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Prologue

In a world where business lurches from crisis to crisis and scandal to scandal, where ordinary people
see their savings wiped out through the unscrupulous and largely risk-insulated decisions of executive
and managers, and where governments are compelled to intervene and prevent further collapse and
loss, there is a desperate need for a new way of thinking, a new way of doing and a new way of being in
business. A fundamental shift is required to reconsider profit and shareholder-centric outcomes as the
solitary motive in business. Innovative ways are to be found that will bring the responsibility to society,
community and the environment to the centre, and focus attention on what business can and should

do to positively influence these.

A new ontology at the base of business thinking will affect decisions and improve conditions for the
broader society. This book explores a number of methods and models that can influence and facilitate
such innovation and the discovery and establishment of such an ontology. There are guiding questions

and other tools which culminate in an online test and companion workbook to assist you in your quest.
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A conversation between a Giraffe
and Hyena

Hyena (sniggering): Hey Giraffe, you look funny when you chew sideways like that.

Giraffe: That’s part of the skill you need when eating branches with long thorns. I don’t want an unexpected

lip piercing from a three inch thorn.

Hyena: So what are you doing here by yourself?

Giraffe: Just thinking.

Hyena: About what?

Giraffe: About how badly the world needs a new ontology.

Hyena: A whaaaat?

Giraffe: Ontology

Hyena: Whats that?

Giraffe: An ontology is a way of being and doing.

Hyena: Huh? Don't make me sorry I asked.

(Giraffe sighs an exasperated sigh with a slight shake of the head)
Hyena: Don't treat me like I'm stupid!

Giraffe: I can’t make the words “being” and “doing” shorter or simpler.
Hyena: Okay, then give me an example, so I understand.

Giraffe: You often use that big tree that fell over to cross the stream, right?

Hyena: I do.
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Giraffe: And you can see the fish swimming around looking for food. Sometimes they are chased by

Crocodile.

Hyena: Yes, what about them?

Giraffe: Well, their ontology, their way of being and doing, is to live in water. It’s all they know. They
don’t even realize that they are in water. To them it’s normal, the way life should be and, in their belief,
it's how everyone lives. If you were to drag one of them out onto the river bank it would very quickly
realize that things are different and that it’s no longer in water. They can’t breathe air like we do, they
can only breathe underwater.

Hyena: Really? They can't breathe air? That doesn’t sound right.

Giraffe: Well, they have a special way of taking air out of the water around them. Just like we can’t breathe

under water, they can't breathe on dry land.

Hyena (somewhat dubiously in that “yeah, right” kind of way): I see. But what does that have to do with

ontol... ontol... whatsisthing?

Giraffe: Ontology

Hyena: Yes that.

Giraffe: Well, fish can’t be any other way. They can only BE in water. That’s their only way of being and

doing. And the whole world - all of us - animals and humans, have our own unique ways of being.

Hyena: So it’s the stuff we know.

Giraffe: No - not knowing; that’s something different. We use “being” kind of like a verb.

Hyena: What's a verb?

Giraffe: A verb is a doing word. Here, “being” is an action.

Hyena: Oh. So then your ontology is about how you are being — when being is a doing word not a...

being word.

Giraffe: Yes. Ironically, you got it perfectly right.
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Hyena: Are you trying to make me feel bad?

Giraffe: No, I'm trying to enlighten you.

Hyena: There you go again, big words!

Giraffe: I'm trying to make you understand more clearly, about the world needing a new ontology.
Hyena: So why do you think the world needs a new ontology? What'’s wrong with the way we are “being”?
Giraffe: Because the world is in trouble. From up here, I can see further and more of what’s going on. I
can see there is fire before anyone can even smell the smoke. The way we're carrying on can't last, and
something’s got to give. It's going to break, and when it does we will have real problems.

Hyena: (Laughs hysterically)

Giraffe: What's so funny?

Hyena: Do you remember the time Elephant was trying to pull that branch of marula fruit off the tree?
He pulled and pulled and when the branch broke and the tree snapped back, you just saw monkeys
flying. I thought I was going to tear my fur I laughed so hard.

Giraffe: I remember. Those monkeys were really angry, and some were pretty badly beaten and bruised.

Hyena: So are you saying the world is heading for another broken branch?

Giraffe: Yes, but this time it won't be just a branch or a tree. The whole world is at stake and no-one will

be laughing.

Hyena: Why so dramatic?

Giraffe: Because it’s a real problem that we're not being responsible, taking responsibility for how we
act and behave towards one another. We take whatever we can get, more than we really need without
thinking about the smaller animals that can’t reach. Humans are the same. Take and take with no thought

of the consequences.

Hyena: What's wrong with that? It’s survival of the fittest.
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Giraffe: Well, of course you would say that. Your ontology as a hyena is exactly that. You sneak up and

steal Lion’s food when he’s not looking.

Hyena: Because I can get away with it.

Giraffe: But you take more than you need and more than you can eat.

Hyena: Like I said. I can get away with it.

Giraffe: Well it’s not right and not sustainable. We should all be accountable to everyone else. It's not

that hard to do and in the end everyone will benefit.

Hyena: Are you saying that the world is using a Hyena ontology?

Giraffe: Exactly. And it’s time for a new one. A Giraffe ontology.

Hyena: So... what is a Giraffe ontology? Whats so special about it? How is it different?

Giraffe: Do you really want to know or are you just asking to argue?

Hyena: No, I really want to know. You made it sound so serious.

Giraffe: Very well then. A Giraffe ontology is based on unselfish caring, sharing and responsibility.

Hyena (yawns): Sounds boring. Where’s the excitement in that?

Giraffe: No doubt the idea of sharing and caring doesn’t appeal to your killer instincts. But as I already said,

the Hyena ontology isn’t working, so the world will have to be prepared to change the current attitude.

Hyena: And how will that happen? Where do you start?

Giraffe: We start by teaching a focus on consciousness.

Hyena: What does being awake have to do with it?

Giraffe: Not awake, aware.

Download free eBooks at bookboon.com



Values Based Leadership in Business Innovation A conversation between a Giraffe and Hyena

Hyena: Aware?

Giraffe: Yes, in this case consciousness means awareness. When we are aware of the danger of fire we

can move. When we are aware of the world around us, we can change direction, follow a different path.

Hyena: So you start by making everyone aware of the problem.

Giraffe: Correct, and the solution. And why its important to understand both the problem and the

possible solution.

Hyena: And why is it important?

Giraffe: Because we have to work together, cooperate honestly and get organized.

Hyena: I see.

Giraffe: I believe that if we show everyone the value of doing what is right, for the right reason, and

everyone gefs it, the situation will improve for all of us. The new path is very exciting and is full of promise.

Hyena: But how do we know what the new path is? Where should we go?
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Giraffe: This may sound a bit strange but you find the path by walking it; even if it’s not yet there or

you can't see it.

Hyena: How can we follow a path that isn't there?

Giraffe: That’s part of the adopting and holding on to a new way of being. It may not make sense
immediately and we have to be brave and dare to do something in a very different way. Like an explorer

charting a new area.

Hyena: But we are all so used to doing things the way they’ve always been done. How do we know that
we will find the path?

Giraffe: Correct, change isn’t an everyday thing. But creating the path where it isn’t, by walking it, is all
about the opportunity for something new — new prospects where everyone benefits and, in the process,
you sometimes have to break through some thick brush to get there.

Hyena: But won't it be very higgledy-piggledy?

Giraffe: At first it will. But you will see that we will, in time, become organized in a new way, instinctively.
Hyena: Find the path by walking. Imagine that. Sounds like something the old Owl would say.

Giraffe: There is something very important about creating the path by walking it.

Hyena: What's that?

Giraffe: We have to stop believing in the old ways of doing things and stop thinking that there is only

one straight route to get to a new place.

Hyena: That’s not so easy.

Giraffe: It is if we change what we believe the result should be — until now there has always been a focus
on only one result; the way it has always been done. But why should we only do things the old way?
What if we allow ourselves the freedom to imagine a new result, a new outcome?

Hyena: So you're saying that if we focus on a new result it would be easier to let go of the old beliefs.

Giraffe: Exactly.
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Hyena: It's worth a try.

Giraffe: It's more than just worth a try. It's important that we change things and look after the bottom

of the pyramid.

Hyena: The bottom of the pyramid? What pyramid?

Giraffe: It’s a figure of speech. Picture the world and all that live in it as a pyramid - the king of the
jungle at the top and the small animals at the bottom. The power and money is concentrated in the upper
part and the big base at the bottom has little money and no power. This is how the Hyena ontology has
shaped it. Survival of the fittest, as you called it earlier.

Hyena: Yes, the Hyena way.

Giraffe: If we want the world to work better and reflect, what I call, Giraffe values, we need to start taking
care of the bottom of the pyramid. We have to live in a way that is sustainable, equal and inclusive, and
start working together.

Hyena: Smaller words Giraffe, please!

Giraffe: Let me explain it this way. Rats and ants react in a different way when the water rises and they’re
trapped. The rats will frantically clamber all over one another, pushing each other down, fighting to get
to the top. And that way most will probably drown. The ants will hold hands and together float to the
top. That way they all survive.

Hyena: Crafty.

Giraffe: Indeed - and it shows the value of working together. It’s like when humans do business. It should

be business FOR society and not business BEFORE society.

Hyena: I like that, it’s clever.

Giraffe: But it must also be sustainable, and before you ask, sustainable is used so much today that it’s
lost some of its meaning, so let me give you the real meaning. Sustainable simply means that we use our
resources in such a way that we don’'t run out and that we leave enough for our children, their children
and many generations to come.

Hyena: Yes, I always hear about sustainable this and sustainable that and it gets confusing.

Giraffe: So, I want the world to stop using Hyena values and adopt Giraffe values.
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Values Based Leadership in Business Innovation A conversation between a Giraffe and Hyena

Hyena: What are they?

Giraffe: The values we all still have to create together, but I can tell you what the principles are.

Hyena: Really Giraffe...

Giraffe: The starting points

Hyena: Okay, and they are?

Giraffe: As I said already: sustainability, inclusiveness, fairness and most importantly, caring generosity
that takes us away from the I-want-more greed. If life is about give and take, then there is far too much
taking and not enough giving.

Hyena: So where do the values come from?

