 
under state control until 1997, when the conservative Popular Party Gov-
ernment sold all the remaining shares that were still owned by the state. 
That happened in parallel with the deregulation of the telecommunications 
industry in Spain, which meant that in 1998, for the first time in its history, 
Telefonica was a private company competing in an open market.

In preparation for this step, the recently elected government had in 
1996 appointed a new chairman of the company. Juan Villalonga was an 
energetic forty-three-year-old professional who had held executive positions 
in financial and consulting firms, and had helped conservative politicians 
in defining the broad privatization strategy, but had no experience in tele-
communications. He replaced Cándido Velásquez-Gaztelu, who was sixty 
years old and had been the chairman for eight years, after having spent most 
of his professional life in Tabacalera, the state-owned tobacco company, 
which he ended up heading.
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It did not take long for Villalonga to start making profound changes, 
exhibiting a very different style from his predecessors, even though initially 
the company was still controlled by the state and had virtually no competi-
tion. In a nod to his financial background, he aggressively moved Telefonica 
toward making acquisitions and launching initiatives that would enhance 
its market value. One of the most remarkable was the purchase of several 
Internet companies in Spain and Latin America, which together gave rise 
to Terra Networks, a subsidiary that became the largest European Internet 
firm in market capitalization. He continued with the acquisitions of the 
largest telecommunication companies in the countries of Latin America, 
entering Brazil, among others, and transforming Telefonica into the main 
operator in the region. He even went beyond the telecommunications indus-
try, acquiring newspapers as well as television and radio networks. 

Villalonga reorganized the company by product lines instead of regional 
divisions, making evident that Telefonica had become an integrated tele-
communications operator rather than the telephone services provider that it 
once was. Between 1996 and 2000, the market value of the company rose by 
a factor of four, suggesting how successful the organization was in adapting 
to the new reality of a deregulated industry that brought new competitors 
to Spain, its most important market at that time.25

In 2000, Villalonga was forced to step down after being accused of mis-
using privileged information, charges of which he was ultimately absolved.  
He was replaced by César Alierta, a fifty-five-year-old executive with a 
strong financial background, who had recently carried out Tabacalera’s pri-
vatization and had served on Telefonica’s Board of Directors for the last three 
years. He was more reserved and less decision-driven than his predecessor, 
which initially made him the target of critics who considered the company 
stagnant, its only visible initiatives those previously promoted by Villalonga, 
including expansion into Mexico and new licenses to operate in Europe. 

It’s true that Alierta during the first two years emphasized cost and 
management controls, consideration of the broader economic situation, and 
improvement of the company’s relationships with regulators. But starting in 
2003, Telefonica regained momentum, strengthening its presence in Latin 
America, acquiring important assets in the United Kingdom, Germany, 
and Ireland, building alliances in Italy and China, and obtaining mobile 
licenses in more countries.  The number of clients increased fourfold in ten 



ADAPTIVE CAPACITY82

years. To make this rapid growth sustainable, Alierta became increasingly 
conscious of the importance of human capital, considering it among the 
three key factors that explained the company’s success: “Telefonica has an 
accumulation of talent unlike any I’ve seen either before or after coming 
here. Managing brilliant people is not easy, but their talent allows you to 
attain goals that are otherwise impossible.”26

By 2011, Telefonica had become a multinational company, providing all 
types of telecommunication services: fixed and mobile telephony, Internet 
and data, paid television, web contents, and contact centers. But Alierta 
realized that this was not enough to serve the level of hyper-connectivity 
toward which societies were migrating. Furthermore, Telefonica’s internal 
processes did not reflect the new world that was surfacing.  More transver-
sality, flexibility, global thinking, innovation, and agility were demanded. 

The company’s structure and culture both needed to change. The new 
divisions of Telefonica Digital and Global Resources addressed the former 
need; the arrival of Matthew Key addressed the latter.  Key recognized 
that crucial new businesses in such areas as venture capital, eHealth, cloud 
computing, mobile advertising, and machine-to-machine services could not 
be successfully carried out under Telefonica’s traditional vertically siloed 
organization. He also recognized that his most important challenge was to 
take full advantage of the talent potential within the company.  This is why 
he assembled a team of 2,500 professionals from different divisions to build 
the London-based Telefonica Digital, whose mission would be to lead the 
process of strategic innovation for the entire corporation.

LESSONS FROM HISTORY: PEOPLE ARE ESSENTIAL

IBM and Telefonica have managed to survive for a century, from the early 
times of the industrial era until today’s knowledge era. In fact, they embody 
the changes that the world has gone through during this period. The transi-
tion from one era to the next has been painful, but for these two companies 
it has also been successful.

Most companies, however, can’t make the same claim. In 1917, Forbes 
magazine created its first list of the 100 largest American companies. Today, 
only nine of the original 100 remain in the equivalent list that Fortune 
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publishes each year, and fewer than 20 have even survived.27 One of the 
companies that was not in the first list, but is now — and has been there 
for decades — is IBM, which, according to Forbes, is also one of the 50 
largest world companies, along with Telefonica.28

If we take a look at the S&P 500 — the index of the 500 most 
valuable companies in the United States — the story looks even more 
dramatic. In 1958, the average longevity of those firms was 61 years.  It 
fell to 25 years in 1980 and reached 18 years two decades later. Moreover, 
in the last decade, half of those companies have been replaced. Among 
the newcomers we can count Google, Amazon, and Netflix, while those 
that have departed include Kodak, the New York Times, Palm, and HP. 
Notably, the only firm that has remained in the index since its creation 
in 1926 is General Electric.29

Regardless of their nature, organizations are living under unprecedented 
pressure to face adaptive change. This is not an entirely new phenomenon, 
but it has accelerated enormously during the last decades and is likely to 
keep accelerating in the decades to come. In explaining this, we could talk 
about trends related to technological development, increasing levels of 
education and wealth, environmental and social concerns, women and new 
generations coming into the workforce, a flatter and more urban world, and 
many others. But instead of talking about the future, let’s try to understand 
the present by looking at the past. 

Our ancestors have inhabited Earth for several million years.  Yet, very 
little has changed in their way of life until only ten thousand years ago, 
when agriculture was invented. Before that, the various species of humans 
survived as hunters and gatherers, moving in small groups from one place 
to another, chasing animals and looking for more fertile zones in which to 
collect naturally growing foodstuffs. But when environmental conditions 
became milder and Homo sapiens learned to produce their own food directly 
from the ground, everything changed. 

This Agricultural Revolution put an end to our need to live as nomads, 
wandering the planet in search of food supplies.  Instead, small groups of 
humans became sedentary and started building small towns, then larger 
ones, then cities and even great civilizations. There were many benefits 
associated with this change, including the appearance of written language 
some five thousand years ago and the emergence of other disciplines, from 
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mathematics to the beginnings of natural science, which helped promote 
a faster rate of progress. 

Of course, this first human revolution demanded painful learning, too. 
Prior to the Agricultural Revolution, human beings organized themselves in 
groups or bands of around ten to fifty individuals, pretty much as chimpanzees 
still do.30 This was a very loose, horizontal structure, with no formal author-
ity granted to anyone. Older members of the group would be looked to for 
guidance and advice if needed, especially when problems arose, such as lack 
of food, external threats, or internal conflicts.31 But life became more compli-
cated in the agricultural era, when this small and simple form of organization 
was replaced by increasingly larger and more complex social structures, with 
castes, division of labor, formal rules, provision of common goods, and the like, 
created to deal with issues of power, order, justice, identity, freedom, rights, 
duties, and law. Eventually, this social evolution gave birth to large, hierarchical 
societies, beginning with the Middle Eastern empires of the Mesopotamians 
and Egyptians.  In these societies, the only really important organization was 
the state itself, in the different forms it took over the centuries.

Several millennia after the Agricultural Revolution, a second revolution 
in the production system began. This was the Industrial Revolution of the 
eighteenth and nineteenth centuries, launched by the invention of new 
forms of energy that made different types of machinery possible, acceler-
ating economic growth to levels never seen before. As a consequence, the 
shoemaker was replaced by the shoe factory, the stagecoach was replaced 
by the railroad company, the moneylender was replaced by the bank, the 
local candle provider was replaced by the electric company, the miner was 
replaced by the mining company, and so on and so forth.  This economic 
transformation coincided with a number of fascinating and important politi-
cal and social experiments — the first attempts to create large-scale societies 
based on democratic systems of governance.

Like the Agricultural Revolution before it, the Industrial Revolution 
produced both enormous benefits and painful challenges.  It improved the 
quality of life for most of the world population and allowed millions to 
emerge from poverty, but it also demanded painful adaptations to a difficult 
transition: inequality grew among countries and people, raising a series of 
social questions and producing unprecedented levels of political turmoil, 
ideological conflicts, social unrest, and war. 
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Precisely when we were learning new ways of addressing some of these 
political and social challenges, as symbolized by the fall of the Berlin Wall 
in 1989 and the general acceptance of democratic capitalism as the best 
political/economic system on Earth, a third revolution in the means of pro-
duction began to take shape.  This was the Knowledge Revolution, which 
has been spreading at an incredible pace since the 1980s, making us face 
all sorts of adaptive challenges, systemically and individually. The source 
of this third revolution is the explosive mix of new modes of information 
and communication, whose best expression is the Internet. Never before 
has humanity been able to produce such vast amounts of knowledge and 
information, and make it accessible to anybody, at basically no cost. 

The consequences of this change are enormous, starting with the empow-
erment of people.  During the long era of hunting and gathering, individuals 
in a clan granted high status to the older members, whose experience was 
appreciated when new situations had to be faced. During the agricultural 
era, power and prestige shifted to those few who owned the land; they lived 
in relative comfort and ruled the society while almost everyone else had to 
work and live in miserable conditions. During the industrial era, the source of 
status shifted again: now the most valued people were the owners of capital, 
physical and financial, because this was now the scarce resource from which 
wealth and power flowed. 

Today, in the knowledge era, capital is becoming steadily less scarce.  Now 
power and prestige belong to those people who can make use of today’s vast and 
widely accessible knowledge in ways that can add value to others. This includes 
millions of people, networking with partners through a laptop computer, a cell 
phone, or another type of electronic device.  Suddenly the all-powerful resource 
that shapes the creation and sharing of wealth is one that is, at least potentially, 
universally accessible — knowledge itself and the ability to use it productively. 

Entering an era dominated by this new entrepreneurial and creative 
power is a huge opportunity for organizations of all kinds — including 
nations themselves — but at the same time it poses a number of major 
adaptive challenges.  Simply put, the type of organization that worked 
efficiently and effectively in the industrial era does not fit people living in 
the knowledge era.  Organizations that do not realize this reality and act 
upon it will end up losing their most important asset — the knowledgeable 
people who are today’s greatest future source of growth, wealth, and power.
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It is said that the great twentieth-century industrialist Henry Ford 
used to complain, “Why is it that whenever I ask for a pair of hands, a 
brain comes attached?”32 As harsh as these words may sound, they make 
perfect sense coming from a person who pioneered the assembly line with 
the goal of making automobile production as predictable, consistent, and 
mechanical as possible. By the end of the twentieth century, Jack Welch, 
the legendary CEO of General Electric, was describing the challenge of 
business leadership in very different terms: “The world is moving at such a 
pace that control has become a limitation. It slows you down. You’ve got to 
balance freedom with some control, but you’ve got to have more freedom 
than you ever dreamed of.”33

These contrasting statements capture the crucial difference between 
the industrial era and the knowledge era. In the industrial era, the question 
was how to control employees so that they actually did what they were 
commanded to do, because their work was mostly technical, involving the 
repetition of actions that did not require new learning. In the knowledge 
era, the question is how to mobilize people so that they can make use of as 
much of their potential as possible. This is necessary because the type of 
work required to be competitive — the expression that we prefer to use now-
adays instead of the traditional need to survive — is less technical and more 
adaptive, which means that more learning and less repetition is required. 

The consequences of this change are enormous. Where the indus-
trial organization was rigid, the knowledge organization is more flexible; 
where the former was pyramidal, the latter is more horizontal; where the 
former was command- and control-driven, the latter is more purpose- and 
culture-driven; where the former was focused on generating profits, the 
latter is more focused on generating value; where the former focused on 
workers’ physical abilities, the latter focuses on workers’ intellectual and 
emotional abilities; where the former considered people a necessary evil, 
the latter considers them more an indispensable asset; where the former was 
task-oriented, the latter is more relationship-oriented; where the former 
was linear-minded, the latter is more systemic-minded. 

There’s a well-known saying that reminds us: “If you keep doing the 
same thing, you will keep getting the same result.”  Yet, in an increasingly 
dynamic environment, the situation is actually worse than this: “If you keep 
doing the same thing, you will keep getting worse results.” This is because 
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there will be others who will improve their way of doing things, typically 
because they have a larger adaptive capacity. 

Of course, as analyzed in Chapter 2, not all organizations face the same 
kind and level of adaptive challenges, but all of them need to constantly 
increase their adaptive capacity, even those that operate in industries that 
still recall the industrial era. If IBM and Telefonica had not increased their 
adaptive capacity, they might not exist anymore.  The historical process that 
humankind has followed and that has been briefly depicted here simply 
reinforces this inescapable truth.

To succeed in this new world, you want as many people as possible exper-
imenting with new strategies, new products, new teams, new systems, new 
processes, new alliances, new clients, new markets, and new assumptions. If 
employees are used to following the commands of their boss or the standard 
procedures, they will avoid thinking, acting, and taking responsibility when 
there is an opportunity for improvement or a problem that needs to be 
addressed. The result: a company that fails to take advantage of its potential, 
especially its people’s capabilities. And this is a vicious cycle, because when 
that happens, the most talented people leave the organization, which means 
the company falls even further behind the competition.

LESSONS FROM EVOLUTION: FOCUS ON THE ADAPTIVE CHALLENGE

Modern Homo sapiens was not the first human being.  This species appeared 
around 200,000 years ago, preceded by several other species of the genus 
Homo, which in turn evolved from the hominids or great apes. As environ-
mental conditions changed and genetic recombination took place, some 
species disappeared and others emerged, preserving most of their ancestors’ 
DNA and changing only a small part of it.  In fact, when scientists com-
pare the DNA of contemporary humans with that of chimpanzees, they 
find that about 99 percent is the same.  Yet these seemingly small genetic 
changes produce enormous changes in body form, intellectual capabilities, 
and behavior.

Something similar happens with organizations.  They too change over 
time, adapting to external conditions and needs through an evolutionary 
process that allows them to preserve what is essential, discard what is no 
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longer required, and rearrange other aspects of themselves in order to better 
fulfill their goals. This evolution is a process of experimentation that looks 
for specific changes in what is expendable but potentially relevant, that 
tests variations and makes selections out of those variations based on their 
differing levels of success. And as with species, some organizations adapt 
and survive while others cease to exist because they are unable to face their 
adaptive challenges — that is, to change the small part of their DNA as 
needed to make them thrive.

However, there is an important difference between species and orga-
nizations as living systems. In biology, evolution is the result of a blind 
process of genetic variation, whereas organizational evolution is the result of 
a purposeful process of learning through experimentation. As environments 
change, it’s inevitable that some species will disappear, because they do not 
have control over their process of genetic recombination. But organizations 
do have control over their learning process. When species adapt and survive, 
it is because of random chance; when organizations adapt and survive, it is 
because of the adaptive capacity they have developed through a deliberate 
act of leadership.34 

The big challenge for organizations, then, is how to develop a larger 
adaptive capacity.  This is not random — it is intentional. And it requires the 
exercise of leadership, first in asking what the organization needs to change, 
and second in mobilizing people toward that change.  Making this happen 
requires discovering the adaptive challenge that underlies the problem.

Why is it that Saab Automobile could not adapt? Why is it that, instead 
of following the path that Audi or Volvo followed, it disappeared? It was 
a leadership failure, no doubt. But why did it become so difficult for the 
authorities at Saab to exercise leadership and make the organization adapt to 
a new reality, preserving its many strengths and changing what was needed? 

The owners of Saab understood that they would not survive if they did 
not gain scale.  Based on this awareness, they reached an agreement with 
GM in 1989. But did they realize the adaptive challenge that agreement 
implied? It was not just a matter of continuing to do the same things they’d 
always done while enjoying the financial backing of GM. Many elements 
of the old Saab needed to be preserved, but there were others that needed 
to be discarded. Experimentation to come up with new alternatives was 
critical, but that wouldn’t happen without collaboration and innovation 
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among engineers from the two different companies. That is where the 
adaptive challenge lay — but neither Saab nor GM fully recognized this, 
and therefore the challenge went unmet. 

For two decades, teams from both companies subtly fought against each 
other, clinging to the different visions and values they held. They blamed 
each other for not being able to reach the established sale and production 
goals, using blame as a mechanism for avoiding their own part of respon-
sibility and not activating themselves to do things differently. To make 
things worse, in 2003, after GM had taken full control of the company, 
1,300 designers and engineers from Saab were laid off when the engineering 
department was merged with GM’s European operations in Germany. This 
meant the end of Saab’s ability to develop products with its own identity, and 
the beginning of its final extinction.  The failure to recognize and respond 
to the company’s adaptive challenge ultimately led to its demise.

By contrast, why was LATAM Airlines able to adapt and become an 
important actor in a highly competitive industry, in which many others 
disappeared? There was great leadership exercised by many executives, no 
doubt. But why was that possible? What are the specific aspects of this 
company that made it more adaptive than many others in its industry, 
allowing it to gain scale so successfully? 

The key can be found in how the owners of LAN — the Chilean compa-
ny’s name before the merger — realized early on that the adaptive challenge 
they faced had to do with bringing in talent and opening up opportunities 
for its development. This need was not obvious in a Latin culture, where 
paternalism and dependency are more common than empowerment and 
accountability, nor was it obvious during the 1980s and ’90s, when talent 
was scarce and more inclined to go to the financial sector than to a troubled 
industry like airlines. The Cuetos had to aggregate this talent-centric ele-
ment to the DNA of the state-owned company they bought in 1994 as they 
discarded other elements of that DNA, such as cronyism and protectionism, 
which are characteristic of bureaucratic and communal organizations.

LAN was aggressive in hiring the best young professionals and opened 
room for people’s initiative, creativity, and willingness to take advantage of 
the opportunities for improvement. This was true not only for executives, 
who would open a hub in Miami, for example, but also for crew members. 
Instead of having a group of experts write a manual about onboard service 
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for LAN’s international flights — a key factor in the airline’s strategy — 
managers decided to give that work back to a group of crew members, 
who worked together in developing a unique style that was passed on to 
all flights, assuring sustainability. As a result, the company has been recog-
nized several times as the best Latin American airline and as the provider 
of the best on-board service in its commercial segment (Business Traveler, 
Skytrax, and Latin Trade). This openness to bottom-up innovation does 
not mean there is no control, especially if security protocols need to be 
fulfilled.  It does mean that alignment depends less on top-down directives 
and more on the clear strategy and the strong culture that LAN Airlines 
started implicitly building early on, always allowing talent to develop within 
a flexible structure and with high levels of commitment.  

By correctly defining and addressing its adaptive challenge, LAN Air-
lines developed a level of adaptive capacity that should allow it to thrive 
in the future, including passing the hard test imposed by the merger with 
TAM as well as the ultimate test it will face when the Cuetos no longer 
hold the key executive positions in LATAM Airlines.

Then there is the adaptive challenge faced by Telefonica.  Was its adap-
tive capacity large enough to confront the reality imposed in the late ’90s 
by changes in the telecommunications industry in Spain and its own pri-
vatization? Would the company be able to adapt as required to become a 
global player in the telecommunications industry and beyond? 

As a state-controlled company with a monopoly over national and 
international telephone calls in Spain, Telefonica was a bureaucratic kind 
of organization for most of the twentieth century. Lacking competition, its 
environment was fairly stable and there was little need to focus on customers 
or other actors. And since the work tended to be more technical than adaptive, 
despite the technological advancements that occurred from time to time, 
there was little need to involve people in the decision-making process. In 
sum, Telefonica was an internally oriented and hierarchical organization, in 
which following the process was more important than attaining results, and 
in which people’s main motive was safety.  Despite the changes that had been 
taking place in the industry since the 1980s, in 1996, when Juan Villalonga 
was appointed chairman, it was still a paternalistic and slow-moving company. 

To succeed when the announced deregulation came into effect, which 
meant competing in an open market, Telefonica had to face the big adaptive 
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challenge of turning into a more dynamic and accomplishment-driven com-
pany — an action-driven kind of organization. Juan Villalonga understood this 
and put tremendous pressure to move the company in that direction, imposing 
a hectic rhythm that made Telefonica close most of the gap that separated it 
from other competitors in the industry. This effort certainly created lots of 
casualties, and many of those who were used to looking for safety ended up 
being replaced by others more oriented to accomplishing ambitious goals. 
As Telefonica’s DNA changed, the disequilibrium that Villalonga created 
was so high that he himself became one of the casualties. It did not come as 
a surprise, therefore, that César Alierta cooled things down for a couple of 
years, even at the risk of losing competitiveness and letting the gap open again. 

Villalonga moved Telefonica to the right in Figure 2-1, making it 
more externally oriented.  Alierta moved it upward, which meant not only 
buying new companies and making challenging strategic decisions but also 
empowering members of the organization, providing more flexibility with-
out losing control of key aspects of the business, and promoting innovation 
in certain departments. Given his background, it took Alierta some time 
to understand the new adaptive challenge the company faced to become 
a long-term global player in an increasingly complex, adaptive-oriented 
telecommunications industry.  Moving fast was not enough. Nor was it 
enough to keep doing what they already knew how to do, even if their way 
was better than others. Telefonica had to discover what others had not 
discovered, which demanded experimentation and, most of all, a group of 
people highly driven to generate impact. 

Ultimately, Alierta realized that to become an innovative kind of orga-
nization, Telefonica needed to create a new company, a spinoff that could 
preserve the best of its DNA while adding the levels of anticipation, cre-
ativity, collaboration, flexibility, and meaning that would be hard to develop 
within the mother ship.

This became Matthew Key’s adaptive challenge.  He assumed the call to 
create Telefonica Digital after the company’s reorganization, led by Alierta 
in 2011, in an attempt to explore new terrain in the increasingly integrated 
world of information technologies and telecommunications. Indeed, the 
launch of Telefonica Digital meant taking a step beyond the industry of 
telecommunications, with an even larger adaptive capacity, in the hope that, 
sooner rather than later, Telefonica as a whole would follow that same path. 
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Would this experiment work? Nobody really knew, but it was an interesting 
bet to take and a major adaptive challenge to assume. 

It’s worthwhile to compare Telefonica’s evolution with that of HP.  In a 
close-knit industry, Carly Fiorina tried to do something similar to what Alierta 
did with the creation of Telefonica Digital, but with HP as a whole. She under-
stood that for the company to regain its leading position in electronic services, 
the adaptive challenge had to do with accelerating risk-taking. Much of the 
“HP Way” needed to be preserved, as the board emphasized, but comfort had 
gained too much space within the company, and that had to change. Yet Fiorina 
didn’t fully understand how to make the organization face the adaptive challenge, 
especially in a scenario where HP’s adaptive capacity was small in comparison to 
other players in the industry. Instead of mobilizing the organization to learn to 
take more risks, she took risks herself, making important business decisions in 
a more technical than adaptive mode. HP’s adaptive capacity increased during 
Fiorina’s tenure, but as a consequence of a rather traumatic process — one in 
which she herself became a casualty — rather than a well-designed plan. If 
Fiorina had fully grasped the nature of the adaptive challenge, the challenge 
itself would have stayed at the center of conversations, and business decisions 
would have followed, rather than vice versa. 