Giraffe: The values are a product of the new path; the new way that we invent together

Hyena: It’s all very exciting. Let the journey begin!
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1 Introduction

Increasingly managers, politicians and the wider public have started agreeing that the never-ending story of
misbehavior, unethical behavior, fraud, poor service delivery, etc. mainly in business, are unworthy of the 21th
century. For years the corporation was the cornerstone of our economic system - stable, trustworthy, providing
growth, and creating employment. All, of course, for the advancement of society. Arguably, corporate and
business development has contributed to the increase of wealth, at least in certain parts of society and parts of
the world. At the same time, this often had negative effects on other parts of society and in other parts of the
world. However, until roughly a decade ago, we were not aware of the scandals and brutalities that we have
come to know over the last decade, perhaps starting with the Enron case as the most noticeable instance. Books
have been written about these scandals, analyses made, corrective measures taken, but not much seems to have
changed. The Libor manipulation in the UK, the latest in along sequence, goes beyond imagination. Why is it so

difficult to change? Do we have an interest in change in the first place? Who are we, and what can we change to?

These questions are what this book will deal with. What are the assumptions supporting our current
business management model? Are those assumptions the correct ones? Are profit and shareholder value
exclusively the drivers of business, or are these merely outcomes, though important ones? What if values
would be the driver? Isn’t the motivation of any entrepreneur to bring to the market something that
nobody yet delivers and that clients need and are waiting for? Something that adds real value to the lives
of customers? What is the value added by a company? What do you add to society, to the economy? A
difficult question, perhaps, so let me state it differently. If you go bankrupt tomorrow, what will we be
missing, what will society be missing? And if society is missing nothing, why does your business exist
in the first place? Indeed, companies often lack values, value added meaning and purpose. And meaning

and purpose motivate people and employees, not profit and shareholder value.

Once we have explored the purpose of business, we will delve deeper into the mechanism of management. Most
of what business schools teach is based on a set of assumptions that can and should be questioned. Business
management is for the most part based on a very mechanical concept of a company. That company will perform
in an ideal way provided that we correctly assemble a certain set of elements. We can make decisions and apply
formulae to impact any of those elements, and that will produce a clear and uniform outcome. We presume
causal relationships to be everywhere in the company. If I invest 10% more in marketing, my market share will
increase by 2%. If I recruit 10 more people I could raise my revenue by 20 million. If T dismiss 50 people my costs
willgo down by 10%, etc. However, practice shows that this does not work. We never get these clear-cut outcomes
and we excuse this by claiming that we always deal with a number of unknowns, but that theirimpactis minimal.
We grossly ignore the role of human beings in this. We ignore that people are non-linear and dynamic in their
thinking and that they do not followa path where there is a neat relationship between cause and effect. Peopleare
networked, interconnected with many other people, inside and outside the company. The outcome of decisions
that impact that network can often not be anticipated at all due to the dynamic workings of the network. You

cannot say with certainty how people are influenced in their behavior as a result of singular decisions.
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Some will argue that all of this is the domain of courses like human resources management and
organizational behavior. And that is true, but only in theory. It is already a gross oversimplification to
assume that human resource management and organizational behavior are isolated disciplines. It is to
be brought into a more broad conversation about business management. In fact, since we work with
human “material” everywhere, human resources and organizational behavior are really foundation
courses. Since your company is a network and the market is a network, it is crucial to understand the
mechanics of the network. A network cannot be deconstructed into basic elements so that, if they could
be optimized individually, the entire network would be optimized. A network can only be “optimized”
or managed if we accept it as a complete network, a holistic structure. For this we have to use a holistic
approach to management. Such a holistic understanding of management and business is developed in

this book, including tools to apply this in practice.

A last crucial element is the focus of management. If the company’s drivers are values and no longer
purely financial concerns, then what should a manager focus on? What should receive principal attention?
I argue that the answer to that question is innovation, innovation as a driver for continuous change.
What do we need to do in order to be close to our clients, to deliver value under conditions they desire?
In order to answer that, we will need to be “innovative”. We have to be alert, to continuously monitor
improvement, explore new ideas, and find new business models and new insights. It is a way of “being”
in an ontological sense, being resilient, alert, aware, empathetic and translating that into new products

and services, or at least improved products and services.

In this we focus on the role of the manager: the manager as a values-based innovator. Companies and
the society are in great need of leaders who are able to refocus companies and organizations in their
main task of creating and contributing wealth to society, adding value to society by doing meaningful,
purposeful and inclusive business. Business has to have clients and ideally that should be anyone regardless
of social standing or economic factors. We cannot exclude those with lesser means and who cannot pay
for expensive products because we only cater to the top of the pyramid. And talking about innovation,
can we design products for the bottom of the pyramid? Why do we still design 80% of our products for
10% of the people? When are we going to design 80% of the products for 80% of the people? It is then
that we will have inclusive business that contributes to the development of the economy whether rich
or poor, mature or emerging. Then, business will show its real power for good, which it certainly hasn’t
shown as yet. There is hope. Everything we need is already there. We just have to change focus correctly.
Therefore, this book will deal with the following issues: values, network functioning, leadership and

innovation; A whole new approach to business and leadership.

Download free eBooks at bookboon.com



Values Based Leadership in Business Innovation Introduction

Some current thinking about values

In the first part of the previous century, Management by Instructions (MBI) was what was then called
the scientific way of management. From that time the evolution of the behavior of markets and also our
understanding of this evolution, has fuelled further evolution in our managerial thinking- especially in
terms of increasing complexity, uncertainty and speed of change. The 1960s, for example, gave rise to
the still popular Management by Objectives (MBO) model. MBO developed alongside ideas on the role
of the group and of group thinking: the idea of matrix organizations, project groups, sales teams, etc.
This understanding of organizations and its accompanying, sometimes guerilla-like management style,
has contributed to economic success over the last few decades. More recent, has been the emergence
of Management by Values which continues to have a slow uptake. Nevertheless, as this book illustrates,
there is a growing demand for more human, purposeful and meaningful orientation of business. Where

does it all lead?

Dolan et al (2006) suggest that the following four interconnected trends are increasing organizational

complexity and uncertainty, and contributing to situations where the MBO approach reaches its limits:

. The need for quality and customer orientation
. The need for professional autonomy and responsibility

. The need for ‘bosses’ to evolve into leaders/facilitators

[T O B N R

. The need for ‘flatter’ and more agile organizational structures.
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In terms of quality and customer orientation, we are confronted with the issue that in today’s markets,
value-adds have become a question of continuation, or let’s call it survival. A highly developed customer
expectation can only be met either by a product or service that adds real value — something which no-one
else offers — or by a price competitive offering which of course, in the long run, may not be viable for
the company to maintain. Consider the simple question that I mentioned earlier which in practice does
not seem to have a simple answer: what is the value added by your company? What would the market,
the economy and society miss if your product or service is no longer there (e.g. if you went bankrupt)?
Are companies truly able to state the value they add to society and if they can’t, how could companies
be managed to realize any values? If they do not have them, why do they exist in the first place from an
economics point of view, other than simply for making an individual profit? Maybe there is no answer

yet, since many are still looking for the perfect answer.

The need for professional autonomy and responsibility is one that has to do with the re-focusing
of human skills on the human (and the mechanical skills on the machine). The more technology
progresses, the greater the need for humans to make decisions and to use technology to best realize their
potential. Successful companies today seem to clearly understand the need for the human dimension
in management. In a networked structure, whether company or economy, the intense interaction of
individuals can only produce emergence if those individuals have autonomy, are responsible and have
the necessary professional skills. A soccer team will only function if all players are professionals (they
are properly skilled at playing soccer), they have autonomy on the field and they are willing to take their
individual responsibility in the game. There is no other way to manage a soccer team, nor is there any

different basis for a company.

Success needs to be based on ‘bosses’ that evolve into leaders and/or facilitators. We will develop
this further. Leadership is related to communication and, as Dolan et al suggest, instructions are the

management tools of ‘bosses, objectives are those of administrators, and values are used by leaders.

Though many are convinced of the need for flatter organizations, very many traditional organizations

are oriented towards hierarchical control with:

o Those who direct and think (or are supposed to);
o Those who control the ones who produce;

o Those who produce.
Some ‘bosses, but only a few first-class ones, continue to be necessary, but not as controllers of irresponsible

operatives. Rather, their role in line with Dolan et al’s research, should be to transmit values, facilitate

work processes and allocate and co-ordinate resources.
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The scenery of values

As already argued, the approach of “shareholder value only” belongs to the mainstream managerial
paradigm that is increasingly being called into question. With less and less time to lose, people cannot
afford the luxury of continuing to think in a paradigm that hardly questions the “negative” side-effect of
its own ontology, let alone its impact on all living beings, including ourselves and nature. The framework
of a short term business view, ignoring the devastating impact of our consumerism on our environment

and our own wellbeing, is no longer tenable.

On 27 January 2008, we learned that at least one trader in France was responsible for the loss of 5 billion
euros for Societe General. It wasn't the first time in financial history that this happened. Nick Leeson’s
actions in 1995 had devastating consequences for Barings Bank. While searching online, I found this

short paragraph, part of a much larger article.

“The collapse of Britain’s Barings Bank in February 1995 is perhaps the quintessential tale of financial risk
management gone wrong. The failure was completely unexpected. Over a course of days, the bank went
from apparent strength to bankruptcy. Barings was Britain’s oldest merchant bank. It had financed the
Napoleonic wars, the Louisiana purchase, and the Erie Canal. Barings was the Queen’s bank. What really
grabbed the world’s attention was the fact that the failure was caused by the actions of a single trader based

at a small office in Singapore”.

I would like to draw your attention to a small detail in this paragraph. “The failure was completely
unexpected.” Even though I am not a financial specialist, I, and others around me, already believed and
knew that this could happen. It does not require some “psychic superpower”, looking into the future. It

is a straightforward application of the dynamics of a (complex) financial market.

ING bought Barings for a symbolic price and later sold it off again, for an appropriate profit.

It’s hardly surprising that this can happen since it is a realistic outcome of a systematically incorrect
assumption of reality. Everything that has to do with options and futures is, by definition, part of a
completely artificial world that is created, and that can continue to survive without any underpinned
economic reality. It is a virtual world that has created its own reality, its own goods and services that are
pure “belief” products. There is no longer any links with real companies, markets, economic dynamics, etc.
A downward economy contains an equally large potential for profit as an upward market. It reaches the
same kind of “virtuality” as the divide between the reality of a soccer game and its huge (virtual) economic
potential, both connected to the value of top international soccer players and to their competition. At
that point the comparison ends: with soccer, the ball, the lines of the playing field and the goal posts do

not change during the match; in financial markets they do.
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Values Based Leadership in Business Innovation Introduction

Former French president Nicolas Sarkozy, then French Minister of Internal Affairs, said during a
speech to students and staff at a French Business School the following: “...whatever one could say about
capitalism, it, at least, never made victims.” 1 still want to believe that he wanted to be truthful. I still
hold on to the idea, the impression, that he wanted to express his true feelings, ideas and vision based
on his experiences and assumptions. I heard what he said and felt upset, angry and could not believe
my ears, since our need for honesty, integrity and the knowledge of some truthful facts was not fulfilled.

Was his speech based on values?

We wish and hope to continue our search for reason, for truth, for an open vision and for meaning. We
hope never to forget to search for facts, for clarity and for reasonable questions in every situation and for
every institution. We do not need to be out-of-the-box thinkers to be able to know, to experience, that
capitalism never existed in the first place as a pure model, and that secondly, it had, and still has, some
very negative impacts on the well-being of people (child labor, exploitation in low income countries,
arms trade, etc.) Capitalism creates victims through the diamond trade, arms trade, trade in alcohol,

tobacco and other drugs, wars over energy resources, etc. One does not need to be a communist to see

this. What else does Enron illustrate?
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The Netherlands had their own Enron, called Ahold, an international retailer. Many small (private)
investors lost money; many employees lost not only minor investments but their jobs as well. Ahold faced
bankruptcy. Before they entered troubled waters everyone wanted to do business with Ahold - suppliers,
accountants and financial specialists of the foremost banks. The General Manager, who was responsible
for the eventual disaster, was once elected “Businessman of the Year”. They too operated in the same
illusionary (or artificial) “world” based on finance and financial values expressed by the share value. In
general it was believed (and it still is) that this business model, this management style, should be “the”
example for the rest of the world. It does not recognize the existence and the diversity of other business
models elsewhere in the world that might be based on other, sometimes more ethical, assumptions. When
Ahold went bankrupt, former friends wanted to distance themselves from the former “Businessman of

the Year”. Unconditional friendships are rather rare in business.

We sometimes see a strange separation between private life and the business environment and Kofman
(2006) clearly states that this separation is the cause of much “un-ethical” or “non-responsible”
management behavior. The manager can at the same time be a parent or grandparent and they will discuss
with their children and grandchildren the importance of honesty, integrity and ethics. At the same time
they do not hesitate to act irresponsibly, creating disasters in the organization they help manage and lead.
Some go so far as to say that today’s managers do not incur any risk any more. At their recruitment they
negotiate a golden handshake for the moment the company wants to dismiss them. Poor results or not,
significant bonuses are paid out every year. Where is the link to the risk that these so-called managers

run? What would justify their extremely high salaries?

Arguably large amount of money is unfairly “earned” by non-equitable trade, child labor, unsafe working
conditions, unfair legislation and regulation, unfair competition, fraud in the construction sector, and that
seems to take place in most countries. It is almost location and culture independent; but it is paradigm

dependent. Changing this attitude therefore needs an evolved managerial paradigm.

Europe and the US have had some interesting cases. Well known and respected managers of large
multinationals were accused of insider trading which is illegal in most countries. The challenge is to find
evidence for inside trading. In respected financial institutions, trading by employees is not permitted. But
how can one exclude insider trading by a family member or friends of managers that have key positions
in those financial institutions? They can easily share their knowledge in a very profitable way. Despite
the strict laws and regulations in this matter, it is the fundamental paradigm that governs “management”
(and its supporting ideology) that makes this unethical activity possible and even underpins it. Banking
became, like many other industries, a self-referential system. Inside the system it works highly efficiently,
by using “jargon” that only the insiders understand. The outsiders do not understand what happens in
the system and are therefore excluded from the supreme insider possibilities. Insider trading need not be
deliberately unethical behavior; it can be nothing more than a logical consequence of the self-referential

system of contemporary banking.
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A few decades ago, you would have had “owners” of small organizations who knew all the people they
worked with. They knew that they needed the ideas and creativity of all the other people in the company.
They felt responsible, not only for all their family members, but also for the people they worked with.
They considered them to be an extended family. They had a vision. They would have been able to answer
the question of the value added that their organization brings to society. They were committed to the
organization and the people they worked with. They did not hide behind hierarchy, protocols and the

like. They were their company.

The present shareholders of an organization are no longer the “owner-managers” of the organization.
There are now shareholders on the one hand and managers on the other. They have different goals, means
and ideas. Shareholders do not necessarily need a vision or a mission. They keep a distance from the
organization and the people that work in and for the organization. They are much more interested in
managing figures, and obviously certain figures interest them more than others: share value, dividends,
etc. If they believe that the organization will do worse in the future, they will leave “the sinking ship”
without hesitation, long before the water becomes visible to others. Some would call this recklessness
that gives no thought to the impact on other stakeholders of the company. A number of acquisitions

offer dreadful examples of this, such as the recent breakdown and takeover of certain renowned banks.

It seems that true feelings of empathy are minimal. Currently empathy, respect, a peaceful mind, and
love seem to be separated from what we consider business should be. Talking about peace and love is
in many parts of the world something you do in private and not in public, especially not in the world
of business. In business, the prevailing belief seems to be that the analytical, isolated mind is superior
and separates us from our heart, since minds are much more effective and efficient. But what do we
call effective and efficient? Shareholder value only? Return on investment only? Short term (financial)

results? Continuous competition?

But what if, as I will argue later, it is not possible to separate mind and thoughts from the rest of the
body? What are the consequences of false hypotheses and assumptions? What price might be paid for
these (wrong) mindsets? What about poverty, starvation, humiliation, aggression, child labor, abuse and
other cruelties? It could be that our reason can deal with all of these but what about feelings and health?
Could this be why people in many organizations and corporations avoid talking about love, compassion,
empathy and peace? Could it be that the decisions made by corporations could be completely different
if they would not exclude compassion? Is this what people fear most in business? And what is the cause

of the many burnouts?
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The separation of the owner-manager into an owner (as shareholder) and a manager did not only change
the purpose and the method for the shareholder, it also changed them for the manager. As Whittington
wrote in his award-winning book in 1993 “What is strategy and does it matter?”, managers have invented
a new type of skill in order to justify the role of the manager. In the era of the owner-manager, the role
of that owner-manager was clear: He or she was the leader who committed to the vision of the company,
who committed first and who functioned in a co-creating mode. In the absence of that commitment and
given that the manager takes a technocrat’s role (i.e. managing on behalf of someone else), a new skill
was necessary to justify the role and position of the manager: that became strategy. Gradually, strategy
disconnected from purpose, meaning, commitment and involvement. A manager is hired, negotiates
his golden handshake upfront, has a high salary with a multitude of bonuses and runs no risk. The
risk-return logic of entrepreneurship has become one of “administration” (we indeed train managers to
become masters in business “administration”). The conclusion of Whittington is devastating: after having

explained what strategy is, it appears, to him, not to matter.

At the 250™ anniversary celebration of the Sara Lee Corporation, the former mayor of New York, Rudolph
Giuliani, and some celebrities tried to convince the other invitees of the great importance of shareholders
for managerial success. We did not observe any further interest from those anniversary speakers in any
of the other stakeholders. The four classical production factors (land, labor, capital, knowledge) were

reduced to one.
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Everyone is interrelated and we do not want to judge them for what we would call a short term vision.
Nevertheless this short term vision causes many problems. Enormous amounts of money are invested in
advertisements and marketing campaigns to make sure that as many people as possible consume products
and use services that are not only unnecessary, but which may even have negative side effects (such as
health-related issues with certain types of food, drinks or other prescription drugs). In many European
countries, Christmas sales are seen as the most important instrument to measure the confidence of
buyers in the national economy. Will we ever be able and courageous enough to re-think growth? We

hope that in a new paradigm this might be possible.

But it is not as difficult as it appears. When asked once how one could know what was good or bad (in a
business school and in business per se), I could only quote my wife who always says: “Good is what you
comfortably talk about to your children and grandchildren and bad is what you avoid talking about to
your children and grandchildren.” Thus, the simple question is “What are you doing in your professional
life, and are you willingly talking about the details of what you do and how you do it to your children
and grandchildren?” Let that be the simple rule to start with.

Some examples

Is values-based leadership new? No it is not. It just deserves to become more center stage, more
mainstream; more the talk-of-the-day and teach-of-the-day in business schools. It is a difficult change, not
largely due to the content but because it essentially speaks to deep-rooted assumptions in management
education. It relates to the “doing” and eventually the “becoming” of the leader. And where new concepts
are easy to assimilate, new behavior and a new “being” is much more difficult and challenging to work
on. However it is the cornerstone of the change we need. Let us look at some examples of people that

have shown what it means to be a values-based leader.

We start with the political slant to values-based leadership and while some obvious examples are the
likes of Gandhi, Desmond Tutu and Nelson Mandela, I'd like to talk about Jim Joseph. He is the former
ambassador of the USA in South Africa and for many years led a leadership program both in the USA
and in Cape Town, South Africa. In his book “Leadership as a way of being’, he reflects on those courses
in the following words. “There is a need for a new kind of leader — a transformative leader who is capable
of understanding the profound moral and ethical dilemmas of the global environment, who has a vision of
a higher purpose and seeks to inspire, motivate and gain the commitment of others to carry out that vision.
There is a need for leaders who are comfortable with ambiguity, who are aware of themselves and others,

leaders who seek to serve before they wield power”
1. Through the broad experience of his career, he developed the following 12 lessons. It is

possible for a leader to be humble without being docile, strong without being arrogant and

still exert great influence;
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2. Leaders who seek power to disperse it rather than simply concentrate it have a very special
attraction and appeal;

3. The leader must be capable of learning from those he/she leads and must be capable of
doing so without losing respect or influence;

4. The value-driven leader who needs consensus in order to act is likely to be most effective if
he/she is willing to help shape that consensus rather than simply respond to it where it can
be found;

5. The leadership style that works best for me is leadership that seeks to elevate and empower
others. It seeks to engage the whole person in ways that satisfy higher and nobler needs;

6. Despite the continuing dominance of hard power — economic muscle and military might —
in exerting influence and pressing one’s will on others, I have found that soft power — moral
messages, exemplar behavior and respect for other cultures - is likely to develop goodwill
and establish relationships that are far more enduring;

7. Leadership is likely to be far more effective when it appeals to people’s better nature;

8. While we seek to change the practices of the adversary, it is important that we maintain
respect for his/her humanity;

9. In times of rapid change, zealots emerge claiming one truth and one theology. The challenge
for the leader is not to use his/her values to proclaim absolutes but to help others cope with
ambiguities;

10. An organization is what it rewards. It is not so much what it says in its mission statements,
or even in its code of conduct, as it is what it rewards its people for being;

11. There are no hard and fixed absolutes about either managing or leading. To be rigid and
play only by the rules on your organization chart or the theories of some guru is to miss
the opportunity to meet people where they are. People-centered leadership recognizes the
uniqueness of each individual and seeks to unleash the magic within;

12. Every leader does not have to be a superstar. Many apparently ordinary people are quiet
leaders who make extraordinary contributions. They may not be seen as giants in the grand

scheme of things, but the superstar could not accomplish anything without them.

These are some wise lessons of a wise man, referring mainly, but not exclusively to values-based leadership

in politics.