IBM’s Lou Gerstner understood this dynamic much better. The 
problem he faced was not merely about making business decisions only 
— though he made many — but about focusing people’s attention on what 
they had to learn in order to meet the adaptive challenge. In the case of 
IBM during the 1990s, it all had to do with understanding customers’ 
needs and making collaboration work. By focusing on this, Gerstner not 
only took care of the big problem IBM faced but also allowed the com-
pany to increase its adaptive capacity in order to better face the problems 
that would come in the future. He understood well that increasing an 
organization’s adaptive capacity demands both conscious and purposeful 
work and a well-designed process.

LESSONS FROM EXPERIENCE: DESIGN A PROCESS

As we’ve seen throughout this book, adaptive work is difficult work. And 
when it takes the form of an organizational change, it can easily get out 
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of hand and fail. As you have surely experienced yourself, in a process like 
this there is disequilibrium and tension, people perceive losses and react 
in varying ways, different factions emerge and take positions, uncertainty 
is rampant, plans fail, and experimentation becomes necessary. Guiding 
this type of process is highly demanding and requires a wide range of 
skills, especially from the CEO. In fact, leading adaptive work is likely 
to be the most important part of the CEO’s job, as can be seen in most 
of the cases we have visited. Yet most top executives suffer these changes 
instead of guiding them, and even lose their jobs while trying to mobilize 
people along the way, as Carly Fiorina and Juan Villalonga did.

The larger the adaptive capacity of an organization, the easier it will 
be to lead these adaptive changes. And the more effective an organization 
becomes in carrying these changes out, correctly addressing the adaptive 
challenge, the larger its adaptive capacity will become. Once again, it’s a 
virtuous cycle.

But for this to happen, the change process has to be thoughtful and well 
designed. Figure 3-1 shows some of the elements that this design should 
take into account, which will be explained in the following pages.

Figure 3-1. The design of a change process that 
increases adaptive capacity
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THREE STAGES IN THE CHANGE PROCESS

As we’ve discussed, change is always triggered by a problem, which is the gap 
between aspirations and reality. Organizational change can be triggered by 
situations like an economic downturn, a merger, a period of rapid growth, a 
need for innovation, new regulations, new competitors, expansion into new 
countries or markets, new controllers or executives, more Millennials join-
ing the workforce, and so on. All of these can potentially be the source of a 
problem. It’s easy to see how that is true with an economic downturn, but it 
can also be true when the company is growing. For example, the aspiration 
is to increase sales, but the reality may be that the plant isn’t large enough to 
produce what is being demanded, or that the sales force is too small or lacks 
the competencies to sell more sophisticated products.

Whatever the trigger, there are three stages in the process of organi-
zational change that will allow the company to move from one state of 
equilibrium (A) to another one (B), navigating through the disequilibrium 
zone, as shown in Figure 3-1:

1. Defining the challenge
2. Deploying the solution
3. Achieving sustainability

Let’s consider these three stages in turn.
The first stage of an organizational change process, defining the chal-

lenge, is what Gerstner did when he assumed power at IBM. Instead of 
making immediate decisions, he took quite a long time to observe the 
symptoms and interpret the plausible causes behind them. Together with 
his team, he reached the conclusion that the adaptive challenge IBM faced 
was focusing on its clients and collaborating among divisions to come up 
with integrated solutions. With that adaptive challenge clear — defined in 
terms of values, along the lines described in chapter 2 — executives could 
then come up with the concrete changes that they should carry out in regard 
to business strategy, structure, culture, systems, processes, and competencies. 

César Alierta acted similarly at Telefonica.  After a period of study and 
reflecting, he understood that, having grown as it had, the company’s adap-
tive challenge was empowering people, providing more flexibility without 
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losing control on key aspects. That allowed the board to make important 
definitions, among them the creation of Telefonica Digital, which would take 
innovation to a boundary the rest of the organization could hardly reach.

In this first stage, you want as many executives as possible to take part 
— including those on the board — to ensure that they will make those 
definitions their own in order to have the necessary context to carry out 
their implementation later on. Of course, it may be impossible to include 
too many people in the definitions stage, but a thoughtful design of this 
stage can allow for the sequential integration of many executives, at least 
those who constitute the critical mass that mobilizes the organization.

As part of the definitions stage, it is important to create a narrative 
that explains why this change is necessary and how it touches every person 
within the organization, connecting to people’s values and emotions. This 
will be a powerful tool to help contain employees in the deployment stage, 
providing meaning in the midst of disequilibrium.  And those who convey 
this narrative should include not only the CEO but many other executives.  
At IBM, for example, Gerstner was the main figure communicating the 
narrative, but he was joined by others, including Sam Palmisano, who had 
entered the company in 1973 as a salesman and would succeed Gerstner 
himself in 2002. I’ll say more about the importance of narrative in chapter 4.

The second stage of an organizational change process is about deploying 
the solution. If this were about technical work, the implementation of the 
prior definitions would be straightforward. People would simply apply their 
existing knowledge and know-how, making this a matter of pure execution. 
However, when adaptive work is involved, people may have to partially 
change their values, priorities, attitudes, or behaviors, which occurs neither 
automatically nor immediately. The deployment stage is precisely devoted 
to make this adaptive work take place.  It will be easier if the organization 
has a large adaptive capacity when compared to the size of the adaptive 
challenge it faces, but it will still be difficult work and will still take time.

Fiorina never quite understood the need to tackle this kind of work 
within HP, though she did build a narrative to use as a communication 
resource for the process. The same thing happened with Villalonga at Tele-
fonica; he put tremendous energy into expanding the business, but neglected 
the adaptive issues that would surely arise in that process. Neither Fiorina 
nor Villalonga gave people the chance to adapt, because they moved too 
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fast and didn’t pay attention to the losses they were generating among 
some factions within their companies and their boards. A well-designed 
deployment stage would have helped them survive and make the whole 
process more effective.

Seminars, workshops, training programs, special committees, flagship 
projects, coaching, spaces for courageous conversations, and other forms 
of communications support should accompany the deployment of the defi-
nitions and their internalization by employees, from executives to middle 
managers to supervisors and team members.

Finally, the third stage of an organizational change process is about 
achieving sustainability.  In many change efforts, this is the most difficult 
stage of all, as people who have struggled with a weight problem know.  
Losing weight demands a lot of effort, often including the help of a nutri-
tionist, a personal trainer, or even medical intervention.  But it’s a process 
that doesn’t end when you reach your targeted weight.  Attaining your 
visible goal doesn’t mean that you’ve reached a new equilibrium. You’re 
likely to still be in disequilibrium, tempted to return to your old eating 
habits or to stop visiting the gym.  This means that the adaptive work is 
not finished yet and the effort must be maintained until the new habits 
you’ve adopted become natural or, in other words, become technical work. 
At that point, you’ve reached a new equilibrium and the lower weight you 
attained becomes sustainable. 

The same happens with organizations. It takes time to integrate the 
new values, behaviors, competencies, practices, dynamics, processes, and 
systems.  But once that is done, or mostly done, specific efforts must 
be devoted to sustain the change, making sure the new equilibrium has 
been reached. In this stage modeling becomes a critical factor. You want 
to have as many employees as possible consciously modeling the main 
traits that embody the change. In other words, you want a company 
filled with Palmisanos at all levels of the organization, not only speaking 
the narrative but also visibly acting in the new equilibrium mode, con-
fronting others when they see something that’s not in line with the new 
mode, mentoring promoted employees, leading new projects, facilitating 
workshops and training processes, and so on. Many anchors like these 
can help in sustaining what has been attained, and key employees must 
be ready to put those anchors in place. If this is done correctly, not only 
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will the change be sustainable, but the organization will have increased 
its adaptive capacity.

And because organizations don’t exist in a vacuum, external stakeholders 
must also be considered and involved in either the deployment stage or in 
the sustainability stage of the change process. These could include contrac-
tors, suppliers, clients, communities, government officials, customers, and 
anyone else who may be affected by the change. At some point you want 
them to do the part of the adaptive work that belongs to them, making 
change systemically sustainable.

FROM THE TECHNICAL DIMENSION TO THE ADAPTIVE DIMENSION   
OF CHANGE 

As shown in Figure 3-1, the three-step process described has a technical 
dimension, but also an adaptive one.  As we’ve noted, executives often face 
an organizational change by looking only at its technical aspects and ignoring 
its more critical adaptive ones. This would imply making definitions about 
strategy, structure, and culture in a room full of experts without looking at 
the losses that would result in internal and external stakeholders and the 
changes in mentality and behaviors that come with those definitions. It 
would also imply a deployment merely based on the development of new 
projects, systems, and processes, accompanied by courses or workshops 
aimed at training employees in specific skills and competencies. And there 
would be no real consciousness about the importance of involving executives, 
managers, supervisors, team members, and external stakeholders to make 
this change sustainable beyond the interests and pressure of those who 
initiated it. In simple terms, this would mean treating an adaptive challenge 
as a technical one, which would end up in failure or generate much more 
frustration and wasted effort than necessary.

David Franco made this mistake when he decided to buy a larger 
newspaper and a radio station in a nearby city. He made a strategic move, 
followed by some changes in the structure of the three companies, most 
of them related to the roles he would stop fulfilling at the Home Star and 
would assume in the newly acquired firms. But he didn’t understand the 
impact those changes would have on people, some of whom would resent 
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his absence and others who would resent his overwhelming presence. He 
just made decisions and continued acting in the way that was natural to 
him, without acknowledging the adaptive challenge his change had created, 
for others and for himself. 

We’ve said that everything starts from a problem. When the prob-
lem has a technical nature, it’s relatively easy to see and solve because 
it involves a solution that doesn’t require a change in your thinking or 
behavior. But when the problem has an adaptive nature, it’s difficult to 
see and solve because you’re part of the problem and the solution calls for 
a personal change. The adaptive dimension of an organizational change 
is all about understanding what goes on with people during the process, 
helping them do the adaptive work that is required. And the first step is 
to make them aware that there is a problem and that they are part of the 
problem. If that step doesn’t occur, people will remain where they are and 
change will not happen. 

Moreover, people need to understand in what ways they will have to 
change, namely, what the adaptive challenge is. Employees at IBM and HP 
knew their company had a problem; recognizing this was just a matter of 
looking at the figures, especially at IBM. But Gerstner did a much better 
job than Fiorina of clearly framing the adaptive challenge underlying the 
problem, so that everyone in the company could be aware of the ways in 
which they were part of the problem and needed to change. 

Making people aware of the adaptive challenge is the first step in this 
adaptive dimension of change, as shown in Figure 3-1. The second step is 
building a holding environment. The change process will need tension, which 
is the expression of the necessary disequilibrium. But if you don’t want it to 
become destructive that tension needs to be contained. Thus it is important 
to make sure that the holding environment is strong enough for tension to 
be productive rather than destructive, and in the case of an organizational 
change that holding environment has to be gradually reinforced from the 
very beginning. Otherwise, bad news will be largely ignored, and those who 
are pushing change will run excessive risks. 

This is what happened to Juan Villalonga at Telefonica.  He didn’t devote 
time to hold people in a process that seemed too hasty and threatening 
to most of them. The implicit message was that there wasn’t anything of 
value in the past, and those who had been at Telefonica before didn’t have 



99THE PROBLEM AS AN ADAPTIVE CHALLENGE

anything to contribute to the splendid future that Villalonga envisioned 
for the company. 

By contrast, when César Alierta succeeded Villalonga, he devoted two 
years to holding people together, hearing them, helping them feel neces-
sary and valued, making sense of what was going on, opening spaces for 
participation, and pacing the work. 

Of course change doesn’t happen simply by holding people.  It requires 
making them feel the tension that can lead them to move out of their comfort 
zone. Making them aware of the adaptive challenge was the first step in that 
direction, and making them realize the precise ways in which change will occur 
is the third step. We call this step conceptual reframing, and it has to do with 
adopting and cautiously conveying the definitions of what will be different in 
the future. It’s a matter of strategy, structure, and culture, and it’s important 
to let people understand that this is not an abstract exercise, but one that will 
come down to specific issues that will affect them. This is when employees start 
feeling the personal losses of the change process, and disequilibrium arises (if 
it wasn’t already present), as it appears in the upper line of Figure 3-1. 

David Franco never performed this work of conceptual reframing, 
which helps to explain some of the difficulties he encountered.  By con-
trast, Lou Gerstner was a master at involving people in making these hard 
choices in connection with the adaptive challenge IBM had to face. Among 
many other changes that touched on people’s direct interests, he modified 
the compensation structure, the rules for getting promotions, the product 
development process, and the dynamic of the business review meetings.  
By defining the changes in this concrete way, Gerstner made it possible 
for people to understand specifically how they needed to alter their own 
attitudes and behaviors.

When there is enough clarity about the path to be followed (which is 
always a matter of subjective definition, of course), concrete things have 
to start happening. This is the fourth step of the adaptive dimension, and 
I prefer to call it experimentation rather than implementation, because it’s 
risky to see it as a perfect plan that only needs to be executed. You must 
never forget that the essence of adaptive work is learning, which by defini-
tion is about experimentation, that is, trial and error. Of course, you want 
as much success and as little error as possible, but it would be a mistake to 
assume that things must work well from the very beginning. When this 
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false assumption is made and errors are committed, uncertainty rises and 
the informal authority of those who lead the change process falls, making 
things harder. It’s wiser to talk about experimentation from the very begin-
ning, and at the same time be disciplined and consistent in running those 
experiments in spite of some bad results that will most likely come up. 

During the experimentation process, disequilibrium is likely to get to 
its highest level, and the temptation to go back or to detour to whatever 
comfort zone may appear is high as well. Telefonica Digital is an experiment 
in itself, born from the definition that Telefonica had to go beyond the 
traditional view of telecommunications and get immersed in the broader 
world of information technologies.  That required the creation of different 
structures, values, and competencies, and instead of making the whole 
organization move in that direction — which would be too long and too 
difficult — running an experiment seemed to be more suitable. It was 
impossible to know in September of 2011, when Telefonica Digital was 
created, whether it would succeed, but they took the bet and carried out 
the experiment, basing the company in London and attempting to build a 
distinctive kind of culture, bringing highly qualified and innovative exec-
utives, and providing time to see whether it could work and show results. 

How much time was appropriate? There is no straight answer to that, but 
Matthew Key knew that around the corner lay the impatience and the temp-
tation of seeing this experiment through the eyes of the action-driven kind 
of organization that the parent company was. In fact, around the time of its 
second anniversary, Telefonica Digital had to make an important revision of its 
operating model, looking for more effectiveness and efficiency. In a letter titled 
“Time to Accelerate,” Key explained this change to his people, concluding: 

We’ve been privileged to have been given a huge challenge by Telefon-
ica — to create an amazing new business. We’ve risen to that challenge 
and made some great progress. We’ve continued to evolve our operating 
model and our revenues are accelerating. This must continue, or our 
leadership position in digital among the telcos will be jeopardized.… 
The key to any change of operating model is that we get through the 
period of uncertainty as quickly as possible — and continue to deliver the 
future while a period of uncertainty exists. This is particularly important 
at our stage of development.35 



101THE PROBLEM AS AN ADAPTIVE CHALLENGE

No doubt, these words showed that time was getting shorter and that the 
company needed to exhibit more concrete results soon. Four months later, 
on February 26, 2014, a major reorganization was announced by Telefon-
ica’s Board, aimed at giving “greater visibility to local operations, bringing 
them closer to the corporate decision-making center, simplifying the global 
structure and strengthening the transverse areas to improve flexibility and 
agility in decision makings.”36 This meant the end of Telefonica Digital, 
which was integrated, along with the European and Latin American business 
units, into a Global Corporate Center. Matthew Key, in turn, no longer 
held executive positions and remained as director of the British operation, 
leaving his seat as a member of Telefonica’s board.

Was Telefonica Digital a successful experiment? It’s not easy to tell. In 
the same official announcement, the board asserted that “Telefonica Digital 
has duplicated its value [since being formed] and has achieved incremental 
revenue to reach a growth of nearly 20 percent. In this way, it has become 
the seed for the Telefonica of the future.” Moreover, the company used a 
blog to state that it is “more convinced than ever about the digital oppor-
tunity.” On the other hand, some observers suggested that the closure of 
the digital unit indicated a lack of commitment to the path going forward. 

So did Telefonica Digital help its parent company to increase its adaptive 
capacity — moving it upward in Figure 2-1, or did the parent company 
kill the son because it became a threat to the way Telefonica conceives 
itself? The decision adopted by the board must be seen in the end as the 
outcome of a struggle among factions that held different views about the 
experiment, some of them representing the more action-driven organization 
where Telefonica comes from and some representing the more innovative 
organization that Telefonica is eventually headed toward. What seems to 
be clear is that Telefonica Digital didn’t deliver the results that some board 
members expected, and they decided to continue the experiment within 
the parent company. Only time will tell whether this was a decision that 
meant persevering with the challenge or avoiding it.

Achieving results, as shown in the case of Telefonica Digital, is critical, and 
it is the final step in this adaptive dimension of a change process. In the end, 
results make the change sustainable because they show that the effort and the 
disequilibrium were worthwhile. Before visible results appear, things are usually 
messy, with various factions emerging to battle for control of the organization.  
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Typically, we will see five different factions in a change process. The 
first are the mobilizers, those who struggle to overcome resistance, con-
fronting people with the adaptive challenge that many others want to avoid. 

A second faction are the supporters, those who favor the change because 
they see its benefits. Rather than taking on the risks the mobilizers assume, 
they prefer to stay in a safer place, supporting and applauding the mobilizers, 
but not exposing themselves. 

A third faction, often the largest one, are the spectators, those who 
prefer to wait before they make up their minds; if things move along, they 
will join the effort, but if not, they stay behind. 

A fourth faction are the skeptics, those who don’t think the process 
will succeed and gossip all the time against it, saying that this is mistaken, 
efforts like this never work, the top executives don’t know what they’re 
doing, and so on. 

Finally, a fifth faction is made up of the opponents, those who openly 
work against the process, taking the risks that come with this attitude because 
they perceive too many personal losses if change succeeds. 

Basically, the adaptive dimension of the process is about mobilizing 
people from one faction to another, having as many mobilizers and support-
ers as possible, and as few opponents and skeptics as possible. Once there is 
a critical mass of people in the first group, spectators will move along and, 
little by little, change will start becoming a reality. 

Here is where results play an important role, and quick wins need to 
be attained as soon as possible — especially the type of quick wins that 
will help you affect gain more mobilizers and supporters. Carly Fiorina 
obtained a quick win with the implementation of the previously approved 
separation of the company’s technical equipment division into the stand-
alone Agilent Technologies, but then she failed in her attempts to acquire 
PricewaterhouseCoopers’ global management and information technology 
consulting business and the computer-services business EDS, efforts that 
were highly resisted by shareholders. The later merger with Compaq could 
have been seen as an important result of Fiorina’s transformational intents, 
but it actually worked the other way around. For the main shareholders the 
merger was a sign of her stubbornness, which reinforced them as opponents, 
mobilizing powerful people into their faction until they were able to lay off 
Fiorina. Thus showing results is critical, though they must be intended to 



THE PROBLEM AS AN ADAPTIVE CHALLENGE 103

affect the balance among factions, increasing the number of mobilizers and 
supporters and decreasing the number of opponents and skeptics. 

As we have seen, the adaptive dimension of a change process is crucial, 
and failure is almost always linked to having neglected this aspect of the 
process. It’s not that the technical dimension is worthless, but it cannot be 
addressed without its adaptive component. You can draw a strategy in your 
own head or within a small group, just as you can figure out an organization 
chart, or define the values for the firm, or list the projects that will be carried 
out and the skills people need to have. But you will have created nothing 
more than a beautiful piece of paper that won’t change anything if it is not 
accompanied by the more challenging adaptive dimension. 

Here is an analogy:  Suppose you have a severe back problem that 
is keeping you from running. Your doctor examines you, identifies the 
cause, and explains that you have to go to a kinesiologist five days a 
week for two months, change your posture, and practice yoga.  This 
plan makes sense, but it demands that you change your priorities and 
behaviors, assuming some losses — which is why many patients fail to 
carry out their doctor’s prescription. 

The same thing happens with definitions about strategy, structure, 
and culture.  The ideas may make a lot of sense, but they may also demand 
that people change their mentalities and behaviors. In both cases, an adap-
tive dimension requires awareness about the adaptive challenge, a holding 
environment to perform the adaptive work, reframing of ideas or visions, 
experimentation with discipline and coherence, and results that make change 
sustainable. If these elements are not present, lasting change will not occur. 
And of course in the case of an organization, the introduction of all these 
elements has to be done strategically, because there is a complex system in 
operation that will react in various ways.

SOME IMPORTANT CAVEATS

No two change processes are the same, but all share certain patterns. 
There is always disequilibrium and tension; people perceive losses and 
react; different factions emerge and take positions; there is uncertainty; 
it usually takes more time than expected; not everything works the way it 
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was planned; and experimentation is necessary. This is why it makes sense 
to carry out a change process using a methodology like the one explained 
here, based on actual experience. Besides following the stages that have 
been described and always paying attention to the adaptive dimension, 
it is essential to be aware of certain aspects that are often skipped or 
understated in these situations.

First, those in authority must support the change process.  Conceiving 
organizational changes implemented by mid-level managers is wishful 
thinking. Even though the need for change may start to spread from any 
part of the organization, it will not happen unless people with formal 
power get involved. Even in participative organizations, employees look 
to the authority figures in search of signals, especially when there is dis-
equilibrium. If those signals don’t express commitment, people will stay 
where they are. After all, why should they change and assume losses if 
the authorities don’t do their part? 

A change process must have a top-down design, as shown in Figure 
3-1, at least within the boundaries of the division or department where it 
is taking place. For IBM to change, Lou Gerstner had to symbolize that 
change, not only modeling it in his personal behavior but also acting as 
its main mobilizer. Carly Fiorina also played this role, but she was never 
able to get the full board engaged, especially the founders’ families, which 
distorted her message and let people get off the hook too easily.

Second, a change process can be led but not directed. This is because 
it is not linear, but systemic. It doesn’t work by simply giving instructions 
and handbooks, because people have to learn and bear the losses attached 
to that learning. Therefore, they react in different ways and factions appear, 
not just once but several times, with each new stimulus. 

Third, leadership of a change process must be a team effort.  The more 
eyes and hands involved in conducting the process, the better, because 
there will be fewer blind spots and more mobilizing capacity. This is why 
a committee should be in charge of the change process, whether an exec-
utive committee or a special committee, but one with enough formal and 
informal power to get people’s attention and involvement, and one with 
enough competencies to permanently diagnose and intervene. This is, in 
fact, the main purpose of central commands during battle, such as the U.S. 
Marines’ experiences in An-Nasiriyah. With many units involved and a lot 
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of unexpected activity going on in the field, there was a need for a central 
team receiving information from various places and sources, interpreting 
it and designing broad or specific interventions to make progress.

Teamwork is also essential because change creates factions, includ-
ing factions that oppose change and those that promote it.  This means 
that leading a change effort is inherently risky, no matter how much 
enthusiasm, energy, and conviction you may have. Juan Villalonga had 
the enthusiasm, energy, and conviction needed to drive the tremendous 
expansion of Telefonica once it was privatized. And he succeeded in his 
effort, except that he could not enjoy the fruits of his success, because 
he was forced out. Had he devoted more time to building alliances with 
relevant people in other factions, inside and outside the company, the 
story might have been different. 