Particularly in the African context, mining is important business, with a lot of “baggage”. David Gleason
(et al, 2011) interviewed Mark Cutifani, CEO of AngloGold Ashanti who shows strong similarities to
much of what I will further develop as values-based leadership. In the following paragraphs Gleason,

Nkomo and De Jongh reflect on the interview with Cutifani.
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Cutifani has an established record at various previous places of employment as being a man who
tirelessly strove to improve safety records. In defining what Cutifani and his management team wanted
for AngloGold Ashanti — which is to create the leading mining company - the first of the values agreed
on was safety. In Cutifani’s view, the subject of safety is the start of any conversation in the industry

because the inherent risks of the business permeate the lives of all involved.

Cutifani approaches sustainability from an angle that is different from what most others would consider
it to be, but completely in line with how I define it. He believes that sustainability is synonymous with
every company’s efforts to make valuable contributions to the communities in which it operates and
therefore, to society as a whole. “Firstly, in the mining industry, or in any industry, if you are not about
creating a better society, then I don’t think you are about creating a sustainable business. At the end of
the day, if we don’t create value for the communities and the societies in which we operate, we don’t have
a future”. Cutifani emphasizes how critical it is for mine managements to be seen to be contributing

meaningfully to the upliftment of the communities in which they operate.

Motivation is a two-way interaction. It is about: “..reacting and interacting with people and motivating
and inspiring and understanding and adjusting... your job is to make sure that the world, in terms of what
we are trying to achieve, is absolutely clear to them. And by the way, the clarity of your vision comes from
the conversations you have with the people who help you understand what the issues are and what the

frustrations are. So it is a virtuous circle in terms of the conversation”.
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And about ethics: “I think ethical behavior is a value judgment as well. I think you have also got to be
careful when we talk about morals and ethics. We should be very careful about the judgments we make
about somebody else’s ethics or morals... and my view is, if you are not prepared to disclose it, then don’t

do it: a very simple rule”.

(And the same rule we mentioned earlier, about talking to your children and grandchildren.)

In summary, Cutifani thinks that first and foremost, sustainability is a long-term societal and community
engagement. Secondly, he believes that an organization’s strategy must be centered on its people. The third
pillar is shared values, to be understood as enduring principles. A shared vision and strategic alignment

make up the last elements of his successful strategy.

Dick Dusseldorp, founder of Lend Lease in Australia, is another example of a values-based leader (see
Clark, 2002). Dick Dusseldorp, in the words of Jack Mundey (in Clark), was an exceptional property
developer and builder. He was not only concerned with the shareholders, but was equally concerned
with the rights and privileges of his workers. Dick Dusseldorp gave dignity to his workers. He gave them
continuous work in what is often an uncertain and turbulent industry. According to Bob Hawke (in the
same book), Dusseldorp can be properly described as a man “before his time”. He was an innovative and
creative thinker — a man of great vision. His underlying philosophy of consultative co-operation and the
equitable sharing of the fruits of enterprise was at the core of his extremely successful business career.
He almost single-handedly changed the ethics, work practice and tender procedures in the construction

industry in Australia, into a transparent process. By doing so he was driven by a clear set of values.

In Clark’s words, he believes that Dusseldorp would probably be branded, in today’s terms, an early
pioneer of “social capitalism’, for he built Lend Lease around the value of creating a community of
common interests between its key stakeholders — getting them to transcend their traditional conflicts
and divisions and work together toward a mutually beneficial goal. While employees and shareholders
of Lend Lease were at its center, this web of common interest also embraced the corporation’s clients,
its professional associates and suppliers, as well as the broader community in which it operated. It was a
philosophy that manifested itself in every aspect of Dusseldorp’s approach to business — from the project
and labor management strategies he employed to enable buildings like the Sydney’s Regent Hotel to rise
in double-quick time, to his engagement with community and public sector planning interests on urban
development projects in Canberra. Such an approach, in his view, was not only the most sustainable way
of doing business; it was also the most profitable. As companies today look for ways to meld precisely
these two goals, the way Dusseldorp went about achieving them becomes much more than historical

interest (all according to Clark).
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Raymond Ackerman made Pick n Pay great: a leading retail chain in South Africa. Deep in the days of
Apartheid, Ackerman felt that the system was unfair to black people and he broke the law in order to
create better working conditions for his workers, far beyond what was common practice then and beyond
what was legally allowed, including housing privileges and the like. Ackerman is known as a fighter for
the rights of the consumer and few companies can claim to have done as much for their people as Pick n
Pay has. More than 60% of its managers and supervisors are black and where most companies have been
practicing this since the early 1990s, Ackerman has practiced this for well over 40 years (Bell, 1999). Long
before it was either fashionable or necessary, Ackerman simply believed in promoting people on merit. He

did everything that would allow him to satisfy his deep-seated corporate impulse to help the little man.

Ackerman was primarily a father of four children, but at the same time a father to the business, father
to its people. In the 1970s and 1980s Ackerman favored social involvement and combatting all things
detrimental to the consumer’s interest. He took on successive ministers in his effort to seek departures
from oppressive laws, which was not an easy thing in the Apartheid years. Often his focus was on
his own people, pushing black and colored staft through the barriers of job reservation or residential
segregation. Ackerman had to pay a price for this behavior, particularly amongst right-wing Afrikaners,
with sometimes lengthy boycotts of his stores. For the good of his clients he would be fighting monopolies,
cartels, and governmental price controls (such as on petroleum and agricultural products). Though Pick
n Pay has not been able to successfully expand beyond South Africa, Ackerman is yet another example of
a values-based leader. He himself relates this to the fact that although the company is highly professional,

it is also very idiosyncratic in its ethos (Ackerman, 2010).

Two more examples, of companies this time, hopefully gives a good overview of what values-based
leadership means today, while still being successful. Dutch Oikocredit is one of the world’s largest
sources of private funding to the microfinance sector. They also provide credit to trade cooperatives,
fair trade organizations and small-to-medium enterprises in the developing world. The company was
created by the Council of Churches in the Netherlands with the belief that the world’s poor can build
better lives for themselves if only they were given a chance. Through no choice of their own, 1.4 billion
people in the world live in poverty. They don't lack ability, they lack opportunity. The company is active
in microfinance and social investing. They had 520 million Euros invested (in 2011) and, at the time of

publishing, they had 26 million clients.

Oikocredit’s mission is guided by the principle of empowering people. The most effective and sustainable
way of assisting those in need is to provide them with the opportunity to help themselves. They challenge
people (and groups) to share their resources through socially responsible investments and by empowering
disadvantaged people with credit. For them, all people are created equal. Thus they extend credit to
marginalized people irrespective of their faith, culture, age or gender and favor the initiatives of women,
as they are the backbone of their families and thus society as a whole. Oikocredit provides a mechanism
for meaningful sharing. In the cooperative culture of Oikocredit, people’s initiatives and participation

are central to all acts and policies.
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The underlying principles of the Tata Group, and their approach to sustainability are described in the book
they published themselves: Code of Honour (2010). According to Kishor Chaukar (managing director
of Tata Industries at the time of publication), they practice the belief, in line with the founder’s ideas
(Jamsetji Tata), that in a free enterprise the community is not just another stakeholder in business, but
is, in fact, the very purpose of its existence. Jamsetji’s philosophy had two pillars. The first is “Corporate
Sustainability”. The second pillar is “Code of Conduct” - the belief system, the values and the ethics. These
two pillars are there to support and reinforce Tata’s aim to improve the quality of life in the communities

in which they operate and to build trust with the people they deal with.

Code of Honour details the Tata group’s focus around corporate sustainability in terms of: governance,
employees, environment and the community. It highlights the Tata commitment to causes that stretch
beyond business: social development, research and education, employee wellbeing, and the environment.
The group is involved in helping to create and sustain livelihoods by backing grassroots organizations

in a multitude of fields and in practicing ethical business principles.

The examples above are by no means the only values-based leadership instances in the world. The ones
mentioned here were chosen to describe different sectors: retail, banking, mechanical construction,

building and mining.
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Some questions to consider

This book is not just about new content, new concepts and ideas. It is about a new way of doing, since

eventually this new doing is going to lead to you becoming a different being, possibly a values-based

leader. This book is as much a workbook as a textbook. So let’s start with some reflection exercises. After

having read this introduction, I would like to invite you to reflect on the following eight focus areas in

respect of your own company, organization, NGO. Do this in writing, and it might we worthwhile to keep

a little notebook for all the “to do” things in this book. It will allow for easy revision and learning later on.

Wherever company is mentioned, you could consider any type of organization: a cooperative, a club,

an NGO. In case you are not able to answer a question, I invite you to think through the question, and

consider how your company could do things differently from how they are presently doing them. What

would be the impact and/or advantage of this different way of thinking?

What are the values that your company or organization announces, and according to you,
what values are lived up to? Give examples of actions and activities of the company that

show the realization of those values.

. Does your company really value diversity? What do they understand by diversity and why

do they value it? What examples can you give to illustrate your answer?

Is your company and your management living within paradoxes, ambiguity and complexity,
or is the purpose of the company to reduce all this and come up with straightforward
actions? Is your company able to leverage complexity to their advantage? Can you give
examples of any of the statements you make?

What is the company’s personal development policy, program, or tools used? Does it, and

how does it, link into the values? Can you give examples?

5. Are there any personal well-being programs and/or actions? Can you give examples?

10.

11.

12.

Does your management show leadership? How does it show it? What does leadership mean
in your company?

Does your company have an individualistic evaluation system, or a team evaluation system?
Could you comment on this question from your perspective?

How would you evaluate the company’s financial performance? Could you suggest changes
in the financial policies that would be more aligned with the values?

How does your company organize, support and reward innovation? What does your
company understand by innovation?

Does your company have programs on sustainable performance, and what do they
understand by that? Does your company have programs on social responsibility and what
do they understand by that?

Does your company have an active knowledge management policy, and what do they
understand by knowledge and knowledge management?

Does the company have a formal (organizational) learning strategy? What actions do they

undertake to realize it?
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While these questions may be difficult to answer now, the process of this book and the full Cassandra®
test at the end will facilitate a deeper understanding of business model innovation for your company

and in your unique situation.
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Values Based Leadership in Business Innovation What drives people, organizations and companies?

2 What drives people,
organizations and companies?

The paradigm of consciousness and leadership

“Science cannot solve the ultimate mystery of nature...because in the last analysis we ourselves are part of the mystery we
are trying to solve.....

When you change the way you look at things, the things you look at change.”

— Max Planck, Nobel physicist

2.1 Some key concepts of a new ontology

The ideas proposed in this book are based on a new paradigm, or at least a less mainstream paradigm,
explained in earlier work (Baets and Oldenboom, 2009). As a basis for formulating a new paradigm
for understanding complex systems in general and management in particular, as well as to develop an
adequate research model, I first summarize some fundamental concepts, often developed in other sciences
than those of economy, management or social sciences, but equally applicable in complex social systems.
These concepts are explored further throughout this book but initial insight into them will give context
to their relevance as we proceed.
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Holism: The approach developed and proposed is contained in the holistic paradigm and in
the way it is used here, draws from Ken Wilber’s (2000) theories. He defines holism as an
eternal dynamic interaction between four “spheres”: two external (individual and collective),
and two internal (individual and collective). They are as follows: The mechanical (external)
individual sphere; the mechanical (external) collective sphere; the internal collective sphere
(common values), the internal individual sphere (emotions and consciousness). See diagram
in Chapter 5. Clearly, in reductionist and rational approaches, the external individual sphere
receives all the attention. “Classical” ecological scientific movements are especially interested
in the collective, but always external, sphere. More recent scientific interests attempt to

go beyond that, by including more values and emotions (slowly introducing the concept

of consciousness). Holism, as defined by Wilber, is evidently founded on a constructivist
approach i.e. the way people create meaning through individual constructs. Constructs
are filters we use to create order and meaning.

The proposed ontology fits clearly the reality of the sciences of complexity in the definition
of physical chemist and Nobel Laureate, Ilya Prigogine’s study of dynamic non-linear
systems. In particular, he was always very interested in two important aspects: the role of
time and behavior far from equilibrium. He illustrated the constructive role of time, as
expressed in the principle of the irreversibility of time, in complex processes. This principle
illustrates why in complex systems it is not possible to extrapolate the future from the past.
Complex systems are extremely sensitive to the initial conditions. Minimal changes in these
conditions can have major influences on the further development of the process. Finally,
Prigogine identifies the most productive state of a (complex) system as one that is far away
from equilibrium - “order at the edge of chaos”.

John Holland, a pioneer in artificial life and agent systems, has developed a complex
adaptive systems approach (CAS) called agent based simulations. This approach simulates
the interaction between different agents and, consequently, simulates emergent behavior in
those kinds of systems. An agent, according to Holland, is a mini software program. Each
agent has characteristics. It is necessary to define the field of action (the limits of the system)
and to identify a minimum of interaction rules (and exchange rules). Then it is necessary

to make the system iterate and simulate the dynamic interaction of those agents. The agents
meet each other, interact, exchange (and so learn) and, step by step, form a global behavior
with qualities that emerge from the interaction itself.

Synchronicity, according to Wolfgang Pauli, appears in all the sciences and the techniques
in which simultaneity (two events happening at the same time) plays a role. It is necessary
to take into account that this is not about causal coherence, from cause to effect, but about
coincidence as occurring together in time. This has to be considered as potentially useful,
even if we cannot explain the more profound cause of the simultaneity. We must remember
that we always speak of a synchronicity if the events concerned happen in the same period

of time. The relationships therefore, to use Jung’s words, become a-causal.
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o The implication of these observations is that the phenomenon of “entanglement” (non-
locality), including a real activity at a distance, is not simply epistemological. It is, in effect,
ontological by nature (Polkinghorne, 1990) and can be called “a quantum interpretation”.

o Sheldrake and Bohm (1982) broached the subject of “implicit order” as something like solid
ground underneath time, a totality from which each movement is projected in explicit order.
For everything seen, there is something in implicit order at the origin of this projection. If
there are many repetitions of an event then behind it is a built constant component. A sort
of (fixed) link is born. Through this process, the forms from the past can continue to live
in the present. This is more or less what Sheldrake calls morphogenetic fields, created by
morphogenetic resonance.

o Ayurveda considers the human being as a self-organizing system composed of many simple
elements which are, when taken independently, very stupid, but which together form a
formidable distributed intelligence. In parallel, a company can be considered a network of
“simple” elements which “know” what they must know to be able to form effective networks
with others.

« The ontological nature of this quantum structure forces us to look again at our approach
to organizations and their management, and on a wider scale, at our economic theory.

The understanding of management must therefore be based on the “carrying along” of
quantum structures, synchronicity, morphogenetic fields and individual space for self-

organization.

2.2 Consciousness: the fifth floor (dimension) in the house of knowing
(what is the “hard” and the “easy” problem?)

Key to our understanding of management is consciousness, in this sense awareness, and in particular the
role that consciousness plays in organizations (see Baets, 2008, for a more contextual overview). In her
interesting interview series of a number of neuroscientists and philosophers, Susan Blackmore (2005)
identifies two main schools of thought around consciousness. The one school is based on the idea that
the brain is a coder/decoder (neuronal actions) and hence, the challenge of consciousness study is to
understand how the brain deals with issues like feeling, color, senses, etc. These scientists study brain

operations and they consider the problem of consciousness residing in the physical world.

The second school of thought attempts to understand the “first person” perspective. They try to explore
how things feel, and they accept that one’s “internal movie” has color, music and feelings. According
to those scientists, consciousness cannot be reduced to a fixed space-time environment. The study of
consciousness for those scientists cannot be conducted via classical “third person” research tools. Let’s

develop a few of these ideas further.
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Bernard Baars (1988 and 1997) accepts that being conscious is activating the best or winning combination
of neurons (as opposed to being not conscious). He refers to the theatrical metaphor developed in
the Vedantic scriptures and ideas of Plato. Consciousness is what is in the bright spotlight area of the
stage. The thalamus is the machinery. This view on science denies emotions. But aren’t emotions part

of consciousness?

Francis Crick (1994) claims that the hardest problem is understanding how qualia are generated by the
brain. Qualia are instances of subjective consciousness that describe the perception of the redness of
red, the taste of wine or the sensation of sand between your toes. Daniel Dennett eventually suggests
(as befitting a real behaviorist) to get rid of qualia altogether. For Dennett, it is all about behavior. For
Crick, being conscious or not conscious has everything to do with brain activity. Consciousness and

awareness go hand in hand.

Dennett (1987, 1991, 1996, 2003) is one of the best known opponents of the brain activity school, but at
the same time, he pays a great deal of attention to behavior. Subjective experience is hard to understand;
it is a point of view, a reflective capacity. People have powerful seductive intuitions that are just wrong.
From a third person perspective, you approach consciousness from the outside, not from the inside.
According to Dennett we are put into a physical world, where there is no mystery. To him, dualism, the
conviction that mental activity is separate from the physical human, is hopeless. Dennett is an absolute
materialist and argues that one cannot trust common sense. The point is to categorize the phenomenology
of consciousness and explain it. But he does agree that first person research is useful in the stage of
discovery, not in the context of justification. But aren’t we still in the stage of discovery? Do we have any
reasonable understanding yet of how to explain consciousness from a third person perspective? And if

not, should we not start with some more explorative research?

Patricia Churchland (1986, 2002) and Paul Churchland (1984, 1996) express the view that we have not
made real progress in understanding consciousness, since we do not truly know how information is
coded in the brain. For them, consciousness is all about how the brain performs the coding. For them,
the brain builds a model and there is a difference between inner and outer (dualism). Though one
would possibly put the Churchlands in the first school of thought, they also have interesting ideas that
open doors to a more quantum interpretation. According to them, there is more than just wave theory
in sound. Heat of a coffee cup is similar to mean molecular kinetic energy, but it is not just correlated.
There is something akin to neural correlation, or a better description would be “interconnectedness”.
Sensations are energies and this “energy” interpretation of consciousness opens doors for a non-causal

model of understanding.
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Koch (1999, 2003) refers to illusion and the fact that sometimes we see and sometimes we don’t. This
possibility to see “different” is what he calls consciousness. It is an experience; it is not just what we see, but
the feeling that goes with it. It is not the retina that makes the difference, but that which gives rise to the

subjective feeling. However, he feels that the only way ahead would be to get the neural correlation right.

Searle (1992, 1997, 2004) takes an interesting middle ground but does not make much progress.
Consciousness only exists as something experienced, enjoyed, hence it has a first person ontology. We
now try to have an epistemologically objective science about a domain that is ontologically subjective.
That is a real dilemma. If we explore the synchronization of massive neuron firings over large areas of
the thalamo-cortical system, would this get us anywhere close to understanding consciousness? Searle
continues to be positioned between the concepts of the brain mechanism creating a system of rational

agency, and the presupposition of freedom of experience.

Ned Block (1997) defines consciousness as the Technicolor phenomenology “what it is like”. He defines
phenomenological consciousness on the one hand, and access consciousness on the other. The latter
form, involving the unconscious, vivid image states, etc, is suppressed. But he admits that studying the
phenomenological consciousness alters that same consciousness. This creates issues around the research
methods used. According to him, you can have phenomenology that is not completely part of us, just

as much as you can have observations that do not connect.
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According to Chalmers (in Lanza, 2009) however, the so called “easy” problem of consciousness is to

explore:

o The ability to discriminate, categorize and react to environmental stimuli
o The integration of information by a cognitive system

o The reportability of mental states

« The ability of a system to access its own internal states

« The focus of attention

o The deliberate control of behavior

« The difference between wakefulness and sleep

The easy problem is about control and which part of the brain does what. It is about finding mechanisms.
Understanding this “easy” problem would not bring us any closer to explaining consciousness or
understanding how we transform seeing into experiencing: What is the feeling of the color red? Why is
working with one person more motivating for me than working with another? How does the architecture

of a building make me feel happy, energetic or depressed?

Biocentrism (Lanza, 2009) squarely brings up the fundamental problems that remain in the acceptance of
an “external” reality and defines seven principles that link up the observer and the role of consciousness

in the experience.

What we perceive as reality is a process that involves our consciousness. An “external” reality, if it existed,
would - by definition - have to exist in space. But according to Lanza this is meaningless because space
and time are not absolute realities but rather tools of the human and animal mind. Our external and
internal perceptions are inextricably intertwined. They are different sides of the same coin and cannot
be divorced from one another. The behavior of subatomic particles — or even all particles and objects —
are inextricably linked to their being an observer present. Without the presence of a conscious observer
they exist at best in an undetermined state of probability waves. Let us therefore explore the researchers
of consciousness that share this view on what consciousness is, before making an attempt to define

consciousness and design a measurement approach.

David Chalmers (2004, 2009) is widely known for his attempts to understand consciousness from a first
person perspective. How do things feel? Consciousness for him is subjective data. The hard problem
according to him, is understanding subjective experience. The processes in the brain are not the feeling
itself. Descartes, with his cogito ergo sum - I think therefore I am - has in a way defined consciousness:
the mind (this overwhelming energy and power) creates consciousness. The connection between brain
processes and conscious experience is, according to him, certainly not causal. Consciousness cannot be

reduced to a fixed time-space concept, but it is a fundamental feature of the world.
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For Chalmers consciousness is a non-physical thing interacting with the physical world. It gives life
meaning and it gives life the interesting room for value. This interpretation of consciousness finds an

ontological home in quantum mechanics.