The system — inside and outside the organization — tends to be 
stronger than you realize, and working with allies is good advice. The 
challenge is to devote time to establishing and reinforcing those alliances, 
making key people feel part of the process instead of making them feel 
like outsiders.

Fourth, one of the main sources of failure in change processes is treat-
ing them as mere communications campaigns. Adaptive change is about 
mobilizing people, not communicating ideas or facts to them. Executives 
often make decisions in a small group setting and then appeal to internal 
communications agencies to spread the word throughout the organization, 
assuming that alignment will happen almost automatically. This might work 
when it’s mostly about technical work, but it’s totally insufficient when it’s 
mostly about adaptive work. 

This is not to say that communications aren’t important in a change 
process.  They are — but only as support for the mobilizing effort, which 
requires a wider and more complex strategy, aiming at getting people out 
of their comfort zone. “One IBM” was not a communications campaign 
but rather the symbol of a very deep and hard process that made people 
seriously question the way they were working.

Fifth, a frequent mistake is launching a change process while failing 
to give value to what has been done in the past. If engineers at Saab had 
received an invigorating message about the wonderful cars they had built 
when GM started working with them, the story could have been different. 
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However, the subliminal message they heard from GM was that their cars 
were not good enough and everything had to change, starting with the 
chassis platform they were built on.  When managers talk exclusively about 
the things that have to change, this is heard by people as if they didn’t 
value what came before — that is, “they don’t value me.” This, of course, 
generates more resistance than needed and makes collaboration unlikely, 
as happened at Saab.

Finally, it’s worth emphasizing that change requires determination. 
Executives often embark on a change process without the willingness to 
really produce an impact on people and create disequilibrium, assuming 
that employees will follow because the message is strong and the mes-
senger is convincing. An illusion of change is created, and everyone talks 
about the importance of change, but no pain is actually felt. This is the 
illusion that Saab lived in for a decade after its 1989 agreement with GM.  
Besides the formal agreement, each team kept doing essentially the same 
tasks it had been doing on its own. The challenge of finding a GM-Saab 
way was never accomplished. 

For real change to occur, the determination to create disequilibrium 
is critical, and so is the ability to sustain it, because adaptive change 
takes time. The lesson here is twofold: be persevering, and think not 
only about the specific change the organization must address but also 
about how this change will help enlarge the organization’s adaptive 
capacity for the long run. 

This is what Lou Gerstner understood so well in his decade at IBM: 
his change effort wasn’t only a strategic turnaround but a conscious effort at 
long-term adaptive capacity building. He strengthened the holding environ-
ment by infusing change with meaning, by providing context, by engaging 
people in conversations and decisions, by acknowledging their losses, by 
having change agents as allies, by leveraging partial results, by giving credit 
to the good things that had been done in the past, and by building trust in 
the system.  He enhanced responsiveness by encouraging his people to hear 
the clients, by engaging his people in reflecting about what was going on 
outside and inside the organization, by making them feel responsible, by 
discouraging defensive behavior and silos, and by allowing smart risk-tak-
ing.  The result: an IBM that is better equipped for any adaptive challenges 
tomorrow’s world may pose.
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DIFFICULT CONVERSATIONS: A BAROMETER OF ADAPTIVE CAPACITY

In Part Two of this book, we’ll look at specific variables that affect an 
organization’s ability to strengthen its holding environment and enhance 
its responsiveness.  First, however, let’s consider two behavioral signs that 
are useful barometers of a company’s current adaptive capacity.  The first 
of these is the way people in the organization face difficult conversations.

Saying things straight has never been easy. It demands courage and 
prudence from the speaker and openness from the listener. This particularly 
applies to what we call difficult conversations — the kind that arise when 
you know there is something that needs to be discussed but when the topic is 
such that you fear that the conversation may make things worse. It happens 
in marriage, among friends, and certainly within teams and organizations. 
We use the image of “the elephant in the room” to make this idea more 
tangible: people see it and feel its presence, but nobody wants to bring it 
up because they are afraid of what it may do.

Of course, we all know that the issues represented by the elephant 
must be discussed and that pretending they don’t exist is an avoidance 
mechanism. Remember Jim, whose heavy-handed management style was 
alienating the engineers he supervised?  What would have happened if 
Sarah hadn’t told Jim that he was mistreating his people and invited him 
to have an open conversation with them? The faster difficult conversations 
are initiated, the better the likelihood that the problem will be solved and 
the organization will get unstuck. 

Figure 3-2 shows the various ways in which these difficult conversations 
may be held. One way is to stick to a politically correct interaction, meaning 
that the issue is not addressed and everything remains the same. Another 
way is to provoke what we call a trenches debate, in which you overcome 
your fear and acknowledge the presence of the elephant but create a level of 
disequilibrium that pushes people into a defensive mode, looking to reaffirm 
their positions instead of trying to understand the challenge.  A third way 
creates a reflective dialogue, in which the elephant is discussed but in such 
a mild way that no disequilibrium is created; the level of abstraction is too 
high, and people reflect on the issue as if they were not part of it.  The 
fourth and final option is acknowledging the elephant in such a way as to 
create enough disequilibrium to make progress on the issue, producing a 
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generative dialogue where people feel the tension yet remain engaged in 
the conversation.

Figure 3-2. Facing diffi cult conversations

Moving people toward a generative dialogue requires a lot of individual 
competencies, but, most of all, it requires an environment that allows and 
even promotes diffi cult conversations. In regard to this trait, organizations 
differ widely — as do countries and cultures — and those that show a 
higher propensity to generative dialogue typically exhibit a larger adaptive 
capacity. Observing a team’s or an organization’s ability to move quickly 
toward generative dialogue when there is an elephant or elephants in the 
room is a simple and effective proxy for analyzing its adaptive capacity.

LAN Airlines is an example of an organization in which people say 
things straight, producing generative dialogue rather than defensive reac-
tions. This trait was brought to the organization by the founding Cuetos 
and became an unspoken part of its DNA. This was not the case at TAM 
Airlines, where people were used to a more oblique type of dialogue. 
Diffi cult issues were not discussed explicitly but implicitly, producing mis-
interpretations, confusion, indecisiveness, and hesitation.  This important 
cultural difference has made the merger of the two airlines more diffi cult 
than expected.  The problem is exacerbated by the fact that the two 
companies speak different national languages — Spanish and Portuguese 
— which of course is a relevant factor in ease of communication across 
company boundaries.
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HOW THE AUTHORITY FACES ADAPTIVE CHALLENGES:  
A SECOND BAROMETER

A second useful barometer of an organization’s adaptive capacity is the 
way in which authority is exercised.  In general, the behavior of the person 
in authority mirrors the system, because she is there to satisfy people’s 
expectations; if she behaves in a way that is too different from the way the 
system behaves, she will be expelled by it.

Figure 3-3 shows four ways in which authority can be exercised, 
reflecting the kinds of organizations they are immersed in (using the defi-
nitions found in Figure 2-1). In an action-driven organization, authority 
will typically be exercised in a directive way, making decisions and giving 
orders that will make people and things move fast and accomplish results. 
This approach usually functions pretty well, because most of the work is 
technical and there is a need to permanently and quickly cope with an 
unstable environment. 

In a bureaucratic organization, authority will typically be exercised 
in a paternalistic way, by assuming responsibility and making people feel 
safe. This approach is generally effective because most of the work is 
technical and there is no need to make fast decisions given the stability 
of the environment. 

In a communal organization, authority will typically be exercised in a 
conciliatory way, by reinforcing the sense of belonging by making everyone 
feel included and heard, no matter how much time that takes. This usu-
ally functions well, because adaptive work is carried out by making people 
participate in decisions and, given the stability of the environment, there 
is no need to move fast. 

Finally, in innovative organizations, authority will typically be exer-
cised in a facilitative way, by providing space and resources for people to 
deploy themselves and generate impact. This normally functions well, 
because people assume responsibility, generating an environment of 
horizontal collaboration and learning that promotes adaptive work in a 
way that allows the organization to cope with the unstable environment 
it lives in.
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Figure 3-3. Four ways of exercising authority

Observing the mode in which the authority is exercised in an organiza-
tion is a simple and effective proxy for analyzing its adaptive capacity. For 
example, when an authority can operate in a facilitative mode, it’s because 
the organization’s adaptive capacity is large. On the other extreme, when 
the authority has to be paternalistic, it’s because the organization’s adaptive 
capacity is rather small. 

This means that increasing the organization’s adaptive capacity poses 
a challenge for authorities, because they will have to operate in a way that 
creates some level of disequilibrium. In a bureaucratic organization, for exam-
ple, people want the authority to be paternalistic; but if he wants to increase 
the collective adaptive capacity, he will have to become more directive, to a 
degree that is noticeable but not excessively disruptive. The same is true for 
a conciliatory way of exercising authority in a communal organization; the 
authority will have to integrate some facilitative traits, giving the work back 
to people to make them responsible even if they feel uncomfortable with that. 
And in the case of an action-driven organization, in which people are used to 
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a more directive mode of exercising authority, increasing the adaptive capacity 
will demand facilitating spaces for people to use their creativity and come 
up with their own ideas and solutions, even if they prefer to follow orders, 
which is what they are used to. In all these cases, of course, authorities face 
their own adaptive challenge in acting in a different way than the one they’re 
used to, which tests their individual adaptive capacity.

Telefonica exemplifies the way in which the exercise of authority 
has evolved over time. When it was a state-owned company, authority 
was exercised in a paternalistic mode, which made a lot of sense for a 
bureaucratic kind of organization. Once privatized, Telefonica could 
no longer remain in that condition, because it now had to operate in 
a competitive market.  Accordingly, CEO Juan Villalonga exercised 
his authority in a highly directive mode, mobilizing the organization 
to be less bureaucratic and more action-driven. However, he moved 
too fast, creating a gap between himself and the organization, which 
led to his dismissal.

Villalonga’s successor, César Alierta, reduced the pace for a while. 
After a while, Alierta realized that Telefonica could not be a purely 
action-driven organization, because the industry was walking toward 
higher degrees of innovation and dynamism, which meant that talent had 
to play a more important role than before. He introduced some facilitative 
traits into his role, but to a limit imposed by his own competencies and 
the reality of the big organization he was heading. However, because he 
knew that at least part of the organization needed to become innovative 
without waiting a decade, Telefonica Digital was born, with a CEO in 
Matthew Key who clearly exercised his authority in a facilitative mode, 
modeling the innovative kind of organization that was needed.

The ideas presented in this chapter show that increasing an orga-
nization’s adaptive capacity should not be left to randomness. On the 
contrary, increasing adaptive capacity should be a conscious process, 
addressed as part of specific business challenges the organization has to 
confront to continue thriving, or addressed as an organizational challenge 
on its own. Either way, defining the underlying adaptive challenge and 
designing a process to meet it are two key elements required to move 
forward. If this is thoughtfully done, a virtuous cycle is created, in which 
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the more adaptive work the organization performs, the more its adaptive 
capacity will increase.

In this first part of this book, key questions were asked that you need 
to answer to understand what adaptive capacity is about. Chapter 1 ana-
lyzed why organizations tend to remain in equilibrium and how that can 
be altered, increasing the adaptive capacity to face problems and change. 
Chapter 2 introduced four kinds of organizations — action-driven, bureau-
cratic, communal, and innovative — each of which requires a different level 
of adaptive capacity to confront its problems, but all of them facing the 
challenge of becoming more adaptive. Chapter 3 explained how to become 
more adaptive when you see the adaptive challenge that hides behind the 
problem and design a process to tackle it.

With this background, you should be now equipped to address the first 
three of the four questions about your organization, which were presented 
in the Introduction:

The second part of the book addresses the fourth question.  I’ll explain 
how your company can increase its adaptive capacity by touching on concrete 
and practical variables connected to its adaptive challenge. Whether small 
or large, a gap between your company’s current adaptive capacity and its 
ideal capacity will always exist, meaning that you should never stop thinking 
of ways to become more adaptive. The variables I’ll discuss are aimed at 
helping top executives focus their attention and the efforts to better address 
this never-ending challenge.

Of course, the quest to make an organization more adaptive is not an exact 
science and there is no magical number of variables involved.  Nonetheless, 
based on my experience in studying companies and working with them, I will 
refer to 25 variables, grouped in the following five dimensions, which provide 
a comprehensive view of an organization. Since a social system mirrors the 
way a biological system functions, it is useful to draw a parallel with specific 
elements of the human body:
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PART TWO





HOW TO INCREASE  
AN ORGANIZATION’S  
ADAPTIVE CAPACITY

In the fourth century BC, Aristotle said, “The whole is more than the sum 
of its parts.”37 This statement is as applicable to the universe as it is to an 
organization, an engine, or the human body. 

Behind these words lies the holistic concept of reality, meaning that 
everything is an element in a larger system whose different parts are all 
connected to one another and affected by one another. When the focus is 
put on specific parts only, the big picture is lost and comprehension of the 
whole is limited. 

Taking a holistic view of their organizations is one of the main challenges 
executives face, given that every single person has certain default settings 
and blind spots that drive him or her to see only a part of the picture.  

The five organizational dimensions that will be the subject of the fol-
lowing five chapters help provide that holistic view.  At the same time, 
these dimensions allow us to dissect the whole into a series of separate 
dimensions, enabling us to intervene where necessary while never losing 
sight of the connections among the dimensions.

Based on these premises, we will address the following issues in this 
half of the book:

make it easier for us to get a complete analytical view of its workings?
-

nization’s adaptive capacity? 

organizations?
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on those variables?  And how can these avoidance mechanisms be 
counteracted, making progress possible?

By the time you finish reading Part Two, you should be able to answer 
these questions, especially in regard to your own organization.  This, in 
turn, should equip you to begin the process of increasing your organiza-
tion’s adaptive capacity, thereby making it better equipped to cope with the 
adaptive challenges it is sure to face in the years to come.



CHAPTER 4 

PURPOSE:  
THE ORGANIZATION’S SOUL

If people in your organization are not motivated to give their best, you have a 

Biologically speaking, the soul is not part of the human body, yet it 
is the central aspect of the human being. The soul can be understood as 
the quest for an answer to why we exist, what our purpose in life is.  The 
concept of purpose plays the same role in an organization. 

Human life is more than doing things; it is even more than doing 
things well. Life is about meaning, and for thousands of years humans have 
connected the quest for meaning to the concept of a transcendent value — 
one that will outlast our limited life span here on Earth. The most obvious, 
visible way to embody that sense of transcendent value is through having 
descendants, but it is certainly not the only one. Over time humans have 
increasingly explored other ways of leaving a transcendent legacy behind, 
including social or political traditions, ideas, books, discoveries, buildings, 
inventions, organizations, public policies, and institutions, just to name a few.

When basic survival needs are met, which is becoming the case for 
more and more people, especially in developed countries, psychological 
needs such as the desire for transcendent value take center stage.  This shift 
has a profound impact on our relationship with work.  Work is no longer a 
matter of merely exchanging services for money; it is also an opportunity 
for fulfilling a higher personal purpose; work is not only about making a 
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living, but also about making history; work is not only about doing well, 
but also doing good. In short, work is all about having a lasting and positive 
impact on the world.

For this reason, an organization without a purpose will not be able to 
attract people who work with purpose. It will look like an industrial type 
of organization, focused exclusively on performing tasks in an efficient way, 
treating people as mere executors of corporate plans rather than unleashing 
their full potential. By contrast, an organization with purpose will go beyond 
the task, understanding that its main asset is people who work with purpose 
and seek to make a difference, both as individuals and as members of the 
organization. An organization without purpose manages human resources, 
whereas an organization with purpose mobilizes people.

GRAMEEN BANK, AVON, APPLE: THREE VERY DIFFERENT  
ORGANIZATIONS DRIVEN BY PURPOSE

The Grameen Bank, a microfinance institution founded in Bangladesh in 
the late 1970s by economist Muhammad Yunus, is a good example of a 
purpose-driven organization. As with any other bank, the task of Grameen 
Bank is to lend out money and collect the capital and interest over time, 
earning a profit. But in this case, there was a deeper purpose beyond that 
task: community development. The target market of Grameen Bank is 
poor women in rural areas, who have no access to traditional credit with 
which to finance their small business initiatives. Yunus realized that by 
lending small amounts of money to groups of women in a community, 
making all of them accountable for each other’s debt, they would grow 
their projects, pay back the loans, and contribute to the development of 
their communities. 

The microcredit model developed by Yunus has been exported to many 
other developing countries all over the world and has also been expanded 
to other development-oriented businesses, such as telephone and energy 
companies. People who work in these organizations receive a competitive 
salary, but their motivation goes beyond material rewards, because they 
realize they are making a difference. They are there because of a personal 
purpose, which is connected to the organization’s purpose.  The impact of 
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Yunus’ idea has been so great that, in 2006, he and Grameen Bank were 
jointly awarded the Nobel Peace Prize.

Grameen Bank does not exist primarily for the purpose of growing its 
profits.  But even companies driven by the profit motive can also have a larger 
underlying purpose.  The cosmetics company Avon is an interesting case of 
a business organization with a clear purpose, in which there is an outcome 
beyond the financial output. The business itself is about producing and selling 
cosmetics, fragrances, and toiletries, but there is also a larger purpose embed-
ded in Avon’s business design.  Since its origins in 1886, Avon’s business 
model has been based on a door-to-door sales approach, performed by women 
acting as independent sales representatives, who could combine their role as 
homemakers with that of working women making a salary and enjoying the 
enhanced freedom and prestige associated with being breadwinners. 

In 1999, Andrea Young became the first woman to reach the position of 
CEO at Avon.  She immediately constructed a narrative to provide meaning 
to the work that Avon’s employees had been doing for more than a cen-
tury, work whose inspirational quality had not been sufficiently exploited.  
Young noted, “In 2000 we adopted our vision statement, ‘The Company 
for Women.’ What we do is to elevate women in the community. We create 
commerce that can better their families’ lives, particularly in emerging 
markets. It is purposeful work. I don’t believe that shareholders have it at 
the top of the list of objectives in most public companies.”38 

It is one thing to wake up in the morning and go to work for a company 
that sells cosmetics in order to maximize shareholder value; it is quite another 
to do the same work for the sake of women’s empowerment and progress. 
And it should not come as a surprise that when Young left her position in 
2012 to become Avon’s executive president, her successor was also a woman.

Here is another example from a very different industry.  Steve Jobs, the 
founder of Apple, lived his life with an intense focus on the purpose of his 
work. “Being the richest man in the cemetery doesn’t matter to me,” he once 
said.  “Going to bed at night knowing we’ve done something wonderful 
— that’s what matters to me.” And this personal purpose was embodied in 
Apple.  “My passion has been to build an enduring company where people 
were motivated to make great products. Everything else was secondary. Sure, 
it was great to make a profit, because that was what allowed you to make 
great products. But the products, not the profits, were the motivation.”39
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Things changed for Apple in 1983. John Sculley, former president of 
PepsiCo, was appointed Apple’s CEO by the board.  The move quickly 
generated a power struggle between Sculley and Jobs, ending in Jobs’ 
removal from his managerial duties in 1985. Sculley himself was forced 
out in 1993, after sales, margins, and stock price had eroded.  The 
difference between a company driven by purpose rather than profits 
turned out to be crucial to Apple’s success.  “It ’s a subtle difference,” 
Jobs said, “but it ends up meaning everything — the people you hire, 
who gets promoted, what you discuss in meetings.”40  Jobs returned to 
the leadership of Apple, and the company resumed its role as a leader 
in the world of high-tech innovation.

Every organization, whether small or large, for profit or not for profit, 
in industry A or industry Z, can have a purpose with an impact beyond 
the products or services it produces. In simple words, you can be cutting 
stones or building a cathedral, it’s your choice, but the choice makes a vast 
difference for yourself and those who work for you — as the story of Apple’s 
ups and downs illustrates.

In those organizations that have a purpose, people are motivated to 
give their best, they want to remain there and collaborate with others to 
be as impactful as possible, and they understand that the task they are 
performing is connected to a larger meaning. This is certainly inspiring, 
especially for the current generation of young workers, who have been 
shown by numerous surveys and studies to be particularly idealistic and 
purpose-driven in their attitudes toward work.  At the same time, purpose 
builds a very strong holding environment, thereby helping to increase 
the adaptive capacity of the organization and its readiness to surmount 
unexpected challenges.

Thus there’s a strong connection between having a purpose and being 
more adaptive. Let’s put it this way: people with purpose do not get 
trapped in the comfort or the difficulties of the status quo; when adaptive 
challenges arise, they will find their way to make a difference, challenging 
themselves to change and thrive as circumstances require. Organizations 
with purpose will do the same, because they believe that the outcome is 
far more important than the current output, structure, standard operating 
procedures, or practices. In truth, there is nothing more powerful than 
purpose to align people.
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FIVE KEY VARIABLES: DIFFERENCE, PEOPLE WITH PURPOSE, LEGACY, 
CONNECTION, NARRATIVE

Within the dimension of purpose are five key variables you need to think 
about and measure in pursuing greater adaptive capacity: 

1. The difference the organization makes in the world 
2. The practice of hiring people with purpose.
3. The organization as a legacy
4. The organization’s connection with the community  
5. An overarching narrative  

If we go back to Figure 1-1, these variables can increase your orga-
nization’s adaptive capacity by strengthening the holding environment, 
enhancing the responsiveness, or both.  Let’s consider them one by one.

The difference.  Most people start a business as a way of making money, 
be it for survival or for covering other less obvious needs, like power, recogni-
tion, or autonomy, just to mention a few. Since this is the typically assumed 
answer to the question “Why we are doing this business?” the question is 
rarely explicitly asked.  Instead, we generally focus on asking what we will 
do to make money — or maximize profits, in economic terms — and how 
we will do it.41

But Steve Jobs, Muhammad Yunus, Andrea Young, and many others 
have taken a different approach. They all started by asking themselves and 
their closest associates why they wanted to get involved in a particular 
business. Making money was part of the answer, of course, but not the most 
relevant one — not the one that would motivate them to dedicate their 
time, energy, resources, and lives to the business. 

Making a difference is connected to the aspiration of having an impact 
on others, of building something larger than oneself. That means having a 
purpose, which should exist not only in the souls of the founders but with 
hope in the souls of every employee. If that is the case, people will not be 
merely performing tasks but collaborating with their colleagues in making 
a difference to those who will buy their products and services, and making 
a profit will be the consequence.
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Making a difference, therefore, will increase the organization’s adaptive 
capacity mainly by strengthening the holding environment, because people 
will want to be part of a group that is improving the lives of others.

When thinking about your own organization, ask yourself, “Do our 
executives talk about why we do what we do?” and “Do people in our com-
pany realize the difference we are making to others and take pride in it?”

People with purpose.  Just as there are boards and top executives who 
see only the bottom line of financial statements, there are employees who 
see only the dollar amount on their monthly pay check. These people work 
for a company to perform a task in exchange for a salary, like most people 
working for companies since the beginning of the Industrial Revolution. 

Today, however, these transactional work relationships are being replaced 
by what we could call “engaging relationships.”  Millennials in particular 
are moving the boundary here, as a cohort made up largely of people who 
join companies to make a difference rather than perform tasks in exchange 
for a salary.