Stuart Hameroff (Hameroft et al, 1996, 1998, 1999) supports the Chalmers idea. Consciousness is
fundamental to the universal part of our reality, like mass or charge. It is just there. According to him, if
qualia -individual instances of conscious experience — would exist, they would exist at the lowest level of
existence; at the Planck level where space-time is not smooth any more but quantized. At this fundamental
level, qualia are embedded as patterns in this fundamental granularity of space-time geometry that
makes up the universe. It is suggested that platonic values in mathematics as well as ethics and aesthetics
were embedded there. We know two sets of laws: the Newton laws at the macroscopic level and laws of
quantum mechanics at small scales. How small is small? Where does the collapse of the wave function

happen? All this has to do with consciousness.

Ramachandran (1998, 2004) considers qualia as equal to consciousness. Qualia deal with the experience
of the redness of red. But qualia need a self that knows that it knows, and that it is required to know.

Qualia are linked to the spinal cord experience, but at the same time grow over the simple feeling of

pain, for instance. The self is able to hold a “meta-wareness”.
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Roger Penrose (2002) argues that our minds do non-algorithmic things anyway. They have an other
logic (a particular collapse of the wave function). There is a type of quantum computing taking place in
the brain. He refers to this as quantum computing in microtubules (a protein structure). For Penrose,
consciousness is quantum processing. For example, when you are presented with a restaurant menu,
you filter according to your preferred dishes, and, when you make your final choice, a collapse in the
quantum wave function occurs. Quantum coherence and entanglement may be essential features of life.
Consciousness dances on the edge between the quantum world and the classical world. The more we
are in contact with the subconscious world of enlightenment, the happier we can be. The universe at the

Planck scale is non-local, it exists holographically, indefinitely.

LaBerge (1985,1990) sees consciousness as havinga fractal nature. For himlucid dreaming is consciousness
since dreams are experiences. The physical reality is only a hypothesis that allows communication. In an
awakened state only 25% of the viewers see things like the change of an actress in a movie or the gorilla
in the basketball video. Any approach to consciousness must entail questions of self-transformation;
we have to understand the experiences. Metzinger (2003) goes a step further. Consciousness for him,
as opposed to all other states, is a physical one, a biological and chemical one which is known from
the outside, from a third person view. The first person view is one that is rooted in experience, but he
suggests that the most adequate way to research this would be via correlates. That is what I will develop
further in this book. Understanding consciousness requires training in order to see experience without
the “self”. The self can be very misleading. One should strive for introspection without attempting to
relate it to the known or familiar, and without creating theories. But this goes against the tradition of
Western neurosciences. Metzinger questions whether indigenous wisdom, more soul related wisdom,
would be all that wrong. For him demystification of society can lead to “desolidarization” of society and
classical science offers little defense against that. Shouldn't we be more interested in conscious culture,

conscious ethics and possibly a conscious organization?

O’Regan (2011), an influential experimental psychologist, states that people should give up the idea that
consciousness is a single thing that emerges from some brain process. Our continuous perception of the
world is an illusion; if there is nothing there, you wonder what there is (like the light inside the fridge).
The firing of nerves couldn’t possibly be the cause of visual experience. Experience is not simply in the
brain, but it is something the brain can do. Experience is observing something new, it is movement, it is
action, at least for the more perceptual forms of feeling (for “feeling happy” that might be a different story).
Redness is how you move the eye; there is nothing really red. For O’Regan, it is all about brain capacity
and about focus, not about brain function. We get little bits of information from external sources and
then create a rich internal representation which becomes our experience. It is all part of an activity, not
a simple transfer. Small changes are often not observed. There is no real seeing, but only interrogation,
and that creates the image. The “I” is merely a social construct. This view on consciousness allows us
to move into a workable understanding of consciousness in organizations, and opens doors not just to

measure or represent consciousness, but equally to work towards a more conscious organization.
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Varela (1992) sees that consciousness research is ruled out on a behavioral level for scientific political
reasons. There is a methodological issue with science that relates to the scientific tradition. Buddhism,
for instance, does allow the reporting of feelings very precisely. Hence science should go a different
route if it is to understand consciousness. Consciousness feels so personal, is so singular and given
our embodiment, is a neurophenomenological issue. Furthermore, people’s consciousness develops in
relation to the consciousness of others. Velmans (2000, 2003) builds on the concept of embodiment.
Consciousness is not in the brain but is embodied with outside embedding, and it consists of real energies.
For reductionist scientists, consciousness has to be a state of the brain. It is a fundamentally dualistic

concept but this still does not resemble simple experience.

In fact, this second school of thought suggests that consciousness is a new kind of dimension, a
first person sensation that cannot be understood with classical third person research (that cannot be
understood in a Newtonian paradigm). Third person research is based on reductionism, measurement,
and inside-outside understanding of reality and rationality. Third person research typically takes place
in a three dimensional Newtonian reality of absolute time and space. But scientists (and in particular
quantum mechanics) suggest another type of reality — a quantum reality (Baets, 2006) that is based on
non-locality, synchronicity and entanglement. This is a world of waves being a multitude of possibilities
until measurement (or observation) collapses the wave into a particle — a particular state created by
observation. (Polkinghorn, 1990) It is the observer — you and me - that seems to create at any given
moment, out of all the different possible states, the one that is chosen. Out of all the different possible
sounds, we select the one we like most in a piece of music. From all the different possible sensations the

color red can give, we chose that one that we like most in a given situation.

These scientists give meaning to the research done by the Bogdanovs (Bogdanov and Bogdanov, 2006)
who explore the very basis of nature: what happens beyond the Wall of Planck? Since the Wall of Planck
is the smallest possibly value in nature, this discovery is mathematical. Their exploration suggests the
existence of a fifth dimension that could be a fourth dimension of space expressed in imaginary (complex)
time. Beyond the Wall of Planck and hence also before the Wall, time and space would come together.
This would be the world in which things “are” (time and space independent). This state, being the fifth
dimension, could be a state of consciousness. This definition of consciousness would perfectly fit the
definition that some old traditions (like Ayurveda) give. All understanding is constructed on a number
oflevels of understanding. In classical sciences these different levels are: mathematics, physics, chemistry,

biology and psychology. In noetic sciences (www.noetic.org) those levels are: fractal algebra, energy

physics, vibrational chemistry (both based on quantum mechanics), noetic biology (interconnected
cells) and energy psychology (perceptions and energy fields). In an ancient wisdom tradition like
Ayurveda, those levels are: matter form, ether and astral body, energy level, desire, capacity to think
(conceptualization), intelligence and intuition, and finally consciousness. Consciousness is described as

the highest state of being, the highest floor of knowing; the ultimate being.
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In this definition of consciousness third person research will not be able to clarify what consciousness is,
let alone how it would influence corporate behavior, happiness, etc. This understanding of consciousness
would mean that within the classical three dimensional Newtonian world, things cannot have a

consciousness. At the same time, consciousness cannot be Newtonian.

It is clear that consciousness is a multi-faceted concept that is of crucial importance for a better
understanding of the link between organizations and their well-being. In this book, I would like to focus
on Hameroft’s “definition” which at least comes closest to being a definition. For him, consciousness
is fundamental to the universal (the everything) part of our reality, just like mass, or a charge: it is just
there, which in a way is Chalmers’ idea. If qualia are fundamental to consciousness, they must exist at the
lowest level of existence; at the Planck level where space-time is not smooth any more but quantized. One
could refer to it as granularity at a fundamental level. In nature, there are two sets of laws. If Newton’s
laws apply at the macroscopic level and the laws of quantum mechanics apply at small scales, then the
question is how small is small, and where does the wave function collapse? This question is related to
consciousness. Again, consciousness is a form of quantum processing where choices are continually made,
as in the restaurant menu example. Eventually this can be measured and visualized by a combination of
algorithmic and non-algorithmic processes. Consciousness spans the quantum world and the classical

world.
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If we wish to research consciousness as defined here, we will either have to use different research
methods (possibly still to be developed; first person research methods) or use a measurable proxy for
consciousness using adapted research methods. The measurable proxy we argue for is “coherence’, as
worked out in some detail. As will be discussed in more detail, “coherence” is the impact or consequence

of consciousness on the individual level.

23 Coherence as proxy for consciousness

According to McCraty and Tomasino (2006), the most common definition of coherence is “the quality
of being logically, integrated, consistent and intelligible”, as in a coherent argument. A related meaning
is “a logical, orderly and aesthetically consistent relationship of parts” If we refer to people’s thoughts
(or speech) as coherent, we say that the parts seem to fit together. They are not uttering meaningless
nonsense or presenting ideas that don’t make sense as a whole (Ho, 1998). Coherence, hence, refers to
wholeness and a global order; out of the interaction of elements, a whole emerges. Coherence includes
the idea of local freedom and global cohesion (Ho, 1998). Interestingly, in physics, the concept of
coherence is also used to describe the interaction or coupling among different oscillating systems in
which synchronization is the key idea in this concept. This definition of coherence perfectly fits our

quantum ontological framework described earlier.

Most of the known scientific research on consciousness and conscious states of mind links consciousness
with coherence (on a brain and/or body level). Lehrer et al (2003) report on a UCLA study of Buddhist
monks meditating on generating compassionate love. This study exhibited increased coherence. Another
study of Zen monks found that the more advanced monks tended to have coherent heart rhythms, while
novices did not. Lutz et al (2004) report on a study of long-term Buddhist practitioners. They found that
while the practitioners generated a state of “unconditional loving kindness and compassion’, increases
in gamma band oscillation and long-distance phase synchrony were observed. The authors suggest
that this increased gamma band oscillation reflects a change in the quality of moment-to-moment
awareness. The characteristic patterns of baseline activity of this group were found to be different from
a control group. More research on consciousness, coherence and body impact can be found on, amongst
others http://www.mindandlife.org/, and http://www.mum.edu/tm research/welcome.html. Coherence
on a body level - and I will discuss this further — seems to be a reasonable proxy for consciousness.
Coherence, as we develop it here, is a concept that is measurable within a classical paradigm. Coherence
is seen as an optimal psychophysiological state: a dynamic systems view of the interrelations between
psychological, cognitive and emotional systems, and neural communication networks in the human

organism. This is the definition of coherence that HeartMath has used to build their research tool

(http://www.heartmath.org).
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The feelings we experience as “negative” are indicative of body states in which “life processes struggle
for balance and can even be chaotically out of control” (Damasio, 2003). By contrast, the feelings we
experience as “positive” actually reflect body states in which “the regulation of life processes becomes
efficient, or even optimal, free-flowing and easy” (Damasio, 2003). Research (Fredrickson, 2002; Isen,
1999) has shown that positive emotions and attitudes, beyond the fact that it makes you feel pleasant,
have a number of objective, interrelated benefits for physiological, psychological and social functioning.
Coherence is a particular quality that emerges from the connections between the parts of a system or
from the connections among multiple systems. The latter is particularly what we would measure in the

organizational analysis (using neural networks).