A company increases its adaptive capacity when it hires people who 
have a purpose, which in turn is connected to the organization’s purpose, 
especially in positions that involve a higher percentage of adaptive work. 
These are individuals who will always be challenging themselves and the 
organization, making it thrive. It is easier, of course, to manage people who 
are not moved by a purpose and who limit themselves to follow instructions 
and rules.  But this approach to work serves only to maintain the status quo 
rather than increase the organization’s adaptive capacity. On the contrary, 
having people with purpose will enhance the organization’s responsiveness, 
making it more adaptive, because purpose-driven individuals are always 
looking for more challenges.

When thinking about your own organization, ask yourself, “How relevant 
is learning about applicants’ purposes and their connections to the company’s 
purpose in our employee selection process?” and “What kind of conversations 
do bosses have with each member of their teams in regard to purpose, and 
how is that information used in opening opportunities to people?”

The organization as a legacy.  Steve Jobs’ legacy was not the Macin-
tosh, the iPod, the iPad, or any of the other high-tech devices he created. 
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In his own words, his legacy was Apple, the organization. It’s possible that 
other business founders, from LAN Airlines’ Enrique Cueto to HP’s Bill 
Hewlett and Dave Packard, might feel the same about the companies they 
built. But not all founders have this kind of mentality, and there are many, 
in fact, who create companies with the sole goal of selling them quickly for 
as much money as possible.

Similarly, there are CEOs who think about the kind of enduring orga-
nization they want to pass on to their successor — as Lou Gerstner did at 
IBM and Jack Welch did at GE — while others run companies thinking 
mainly about the short-run financial return.  We could apply the same 
distinction to any person who heads a team within a company, who could 
be thinking about building a sustainable team that can outlive her or about 
producing short-term results to get rapidly promoted. The key word here 
is sustainability, which is inherently connected to purpose and adaptability, 
at the organization, the team, and the individual levels.

Promoting sustainability is a way of increasing the organization’s adaptive 
capacity by strengthening its holding environment, because people want to be 
part of a lasting effort — one that constitutes a legacy to future generations.

When thinking about your own organization, ask yourself, “How much 
time do top executives devote to organizational development?” and “How 
ingrained in the company’s language is the word sustainability?”

Connection with the community.  People do not live alone, and neither 
do organizations. As individuals, we are part of a family, of a team, and of 
larger systems such as an institution, a region, or a nation. Organizations, 
in turn, are part of a community, which may be as small as a little town or 
as big as the entire world. Both individuals and organizations have to strive 
to live in harmony with others, building and participating in an ecosystem 
in which they and others can survive, thrive, and grow.

This means that purposeful work is not only about fulfilling our own 
purposes as individuals or organizations, but also about allowing — and 
even helping — others to fulfill their purposes, whether or not these are 
parallel to or supportive of our own.

In some industries, the importance of forging strong, positive rela-
tionships with the community is inescapable.  This applies to companies 
extracting natural resources, for example, since the communities that are 
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close to the exploitation places (such as mines, oil wells, or factory farms) 
are increasingly demanding attention to their own needs and ideals. Com-
panies now have to work hand in hand with their neighbors to receive the 
social authorization to go ahead with their projects. 

But this principle doesn’t just apply to natural resource companies, nor 
is it simply a matter of compensating for damage that may be done by a 
business to the communities in which it operates. Telefonica, for example, 
has a foundation that, among other things, provides broadband and educa-
tional resources to public schools, because it understands that even though 
the company produces no evident damage to people or the environment, 
citizens expect it to be a good citizen, too. The same level of consciousness 
is present in an increasing number of companies, which try to connect to 
other purposes in the community, becoming aware of new realities and 
adapting as necessary, and thereby gaining and regaining social authorization.

This connection with the community will increase the organization’s 
adaptive capacity by both strengthening the holding environment and 
enhancing its responsiveness. The more ties that exist — internal and exter-
nal — the more people feel held; and the more you consider other voices in 
the community, the more responsive you yourself become.

When thinking about your own organization, ask yourself, “Do we 
take into account what citizens — not simply customers or clients — think 
about us?” and “What do we do to understand and get connected to other 
purposes in the community or communities we are related to?”

An overarching narrative. “So even though we face the difficulties of 
today and tomorrow, I still have a dream. It is a dream deeply rooted in the 
American dream. I have a dream that one day this nation will rise up and 
live out the true meaning of its creed: ‘We hold these truths to be self-ev-
ident; that all men are created equal.’”

A narrative is a story built upon a purpose — ideally a purpose that is 
able to touch people’s hearts and strings because it connects to their own 
values. Martin Luther King Jr.’s “I Have a Dream” address, delivered from 
the Lincoln Memorial before a vast audience of civil rights marchers in 
1963, is one of the best examples of a well-constructed narrative.  King was 
able to connect his own story and the story of African Americans with the 
story of all Americans: “It is a dream deeply rooted in the American dream.”
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The purpose of narrative is more emotional than rational, more in the 
realm of meanings than realities, and more about inspiration than persuasion. 
This is why it cannot be conveyed through a routine or purely factual speech, 
as the delivery of your company’s quarterly or annual results would be.

The purpose must be part of an overarching narrative, one in which the 
story of the company gets connected to the story of the people who work 
in the company and the story of the storyteller, all tied up by shared values.

Politicians and activists know a lot about this because they have to 
engage and reengage people all the time.  By contrast, most executives 
think that paying a salary should suffice to hold people.  That may have 
been true at one time, but in today’s world, where engaging and retaining 
the most committed and creative employees is a crucial challenge for every 
business, inspiring your people through a purpose-driven narrative is an 
essential skill for every manager.

A narrative is able to increase an organization’s adaptive capacity by both 
strengthening the holding environment and enhancing its responsiveness. 
The holding environment is strengthened by the shared values upon which 
the narrative is built, and responsiveness is enhanced because the narrative 
helps to make people aware of the challenges they face.

When thinking about your own organization, ask yourself, “Have we 
built a narrative that allows people to connect their motives to the company’s 
purpose?” and “Do our top executives use that narrative as a way to engage 
and energize our people?”

PURPOSE IN VARIOUS KINDS OF ORGANIZATIONS

It is certainly easier for a church to have a purpose than it is for a car 
manufacturer.  Whereas churches build their message upon the idea of 
transcendent value, which as we’ve seen is at the core of purpose, car man-
ufacturers devote most of their resources to the massive production of those 
transportation devices called automobiles. The same is true if we were to 
compare an NGO with an investment bank, a university with a printing 
firm, or a high-tech company with an oil producer.  This last-named case 
may seem less obvious than the others, but let’s consider it. A high-tech 
company generally dedicates its resources to developing brand-new products 
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and services that expand human capabilities, enhance creativity, and enable 
new connections among people.  This focus makes it relatively easy for a 
high-tech company to define its purpose in a way that connects with tran-
scendent values.  By contrast, an oil producer is simply extracting a limited 
resource from the earth for use in processes defined by others — running 
factories, powering automobiles, and so on. It’s a worthy activity, but it has 
a less direct link to any transcendent value.

This means that some industries are more suited than others to having 
a stronger purpose. But it is also true that even within a particular industry 
we will find companies that do a better job than others in building a sense 
of purpose. It is just a matter of comparing, for example, Apple with HP, 
Grameen Bank with Citibank, or Avon with Maybelline. 

It would be difficult for an investment bank to do purposeful work as 
an NGO does. It would demand changing its nature. But it could certainly 
try to make progress in this dimension, which would help it increase its 
adaptive capacity. 

How much progress in this direction might your company attain to 
become more adaptive? To answer this question, go back to Figure 2-2 and 
use the kind of organization your industry is closest to as a benchmark. Gen-
erally speaking, we should expect communal and innovative organizations to 
have a stronger purpose than bureaucratic and action-driven organizations, 
since they do more adaptive than technical work and therefore are more 
participatory and less hierarchical. As a result, people are their main focus 
and asset, including both those who work for the company as well as those 
who are outside but connected to it. 

As an example, Apple produces technological devices and does so in 
a way that transcends the purely mechanical. When its engineers design 
those devices, they are thinking about the people who will use them and 
striving to have an impact that will make a difference in their lives. At 
the same time, those who run Apple and head teams within it know that 
if they want to make a difference as a company, their main focus must 
be on unleashing their own employees’ potential. It is this connectivity 
among human beings that makes work meaningful.  It is also the reason 
communal and innovative organizations naturally tend to have a stronger 
purpose than bureaucratic and action-driven organizations, which are 
more product- or service-oriented than people-oriented.
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To be more specifi c, let’s look at the fi ve variables related to the purpose 
dimension and see how they might look like for each kind of organization. 
The results can serve as a benchmark for your own company, depending 
on the kind of organization it is closest to. You may fi nd it helpful to think 
about the corresponding fi ve variables as the knobs of a music equalizer, 
as shown in Figure 4-1. Just as a song can be heard differently, depending 
on how those knobs are set, the performance of a company will be differ-
ent, depending on how those variables are set. If you want to change your 
company’s performance and increase its adaptive capacity, some of those 
organizational knobs might have to be adjusted.  It’s certainly harder than 
moving the knobs of a music equalizer, but attainable when consciously 
worked through, following a process like the one depicted in Chapter 3.

Figure 4-1. The purpose equalizer

When thinking about a communal organization — a public school, for 
instance — the fi ve knobs of the “purpose equalizer” should be in the upper 
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range. If that is not the case for your own organization — if it is of the com-
munal kind — it means there is a gap with the potential to be addressed. 

For an innovative organization — an advertising agency, for instance 
— the potential to raise the knobs to the upper range is there, but it is less 
natural than for a communal organization. This is because market pres-
sures can make people within an innovative company move too fast, losing 
perspective and forgetting about their job’s meaning and purpose. There is 
certainly the potential for an innovative organization to make a difference, 
bringing in people with purpose, making organizational development an 
important focus, finding connections with other purposes in the community, 
and wrapping everything up in a powerful narrative. But the leadership of 
the company is paramount in attaining this. Although Steve Jobs was able 
to do it, Carly Fiorina did not.

In the case of bureaucratic and action-driven organizations, we would 
not expect to see any of the knobs above the middle range of the equalizer. 
Nevertheless, because many bureaucratic organizations are related to civil 
service — the judiciary, for instance — a reason for existing could be an 
element used in inspiring people, especially as part of a narrative built for 
an organizational change process. Other exceptions can also be imagined.  
LAN Airlines, for example, is an action-driven organization that has been 
able to keep the five knobs in the middle range or even higher despite the 
nature of its work. This is largely due to being a company that succeeded far 
beyond the frontiers of the small country where it was founded, Chile, an 
element that has gradually faded away with the company’s growth in other 
countries, and especially after the merger with TAM Airlines. 

Perhaps because it is essential to human nature, purpose is always latent 
in a social system, waiting to be articulated and lived.  Nonetheless, experience 
shows that this is easier in certain kinds of organizations than it is in others.

HOW COMPANIES AVOID THE ISSUE OF PURPOSE, AND THE POWER 
OF ASKING “WHY?”

Just as it is difficult to find doctors trained in traditional Western medicine 
talking about the soul, it is equally difficult to find business managers talking 
about purpose. For most physicians, the “soul” has nothing to do with the 
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practice of medicine; likewise, for most traditional managers, “purpose” has 
little to do with business. 

People like Steve Jobs, Muhammad Yunus, and Andrea Young have 
personal traits that might make us think they are outsiders in the business 
community. Jobs was always a rebel, who did as much as he could to challenge 
traditional business thinking. Yunus came from academia and has been strongly 
related to the not-for-profit sector. And Young is a woman, preceded by a 
succession of men in the positions of CEO and president of Avon. 

For all three of these personalities, acting with purpose was paramount 
in their lives, so inspiring others came naturally to them. Conversations 
with them, therefore, could be expected to be more people-oriented than 
task-oriented. They were motivated — and in the case of Yunus and Young 
still motivated — by having an impact on others and leaving a legacy behind.

More traditional managers find their comfort zone in talking about 
tasks and results. Those are concrete things that can be discussed in ratio-
nal, objective terms. They talk about what to do and how to do it, but not 
about why it should be done. 

What we see operating in the typical manager is an avoidance mech-
anism, a self-defensive process that allows him to stay in his comfort zone 
without experiencing the need to move to another space, in this case the 
purpose space. Generally speaking, an avoidance mechanism, which can 
operate either at a conscious or an unconscious level, is activated by the 
fear of losing something. In the case of purpose, it would usually be the 
loss of credibility. 

Purpose has a lot to do with connecting with others at the emotional 
level using the right hemisphere of the brain — metaphorically speaking 
— a skill few executives have studied. On the contrary, formal business 
education is mostly focused on abilities that reinforce the left hemisphere 
of the brain. It should not surprise us, then, that most managers tend to 
avoid issues related to purpose, because they do not feel confident enough 
in this domain, and they fear they will look incompetent and lose credibility.

Since their default behavior is centered on rationality, argumentation, 
and persuasion, managers will look for ways of addressing purpose-related 
issues in these ways.  In other words, they will avoid the adaptive challenge 
they face by resorting to technical remedies — a poor substitute for the 
adaptive work that is needed.



132 ADAPTIVE CAPACITY

Here are some of the most typical technical remedies I’ve seen used to 
avoid the issue of purpose:

communication of the company’s mission statement.

executives’ behavior or the company’s systems, processes, and practices.

facts, results, accomplishments, and new projects rather than history, 
stories, underlying values, and people.

instruments in which top executives ask others to be open without 
opening up themselves; showing too much self-confidence and too 
little vulnerability. 

opportunity for connecting to the community.

These technical remedies actually deflect attention from the adaptive 
work that needs to be done to make progress in the five variables related 
to purpose. Is there an antidote to the natural human tendency toward 
avoidance?

Yes, there is.  Since purpose derives from the question of why we do 
what we do, a good antidote is simply to ask “Why?”  

For example, imagine a meeting of your company’s executive com-
mittee in which a new project is being discussed. If one of the members 
asked, “Why should we go ahead with the project?” the first answer would 
probably be along the lines of, “Because all the studies show that it will be 
profitable.” But then the questioner could persist, asking, “But why this 
project and not another that is equally profitable?” Now the answer would 
probably be something like, “Because this is the one that makes the most 
sense given our strategy.” This could lead to a third question like, “And why 
does that strategy make sense?”  With each successive question, the group 
would be forced to get closer and closer to talking about the real purpose 
of the organization. 

There are organizations, and individuals, that have a clear purpose 
and experience it vividly.  In an organization of this kind, asking “Why?” 
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will rapidly connect to purpose, because members are used to relating 
everything they do to purpose. There are other organizations, and indi-
viduals, who do not have a clear purpose, and here the “Why?” question 
will have to be repeated many times, on all possible occasions, to force 
people to think about the purpose of what they are doing and thereby 
prevent avoidance.

An antidote, of course, is not a magical solution, but an effective 
reminder of the gap — between the aspiration of infusing an organization 
with purpose and the reality of not having it, in the case of this dimension 
— that is waiting to be more effectively addressed. 





CHAPTER 5  

STRATEGY:  
THE ORGANIZATION’S BRAIN

The kind of large corporations we are so used to in our time were born 
with the Industrial Revolution. The key for their success was all about how 
they organized the work, meaning how they structured themselves to pro-
duce.  The American mechanical engineer Frederick W. Taylor became the 
father of scientific management and the mentor of those who established 
and ran such companies, introducing the concept of efficiency. In 1906 he 
pronounced one of his famous lines: “In our scheme we do not ask for the 
initiative of our men. We do not want any initiative. All we want of them 
is to obey the orders we give them, do what we say, and do it quick.”42

In this world, structure was far more important than strategy, not to 
mention abstract concepts like talent, culture or purpose. But things started 
changing over time, with a widely publicized step taken by General Motors 
in the 1920s, when they launched colored automobiles that made the clas-
sic black Ford’s Model-T sales plummet. In the decades that followed, it 
would become clear that efficiency alone was not enough. The difference 
would have to do with adopting a distinct strategy, which in turn required 
an increasing number of people who would not simply obey but think.  As 
it happens with the human body, having a fortified skeleton is important, 
but it is the brain that makes the difference and commands the skeleton.
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HONDA AND AMAZON: STRATEGY AS A TOOL FOR ADAPTATION

In the fall of 1959, only four years after Honda had successfully launched 
production of motorcycles in Japan, a small group of Honda executives 
arrived in Los Angeles and rented an inexpensive apartment.  It was the 
first step in Honda’s attempt to bring its motorcycles to the United States, 
acting on founder Soichiro Honda’s belief that the company’s large 250cc 
and 305cc machines could be sold in America,

Honda knew the challenge would not be easy.  The U.S. market was 
already occupied by dominant motorcycle brands, and expanding the number 
of potential customers would be difficult because motorcyclists had a bad 
image as black-leather jacket hoodlums.  Making matters worse, Honda’s 
initial sales efforts ran into an unexpected snag.  The first Hondas sold in the 
United States quickly broke down, because Americans were accustomed to 
driving motorcycles longer and faster than the Japanese.  Honda’s reputation 
in the U.S. market took an immediate nosedive.

Near despair, Honda decided to change course.  A few Honda execu-
tives in the United States had been driving tiny 50cc Supercub motorcycles 
from the company’s American warehouse.  A buyer from Sears had noticed 
these small vehicles and asked for permission to sell them to his customers.  
Although the Supercub was popular in Japan, Honda feared its diminutive 
size might negatively affect Honda’s positioning in the macho U.S. market 
and rejected the Sears offer.  Now, however, with the Honda brand seem-
ingly on the verge of complete failure in the United States, Honda reversed 
course.  The results were startling.  Supported by a marketing campaign, 
sales of the Supercub rocketed, beginning Honda’s transformation into the 
world’s largest motorcycle manufacturer.43 

If purpose is about why, strategy is about what (that is, vision and goals) 
and how (that is, means). Above all, strategy is thinking. It is using the brain 
to ask, “What do we want to attain?” and “How should we do it?”  Strategic 
thinking means keeping this conversation alive, not once a year, but constantly. 

When organizations limit their strategic thinking to an annual plan-
ning or budgeting process, strategy often becomes a straitjacket. Instead 
of rethinking the strategy when unexpected events occur, people focus 
on carrying out the actions planned using the resources allocated in the 
budget.  This is a dangerous error, especially for organizations operating in 
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unstable environments.  For the same reason, it is a mistake to assume that 
formulating the strategy and implementing the strategy are two separate 
steps in a rigid sequence. Instead, these two activities must be continually 
intertwined.  Implementation invariably generates a lot of information that 
should provide food for rethinking the strategy.  Thus strategic thinking 
should be constant, not a once-a-year exercise.

When Soichiro Honda made the decision to launch his motorcycles in 
the American market, he knew little more than that there was an oppor-
tunity that should be pursued. He had a vague idea about the “what” and 
almost no idea about the “how.” But he was conscious that more strategic 
thinking could come only from experimentation, not from sitting in a room 
and planning. And so he sent a bunch of executives with a limited budget 
to try out possible alternatives and learn.

Almost four decades later, another company applied similar strategic insight 
to a very different industry. In 1997, three years after the company’s founding, 
Amazon issued its initial public stock offering, and thirty-three-year-old Jeff 
Bezos sent his first letter to the shareholders. The title was “It’s all about the 
long term,” reflecting the key idea behind Amazon’s strategy: first become the 
number one player in the online retail market, then become profitable. In line 
with this strategy, Bezos asked those initial shareholders to be patient. “We will 
continue to make investment decisions in light of long-term market leadership 
considerations rather than short-term profitability considerations or short-term 
Wall Street reactions,” he said in the letter, adding, “We will make bold rather 
than timid investment decisions where we see a sufficient probability of gaining 
market leadership advantages. Some of these investments will pay off, others 
will not, and we will have learned another valuable lesson in either case.”44

Strategy cannot be a straitjacket, but neither can it be a loose sail in 
the wind. Strategy is not linear, nor is it solely instinct. Strategy demands 
experimentation, but experimentation that follows a certain path. Strategy 
requires both the ability to react in the short run and the willingness to 
persevere in the long run. 

Jeff Bezos bet on the Internet and on the development of e-commerce. 
He understood something that was not obvious at the time: in the online 
world, there is space for only a few players in each industry. Based on 
that assumption, the “what” of Amazon’s strategy had to be becoming 
the number one player in e-commerce, and the “how” had to be a tireless 
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trial-and-error process involving continuous thinking and rethinking. This 
was the only way to innovate and respond to the challenges that would be 
posed by competitors, new technologies, changing customer preferences, 
and emerging regulations, among other unpredictable factors. This approach 
remains essential to Amazon’s strategy, since in today’s dynamic world 
achieving dominant scale, occupying an attractive niche, and exploiting 
unique resources are not enduring competitive advantages but must be 
achieved and re-achieved over and over as circumstances evolve.  

It’s a bit paradoxical: strategy is meant to provide stability by providing 
a set of guidelines that allow people to take certain things for granted.  Yet 
our world pushes us toward instability, which means that strategy must be 
constantly re-evaluated and revised. The challenge, therefore, is under-
standing that a strategy’s strength has less to do with providing clarity and 
lasting definitions, and more to do with its capacity to capture employees’ 
initiative, to deal with unknowable events, and to redeploy resources as 
new opportunities emerge. In other words, instead of concentrating on 
becoming very good at doing any one particular thing, companies should 
concentrate on becoming very good at learning how to do new things — and 
the strategies they develop and follow must support and enhance that focus. 

The more a strategy is designed to take into account new events that 
appear down the road and new initiatives that may be pushed by employees, 
the more adaptive the organization will be.  At the same time, the degree 
to which a strategy must incorporate this element will depend on the kind 
of organization we are considering.

FIVE KEY VARIABLES: AWARENESS, REFLECTION, INVOLVEMENT,  
EXPERIMENTATION, SIMPLICITY

Within the dimension of strategy are five key variables you need to think 
about and measure in pursuing greater adaptive capacity: 

1. Awareness of changing circumstances that may affect the organization 
2. Reflection on these circumstances and on the response options available 
3.  Involvement of a broad range of your people in developing and testing 

strategy ideas 
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4. Continual experimentation with new strategic directions 
5.  Simplicity, which makes strategy easy to communicate, understand, 

and follow  

Going back to Figure 1-1, you’ll see these variables can increase your 
organization’s adaptive capacity by strengthening the holding environment, 
enhancing the responsiveness, or both. Let’s consider them one by one.

Awareness.  When a doctor treats a patient, the first thing she will 
do is observe the symptoms (visible and invisible), conducting exams and 
gathering as much information as possible. Then she will interpret what 
is causing the symptoms and attempt to define the patient’s illness. Only 
when she arrives at that definition will she prescribe treatment in an effort 
to alleviate the patient’s symptoms. 

The same process should be followed when authorities seek to improve 
the workings of a social system. Executives who head an organization have 
to continually observe the signals arriving from outside and inside the orga-
nization, interpret their significance and possible impact, and make decisions 
about how to intervene in the organization to mobilize it appropriately. 

Back in 1994, the Cuetos observed that the airline industry was moving 
to an open-sky policy and that most potential competitors in Latin Amer-
ica were still state-owned companies. Under these circumstances, they 
thought they had an opportunity if they bought LAN Airlines. In similar 
fashion, Jeff Bezos, observing the development of the Internet, under-
stood that a whole new market was about to emerge and that he had an 
opportunity if he could move fast to seize it.  In the same way, Soichiro 
Honda realized that he had an opportunity to conquer America with his 
motorcycles at a time when Japanese automotive companies had not yet 
looked across the Pacific Ocean.