The HeartMath Institute has developed a theoretical framework and tool to visualize coherence inside
the human brain/body system. Psychophysiology refers to the inter-connectedness of the physiological,
cognitive and emotional systems, and human behavior. It is now evident that every thought, attitude and
emotion has a physiological consequence. In more specific terms, they examine the natural fluctuations
in heart rate, known as heart rate variability (HRV). HRV is a product of the dynamic interplay of many
of the body’s systems. Short-term (beat-to-beat) changes in heart rate are largely generated and amplified

by the interaction between the heart and the brain.

Research on adults has documented a wide array of effects of positive emotions on cognitive processing,
behavior, health and well-being. Positive emotions have been found to broaden the scope of perception,
cognition and behavior (Fredrickson, 2001, 2005; Isen, 1999), thus enhancing faculties such as creativity
(Isen, 1998) and intuition (Bolte, Goschke and Kuhl, 2003). Moreover, the experience of frequent positive
emotions has been shown to predict resilience and psychological growth (Fredrickson, Tugade, Waugh
and Larkin, 2003), while an impressive body of research has documented clear links between positive
emotions, health status and longevity (Blakeslee and Grossarth-Maticek, 1996; Danner, Snowdon and
Friesen, 2001; Medalie and Goldbourt, 1976; Moskovitz, 2003; Ostir, Markides, Black and Goodwin,
2000; Ostir, Markides, Peek and Goodwin, 2001; Russek and Schwartz, 1997; Seeman and Syme, 1987).

By contrast, research has shown that negative emotions such as frustration, anger, anxiety and worry
lead to heart rhythm patterns that appear incoherent — highly variable and erratic (McCraty et al, 1995;
Tiller et al, 1996).

When certain positive emotional states, such as appreciation, compassion, or love are intentionally
maintained, coherent heart rhythm patterns can be sustained for longer periods, which also leads to
increased synchronization and entrainment between multiple bodily systems. The HeartMath institute
calls this psychophysiological coherence or entrainment (Tiller et al, 1996). Childre and Martin (1999)
have developed a method for quantifying heart rhythm coherence.
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In summary, psychophysiological coherence is a distinctive mode of function driven by sustained,
modulated positive emotions. At the psychological level, the term coherence is used to denote the
high degree of order, harmony and stability in mental and emotional processes that is experienced
during this mode. Physiologically speaking, coherence is used here as a general term that encompasses
entrainment, resonance, and synchronization - distinct but related phenomena, all of which emerge
from the harmonious activity and interactions of the body’s subsystems. Thus, the greater the degree
of emotional stability and system-wide coherence, the greater the facilitation of cognitive and task
performance. This hypothesis, tested extensively by the HeartMath Institute is called the heart rhythm

coherence hypothesis.

A series of tools and techniques, collectively known as the HeartMath System, provide a systematic
process that enables people to study and self-regulate emotional experience, and reliably visualize the
psychophysiological coherence mode (Childre and Martin, 1999; Childre and Rozman, 2002, 2005;
McCraty, 2003; McCraty and Childre, 2004; McCraty and Tomasio, 2006).

Coherence-building interventions have also been found to yield favorable outcomes in organizational,
educational, and mental health settings (Arguelles et al, 2003; Barrios-Choplin et al, 1999; McCraty et
al, 2001; McCraty et al, 1999; McCraty and Childre, 2004; McCraty and Tomasio, 2004).
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24 Some practical implications

Some authors have compared organizations to neural networks (Khalfa, 1994; Caverni et al, 1991; Ehrlich
etal 1993; Maturana and Varela, 1984). Maturana and Varela have observed in biological colonies that the
colony reacts as a group, very much like a neural network (our brain) reacts. When a group is confronted
with a problem, in parallel, different members of the group will be consulted, who in turn then consult
other members. There is a great deal of cross consulting. Just as the brain has a learning capacity, biological
colonies (companies) also show learning behavior. Consciousness is the outcome of a learning process
of interacting “agents” which, in the case of a company, are the employees. Connectionist systems (like
neural networks) are based on the assumption that knowledge and eventually consciousness are built
dynamically. Understanding organizations as an interacting living network of individuals, out of which
certain qualities like consciousness emerge, creates the necessary framework for studying emergent

processes (like consciousness or coherence) in companies using artificial neural networks (Baets, 1998).

The link to a wider systems thinking approach of any research design or organizational design and, in
particular, the systems qualities of neural networks, can be understood as follows. Complex living systems,
such as human beings, are composed of numerous interconnected, dynamic networks of biological
structures and processes. The recent application of systems thinking in the life sciences has given rise to
the understanding that the function of the human organism as an integrated whole is determined by the
multi-level interactions of all the elements of the psychophysiological system. The elements influence one
another in a networked way, rather than through hierarchical or cause-to-effect relationships. Abundant
evidence indicates that proper coordination and synchronization - i.e. coherent organization — among

the different networks of any biological activity is critical for the emergence of higher-order functions.

The operationalization of a “first person” research concept of consciousness (or according to some other

authors, a fifth dimension research concept of consciousness) needs to be developed further.
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3 Emergence in emerging markets
(the mechanism)

Exploring an interconnected world, as we suggested in earlier chapters, immediately makes the link to
biology and the lessons we can learn from biology. Ecosystems, life itself and nature are interesting models
of interconnectedness. The interactions that take place between different elements (be it amoebas, cells,
animals in a colony, the process of photosynthesis, etc.) on different levels of existence suggest some
ideas to explore in order to improve our understanding of the interconnectedness between people in
markets and companies. In this chapter, we consider some biological concepts that challenge the study

of values-based leadership, and more broadly for human behavior within the context of groupings.

Does self-organization exist?

The answer to this question opens revolutionary possibilities for business. The relevant research for the
answer comes from biology in general and neurobiology in particular. While Maturana and Varela are
perhaps the best known representatives for the perceptual innovation known as self-organization or

autopoiesis, the concept has been applied by several others in different domains and in different ways.
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In their work, the two neurobiologists did not examine the systems from the perspective of genes or
species, but from the simplest biological element, the amoeba. For them, the amoeba has a central role
in each living being, and so Maturana and Varela studied how co-operation between these amoebas
creates (complex) behavior. Each amoeba has individual autonomy at the center of a certain organism,
and what appears to happen is that the living system basically functions in a mechanical fashion. In
effect, the total behavior of the system is generated by its elements and their interaction. As a result,
observers find themselves entirely outside the system, and therefore, perceive the unit as well as the
environment. The elements of a system each react uniquely in interaction with other components. Each
declaration of a living system cannot therefore be based on either the idea of the goal, the direction or
the final function. In this layout the systems seem to be autopoietic, they are circular, self-productive,

self-conservative but also self-referring.

Here we have a few points of reference to see how people collaborate in a company or an organization.
Accept for a minute that the purpose of a company is to create value for the market, value that is not
yet available in that market. That could be the vision, longer term perspective and focus of the company.
However, a company cannot be anything other than a collaboration of a number of individuals who are
trying to attain their own individual goals and who employ a certain number of rules of interaction. If that
was the case then it is remarkable, for such a system creates its own order and self-maintains in a good
state (like our bodies) on the condition that no artificial order is imposed (something we could call an
organization). By contrast, scientific management does precisely that. We impose an organization which

we will then control if the requisite results are to be attained. This might be a reason for corporate failure.

Questioning organizing and observing theories

At this stage we must develop our understanding of the process by asking key questions: What does
autopoiesis need to be true? What conditions must be satisfied to produce this self-production and self-
organization? The answers lie in the theory. All perceptions, observations and experiences occur via our
body (our senses) and our nervous system. The body then plays the role of the medium of transport.
Once in the system, therefore, it is impossible for human beings to have a pure description of anything
that is independent of themselves. Each experience is always a reflection of the observer. There is no

object outside the field of the observer; instead this observation belongs only to them.

What is therefore true in an autopoietic system and how can we face up to knowledge and truth? What does
truth signify? Who supports autopoiesis in maintaining a system in a good state? The survival of the system
becomes a key criterion for measuring knowledge and success. Each approach that aims to be scientific can
only clearly describe what the observer sees. In effect, the observer plays a crucial role. The comparison with
the external world makes no sense. Therefore, the methodology and the manner of leading our investigations
are specific. They cannot be detached from the view of the observer. In a company situation, each truth can
be just as precious, and just as important, as another. It is not certain that the manager has more reason or

a better understanding than someone who is closer to the company process, or to the customer.
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Consequences follow from this. Autopoiesis really says more about the observer than the subject (or should
it be object) which is observed. In the case of autopoiesis, at least, that is clearly accepted but what about
other scientific paradigms? An ulterior consequence is, of course, that any absolute claim of objectivity
cannot be made, by whatever approach. All of this had already been confirmed by Godel’s theory. Both belief
and theory are pure human constructions, which then construct a reality instead of being a reflection of an
existing reality. For this reason we sometimes speak of a paradigm of radical constructivism. Remember
constructivism? How we make meaning of things to create order from randomness and chaos, in order to
make sense. Reality is created and not perceived. Constructivism as research paradigm is gaining increasing

support in social science research, but is also subject to a lot more discussion in the classical sciences.

Theory in action: computers, law and linguistic animals

Self-productive ideas have been successfully applied in the construction of self-generating computer
applications. The application manipulates itself to be in an optimal situation at all times; in this case
we are talking about genetic software. A telephone switchboard, for example, must at any moment of
the day deal with a volume of swiftly changing traffic. We can easily imagine making a program which
takes into account the multitude of possibilities but, in practice, that appears rather difficult. We can
develop a software program which manipulates itself in relation to specific volumes of traffic that the
switchboard intercepts. We do not produce a program that resolves the specific problem, but rather a

program which uses ideas of self-reproduction.

Without expressing a value judgment, this chapter observes the same processes elsewhere in practice.
The legal system, for example, organizes itself in the best manner to assure its survival and the survival
of its practitioners, rather than an expressed aim such as enabling justice. For that the system is going to
reproduce itself and establish its own frame of reference. In order to make the legal system more efficient, a
common language (the law) and a number of procedures are created. The professionals of the legal system —
judges, lawyers, etc. who work within it, know the language and procedures. Common understanding
and efficiency advances inside the legal system. But the citizens that are only seeking justice (and have no
a priori interest in the survival of the system itself), don't understand the jargon and ceremonies around
their — for them - very simple request. To outsiders, the insiders become extraterrestrials. To the insiders

the outsiders don’t understand the importance of the survival of the system.
We have already mentioned the idea of self-reference as a strong, but potentially destructive, idea. By

analogy with the legal system we can regard each human being (a society, an organization, a meeting,

etc.) as an autopoietic system.
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People seem to be “linguistic animals” (and that refers to communication and interaction in a network)
who do nothing other than play the game that could be called the “practice of artificial living” Human
experience as an observer is not only crucial, but is more important than what really happens in the world.
The role of language and communication is core. All understanding happens through language and its

representation but, in addition, all communication with others in a network takes place through language.