A good strategy starts from being aware of what is going on — in 
society, in politics, in the economy, in the industry, with competitors, with 
suppliers, with clients, within the company — indeed, everywhere. Being 
constantly aware of what is happening allows top executives to help people 
in the organization understand the evolving reality, to think about the future, 
and to anticipate the emergence of opportunities. Without this awareness, 
quick response to rapid change will be impossible.
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Having as many people as possible aware of changing circumstances will 
surely increase the organization’s adaptive capacity by enhancing its respon-
siveness — because awareness is a key variable affecting adaptive capacity. 

When thinking about your own organization, ask yourself, “Does the 
top team meet regularly to talk about what is happening inside and outside 
our organization?” and “Does the top team continually gather and convey 
information from and to people in the company?”

Reflection.  Observation is not enough.  Interpretation is where the real 
thinking takes place, and it is also where the practice of reflection comes 
into the game.   Without reflection, choosing among complex options — a 
crucial element of strategy — is practically impossible.

Bezos, like many other businesspeople, was aware of the opportunity that 
the Internet opened, but understanding how to take advantage of it was another 
matter. Meeting with his team to reflect on the steps they were taking and the 
meaning of the events they observed around them was key in Amazon’s success. 
In fact, it was that reflective process that led them to challenge the widespread 
assumption that profit was more important than market share.

Challenging assumptions, both those held in the industry and those 
held within the company, is a crucial aspect of the reflection process. Bill 
Gates himself had bet against the Internet when shaping Microsoft’s strategy 
for the mid-‘90s, but his top team was later able to challenge that flawed 
assumption, consequently changing their strategy.

Business decision makers have one advantage that physicians lack: they 
can use intervention as part of the interpretative process.  In other words, 
they can run experiments to test their interpretation of events, collect new 
information, and engage in further reflection — all leading to new and better 
decisions and more effective interventions.  Such experimentation is extremely 
helpful in making the strategy realistic, since strategizing must take into 
account not just future possibilities but also present restraints, including 
gaps in the company’s capabilities that need to be identified and overcome.

Like awareness, reflection will also increase the organization’s adaptive 
capacity by enhancing its responsiveness, because the process of reflection 
forces managers to make sense of what is going on.

When thinking about your own organization, ask yourself, “Is it normal 
practice for our top team members to come up with different plausible 
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interpretations about the realities we face, and for these interpretations to 
be openly discussed and analyzed?” and “Are people in our top team autho-
rized by the group to play the role of devil’s advocate, allowing unpopular 
interpretations to be presented and debated?”

Involvement.  Strategy is about thinking, and in the organizational 
context thinking is typically left to top executives. The rest are in charge 
of implementing what has been thought and decided — the strategy. 
Unfortunately, this traditional way of seeing the organization makes it 
less adaptive than otherwise, incapable of taking full advantage of its 
members’ potential. 

The opposite alternative might be to have everyone participate in 
developing the strategy, which seems unrealistic. How can people, then, 
contribute with their ideas and experience to the strategy? The answer 
lies in distinguishing the what and the how of the strategy, as well as in 
removing the traditional barrier between the development and implemen-
tation stages of the strategy.

Task Force Tarawa’s mission — the what within Operation Iraqi Free-
dom — was securing the eastern part of Nasiriyah.  Top officials developed 
a plan to accomplish that goal — the how. However, the plan could not be 
implemented as initially conceived, which meant revising it almost every 
night, using the information and insights provided by the actual soldiers 
who were fighting in the field. (This is normal in the military context.  Part 
of the Marines’ culture is the understanding that “No plan survives first 
contact,” meaning that reality will always differ from what was assumed in 
the plan.)  For Task Force Tarawa, the what did not change and they had 
no input on it, but the how was constantly changing, and they did have an 
input there; they understood that their job included developing this aspect 
of the strategy as well as implementing it. 

The more adaptive the strategy’s content is, the more involvement 
it will require from people, especially in the how, which will be built in 
a back-and-forth process between elaboration and implementation. Lou 
Gerstner understood from the beginning that this was the case with IBM.  
By contrast, General Motors executives never understood that they needed 
to involve Saab executives and engineers in thinking about the future of 
the Swedish company.
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Involving people in developing and testing strategy ideas will increase 
an organization’s adaptive capacity by both strengthening the holding envi-
ronment and enhancing its responsiveness. This is because people become 
more engaged when they feel their opinions are taken into account (which 
strengthens the holding capacity), and because having more people engaged 
in the what and in the how process provides more information and insights 
(which enhances responsiveness).

When thinking about your own organization, ask yourself, “Are our 
people asked to consider how they will implement the company’s strategic 
definitions in their own area of concern?” and “Is our top team accustomed 
to rethinking certain aspects of the strategy based on the experience reported 
by those who are implementing it?”

Experimentation.  As we saw in Chapter 3, evolution is not about big 
changes but rather about small changes that will make a difference. Those 
changes take place through an experimentation process that calls for testing 
variations, many of which fail, making selections from among the varia-
tions that succeed, and looking for amplification of those selections.  Thus 
adaptation does not happen without experimentation.

This means that an essential part of strategic thinking must be running as 
many experiments as possible.  This certainly demands a risk-taking attitude, but 
it should be a smart one. It is not about running experiments that will put the 
whole company at risk or that contradict what is essential to it. It is about run-
ning experiments that will let people learn and thrive by testing new approaches 
to products, services, business models, systems, processes, or practices.

Sending a small group of executives to Los Angeles with a limited 
budget to test the American motorcycle market was an experiment that 
Soichiro Honda decided to run. The initial experiment was a failure, but 
those executives then ran another experiment by making the small 50cc 
Supercubs available for sale in a market where large motorcycles had pre-
viously dominated. This second experiment worked. 

Not all experiments have to be initiated from the top down. The strat-
egy can be designed to allow employees at all levels to propose and run 
experiments.  Those that succeed may be scaled up to become part of the 
company’s core strategy. This is what happens when a company allows its 
people to spend 20 percent of their time thinking about and working on 
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whatever creation or improvement they come up with, as Google does. The 
results so far include Google Desktop, Google Docs, Google Maps, Google 
Mail, and Google News, just to name a few.

Experimentation increases an organization’s adaptive capacity by 
enhancing its responsiveness, because experiments force you to continu-
ously look at reality to test new options. But it also helps to strengthen the 
holding environment when the experiments are run in a bottom-up fashion, 
allowing employees at all levels to have an impact on the company’s progress.

When thinking about your own organization, ask yourself, “How does our 
strategy provide space for experimentation?” and “How many of our people 
feel authorized to experiment, and how many experiments are being run?”

Simplicity.  Traditional business strategies — three- to five-year plans full 
of detailed actions to be implemented — no longer fit in the current world. 
They were meant for the last decades of the industrial era, when companies 
felt the need for precise definitions in an environment that had already 
begun to be less clear and predictable. Even then, such detailed and rigid 
strategies were largely ineffective.  Today, the current levels of uncertainty 
most companies face make such attempts useless. This was confirmed as 
long ago as 1993 by Jack Welch, the CEO of the company considered the 
founder of strategic planning: “Trying to define what will happen three to 
five years out, in specific, quantitative terms, is a futile exercise.”45 

Nowadays, strategy is less like a realistic painting than an impressionistic 
one. In the former, everything is perfectly outlined, leaving no space for 
improvisation or additions. In the latter, there is a powerful idea, imperfectly 
outlined, that invites more brushes to come in, adding detail, color, and form. 
At some of the most adaptive companies, the strategy may even look like a 
blank canvas, ready to be painted, even its shape and size subject to change.

In this new environment, good strategies are simple, easy to convey, and 
easier to understand.  The what and the how become clear and appealing 
to all those who work for the company. Even though the environment may 
be complex, a good strategy will respond to that complexity with a single 
organizing idea that will easily fit within the company’s narrative and thus 
be clearly connected to its purpose.

One example of this was Walgreens during the 1980s, which made 
a strategic decision about moving from being a drugstore to becoming 
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a convenience drugstore. Following this simple idea, internal efforts fell 
naturally into place, looking for the best locations, offering more products, 
clustering many stores within a small radius, pioneering drive-through 
pharmacies, investing in technology, and shifting the financial focus from 
profit per store to profit per customer visit. The Walgreens strategy worked 
because it was easy to convey, easy to understand, and a good starting point 
for aligning a host of specific decisions and activities.46 

Because simplicity makes the strategy easy to communicate, understand, 
and follow, it increases the organization’s adaptive capacity by strengthening 
its holding environment.  When people are able to connect what they do to 
a broader context, they feel more fully a part of that context. 

When thinking about your own organization, ask yourself, “Can you 
describe your company’s strategy to the person standing next to you in 
the elevator before he gets off?” and “Is the main concept in our strategy 
appealing enough for employees to want to make the strategy their own?”

STRATEGY IN VARIOUS KINDS OF ORGANIZATIONS

Regardless of their nature, all organizations need a strategy. This is as valid 
for a government as for a school, for an IT company as for a manufacturer, 
for a church as for an NGO. It is even valid for a family and an individual. 
Thinking about what we want to attain and how we are going to attain it is 
always necessary, especially when the reality we live in continually increases 
in complexity. 

However, a strategy may take different forms, some of which help the 
organization become more adaptive, while others do not. An innovative 
company like Amazon should have a very simple strategy based on a handful 
of powerful concepts, with no further detail. This is because its environment 
changes quickly, constantly giving rise to unpredictable opportunities and 
threats.  A detailed strategic plan with the how expressed in concrete steps and 
actions might cause those opportunities and threats to be missed. Amazon 
needs a strategy in which the how is expressed only in broad definitions.

By contrast, Honda is an action-driven kind of organization whose 
production timelines are longer, making it inherently difficult for Honda 
to adapt to changes immediately. Honda can work with a strategic plan, 
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setting goals, objectives, and actions in different layers. But the plan must 
have open spaces in which to experiment and let new ideas and opportunities 
emerge. Otherwise the company might lose connection with the way its 
environment is evolving and may fail to adapt in response.

To see how much progress your company could attain in coming up 
with a strategy that makes it a more adaptive organization, go back to 
Figure 2-2 and use the kind of organization your industry is closest to as a 
benchmark. Generally speaking, we should expect communal and innovative 
organizations to have strategies that defi ne only broad concepts, leaving 
space for people’s ideas and initiatives, since these organizations do more 
adaptive than technical work and therefore are more participatory and less 
hierarchical. Bureaucratic and action-driven organizations, on the other 
hand, should be expected to have strategic plans with clearer and more 
detailed defi nitions, since they do more technical than adaptive work and 
therefore are more hierarchical and less participatory. 

To get even more specifi c, let’s look in Figure 5-1 at the fi ve variables 
related to the strategy dimension and see how they should look for each 
kind of organization, resorting again to the music equalizer metaphor.

Figure 5-1. The strategy equalizer
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When thinking about an innovative organization, all five knobs in 
the strategy equalizer should be turned toward the upper range, as high as 
possible.  The type of work these companies do is highly adaptive, which 
demands a lot of reflection, involvement, and emergent experimentation. 
At the same time, these companies exist in a very unstable environment, 
which calls for permanent awareness, simple and powerful concepts that 
serve as guides to action, and rapid experimentation. Amazon illustrates the 
effectiveness of this kind of strategic thinking for an innovative organization.

In the case of a communal organization, since the environment is more 
stable, rapid reaction time is less of a critical factor than it is for an innovative 
organization. Because the external pressures are not high and more time is 
available, awareness will typically be in the middle range.  Given that the 
organization is internally focused, there is more room for conversations and 
clarifications, which means that simplicity can also be set at the mid-range.  
On the other hand, reflection and involvement will be in the upper range, 
higher than experimentation. Even though these organizations should be 
good at experimenting because they are participatory by nature, a stable 
environment will lessen the need for it. (If we apply these observations to 
political parties, which are communal kind of organizations, we can begin 
to understand why it is hard for them to change, despite the demands for 
change they may receive from citizens.)

Action-driven organizations are forced to be good at experimentation 
by the unstable environments to which they are exposed. However, experi-
ments will usually be centrally planned rather than being left to employees’ 
initiative.  Thus, the experimentation knob should typically be in the mid-
range, with fewer experiments than in an innovative organization, though 
with experiments that are usually better designed and financially supported. 
Because action-driven organizations are externally oriented, awareness 
should be in the upper range.  The same applies to simplicity, because the 
work tends to be more technical. But because of time constraints, these 
two variables often become neglected. Reflection and involvement will 
usually appear in the lower range; these constitute the big challenge to be 
faced when a company starts moving upward in Figure 2-2, adding more 
complexity to the work it performs, as Telefonica did.

Lastly, a bureaucratic organization will have all five knobs in the 
lower range. It’s possible that the organization may have the capacity 
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and resources to work on all of these variables, but it does not need to 
do so. Which incentives does a utility company have to devote time and 
effort to these variables when it faces little competition and the work it 
performs is routine? The only possible exception is awareness, which may 
need to be somewhat higher because of today’s increasingly empowered 
citizens and consumers.

HOW COMPANIES AVOID STRATEGIC THINKING, AND THE POWER OF 
ASKING “WHY NOT?”

In biological terms, the major difference between humans and all other 
species is the extent to which the brain has developed. Despite the enormous 
adaptive advantage this factor provides, many organizations and societies 
still live in Henry Ford’s paradigm, wondering, “Why is it that whenever I 
ask for a pair of hands, a brain comes attached?”

Today, however, the traditional assumption that an organization should 
have only a few people who think and a large number who execute is badly 
outdated. Jack Welch challenged it in the ’80s by empowering people; Jeff 
Bezos went a step further in the ’90s by encouraging people to take risks; and 
in the ’00s, Sergey Brin and Larry Page decided to create an organization 
that, from its very inception, positioned people’s initiative and creativity 
as its main assets, to be managed accordingly. Google’s success testifies to 
their foresightedness.

Despite the growing acceptance of this new reality, too many organi-
zations still behave as if the leap to action is the default setting: instead 
of thinking and then acting, they skip the former and focus on the latter. 
The subprime crisis in the late ’00s was caused by this pattern of behavior. 
The signals that something was wrong in the banking system were flashing 
everywhere, but most bankers were too immersed in trying to take advantage 
of the bubble to pause, reflect, and realize that following the market made 
no sense.  The few who raised their voices were silenced or ignored because 
it was easier to continue acting than to stop and think.

Why do so many people in organizations fall into this trap, avoiding 
the thinking that would take them out of their comfort zone to discover 
new possibilities? In most cases, the reason is the fear of losing traction, 
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especially when businesses are working well. As the saying goes, “There is 
nothing harder than to stop doing what we do well.”  Or, we might add, 
“what we think we are doing well.”

The default behavior of leaping to action gets expressed through various 
specific avoidance mechanisms that lead people to treat strategy as technical 
rather than adaptive work.  Here are some of the most typical avoidance 
mechanisms:

-
gic thinking to an annual discussion of the percentage by which the 
financial goals should be increased. 

people to immediately engage in developing an action plan, skipping 
the tougher and more productive questions associated with what we 
want to become and how we should get there.

and issues of relevance to the business without subsequent internal 
debriefings that could make practical use of the insights gained.

about improving the business without providing support for the imple-
mentation of those that are approved and feedback about those that 
are discarded. 

or no risk.

These technical ways of facing strategy avoid the essential ingredient 
— thinking — and divert attention from the adaptive work that needs to 
be done to make progress in the five crucial variables, which creates the 
illusion that everything is fine in this dimension of strategy. 

Is there an antidote for this problem?  Yes.  It consists of asking, “Why 
not?” If the question “Why?” points toward the ultimate reason for what 
we do, the question “Why not?” leads us to challenge conventional wisdom 
and find reasons for what we hesitate to do. 

For example, imagine a sales meeting in which a new executive 
proposes an untested idea for increasing the department’s performance.  
Two older executives immediately reject the idea, declaring flatly, “It 
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will never work here.” If there is no one empowered to ask “Why not?” 
it is likely there will be no further discussion.  But if the question is 
asked and a real answer is required, the group will be forced to think, 
to involve more people in the conversation, and perhaps decide that 
running an experiment to test the new idea might be worthwhile. If the 
experiment succeeds, the idea could be scaled up and, perhaps, become 
part of the core strategy. 

In other cases, asking “Why not stop doing this?” may be an important 
question to ask when a cherished project or department has stopped per-
forming well and, according to a seriously done reality test, should be closed.

Whatever the final decision may be in any specific case, asking “Why 
not?” forces a company to be more aware of what is going on, to reflect, to 
involve more employees in various aspects of the strategy, to experiment 
with new ideas, and to arrive at simple strategic concepts that most people 
can understand and support.





CHAPTER 6

STRUCTURE: THE  
ORGANIZATION’S SKELETON

If people in your organization are not reaching their potential because they feel 

The skeleton in a human body is not just a collection of bones but an 
integrated whole connected through several articulations and a nervous 
system that transmits neural signals between the brain and the rest of the 
body, which provides the necessary coordination among all parts. Interest-
ingly, the nervous system includes neural circuits that can independently 
control reflexes and central pattern generators without having to go back 
to the brain, which allows for faster responses.  This, too, has its parallel in 
the workings of an organization.

All organizations need a structure, just as the human body needs a 
skeleton. In both cases, the challenge is to have the necessary degree of 
control with as little rigidity as possible, a combination that maximizes the 
organism’s adaptive capacity. Though the skeleton of a weightlifter will be 
more rigid than the skeleton of a gymnast, both would benefit from low-
ering that rigidity, but not to the point where their activities are hampered 
(there is a good reason why a weightlifter wears a support belt). Similarly, 
despite the different kinds of organizations that exist, all of them would 
benefit from lowering rigidity as far as possible without hampering their 
unique pattern of activities. 
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3M, MCDONALD’S, AND THE U.S. MARINES: DIFFERENT STRUCTURES 
FOR DIFFERENT ADAPTIVE CHALLENGES

3M is considered one of the most innovative organizations in the world.  
Its company folklore includes the tale of a reporter who kept asking, with-
out success, for a copy of 3M’s organizational chart.  Finally the company 
president admitted, “We have one of those charts, but we don’t like to wave 
it around. There are some great people who might get upset if they found 
out who their bosses are.”47

The story may be apocryphal, but it reflects the truth that an organi-
zational chart can never reflect the depth of the coordination mechanisms 
that every company requires. 3M understands this and therefore does not 
fall into the trap of limiting its coordination mechanisms to fancy titles 
and job descriptions captured on a chart. To do so would certainly damage 
the company’s adaptive capacity. 

This doesn’t mean, of course, that organizational charts are worthless, 
but you have to be aware about their limitations, on one hand, and the fact 
that some of them imply more structural rigidity and control than others, 
on the other. A matrix design, for example, is less rigid and control-ori-
ented than a multi-divisional design, and a multi-divisional design in turn 
is less rigid and control-oriented than a functional design. Although not 
all organizations should have a matrix design, all should aspire to have the 
least rigid and control-oriented structure possible, since an excess of rigidity 
and control limit the expression of people’s potential. 

McDonald’s finally came to this realization shortly before the turn 
of the twenty-first century. One of the key management features of the 
company had been its standardized products and service, providing the 
same experience in whichever of the thousands of restaurants in over a 
hundred countries you chose to visit. But McDonald’s eventually realized 
that owing to local competition and changes in nutritional habits, some 
degree of flexibility had to be allowed within that standardization.  This 
was made possible by regional decentralization in the decision-making 
process, with no need of relevant changes in the organizational chart. Of 
course, the Big Mac is still exactly the same all over the world, but from 
one country to the next there are some variations in the menu.  What’s 
more, within a global framework of common goals, policies, and guidelines 
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provided at the corporate level, individual geographic business units have 
the freedom to develop programs and performance measures appropriate 
to local conditions. 

Even less rigidity and control are ingrained in the structure of the U.S. 
Marine Corps, despite an organizational chart that includes ten ranks of 
officers and nine ranks of enlisted personnel. As a retired lieutenant who 
fought in Iraq said to me: 

We are told from the very beginning that decentralized control and 
junior officer initiative is key to success in battle. We are taught, as 
leaders, to always give specific objectives and what we call “left and 
right lateral limits” within which we want our subordinates to operate. 
Within these very broad boundaries, we want our juniors to literally 
run wild, with us pulling back on the leash when necessary. We believe 
in supervision, but never micro-management. We want solutions, not 
questions. I want all of my Marines to be independently thinking and 
making decisions based on their knowledge of the objectives of our unit 
two levels above them. I cannot emphasize enough how this shapes 
our character.48

When an order is given, it is mandatory to state what is called the 
“commander’s intent,” which provides the link between the mission and 
the execution as well as basis for subordinates to exercise initiative when 
unanticipated opportunities arise or when the original plan no longer 
applies. This intent is normally captured in a statement that is four or five 
sentences long, and must be understood two echelons down. The result? 
A hierarchical but flexible structure that provides high levels of adaptive 
capacity to the organization.

Finding the right structural balance between freedom and rigidity is 
an eternal dilemma; there are advantages and disadvantages on both sides. 
Differentiating among the four kinds of organizations will help us in fig-
uring out where the correct balance should be. But it is also important to 
distinguish between functions that need more freedom and those that need 
more rigidity and control. Sales and product development are among the 
former, whereas accounting and legal issues are among the latter. In other 
words, the presence of more adaptive work calls for more freedom, and the 
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presence of more technical work calls for more rigidity and control. 
Most important, the structure must be tailored to the needs of the 

organization, based upon its industry, its stage of development, the exter-
nal realities it faces, the strategy it employs, and especially its people and 
culture. Indeed, in unstable environments the classic idea that structure 
follows strategy is unrealistic, because the strategy largely emerges from the 
organization itself and its execution depends on that same organization, not 
the organization that may exist five or ten years in the future.

It is also unrealistic to think that a structure — including the organi-
zational chart, the role definitions, the decision-making process, and other 
processes and systems — will be able to embody and shape all the coordina-
tion needs and relationships within a company. In the end, the organization’s 
purpose and culture also play key roles in aligning people.  The purpose 
serves as the glue that keeps people together, and the culture serves as the 
oil that makes the coordination system work.  Structure matters, yes — but 
only as one crucial element in a larger, highly complex, organic system.

FIVE KEY VARIABLES: DECENTRALIZATION, FLEXIBILITY, STEERING/
STIRRING COMMITTEES, INTRAPRENEURSHIP, EXTERNAL NETWORKS

Within the dimension of structure are five key variables you need to think 
about and measure in pursuing greater adaptive capacity: 

1. Decentralization of decision making 
2. Flexibility in procedures and activities 
3. The use of steering/stirring committees to engage people in adaptive work 
4. The encouragement of intrapreneurship 
5. The use of external networks rather than relying only on internal sources  

If we go back to Figure 1-1, these variables can increase your orga-
nization’s adaptive capacity by strengthening the holding environment, 
enhancing the responsiveness, or both. Let’s consider them one by one.

Decentralization.  The most typical way of controlling an organization 
is by centralizing decisions, making sure that everything that matters is 
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resolved at the higher levels. This reduces employees’ freedom and autonomy 
as well as the adaptive capacity of the organization.  Everything becomes 
slower, because issues get stuck in the top executives’ hands.  At the same 
time, the company misses the opportunity of providing its employees with 
learning experiences that will allow them to be better decision makers, 
allowing the organization to be more sustainable and less dependent on 
the talents of a few individuals. 

The U.S. Marine Corps is a hierarchical organization, yet it tries to 
be as decentralized as possible because making quick decisions is a critical 
advantage in combat. The same is true for all companies that live in unstable 
environments, no matter how hierarchical they are.

However, decentralized decision making requires that people have 
information and understand the boundaries of the terrain in which they 
are playing. Like members of the Marines, they need to know the general 
criteria, set one or two levels higher, that should guide their decisions.  
It’s easy to recognize an organization that is run on this basis.  For exam-
ple, a Starbucks customer can recognize that the coffee chain is relatively 
decentralized by the fact that an individual barista is permitted to replace 
a customer’s bad-tasting cup of coffee for free without asking a supervisor 
for permission. 

A way to force a degree of decentralization is by expanding bosses’ span 
of control.  As the number of direct reports increases, a manager’s capacity to 
control them will decrease, forcing him to give those reports more freedom, 
thereby flattening the organization. This is the case at Google, for example, 
where managers have 30 reports on average. A similar effect occurs when a 
company like 3M encourages the creation of business units, each managed 
like an individual company.

Decentralized decision making increases an organization’s adaptive 
capacity mainly by enhancing its responsiveness, because people are encour-
aged to make quick decisions based on the information they have rather 
than scale up issues and involve bosses on top. 

When thinking about your own organization, ask yourself, “Are employ-
ees encouraged to make independent decisions and provided with sufficient 
information to do so?” and “Do bosses resist the temptation to make deci-
sions that could be made by their subordinates, even when they are asked 
to make them?”
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Flexibility.  The most typical sources of rigidity in an organization are 
standard procedures that govern operations and activities and formalities 
like job descriptions, behavioral rules, written communications, and dress 
codes. Both mechanisms reduce the organization’s flexibility and, ultimately, 
its adaptive capacity.

In many cases, standardization and formalization may help an organi-
zation move faster by predefining the way people have to act in particular 
circumstances. These constitute a form of decentralization, empowering 
people lower in the organization to make certain very well specified deci-
sions. This is the way bureaucracies operate. The problem arises when the 
circumstances differ from those defined in the protocols —  that is, when 
reality changes. In these cases, technical work gives way to adaptive work, 
standardization and formalization fail, and the organization with little or 
no flexibility is ill prepared to cope.

This is why, as the varying circumstances McDonald’s faced in dif-
ferent regions of the world continued to multiply, the company decided 
to reduce the density of its manuals and procedures, opening more space 
for customization. The same learning has taken place in many other 
multinational companies that initially tried to standardize everything, 
only to discover that reality is too variable to fit a handful of rigid, 
inflexible structures. 

On the other hand, this does not mean that you want to have complete 
flexibility and that nothing should be standardized or formalized. The dis-
tinction between technical and adaptive work must be the key criterion, and 
system-shaping tools such as enterprise resource planning (ERP) software 
should factor this in so as to avoid becoming straitjackets that hamper 
necessary freedom of action.

More flexibility increases an organization’s adaptive capacity by 
enhancing its responsiveness, because people in a flexible organization 
are less tied to standardizations and formalities that limit their potential to 
see and act beyond their defined areas of control. Nonetheless, boundaries 
provided by structure can help to strengthen the holding environment, 
thereby also increasing adaptive capacity.  Thus, even the most innovative 
organizations need certain rules (such as timelines) to foster creativity, 
which means that the highest adaptive capacity is not attained through 
unlimited flexibility.49
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When thinking about your own organization, ask yourself, “What are 
the assumptions behind our standardization and formalization of proce-
dures and activities?” and “Do employees feel authorized to introduce more 
flexibility to procedures and forms when they prevent the organization from 
responding effectively to the demands it faces?”

Steering/stirring committees.  Companies and their employees tend to 
dislike meetings; many people assume that they are a waste of time. This may 
or not be true, depending on the purpose and the dynamic of the meeting. 
This is another case in which drawing the distinction between technical 
and adaptive work is helpful. 

Meetings that are focused on technical issues should be limited in number 
and length.  Such meetings normally involve distributing information, check-
ing a list of activities, or improving some minor coordination issues. When 
these meetings are necessary, they should be short and straightforward. 

The real challenge is meetings that touch on adaptive issues, because 
they demand conversation and learning. This means hearing different per-
spectives, understanding, engaging, and aligning. Everything is messier 
and the results are not always clear, often demanding further conversation.  
People tend to feel uncomfortable with meetings of this kind, which are 
not at all short and straightforward.

This leads to a paradoxical result: organizations typically devote more 
time to gathering people to discuss technical work than adaptive work, 
when it should be exactly the other way around.  Important issues related 
to adaptive work don’t get discussed, and problems therefore go unresolved.

3M has learned to avoid this dilemma. People engage in conversa-
tions because they understand that it is precisely the exchange of ideas, 
perspectives, and positions that allows them to thrive. And here is where 
committees become relevant, especially those that bring together people 
from different departments, units, or divisions, and sometimes external 
stakeholders as well.  For example, when 3M’s Post-it Note team wanted 
to accelerate product development, it had the team’s marketing, financial, 
and other nonmembers move into the same building with the technology 
developers.  We call these steering/stirring committees because they help not 
only to manage linear processes but also to “stir the pot” of the organization 
so that tough issues and differences are not avoided but addressed.  
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These steering/stirring committees increase an organization’s adaptive 
capacity by both strengthening the holding environment and enhancing its 
responsiveness. The committees’ “steering” role strengthens the holding envi-
ronment by connecting people despite their differences, and their “stirring” role 
increases flexibility by ensuring that differences emerge and are considered.

When thinking about your own organization, ask yourself, “Do our 
people differentiate meetings for technical work and meetings for adaptive 
work?” and “Does our structure contemplate and value the existence of 
permanent and temporary committees that bring together different stake-
holders from throughout the organization?”

Intrapreneurship.  People who are smart and have initiative need space 
to grow their ideas. They can do it as entrepreneurs, on their own or with 
some friends, or as intrapreneurs within an established company. There is a 
tradeoff between these two alternatives, the first providing more autonomy 
and the second more resources. This tradeoff, in turn, creates a dilemma for 
organizations: if they wish to attract and retain potential intrapreneurs, they 
have to grant them not just resources but also autonomy, which implies a 
low level of control but also the danger of silos that may risk the company’s 
unity and identity. 

Devising the right formula for intrapreneurship has proven to be tricky. 
Monetary incentives will help you retain the most talented self-starters, 
but even more important is feeding their sense of shared purpose (the glue 
that keeps people together) and reinforcing their connection to the orga-
nizational culture (the oil that makes the coordination system flow). Many 
companies have tried to capture the spirit of intrapreneurship and failed.  I 
have witnessed many cases, in different industries, in which intrapreneurs 
were turned down by authorities and their projects ended up dying. 

3M managed to find a way to provide its intrapreneurs with the freedom 
they need without sacrificing the company’s unity.  As William McKnight, 
the legendary executive who headed the company for four decades, put it 
back in 1948: “As our business grows, it becomes increasingly necessary to 
delegate responsibility and to encourage men and women to exercise their 
initiative. This requires considerable tolerance. Those men and women to 
whom we delegate authority and responsibility, if they are good people, are 
going to want to do their jobs in their own way.”50
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Creating a structure flexible enough to allow these intrapreneurs to grow 
and operate across boundaries can greatly increase an organization’s adaptive 
capacity.  The resulting structure resembles a spiderweb — a network of people 
who interact with one another, forming self-organized cross-functional teams, 
performing specific functions but also taking the initiative to improve products 
and services and create new ones, always in collaboration with others. This is 
what happens at 3M, where a project team can evolve into a division, as well 
as at Google, but it happens to a lesser extent in hierarchical companies like 
LAN Airlines, where the service standard was defined by a team of flight 
attendants, and Volvo, where automobiles are assembled from start to finish 
by teams of self-managing workers at the Kalmar Plant in Sweden.51

Encouraging intrapreneurship increases the organization’s adaptive 
capacity by enhancing its responsiveness, since it means there will be more 
people willing to develop fresh ideas and initiatives quickly and effectively.

When thinking about your own organization, ask yourself, “How 
does our structure grant space for people’s initiative?” and “What kind of 
work is done to keep people connected to our company’s identity without 
killing their autonomy?”

External networks.  The following paragraph is part of an internal memo 
that Stephen Elop sent to his staff in February 2011, four months after being 
appointed as the first foreign CEO in the history of Nokia, the Finnish 
cell phone company: 

The battle of devices has now become a war of ecosystems, 
where ecosystems include not only the hardware and software 
of the device, but developers, applications, ecommerce, advertis-
ing, search, social applications, location-based services, unified 
communications and many other things. Our competitors aren’t 
taking our market share with devices; they are taking our market 
share with an entire ecosystem.52

Nokia was facing a serious adaptive challenge.  After fifteen years as 
the world leader in sales of mobile devices, Nokia had been losing market 
share ever since the introduction of smartphones.  (A year later, it would 
hand over its number one position to Samsung.) The problem, as Elop 
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explained, was Nokia’s failure to create an ecosystem comparable to the 
ones surrounding its competitors.  For example, Apple’s iOS and Google’s 
Android operating systems for smartphones both capitalized on broad 
networks of hardware and software partners that enormously enhanced the 
value provided to smartphone customers.  

Elop concluded that Nokia needed an ecosystem of its own.  A couple 
of months later, he forged an alliance with his former employer, Microsoft, 
which made possible the development of Nokia’s Lumia smartphones, run 
with the Windows Phone operating system.  Based on the success of this 
alliance, Microsoft decided two years later to acquire Nokia’s mobile phone 
business, bringing back Elop as the new head of the Devices Division.

The smartphone market isn’t the only one in which collaboration is 
now crucial to business success.  In one industry after another, concepts like 
ecosystem and inclusive business are being discussed more and more. The 
idea of having everything designed and produced within a single company 
is now almost obsolete; alliances and networks are now just as important 
externally as they are internally. And the underlying principle is the same: 
in a complex world, know-how is widely distributed, and only a flexible 
structure makes it possible to bring together enough of that know-how to 
make the organization sufficiently adaptive.

External networks are a highly effective way of increasing an organiza-
tion’s adaptive capacity by enhancing its responsiveness. These partnerships 
are like the tentacles that keep a company connected to the external world.

When thinking about your own organization, ask yourself, “How inclined are 
our top executives to build external alliances as opposed to trying to do everything 
internally?” and “Is our structure permeable enough to support those alliances?”

STRUCTURE IN VARIOUS KINDS OF ORGANIZATIONS

As we’ve seen, every organizational structure should be tailored to the spe-
cific needs of the organization it serves. But whatever form the structure 
takes, it’s important for that structure to enhance rather than limit the 
organization’s adaptive capacity. 

To see how much progress your company could attain in coming up with a 
structure that makes it a more adaptive organization, go back to Figure 2-2 and 
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use the kind of organization your industry is closest to as a benchmark. Generally 
speaking, we expect communal and innovative organizations to have structures 
that grant more freedom and impose less rigidity and control, providing space 
for people’s ideas and initiatives, since they do more adaptive than technical 
work and therefore are more participatory and less hierarchical. By contrast, 
bureaucratic organizations should be expected to have high degrees of rigidity 
and control and almost no freedom, since discretionary decision making is not 
desirable and most of the work is technical. The action-driven organization is a 
special case — despite its hierarchical nature, which encourages stricter control, 
it has to move quickly given the unstable environment it lives in. The result is 
a permanent tension between control and freedom. 

To be more specifi c, take a look at the fi ve variables related to the 
structure dimension and see how they would look like for each kind of 
organization. This should serve as a benchmark for your own company, 
depending on the kind of organization it is closest to.  Figure 6-1 depicts 
these variables as the knobs of an equalizer, which you’d have to move in 
order to make your organization become more adaptive.

Figure 6-1. The structure equalizer
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The structure of an innovative organization must be the least rigid 
and control-oriented in order to grant people the necessary freedom to 
unleash all their creativity and initiative. Rigidity and control tend to 
limit that potential and create distrust, which may drive creative people 
to leave. Therefore, all the knobs in the structure equalizer should be 
turned to the upper range, with the caveat that the flexibility knob should 
not be turned to the very top of the range, since, as mentioned above, a 
minimum number of rules are needed to hold people together, even in 
an innovative organization.

In a communal organization, the structure knobs’ adjustment will be 
similar to those of an innovative organization, except for steering/stirring 
committees, which will be in the mid-range, and intrapreneurship, which will 
be in the lower range. Because this is an internally oriented organization, the 
sense of community and the importance of identity will take precedence over 
the need for autonomy. In other words, the group will see people with too 
much self-initiative as a threat to the status quo and to the intrinsic sense of 
equality that should prevail. 

For a different reason, the lack of autonomy will also be a charac-
teristic of a bureaucratic organization, in which no individual initiative 
is allowed. On the contrary, standardization and formalization are the 
norm, and the flexibility knob will therefore be in the lower range. This 
in turn explains why decentralized decision making will rank high, 
because everything is predefined and people at lower levels simply apply 
the prescribed norms to any decision with no discretion at all. External 
networks will not be relevant, because autarky is the norm, and stirring 
committees will also be in the lower range. Where committees exist, 
they will tend to waste time on technical issues, and no disequilibrium 
will be generated in regard to adaptive issues.

Finally, an action-driven organization will exist in a permanent state of 
tension. Its nature pushes toward more control, which means bringing the 
knobs down. But the instability of the environment and the need to react 
as fast as possible to the changes taking place will push for more freedom 
and less control, moving the knobs upward. Typically, an action-driven 
organization will have knobs in the mid-range of the equalizer, mirroring 
the permanent struggle between its internal nature and the external reality 
it inhabits. 



STRUCTURE: THE ORGANIZATION’S SKELETON 163

HOW COMPANIES AVOID RETHINKING THEIR STRUCTURE, AND THE 
POWER OF ASKING “WHAT WOULD YOU DO?”

Environmental changes during recent decades have produced enormous 
evolutionary pressures on organizational structures. The size of many 
companies has dramatically increased; many have expanded into different 
countries and continents; new information technologies have transformed 
communication systems; employees are better educated and eager for more 
autonomy; products and services have become more sophisticated, and so 
on. Structures need to change to cope with these changes, and in fact a lot 
of adaptive work has been done in this regard.

We’ve seen how McDonald’s finally changed its structure, making 
it more flexible by reducing the degree of standardization; how the U.S. 
Marines introduced more autonomy into the decision-making processes of 
its soldiers in combat; and how companies like 3M have resisted formal-
ization in favor of flexibility.  

Of course, not all organizations should aim to have flexible structures.   
But all organizations should seek to reduce their level of rigidity and 
control to the lowest level they can attain without losing effectiveness 
in their business.  Fortunately, a stronger purpose and a stronger culture 
allow for a less rigid structure, because when people act under common 
values and norms — the essence of culture, as we shall see — the resulting 
social control is able to replace the formal control provided by structure, 
at least in part.53

Nevertheless, the default behavior of too many managers in too many 
industries is still to exercise control over people rather than granting them 
freedom.  They assume that effectiveness comes from getting things under 
control, and hence they have a reasonable fear of losing effectiveness if that 
control is given away.  Their tendency to revert to the command-and-con-
trol default setting counteracts efforts to raise the knobs of the structure 
dimension as a way of avoiding the adaptive challenge.  Some of the most 
typical avoidance mechanisms in the area of structure include:

without addressing the changes in loyalties, attitudes, and behaviors 
that will have to accompany the change to make it work.
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building the kind of trust relationship needed to create a real alliance 
for collaboration and innovation, the basis of an ecosystem.

decision-making power.

without providing opportunities for guidance and feedback.

contests, for example — without allocating the necessary material and 
human resources to make true intrapreneurship possible.

encourage collaboration and teamwork while maintaining informal 
channels through which the final decisions are made.

These technical ways of reducing the organization’s levels of rigidity 
and control are not sustainable. They create the illusion that progress is 
being made in regard to the five structural variables, but they only deflect 
attention from the real and necessary adaptive work.

As with purpose and strategy, there is an antidote to the tendency 
toward avoidance.  In the case of structure, the antidote is asking, 
“What would you do?” This question attacks the very foundation of 
the command-and-control paradigm, and the default behaviors that 
come with it. 

Imagine a team meeting in which the boss presents a problem he 
perceives and, instead of giving instructions on what to do about it, asks 
for people’s opinions, both in terms of diagnosis and action steps. He does 
this with true curiosity and a readiness to learn from his subordinates 
rather than wanting them to guess what might already be in his mind. 
The immediate effect should be to generate a better understanding of the 
problem and a more comprehensive response along with a higher level of 
engagement from the team. When this practice of giving the work back 
— putting responsibility on people’s shoulders — is repeated, the long-
term effect will be that people will feel more empowered to take initiative. 
They’ll gradually internalize the criteria by which the organization makes 
decisions and come to realize that, in doing adaptive work, the boss may 
not always have the perfect answer. 
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A similar effect is attained in the U.S. Marines by providing the “com-
mander’s intent” as a way of conveying the criteria for making decisions 
and the idea that the commander might not have the perfect answer to the 
situation the soldiers are facing on the battlefield.  These messages empower 
the Marines on the ground to make the decisions needed in the heat of 
battle, when there is no time to convene a team meeting.

In more typical business situations in which the pressure is less intense, 
asking “What would you do?” will end up reducing rigidity and introducing 
more flexibility to the company’s structure. What might be time-consuming 
in the beginning will be time-saving in the end, because this practice will 
help produce more decentralization, more flexibility, more opportunities for 
straightforward conversations, more intrapreneurship, and more network-
ing — all practices that lead to faster, smarter, and more effective decision 
making throughout the organization.





CHAPTER 7

CULTURE:  
THE ORGANIZATION’S 
BLOOD

If people in your organization tend to avoid problems rather than face them, you 

Blood flows throughout the human body, pumped by the heart to the brain, 
to the fingers, to the toes, and to every major organ of the biological system. 
Blood is an essential component of the body, which could not exist without it. 

Culture plays a similar role in a social system. Every nation, organiza-
tion, and family has a culture of its own, invisible but helping to shape the 
values and norms that drive people’s attitudes and behaviors. Sometimes 
those values and norms are explicitly defined and codified, as in most large 
corporations, but often they are implicit. Families do not write down the 
values they live by, but they are there, connected to the values of a larger 
system and shaping the way family members interact with one another. 

GOOGLE AND LATAM AIRLINES: TWO KINDS OF ADAPTIVE CULTURES

Google is a company in which culture has been consciously studied and 
managed almost from the beginning.  The prospectus for Google’s 2004 
initial public offering included a cover letter from founders Larry Page 
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and Sergey Brin, which began, “Google is not a conventional company. 
We do not intend to become one.”54 A year later, at a time when Google’s 
headcount was still relatively small and international operations were just 
taking off, two official documents — “Our Philosophy” and “The Golden 
Rules” — explicitly stated the values on which the company was being built.  
These included the belief that getting the best out of knowledge workers 
was the key to Google’s success, and that this becomes possible when cre-
ativity is encouraged, when collaboration is built in, when decisions are 
consensus-based rather than imposed, when information is made available 
to everyone, when serious work can be done in a fun environment, and 
when there is constant dissatisfaction with the status quo. 

Some observations from Google’s employees reveal the degree to which 
these publicly espoused norms have become the reality of life in the company: 
“Google has a cultural aversion to top-down management.” “The Google 
decision-making model breaks down if people are not collaborative. Some-
one who is very opinionated has a hard time working here without getting 
frustrated.” “Google employees don’t like to be told how to do something 
… this is seen as micromanaging. People would rather be mentored than 
managed.” “We believe in the wisdom of crowds, and performance reviews 
is one of the many areas in which this philosophy drives our actions.” “If 
you have an idea, you are encouraged to take the initiative and run with it.” 
“I actually feel more entrepreneurial here than I did at my own company.” 
“We want lunch lines to be long enough so that people bump into each 
other, but not so long that we are wasting employees’ time.” And because 
Google´s culture is considered such an important asset, “there are many 
smart people that don’t get hired because they don’t fit culturally with the 
organization.”55

Unlike Google, LAN Airlines did not consciously set out to build a 
culture. When the Cueto family took control in 1994, the company had many 
non-official declared subcultures struggling for survival and dominance, 
inherited from decades of state ownership combined with recent shifts 
in private ownership.  The Cuetos added their own way of doing things, 
developed at FastAir, and the merger with Ladeco followed a bit later, 
bringing in yet another mix of cultural values and attitudes. Nonetheless, 
a strong culture started to emerge after a few years, based on the personal 
attitudes and behaviors of the young managers who arrived from FastAir 
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and others who were later recruited.  Most came from a similar cultural 
background and had similar styles, so that over time the values and norms 
that guided their behaviors permeated the organization. “Instead of asking 
for permission, ask for forgiveness” became a deeply rooted behavioral trait.  
So did the habit of saying things straight, with no ambiguity. LAN’s young 
managers had no fear, were ambitious and competitive, and were hands-on 
people ready to perform whatever task was needed at any given moment. 
And, despite the formal hierarchy in which they operated, they related to 
one another in an informal, horizontal mode rather than allowing barriers 
to slow their decisions. Only a decade later, when the organization became 
more complex, did LAN’s executives begin to explicitly address the issue 
of corporate culture.

Of course, Google and LATAM Airlines are in different industries that 
are generally characterized by different kinds of organizations — innovative 
in the case of Google, action-driven in the case of LATAM.  Nonetheless, 
both companies share distinctive traits that make them more adaptive.  
Both are inclined to face adaptive challenges instead of avoiding them. 
This means that problems are surfaced and opportunities are seized, that 
there is always space for improvement, that people feel responsible, that 
losses are assumed, and that external feedback is heard. An organization 
with this type of culture will thrive better than others, just as societies with 
cultures that share these traits have thrived better than others since the very 
beginning of civilization.56

By contrast, cultural characteristics help to account for the problems 
experienced by Saab Automobile as well as the company’s ultimate extinc-
tion. Perfectionism, innovation, and uniqueness were deeply held values in 
the company, explaining the quality of the cars it produced. The downside 
of these values, however, was arrogance and stubbornness, which led man-
agers and engineers to avoid rather than address the adaptive challenges 
they faced long before GM took control. Because Saab’s culture was so 
inward looking and impermeable, it ended up limiting the organization’s 
adaptive capacity, leading company managers to ignore the signals that were 
coming from outside and then to disown the responsibility for responding 
to those signals.

An organization whose culture encourages facing challenges rather 
than avoiding them is one that lives with disequilibrium and tension. This 
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requires a strong holding environment, as we saw in chapter 1, which from 
a cultural standpoint is associated with high levels of trust.  When trust is 
lacking, people fall back on intense individualism, limiting collaboration, 
creativity, learning, and responsibility.  These are all critical cultural values 
that enhance the adaptive capacity of an organization or a society.57

FIVE KEY VARIABLES: INDEPENDENT JUDGMENT,  
SHARED RESPONSIBILITY, OPENNESS, LEARNING, TRUST

Within the dimension of culture are five key variables that you need to think 
about and measure in pursuing greater adaptive capacity: 

1.  The exercise of independent judgment by those within the organization
2.  A sense of shared responsibility for the organization
3.  Openness to disagreement within the organization 
4.  A high capacity for learning, especially from mistakes and failure  
5.  Trust, both among employees and between employees and the 

authorities

If we go back to Figure 1-1, these variables can increase your orga-
nization’s adaptive capacity by strengthening the holding environment, 
enhancing the responsiveness, or both.

Let’s consider these variables one by one.58

Independent judgment.  As we’ve discussed, human societies long ago 
accepted the idea that authorities have the answers and provide the solu-
tions. The effect of this belief has been dependence on and deference to 
authority, even within decentralized structures — in other words, a lack of 
independent judgment. Of course, the degree to which this happens varies 
among cultures and has been shrinking in the knowledge era, when much 
more adaptive work is required. 

At Google, independent judgment is valued; people are encouraged 
to act without expecting instructions and to disagree with the authori-
ties when necessary. These values come naturally in an innovative kind 
of organization founded in an individualistic Anglo-Saxon culture and 
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permeated by Millennials.  Google’s challenge is to take advantage of its 
high degree of individual autonomy in ways that make collective sense. 

By contrast, LATAM Airlines exhibits a lower level of independent 
judgment, which is understandable in an action-driven kind of organi-
zation founded and operated in a Latin American culture and permeated 
by members of Generation X.  An important challenge for LATAM is to 
encourage as many people as possible, in all levels of the organization, to 
feel authorized to exercise leadership and go beyond their job descriptions 
when dictated by their best independent judgment, a trait that existed 
in LAN but that has partially faded away as the organization has grown 
internationally, especially after the merger with TAM.  

This is essential for any organization that needs to meet adaptive chal-
lenges, whether large, such as successfully implementing a strategic merger 
with another airline, or small, such as improving the service quality on flights 
or even simply keeping the ticket counters neat and clean. The more that 
people feel authorized to think for themselves, the more challenges will be 
addressed and progress attained. For this virtuous cycle to begin, authorities 
have to start sending the correct signals, encouraging people to take the 
initiative and to express their opinions.

Independent judgment is a variable that has important weight in 
increasing an organization’s adaptive capacity; it does so by enhancing its 
responsiveness, because it enables people to express their points of view and 
concerns rather than defer to authorities.

When thinking about your own organization, ask yourself, “Do our 
authorities provide space for open discussion in meetings, asking for people’s 
input and acknowledging their initiative?” and “How do our authorities 
react when their point of view is questioned by lower-ranking employees?”

Shared responsibility for the organization.  The desire to establish and 
protect silos, fiefdoms, and turf constitutes a disease that has helped to kill 
many organizations. When people focus solely on the performance of their 
own team or the results of their own department or division, the big picture 
is lost amid all sorts of misunderstandings, conflicts, and lost opportunities. 
The final effect is often massive avoidance in the form of blaming others 
for the organization’s problems due to a lack of willingness to acknowledge 
personal contributions to the mess.
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Reward systems play an important role here.  Bonuses, stock options, 
and other incentives should be based at least in part on the performance 
of the company as a whole so as to encourage a sense of shared respon-
sibility for the entire organization. Equally important are role definitions 
and organizational designs, which can favor turf-protecting behavior when 
they are too rigid. But most important of all is the cultural trait of mutual 
understanding — the willingness of employees to step into one another’s 
shoes and comprehend one another’s perspective.

An organization in which this attitude is lacking may come to resemble 
a political system in which the national interest takes a back seat to party 
advantage. This is an unfortunate side effect of democracy, in which compe-
tition for power is a built-in element, designed to minimize corruption and 
provide opportunities for representing every point of view. In most companies, 
however, open competition for power is not encouraged, which makes it much 
easier (at least in theory) to promote values like collective responsibility and 
collaboration, which prioritize the organization’s well-being rather than that of 
any faction. Collaboration — which is the opposite of silo behavior — is in fact 
a fundamental trait for boosting adaptive capacity, because open and generous 
interaction among employees allows the company to seize opportunities that 
would otherwise be missed. But collaboration doesn’t come naturally; it can 
be triggered only when there is a mutual sense of belonging to something 
that is larger than your own silo, along with the realization that what is good 
for another person is also good for me. When this happens, there is a sense 
of shared responsibility for the whole, and collaboration becomes possible.

This feeling of shared responsibility for the organization increases 
its adaptive capacity by both strengthening the holding environment and 
enhancing the responsiveness. When people feel they belong together, they 
remain together and they build together.

When thinking about your own organization, ask yourself, “Do our 
people share resources, ideas, insights and lessons across functional and 
other boundaries?” and “How often do our people blame other employees 
or departments for the problems they face?”

Openness to disagreement.  In 1989, when GM acquired 50 percent of 
Saab Automobile, managers in both companies had reasons to be enthusi-
astic about the future. The Swedish company had found a partner with the 
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resources to promote growth and profitability, and the American giant had 
acquired a brand to compete with other high-quality European cars. The 
initial meetings with people from both sides were easygoing, touching on 
general topics about vision and plans. But soon, as the discussions became 
more concrete, differences in ideas, values, styles, expectations, commitments, 
and assumptions emerged.  

Generally these differences were discussed outside the formal meetings, 
at the coffee machine or elsewhere, and only among those who came from the 
same company. Typically, the Swedes would complain about their partner’s 
blindness to what Saab was all about, and the Americans would complain 
about their partner’s stubbornness regarding the changes needed to make the 
firm profitable. When these complaints were aired publicly, the relationship 
became strained. The result?  The differences were never really addressed, 
adaptive work on both sides was avoided, the distance between the partners 
increased, and Saab lost money for almost twenty years, including a decade 
during which GM owned 100 percent of the business.

Differences among people are part of everyday life, in the organizational 
context and beyond. We can choose to have a conversation about those 
differences, openly acknowledging the elephants in the room (discussed in 
Chapter 3), or we can choose to avoid such discussion, confining the topic 
to our own heads or to quiet talks with those who share our perspective. 
The first alternative means facing the implied adaptive challenge; the second 
alternative means avoiding it. However, if we decide to have the conversa-
tion, we need not only the necessary courage to do it but also the ability to 
hold people in that difficult space of the conversation. 

When an organization values frankness, disagreement, and diversity, 
when people who raise hard questions are not labeled as troublemakers, and 
when the focus is on the problem rather than on the person, acknowledging 
the elephants in the room and addressing the underlying issues becomes 
much easier. Diversity has no value in itself; its value comes from the inter-
action among the different perspectives it embodies, which is only possible 
when there is openness to disagreement and the elephants are acknowledged. 
Therefore an organization should bring in a diverse group of people, but it 
should also ensure that the richness they provide can be expressed through 
an openness to disagreement. Otherwise, the potential of that diversity for 
increasing the organization’s adaptive capacity will be lost.
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The stronger this cultural trait is, the more adaptive the organization 
will be, in this case enhancing its responsiveness as more divergent voices 
are heard.

When thinking about your own organization, ask yourself, “How much 
time do our people spend sharing rumors and gossip?” and “Do our people 
voice the problems they perceive instead of remaining quiet about them?”

Learning, especially from mistakes and failure.  As we’ve seen, adaptation 
is based on experimentation, which is nature’s chief tool for permitting 
organisms to learn new ways to adapt and thrive. 

The very origins of Google illustrate this point. Two PhD students in 
the computer science department at Stanford University were experimenting 
with different algorithms for ranking Internet search results. They learned 
from each experiment, produced adaptations to the formula, and finally 
devised an algorithm that would take them from the intellectual environment 
to the business arena.  Google was born, and its history ever since has been 
a tale of continued experimentation, learning, and adaptation.

Of course, experimentation and learning at the individual level or within 
small groups is one thing, but institutionalizing learning as an essential aspect 
of an organization’s culture is quite another.  In particular, developing the 
willingness to embrace the most valuable and difficult type of learning — 
the learning that comes from failure — is difficult for many organizations. 
Google has striven to get there, as employee testimonies like this one reveal: 
“I know it may sound like a cliché, but failure is really OK here. I have 
heard our vice president tell a story in which she made a mistake that cost 
Google in the vicinity of a million dollars. When she admitted the mistake 
to Larry [Page], he told her that they would rather she make a mistake in 
moving too fast than make no mistakes and move too slow.”59  Of course, 
an essential element in such “good mistakes” is studying and explaining why 
the mistake occurred, which makes it possible for the entire organization 
to learn from a single employee’s failure. 

For this to happen, individuals need to be open and humble enough to 
learn from others; they also need to be generous and vulnerable enough to 
share their own learning with others, including the learning that comes from 
failure. Authorities must model these attitudes, especially by acknowledg-
ing their own mistakes. If the organization’s authorities hide their failures 
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or blame others for them, people through the company will do the same, 
guaranteeing that adaptive problems will be avoided rather than faced.

The readiness to learn, especially from mistakes and failure, increases 
the adaptive capacity of an organization by enhancing its responsiveness, 
since it allows team members to absorb and apply the lessons that come 
from experimentation.

When thinking about your own organization, ask yourself, “Do our 
people devote time to getting together and debriefing themselves on expe-
riences that can generate organizational learning?” and “Are failures and 
mistakes easily acknowledged and used as a source of organizational learning?

Trust.  The four previous variables in the dimension of culture help to 
create and maintain the tension necessary for challenges to be faced rather 
than avoided.  But this tension requires a container that can keep people 
together despite the difficulty of openly acknowledging and exploring prob-
lems and the discomfort this behavior may create. 

Trust is the most important cultural factor in building the necessary 
holding environment.  Trust derives from predictability and consistency 
in the two domains of professional competency and shared values.  For 
example, Google employees tend to trust one another because they know 
that having been hired by Google they are all professionally competent 
and share similar values. At the same time, they also trust their authorities, 
because those authorities have demonstrated through their own behavior 
(as well as through Google’s remarkable success) that they embody those 
same promises of professional competency and personal values. 

Described this way, trust may sound like a simple matter.  But gaining 
other people’s trust is hard work, especially when expectations about compe-
tencies and values are not sufficiently aligned in the organization.  When this 
happens, individuals, especially authorities, can expect to be trusted by some, 
distrusted by others, and subject to permanent scrutiny by still others (often 
the largest group).  Under these circumstances, an employee who acknowl-
edges the elephants in the room or an authority who gives the work back to 
stimulate his team’s initiative may earn his colleagues’ mistrust, especially if 
values like frankness and empowerment are not sufficiently ingrained in the 
organization’s culture. This is why aligning values through consciously working 
the culture is of such paramount importance for organizational authorities.
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The main effect of horizontal trust is bonding, which triggers the 
willingness to step into other people’s shoes, to understand them, and to 
collaborate with them. The main effect of vertical trust is purpose reaffirma-
tion, which triggers the willingness to engage in the organization and add 
value to it. Both are critical in providing the holding environment necessary 
when disequilibrium is high and adaptive work is needed.60

As we’ve seen, trust increases an organization’s adaptive capacity by 
strengthening its holding environment — in fact, trust is one of the main 
factors involved in creating a strong holding environment.

When thinking about your own organization, ask yourself, “Is enough 
work being done to align people to the organization’s values and the required 
level of competencies?” and “Are vertical trust and horizontal trust issues 
that our top executives and our executive committee are focused on?”

CULTURE IN VARIOUS KINDS OF ORGANIZATIONS

Every organization, large or small, has a culture of its own, which can either 
increase or diminish the organization’s adaptive capacity.  When the implicit 
norms that govern relationships among people dictate lowering one’s voice, 
hiding problems, focusing solely on one’s own sphere of activity, avoiding 
risk-taking, following orders without judging them, blaming others, and 
restraining open conversation, then adaptive challenges will be avoided 
rather than faced. 

Interestingly, the same kinds of non-adaptive cultural traits can be 
found in societies, nations, families, and individuals, some of whom are 
more inclined to avoid adaptive challenges than to face them.  But culture 
is not destiny.  Cultural traits can be changed, especially in organizations 
that can recruit new employees, discharge others, and work on improving 
the internal dynamics among people using the five variables.  This is some-
thing that is not possible for a single person and is extremely difficult when 
it comes to politics at the national level.

The first step is to know the specific traits your company needs to work 
on in order to have a culture that will increase adaptive capacity. Start by 
going back to Figure 2-2 and use the kind of organization your industry is 
closest to as a benchmark. 
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Generally speaking, we expect innovative and action-driven organiza-
tions to have cultures that are relatively open to confronting challenges; after 
all, they would not survive otherwise given the instability of the environ-
ments they live in. However, innovative organizations will usually have more 
people who are prone to addressing adaptive challenges since the very nature 
of their work is more adaptive, complex, and talent-oriented.  People in an 
innovative organization are likely to jump forward to confront challenges 
due to interior tension, whereas people in an action-driven organization 
will do so only in response to an exterior pressure. 

Communal and bureaucratic organizations, in turn, will have cultures 
more devoted to avoiding challenges, the former because of the fear of 
damaging personal relationships or being marginalized by the group when 
stepping forward, the latter because their very nature is to be defensive, 
acting only under duress.

To be more specifi c, look at the fi ve variables related to the culture 
dimension and see how they would look for each kind of organization. The 
knobs of the culture equalizer are shown in Figure 7-1. 

Figure 7-1. The culture equalizer
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In an innovative organization, all five knobs will be in the upper range 
of the equalizer, since the big underlying goal is to maximize individuals’ 
potential, which represents the ultimate competitive advantage of a com-
pany that performs a lot of adaptive work and is subject to the demands 
of an unstable environment. Indeed, past a certain stage of development, 
culture becomes more important than strategy and structure for this kind 
of organization.

Action-driven organizations are, in the extreme, exactly the oppo-
site — all five knobs are in the lower range. When the work to be done 
is technical and the organization is rather small, this system works quite 
well, and because the voice of the authority is heard loud and clear, the 
company moves quickly enough to cope with the unstable environment. 
The challenge is when the organization becomes more complex and when 
more adaptive challenges emerge, dragging the company upward in Figure 
2-2.  The knobs will have to start moving toward the mid-range; otherwise 
the organization’s survival may be at risk. 

Because they function in stable environments, bureaucratic orga-
nizations have structures that do not change much, and because they 
do technical work, delegation is easy to implement. This means that 
role definitions can be very precise, making independent judgment more 
frequent than in action-driven organizations. In the same way, trust will 
be in the mid-range because people have more time to get to know one 
another and build strong relationships. The rest of the knobs will rank 
in the lower range, since there is no force or incentive moving people to 
leave their comfort zone.

Communal organizations operate closer to the mid-range in all five 
culture variables. However, openness to disagreement tends to be below 
the mid-range, and the other four knobs tend to be above. Trust might 
well be in the upper range because of the high levels of bonding and 
purpose, but the consequent strong holding environment would typically 
be wasted rather than generate more disequilibrium and progress. This 
happens, as we saw in Chapter 2, because the holding environment 
becomes an end in itself and the fear of putting relationships at risk is 
too deep. 
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HOW COMPANIES IGNORE THE IMPORTANCE OF CULTURE, AND THE 
POWER OF ASKING “WHAT IS THE PROBLEM REALLY ABOUT?”

As individuals, we are used to training our brains, our skeletons, our hearts, 
and even our souls. We do intellectual work to keep our brains sharp; we 
stretch and bend to keep our skeletons flexible; we do aerobic exercises to 
keep our hearts strong; and we “feed our souls” (as the saying goes) through 
a variety of artistic, social, spiritual, and moral activities. But we are not 
used to doing anything to keep our blood healthy, except perhaps for taking 
medications when a doctor warns us that we are suffering from a condition 
like high cholesterol or hypoglycemia.

In a somewhat similar way, culture is often neglected in organizations. 
Top executives are used to devoting attention to the organization’s strategy 
and structure, and increasingly to its purpose and its talent (as we shall see 
in Chapter 8). But culture typically lags behind — not because executives 
fail to recognize its existence or its importance, but because they don’t know 
how to deal with it. 

We’ve seen how culture played a role in the demise of Saab Automobile. 
Would the story have been different if, for example, specific efforts had been 
made to build trust between the executives of Saab and GM as a basis for 
acknowledging the elephants in the room instead of talking about them in 
private and blaming others? It is likely that the answer is yes, because more 
frank conversations would have taken place about the company’s strategy, 
including both what it is and how to do it, and the tradeoffs between identity 
and costs would have been addressed.  Instead, they skipped all this and 
went directly to the technical task in front of them.

Lou Gerstner avoided this mistake.  He spent a year focusing on IBM’s 
culture, which he understood was crucial.  He knew that unless he reori-
ented the organization toward customers, technical work alone would not 
save IBM.  In Jack Welch’s words, “A company can boost productivity by 
restructuring, removing bureaucracy, and downsizing, but it cannot sustain 
high productivity without culture change.”61

The default behavior of traditional managers is to simply ignore cul-
tural issues, staying in the world of elements that can be easily measured.  
Some managers even contend that “what cannot be measured does not 
exist.” They’re motivated by their fear of driving the organization into 
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terrain where they feel uncomfortable, incompetent, and devoid of credi-
bility.  They may talk about culture from time to time, but they consistently 
underestimate it. 

Some of the most common avoidance mechanisms used to treat culture 
as more technical than adaptive include:

reinforce the sense of belonging by strengthening the boundaries 
between “us” and “them.” This will lessen the organization’s adaptive 
capacity, making it more self-oriented and blind to external changes.

-
ple’s mood in a specific period of time. Fixing the climate has little 
to do with changing culture; indeed, climate may worsen when the 
organization is doing adaptive work on culture.

-
ment — a mistake, because culture cannot be addressed without the 
involvement of the CEO, whose behavior is the most visible and 
powerful model presented to employees.

which may be declared but not ingrained and therefore are not truly 
part of the culture.

-
ing individuals’ competencies, without a systemic approach that would 
identify and address concrete and well-defined cultural challenges. 

These technical ways of addressing the organization’s culture miss the 
point, because in the end they don’t touch the culture or any of the five 
variables that I’ve described. The only effect is to allow top executives to 
say that they care about culture, even as the company neglects this critical 
resource for increasing its adaptive capacity.

Fortunately, as with the previous dimensions, there is an antidote against 
this kind of avoidance that can bring culture to the attention of top exec-
utives.  The antidote is asking, “What is the problem really about?” This 
question, repeated as often as necessary, forces people to think about the 
causes of the problem, not just the symptoms.  Those causes are often related 
to values and behaviors — that is, to culture.
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Imagine the CEO of a medium-size company who is concerned about 
an increase in customers’ quality complaints for which no satisfactory expla-
nation has been provided. He decides to hold a meeting with people from 
the company’s operations, marketing, and sales departments, and begins 
by saying: “It seems we have a problem with our product quality. What is 
going on?” 

The sales manager is the first to respond.  “I saw the figures in the 
customer survey and passed the information to operations, but I haven’t 
heard anything back.” 

An operations executive responds, “Yes, I got your email, and we dis-
cussed the issue in our staff meeting.  My team members agree that the 
problem goes back to our advertising, which exaggerates our product’s 
capabilities.”

Now a marketing manager jumps into the conversation.  “Nobody ever 
raised that issue before!”

“That’s just because you never asked for our opinion,” answers the 
operations executive.

“Well, if you ask me,” the sales manager interjects, “the problem is 
unrealistic sales targets.  We had to make all kinds of promises to push the 
product out the door.  No wonder people are unhappy with it now!” 

When the CEO gets answers like these, he should immediately realize 
that the problem is not fundamentally about a flawed product, a poor adver-
tising campaign, or excessive sales targets. It’s about certain dynamics in the 
company that are rooted in cultural traits: a lack of shared responsibility for 
the organization, an unwillingness to address uncomfortable issues openly, 
and a general lack of trust.  Repeatedly asking “What is the problem really 
about?” may eventually force these cultural issues out into the open where 
they can be dealt with.

Understanding the cause of a problem is not enough, but it is a good 
beginning. Not all the problems of an organization have a cultural cause, 
of course, but many do, and asking questions that force the analysis can 
prevent the organization’s members from ignoring this fact.





CHAPTER 8

TALENT: THE  
ORGANIZATION’S HEART

If people in your organization don’t embody the principles and ideals that sup-

From ancient times, the heart has always been considered the body’s 
most essential organ. In fact, the words “heart” and “core” come from the 
same Indo-European root, kerd.62 It is the heart that pumps the blood 
that irrigates every organ in the body, providing them with nutrients and 
allowing them to function.

The same happens with talent in an organization. We can talk about pur-
pose, strategy, structure, and culture, but these are only abstract concepts without 
people to make them real. Talent must be the incarnation of those four dimen-
sions. For a company to be more adaptive, there must be a group of individuals 
who infuse meaning, who think, who encourage flexibility, and who tackle the 
challenges they face. The larger this group, the more adaptive the organization. 

GE, NETFLIX, AND FC BARCELONA: THREE GREAT DEVELOPERS OF 
ADAPTIVE TALENT

GE was once known as the most prominent “leadership factory” in the 
world. The company founded the first corporate university at Crotonville, 
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New York, in the mid-1950s — a symbol of the importance that GE places 
on human capital development.  On his retirement, CEO Jack Welch said, 
“My main job was developing talent. I was a gardener providing water 
and other nourishment to our top 750 people. Of course, I had to pull out 
some weeds, too.”63  He also said, “Nothing matters more in winning than 
getting the right people on the field.  All the clever strategies and advanced 
technologies in the world are not effective without great people to put them 
to work.”64 It was Jack Welch who popularized the idea that organizations, 
in the end, are nothing more or less than the talent they are able to attract 
and mobilize — a truth that was not so obvious in the 1980s, when most 
of the business world still lived under the industrial paradigm. 

GE also understood that talent development must evolve to meet the 
needs of a changing world. In 2009, Susan Peters, then head of the company’s 
leadership training, started aggressively rethinking the program, including 
the famous facility at Crotonville itself: 

 We now recognize that external focus is more multifaceted than simply 
serving the customer, that other stakeholders have to be considered. 
We talk about how to get and apply external knowledge, how to lead 
in ambiguous situations, how to listen actively, and the whole idea of 
collaboration.… We are physically changing the buildings, to make it 
better for teams. A large kitchen has been installed, so teams can cook 
together with all the messiness and egalitarian spirit involved. And then 
there’s the building known around campus as the “White House,” which 
dates back to the 1950s. It’s where executives would go after dinner to 
have a drink. We’re gutting it, replacing it with a university-like all-day 
coffeehouse.65

Today, Google sets the benchmark for talent developing at the begin-
ning of the twenty-first century. As a human resources manager at Google 
affirmed, “We believe that we hire people who are well-intentioned, curi-
ous and aware, and most have the capacity to self-govern with the help 
of their peers.”66

Netflix is another company where talent is recognized as a key factor to 
adapt and thrive. Founded in 1997 in California as an online DVD rental 
company (one of many at that time), it quickly evolved as an innovative 
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business model of monthly flat-fee unlimited rentals without due dates, late 
penalties, shipping or handling charges.  Today it is the world’s leading Inter-
net subscription service for enjoying movies and television shows streamed 
over all different sorts of technological devices, and it has successfully entered 
the business of developing original films and series, even winning Emmy 
and Academy awards for some of its first productions. And when it comes 
to people, the model is pretty straightforward, as stated by co-founder and 
CEO Reed Hastings, who wants to “increase employee freedom as we grow, 
rather than limit it, to continue to attract and nourish innovative people, so 
we have a better chance of long-term continued success.” 

To make this possible, Netflix continually reinforces nine behaviors 
and skills that promote adaptability: judgment, communication, impact, 
curiosity, innovation, courage, passion, honesty, and selflessness. This is why, 
from a structure approach, Netflix has only two types of rules for controlling 
people: those designed to prevent irrevocable disaster and those designed 
to deal with moral, ethical, and legal issues. There is no vacation policy, no 
tracking of work schedules, and no expense or travel policy, for example. As 
the Netflix “Reference Guide on our Freedom and Responsibility Culture” 
says: “Avoid chaos as you grow with ever more high performance people, 
not with rules,” because “Flexibility is more important than efficiency in 
the long run.”67 

The relationship between talent and performance is especially visible 
in sports, in which the Barcelona football team provides one of the best 
examples in history of a team that has made the most of its members’ excep-
tional skills.  The challenge is not merely bringing good players into the 
organization, but making them embody and project the underlying properties 
of the team’s purpose, strategy, structure, and culture. Most professional 
sport teams are the sum of a group of more or less skilled individuals who 
play together for rather short periods of time, trying to deploy a collective 
scheme in each game. The teams that succeed are those that exhibit the 
highest aggregate competencies while competing, which depends on both 
the individual abilities and the way the collective dynamic takes advantage 
of them. 

Unlike its archrival Real Madrid, in the early 2000s Barcelona started 
developing a strategy to rely less on buying expensive and already acclaimed 
players and more on developing the young players from the club’s juvenile 
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divisions — for example, Lionel Messi, considered one of the best players 
in soccer history, who arrived at the club from Argentina when he was 
only thirteen years old. It was not just a matter of resources, but rather of 
creating a real team rather than a group of exceptional players. This pro-
vided the opportunity to develop strong bonds and values, and, ultimately, 
to consciously work on building a culture. 

The strategy started yielding fruit in 2008, when Josep Guardiola, a 
former Barcelona player with only one year of experience coaching Barce-
lona’s B-team in the third division, was named the coach of the main team. 
During his four seasons in the position, Barcelona became the best soccer 
team ever, winning 14 titles and becoming the base of the Spanish national 
team that won the World Cup in 2010. 

Talent, then, is more than having skilled people; it is having skilled 
people who embody the qualities of a more adaptive organization. Attract-
ing, developing, and retaining talent is not therefore something aimed at a 
special group of individuals who have exceptional competencies or occupy 
key positions, but at all employees. Organizations need as many people as 
possible that have or can develop the technical competencies of the function 
they perform and, at the same time, embody the qualities of the organization 
they aspire to become. 

FIVE KEY VARIABLES: IDENTIFICATION, RIPENING, FEEDBACK,  
CHALLENGE, MODELS

Within the dimension of talent are five key variables you need to think 
about and measure in pursuing greater adaptive capacity: 

1.  A system for identification of employees who will enhance your adap-
tive capacity 

2.  A readiness to support the ripening process in employees as they 
grow and develop

3.  A system and a culture that supports the provision of honest feedback 
4.  A determination to provide ever-changing challenge for talented employees 
5.  Models who represent the kinds of talent the organization needs  
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If we go back to Figure 1-1, these variables can increase your orga-
nization’s adaptive capacity by strengthening the holding environment, 
enhancing the responsiveness, or both. Let’s consider these variables one 
by one.

Identification.  Identifying talent is much more than identifying smart 
or competent people. It is identifying people who will make the organi-
zation more adaptive. This demands, in the first place, that you define the 
traits that will increase your company’s adaptive capacity, given the kind 
of organization it is closest to. In doing this, the variables related to each 
of the previous four dimensions are a useful guide. Once you have those 
definitions, they need to be translated into a set of attitudes and behaviors 
that you expect all of your employees to embody. 

Reed Hastings of Netflix knew early on that he wanted to build an 
organization that would be different from other movie rental compa-
nies. He did not know the exact business model that would make Netflix 
successful, but he anticipated that doing things differently within the 
organization would make a difference in the business. He believed in 
the benefits of being as adaptive as possible, and he realized that this 
meant granting freedom to employees. With these basic ideas in mind, 
he started experimenting in order to arrive at a successful organizational 
model. Ideas were refined over time, and once executives gained clarity 
about the organization they wanted, a set of behaviors and skills were 
defined. That list of nine traits became the key to hiring people, focusing 
employee development efforts, evaluating and promoting individuals, and, 
when necessary, discharging them.

Identifying the right talent will increase an organization’s adaptive 
capacity by enhancing its responsiveness, because the organization will 
seek out and hire employees who are especially focused on looking for 
opportunities and mobilizing resources toward them.

When thinking about your own organization, ask yourself, “Is there a 
clear definition of attitudes and behaviors that our company expects from 
employees and that are connected to continually increasing its adaptive 
capacity?” and “Is there a policy being applied to replace those employees 
who do not fit the definition?”
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Ripening.  Organizations evolve through facing their adaptive chal-
lenges rather than avoiding them. This is difficult work, as we have seen, 
and they have to strive for a while — sometimes a long time — before 
they start seeing the fruits. The same is true for individuals. We evolve by 
facing adaptive challenges, but we never get it right immediately. There is 
a learning process that takes some time.  

Companies need to recognize and address this reality by first challenging 
their employees, then supporting them in the ripening process. There are 
many ways to do this, starting with formal training in the technical skills 
that the new challenge may require. But the key is accompanying them 
along the way, using tools like internal workshops, mentoring, coaching, 
peer and group consulting, and sponsoring. The process demands patience 
and reinforcement, especially from bosses, which provide the emotional 
container that permits an employee to give his or her best.

Top soccer players often have trouble adapting to a new team. It is 
usually not because they need to develop new technical skills but because 
they have to get used to a different play scheme and sometimes a different 
position; they have to gain acceptance from their teammates and build new 
relationships; and they have to adapt to living in a new city or country, and 
even learning a new language. A good coach will understand these difficulties 
and help the player ripen rather than cut him off prematurely. 

One of Netflix’s predicaments is that “people who have been stars for 
us, and hit a bad patch, get a near term pass because we think they are likely 
to become stars for us again.”68 This is a neat way to acknowledge that even 
the most brilliant people need to learn; they may have a hard time when 
they assume a new position, take over a new project, join a new team, are 
given a new boss, or face a personal problem. 

A company’s challenge, therefore, is to help its people swim in rough 
waters, supporting them in the process rather than letting them drown. In 
Jack Welch’s analogy, top executives must be the gardeners who help their 
people ripen and give the best fruits they’re able to produce.

Supporting the ripening process of talent is an essential variable in 
increasing an organization’s adaptive capacity.  It does so by strengthening 
the holding environment. People appreciate a company that provides them 
the backing and time they need to grow, and they will want to remain there 
despite the difficulties and hard moments they may experience along the way.
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When thinking about your own organization, ask yourself, “What are 
the tools that the company uses to support its employees’ growth within the 
organization?” and “How are those tools connected to continually increasing 
our organization’s adaptive capacity?”

Feedback.  There is always a difference between the way we see ourselves 
and the way others see us. We are usually unaware of certain personal traits 
we have and their impact on other people. If we did not have those blind 
spots, we would be more conscious of the gaps in our professional and 
personal growth and would feel the tension we need to close those gaps. 

Receiving feedback from others can help make us less blind. But being 
called upon to give feedback to someone else is not easy. Why risk saying 
something that could hurt or anger the other person and might backfire 
on you?  For this reason, many people find it difficult to provide feed-
back, especially feedback that questions behavior rather than reinforcing 
it.  Yet feedback that questions behavior is particularly valuable, since it 
enables employees to identify gaps and open spaces for improvement.  An 
organization that can master the art of providing both kinds of feedback 
— especially feedback that questions behavior — can dramatically improve 
its adaptive capacity.

GE realized this in the late 1980s and made improvement of its feed-
back system one of its key organizational initiatives for augmenting talent 
performance. Among the feedback tools GE implemented were extensive 
management review meetings focused on the top 3,000 executives, the 360-
degree evaluation, and the classification of employees in a two-dimensional 
grid according to their performance and values. Jack Welch himself would 
devote 70 percent of his time to these and other people issues.69

Whatever specific tools you choose, honest and straightforward feedback 
is one of the most effective ways to boost talent in a company. Feedback 
should in fact be considered a cultural trait related to learning rather than 
merely a tool. In the most adaptive organizations, feedback is not limited 
to evaluation processes but is part of daily life, occurring in all sorts of 
conversations and meetings. Welch created a culture around feedback that 
he considered one of his main legacies. 

Honest feedback — especially the kind that makes people question 
themselves — increases an organization’s adaptive capacity by enhancing 
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its responsiveness, precisely because it enables employees to see what 
they haven’t seen about themselves and their environments. Receiving 
and learning from this feedback advances their level of consciousness as 
well as that of the company.

When thinking about your own organization, ask yourself, “Is there a 
formal feedback process that includes one-on-one or group conversations 
and that puts emphasis on how each person embodies the qualities of a 
more adaptive organization?” and “Is there a culture that makes providing 
feedback a natural part of our day-to-day business operations?”

Challenge.  Talent looks for a challenge, and facing challenges makes an 
organization thrive. This simple idea has an immense impact: if there are no 
challenges available, talent will depart and the organization will stagnate — 
and this reduces the number of challenges still further, creating a vicious cycle.

An employee who has the necessary technical skills and who has 
been successfully developing the qualities of the more adaptive organi-
zation the company wants to become needs to be put in the right place 
to push himself and the organization forward. And, of course, the “right 
place” may not be an existing position. Because an organization with high 
adaptive capacity is permanently evolving, new projects, initiatives, and 
challenges will continually emerge at all levels that require talent to be 
developed — a virtuous cycle.

Thus, an organization that wants to increase its adaptive capacity needs 
to understand individuals’ motivations and open opportunities for them 
rather than design career paths that provide security. Likewise, rewards 
should be aligned to the value employees add rather than aligned to the 
time they have worked for the company. 

Netflix is a good example of a company that works this way: “We 
develop people by giving them the opportunity to develop themselves, 
by surrounding them with stunning colleagues and giving them big chal-
lenges to work on. Mediocre colleagues or unchallenging work is what 
kills progress of a person’s skills. . . . Career planning is not for us. For-
malized development is rarely effective, and we don’t try to do it.”70 This 
is one reason Netflix increasingly explores and develops new initiatives 
and businesses, making it hard to predict where it will end up one or two 
decades hence. 
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Of course, tackling challenges can lead to mistakes. In 2011, Reed 
Hastings announced that Netflix’s DVD rental business would be split off 
as a subsidiary, forcing customers to pay separately — and significantly 
more — if they wanted both streaming and rentals. The effect was the loss 
of 800,000 subscribers and a 75 percent drop in the stock price. Netflix and 
Hastings promptly demonstrated their adaptive capacity.  The company 
reversed the decision, and Hastings publicly acknowledged the mistake to 
his customers, asking for their forgiveness.  The company quickly recovered 
and is now more successful than ever. The story vividly illustrates how the 
existence of permanent challenges increases the adaptive capacity of an 
organization by enhancing its responsiveness.

When thinking about your own organization, ask yourself, “Do we 
strive to understand the motivations and interests of individual employ-
ees, especially those most identified with the company?” and “Is there an 
inclination to continually search for new challenges as a way of opening 
opportunities for talent development?”

Models.  Having talent means having people possessing the technical 
skills for the functions they perform and also possessing the qualities of a 
more adaptive organization. The more talent a company has, the higher its 
adaptive capacity.  Raising the proportion of employees who can embody 
talent and increasing the quality of that talent is an ongoing effort that 
requires applying the prior four variables we’ve discussed to all talents, but 
especially to those who can model what the company needs.

At FC Barcelona, the team’s coach, its captain, and its best players 
incarnate the values of the institution, thereby sending a clear signal to 
talent throughout the organization. To ensure this, since the mid-2000s 
Barcelona preferred to bet on players from its juvenile divisions who were 
raised with the institution’s values. Barcelona supplemented this home-
grown talent by signing a few additional promising young players rather 
than acquiring established star players from other teams who would be 
more difficult to align. 

As Barcelona illustrates, the highest and most visible positions in a 
company should be filled with people who model the qualities of the more 
adaptive organization it aspires to become. The same is true of middle- and 
low-level authority positions, which are closer to most employees’ daily 
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activity. And when the company has employees who consistently behave 
in a way that is detrimental to those qualities, it may be necessary to make 
the difficult decision to terminate them, even if they are very talented in 
technical terms. 

Models help to increase an organization’s adaptive capacity by strength-
ening its holding environment, because they serve as magnets to other talents 
that can incarnate the values of the institution.

When thinking about your own organization, ask yourself, “Is there a 
group of people in different levels of our company who are aware of their 
modeling role and receive support to carry it out?” and “Does the CEO 
model the organizational qualities to which our company seeks to align 
our people?”

TALENT IN VARIOUS KINDS OF ORGANIZATIONS

If a company wants to increase its adaptive capacity, its people have to do 
the same — that is, they need to embody the qualities of a more adaptive 
organization in each of its four initial dimensions. Talent, the fifth dimen-
sion, is precisely that group of people who not only have the technical skills 
required by their function but also embody those adaptive qualities. The 
more talent an organization has, the more adaptive it becomes.

There is an important implication here that is often overlooked. 
An organization will not become more adaptive simply because the top 
management establishes a purpose, devises a strategy, designs a flexible 
structure, and defines new cultural values. This technical work is import-
ant, but even more important is the adaptive work of developing people 
who act with purpose, reflect, are flexible, and face challenges instead of 
avoiding them. This is developing talent, and it takes time, which is why 
increasing an organization’s adaptive capacity is a gradual process that 
must be consciously driven.

GE, Barcelona, and Netflix, each in a different way, have faced the 
challenge of increasing its adaptive capacity by developing talent. All three 
knew they had to wait a few years to start reaping what they’d sown, and all 
three know that every day they have to keep developing talent to increase 
their adaptive capacity.
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To see how much emphasis your company should put on developing 
talent to increase its adaptive capacity, go back to Figure 2-2 and use the 
kind of organization your industry is closest to as a benchmark. 

Generally speaking, innovative and communal organizations will have 
to devote more attention to talent, since the adaptive nature of most of their 
work demands a higher proportion of people thinking, taking initiative, 
and making decisions. 

By contrast, action-driven and bureaucratic organizations need to put 
less attention on talent, because most of the work they do is technical and 
thus can be performed by following the rules established in standard oper-
ating procedures or the instructions provided by the boss.  

To be more specifi c, let’s look at the fi ve variables related to the talent 
dimension and see how they should look like for each kind of organization. 
The knobs for the talent equalizer are shown in Figure 8-1. 

Figure 8-1. The talent equalizer
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The talent dimension equalizer differs from the other four dimensions’ 
equalizers in that its five knobs should generally move together. When a 
company pays attention to talent, it has to use all five variables to have an 
impact on its overall adaptive capacity. It is not enough to define what talent 
means and then hire or fire employees accordingly.  You also have to do 
real work with people, pushing them to grow through a ripening process in 
which feedback is a critical element, providing them with new professional 
challenges that match their motivations as well as visible individuals who 
model the attitudes and behaviors being promoted. Of course, leveling these 
five variables is hard work that can be strategically paced and planned, but 
none of the five should be neglected for long.

An innovative organization should aim at having the five knobs in 
the upper range, not only because the kind of work it performs is mostly 
adaptive, but also because it has to move very fast given its unstable environ-
ment. Its goal should be to make all its employees talents, each embodying 
the qualities of an innovative organization in terms of purpose, strategy, 
structure, and culture.

Talent is almost equally important in a communal organization, though 
the lack of external pressure makes it less necessary to work this dimension 
so systematically. Since there is more time to respond and adapt, the orga-
nization can afford to do this in an informal way, resting on some talents 
who will do the job of developing others more than establishing procedures 
to ensure that this happens across the board. Therefore we should expect 
to find the knobs above the mid-range.

An authoritarian organization has to move fast, but it does so by having 
a small group of people in top positions who make the decisions that will 
move the company forward in its unstable environment. Since most of the 
work is still technical — opening a new retail store, for example — imple-
mentation of those decisions does not require a great deal of talent. The 
authoritarian company needs talent in the higher levels where decisions are 
made and in new projects that may be developed, but not throughout the 
whole organization. Therefore, we should expect to find the knobs close 
to the mid-range.

The bureaucratic organization is one where talent is less relevant. Most 
of the work it performs is technical and consists in following the rules with 
little or no discretion. And since there is little external pressure to change 
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those rules, not even the people in top positions need a high adaptive 
capacity. Therefore, the talent knobs will be below the mid-range.

HOW COMPANIES AVOID THE TALENT CHALLENGE, AND THE POWER 
OF ASKING “WHY DO PEOPLE JOIN US?  WHY DO THEY LEAVE?”

Whenever you go to the doctor, your blood pressure will be measured.  
The purpose is to check the condition of your heart, which your doctor 
knows is critical to your health.  Yet between doctor visits, most of us think 
rather little about the condition of our hearts, in part because symptoms 
of heart trouble afflict us much less often than headaches, stomach aches, 
or backaches.

Something similar happens with talent in organizations. Outside 
consultants generally pay special attention to a company’s talent because 
they know how critical talent is to any recommendations they may make.  
But most top executives take talent for granted and pay little attention 
to it in comparison to other issues. When faced with people issues, their 
default behavior is to approach these in terms of skills and positions, 
analyzing who should be in a specific post and who should not, rather 
than considering how the problems might be related to the manner in 
which the company tackles talent as a whole. The reason is clear: many 
managers intuitively realize that dealing with people may open a space 
for them to express opinions and feel empowered, creating problems the 
managers may feel incompetent to solve and that might even cause the 
managers to lose their own power. 

Of course, since “talent” has become a prominent part of the business 
vocabulary, executives know they have to address it. But they find ways 
to resort to fake remedies, usually without realizing it, launching empty 
initiatives that give the false impression that progress is being made. The 
most common technical solutions that operate as mechanisms for avoiding 
the big adaptive challenge embodied in talent include:

on promotions and firings, not to provide feedback and help talents 
grow and ripen.
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issues related to the organization itself and its challenges, especially 
those that focus on the qualities people should embody.

than having individuals prepare their potential successors while 
opening all sorts of challenging opportunities to let talent strive 
and grow.

to the company and should be retained. This creates rigidity, falsely 
suggests the idea that the whole issue of talent is being addressed, 
and sends equivocal signals to those who were not labeled as talent.

away the responsibility from the top executives who should be in 
charge of these issues. 

These technical ways of addressing talent miss the crucial point of this 
dimension: working with talent to build a more adaptive organization. 
Evaluation systems, training programs, and even career plans may have 
their place.  But it’s important to recognize that they could be a waste of 
time if they are not connected to increasing the organization’s adaptive 
capacity.

The antidote to avoidance in this dimension is to ask, “Why do people 
join us?  Why do they leave?” These questions force a conversation about 
the broader issues of talent connected to the five variables we’ve analyzed, 
and especially about how the adaptive qualities the company aspires to are 
being embodied by employees, beyond paper definitions.

Imagine a meeting of the company’s top team, where the human 
resources manager announces that several executives have left the firm in 
the past few weeks, adding that the process for filling those positions has 
already started. After the team briefly discusses the reasons given for the 
executives’ departure and the profiles of some of the replacement candidates, 
they’re ready to move to the next agenda item. But the operations manager 
interrupts and tries to go deeper: “Beyond the politically correct responses 
given by those who left, why are they really leaving the company? Is there 
a pattern here?  Is there a problem we should be looking at?” 

A question like this one, if tackled with the seriousness it deserves, 
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can lead to an initial conversation about possible systemic issues that may 
hide beneath a spate of resignations — for example, a lack of challeng-
ing initiatives, a set of bosses who exercise too much control and limit 
the growth of individuals, or a lack of the collaboration needed to make 
things happen. 

Someone else could further fuel the discussion by asking, “Why are 
candidates applying to work in this company?”  Exploring this question 
could help the team better understand how the organization is being per-
ceived and the gaps that should be addressed to attract the right people. 
Suppose the team discovers that candidates are applying mainly because 
of the benefits and security the company provides — think how different 
that would be from learning that they apply because of the professional 
challenges the company offers. This kind of conversation could help the 
top team look at talent in a more holistic way, not merely in terms of 
individuals and positions.

Organizations like GE, Netflix, and Barcelona know that talent is the 
key to their success — and not merely individual talents, but collective 
talent. Understanding this and making sure that the organization is per-
manently focused on the talent issue has been one of the secret weapons 
behind their success.

TALENT: THE ORGANIZATION’S HEART





EPILOGUE: THE FOREST

It’s not easy to see the forest emerging from the trackless tangle of trees 
in which we wander — or, to shift metaphors, to lead your troops on 
the battlefield and see the whole picture at the same time — but that is 
precisely the challenge faced by any top executive. Life can be seen as a 
process of increasing consciousness — consciousness about ourselves and 
about what surrounds us.  The greater our consciousness, the more we 
can see, experience, accomplish, and enjoy — in life and in work.  Yet, 
growing in consciousness is not an easy process.  Typically it requires us 
to confront problems, weaknesses, and failings we’d rather keep as blind 
spots, thereby avoiding the challenges they represent.  For this reason, 
some people make little progress in this process throughout their life-
times, preferring to remain in their comfort zones despite the price of 
limited consciousness this entails.  But others purposefully look for ways 
to become more conscious every day, challenging themselves, exploring 
their environments, and continually evolving.

In the pages of this book, you’ve encountered people at many places 
along this spectrum.  Recall the engineer Jim, in Chapter 1, who evolved 
and grew in consciousness when his boss Sarah helped him recognize 
how his harsh management style had made his subordinates feel mis-
treated, resentful, and unmotivated.  Or consider Bill Gates, whose mind 
expanded when some executives at Microsoft made him conscious of 
the Internet’s potential to change the world.  Or — at the other end of 
the spectrum — recall the newspaper publisher David Franco, who was 
unable to become fully conscious about the ways his default leadership 
behavior, once so successful, had caused him and his business to falter 
when circumstances changed. 

I hope this book has played a positive role in your own journey toward 
greater consciousness, self-knowledge, and understanding. I hope that you 
can make sense of the many different trees around you and see them as a 
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forest. My goal has been to help you become more conscious about your 
behaviors, attitudes, strengths, and weaknesses as an executive and about 
the dynamics of your organization, in the hope that this deeper awareness 
will enable you to better recognize and face the challenges before you. If 
that happens, you, your organization, and society as a whole will benefit. 

Over time, most executives become very conscious about the business 
itself: the opportunities it enjoys, the competition it faces, the needs of its 
customers, the strategic challenges it must meet, and so on. But that is not 
enough. There is an organization that carries out the business, an organi-
zation composed of people, an organization with specific, ever-changing, 
complex dynamics, an organization whose workings can make the business 
a success or a failure. If the person running a company is like a helmsman 
guiding a boat through choppy seas, he needs to recognize that he has not 
one but two oars at his disposal — the business oar and the organizational 
oar.  To be effective, an executive has to be conscious of both oars and use 
them both.

To wield the organizational oar skillfully, the executive must be guided 
by the idea of adaptive capacity. Every organizational decision should be 
oriented toward increasing that capacity, which is determined by the five 
crucial dimensions that make up the organization: its purpose, its strategy, 
its structure, its culture, and its talent. In this book, I’ve explained why this 
is so and sought to equip you with the distinctions and insights you need 
to answer the following four questions in regard to your own organization:

But just as organizations need to thrive by changing for a changing 
world, so do executives. If organizations are complex systems that tend to 
remain in equilibrium until forced to change by an adaptive challenge, so 
are people. And if there is an organizational adaptive capacity — the subject 
of this book — there is also a personal adaptive capacity. Many external 
and internal forces operate in each one of us. Sometimes those forces help 
us cope with the challenges we face, but sometimes they hinder our efforts, 
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requiring us to struggle against them.  At times, we even have to struggle 
against ourselves. That is when our individual adaptive capacities come into 
play, as executives and as people.71 

Perhaps this could be the subject of another book.  In the meantime, I 
hope that what you’ve learned here about the nature of adaptation and the 
tools we can use to enhance the adaptive capacity of our organizations will 
help you deal more effectively with the challenges you and we all face in 
a world that is growing more complex, more dynamic, and yet potentially 
more rewarding every day.

EPILOGUE: THE FOREST
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