The number of misunderstandings in the world, within the same group of languages, is symbolic in
relation to this central aspect of interaction. Even in the center of the same group of languages, the
Dutch and the Flemish, for instance, use the same words differently. Sentence structure is different which
leads to the gathering of the same ideas in a different way. The network of ideas that a speaker tries to
transmit is a function of the construction of sentences, even the sequence of sentences. But also, from the
listener’s side, how they make sense of the phrases determines the understanding of the message received.
Communication is constituted by a network of agents (people) exchanging a network of thoughts with,
perhaps, some hopes of being able to learn something, develop knowledge or get something done. In

order to reach a real understanding of communication, we should not ignore common intention.
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For facilitation of communication we create formal languages (a set of rules). These languages have the
intention to standardize and therefore facilitate communication. However, they do not grasp the common
intention and by formalizing the exchange of ideas, they sometimes obscure common intention. Children
who communicate between themselves in different languages, without speaking those languages, may

consequently make far fewer mistakes in the formal language and seem able to conceptualize more rapidly.

It seems evident that the messages children want to transmit are easier than those politicians wish to
transmit. Here too, we immediately fall into the positivist trap: if we can measure, then we can know.

But it would now seem that communication is not at all organized in the same way as thoughts are.

Is non-verbal communication not equally efficient and less structured?

Does the extreme order help the process of communication, compared to a higher intensity of
communication? If everyone in a Spanish café seems to be talking at the same time, and no-one seems
to be listening, is the communication less significant and less precious? Do similar interlocutions lead
to not-so-good decisions? Do we always have the intention of rational exchange, or do we use language
for emotional connection? And would the latter be less value adding in communication? An example
of disordered but effective communication is “open comms” in a live television broadcast which could,
to an outsider, appear to be complete chaos. However, this communication is perfectly ordered to the
insider where, being able to communicate to everyone from camera operators, sound technicians,
commentators, and a host of technical operators, is vital to the success of the production. It is a highly
ordered chaos focused on a very definite outcome - delivering the live sports event with most relevant

sights and sound to the viewer.

Cognitive connections and artificial intelligence

Contemporary cognitive psychology seems to illustrate a good number of these ideas. A great deal of
research is done around language and interlocution, showing that language and action are tightly linked.
Language is our “existence in the world”. Language is really the entire thinking of humans. Even on
the subject of language, we think about language, using language (a good example of self-referencing).
Knowledge is not linguistic representation because it is possible to distinguish between different things
beyond language. Language is, in fact, a social act. Organizations are therefore networks of recurrent
interlocution constructed between individuals and groups of individuals. This thinking has parallels with

a certain re-orientation in the developments in artificial intelligence.
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The reigning paradigm of objective observation and the associated possibility of drawing up optimum
rules, led to the research of “machines based on rules” in expert systems. The assumption is that all
decision processes can be captured in rules. While these expert systems have known moderate success,
the achievement of the objectivist orientation of artificial intelligence has certainly been over-estimated.
Current developments lead in two rather different directions. One goes in the direction of research, which
can be regarded as the search for self-learning behavior of systems (emergent behavior), and makes use
of connective structures. This development is seen in artificial intelligence in particular. The connective
structures are structures where many simple tightly-connected elements and communication make

sense out of chaos. In practice, this involves such techniques as neural networks or networks of agents.

The second direction in current research also builds on the self-learning behavior of systems. In this
case, it is perhaps better translated as constructing behavior, based on “enacted” technologies. “Enaction”
here refers to what Varela calls “enacted cognition” as an actor “enacts” a theatre play. An amateur asked
to play the role of Hamlet might try but would be unlikely to achieve a satisfying theatrical outcome.
If an actor is asked to play Hamlet, he does not ‘play’ Hamlet, he becomes Hamlet. Each evening he
re-creates another Hamlet. Maybe the two find each other in the character of Shakespeare. A manager
can no longer ‘play’ the role of manager. A manager can simply ‘enact’ his role. He ‘is’ his role and it is
therefore very difficult to learn this ‘behavior. You become a manager by experience. You cannot teach
someone to become a manager and, as will be argued later, something which is based on skills and

competence cannot be taught anyway.

Developing knowledge: pathways, platforms, communities

For this reason, the personal development path of a manager is so crucial. Only a “learning” manager
will be up to playing the role of the spider in the web, the inspirer and creator of good conditions for
others. The manager must and should strive for continuously improving himself in this task. Operations
or instruments only have a very limited utility and can never play a driving role in dynamic situations.

Worse still, they can therefore never have a general validity.

The vision is the glue that keeps the network together; a kind of weak force that gives basic stability
to the network and prevents the network from disintegrating. The absence of this glue or vision will
remove that basic centrifugal force. It is this vision, this glue should be values-oriented if we wish to

move towards values-based leadership.

Knowledge is only knowledge if it offers a reasonable representation of action and creation. Otherwise it
is only possible to speak of information. In this case therefore, the use and the analysis of communication
(conversations), as well as a strong focus on the support of communication (by platforms, for example)
only gives the context within which the actors create knowledge. To illustrate: the “communities of
practice” experiment carried out by numerous companies, seem to conform well to this preoccupation.

That experiment was not uniquely led by artificial intelligence.
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Nevertheless, the interest in dynamic re-creation in two directions appears in artificial intelligence
research. Things are not fixed, but are produced afresh each time. If someone is asked their age, the
information is not stored somewhere particular in the brain. Each time the question is asked, the person
is going to produce the reply again. This seems inefficient from the point of view of a recurrent question,
but it is, in fact, the case. On the other hand, a question is rarely truly repetitive, even if it is asked using
the same words, since in the majority of cases it is looking for another signification. The intonation, for

example, is often a clue to the question and the expected answer.

This dynamic reproduction as an approach therefore leaves open the possibility to reply very quickly
(and differently) to similar or slightly changed questions. For an authentic, real-time conversation this
principle is therefore a lot better and more efficient. Furthermore, if the brain would need to store all
possible information in order to be able to answer all possible questions, it would need significantly
more storage capacity (and hence a larger head to accommodate that). From a rational and positivist
view of the conversation, this seems an aberration and an error of thinking. Language in general plays
an important role in this research. The research methods themselves are more self-learning. The general

validity of the observations is less declared; something which is done more quickly in classical science.
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Contemporary theories of artificial intelligence regarding how to think about the subject of reasoning,
offer a different attitude. They take more distance from earlier, rather positivist approaches. Possible
interaction between reason and the soul are looked for, which was unthinkable before in cognitive
psychology. Reason (intelligence) is considered a behavior: behavior is what counts. The link between
the brain and reason (intelligence) is broken: reason is not only present in the brain but in the whole
body (distributed intelligence). We are referring here to the concept of “embodied mind”. Reason, the
brain and intelligence are considered less and less to be like a computer, which refers to the thinking of
the machine behind reasoning. The interpretation, which is generally always vigorous becomes, in effect,

more and more based on shifting sands.

Intelligence is strong in the organization of “the next step”. It is weaker in the planning of a number of
next steps (multiple) and weaker still in the execution of subsequent multiple steps. Intelligence is the
organ of control for an autonomous agent. The structure was formed in a descending manner or by a
combination of various elements. A common example of a combination occurs when different people

sit around a table. The result is in effect, a structure built up by a network of different elements (people).

In addition, intelligence is something continuous and not only a sort of metaphor for a machine which
functions with zeros and ones. Intelligence does not function with numbers and symbols but with vague
notions like tall, taller, smaller etc. Intelligence reacts to these sensations, which can be translated into
sensorial perceptions. Then all of that is translated into information. It is not the action on the senses
themselves which creates information, but the liaison of a specific perception with the existing network
of perceptions, and information. Sensorial perception, action and knowledge go together and that is

summarized in the notion of “enacted cognition”

Biology lessons and enacted cognition

Self-organization and self-production are concepts which are strongly embedded in neurobiology;
concepts which, when translated into social systems, receive more and more attention but which are
radically different from the tradition of western management. In this tradition, everything must be
organized and controlled, based on whichever intellectual tradition it is inspired by. But, in practice,

that does not work and can lead to frustration.

Through Varela’s concept of enacted cognition, it is possible to see how intelligence re-combines old
information and experience to produce new actions. Intelligence is positioned in a diffuse way in the
whole body, but it seems that, even if the modules are independent, they collaborate through connections
between each other. These notions undermine what is used most of the time as a basis for our management,
especially specifically concerning structure and control. In particular, it raises one crucial question: can

a social system be organized from outside?
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From enquiries into the behavior of autopoietic systems, the answer seems to be no. Instead, it appears
that each system, even if examined from the simplest components, can only organize itself, replicate
itself and assure its own survival. Although this could be taken as negative at first glance, it represents
an undeniable strength. Systems do not necessarily need a tight direction with a lot of complicated rules,
at least if we dare to give back the control and the direction to the system itself. Therefore, the shocking

conclusion for traditional management is that intervening in such a system should probably be avoided.

Just as people are often not aware of the self-organization within themselves, management of large
companies are largely not aware of the self-organization within the company. Many subsequent re-
organizations directed from “outside” or “above” into traditional organizations actually risk destroying
the very organizational fabric that has allowed it to operate as an integrated whole. However, careful

experiments in certain companies seem to indicate how more self-organized management could succeed.

In practice, how can this relate to knowledge management? Or to put it in more specific terms: how might
knowledge be organized in a “self-searching” and preferably self-finding way (as opposed to the branch
structure implemented in very large databases)? Groups responsible for the conception of new products
seem to be more creative and efficient if they have more liberty. This is not to claim that nothing can be
learned from the past with regard to successes and errors, on the contrary. However, the difference is
that the lessons learned from previous experience are not translated into typical outcomes such as the
“ten commandments of innovation”. Instead, they are used rather like stories from which, according to

individual interests, advantages can be extracted.

The gift of learning and learning to walk

The potential of learning, in itself, in companies is an interesting gift. More and more companies try to
provide a more flexible range of training and support better linked to the profiles of particular individual
roles. They seek to provide “just-in-time, just-enough” learning, based on the development of necessary
managerial competencies. Other research, including our own (Baets, 2005), has illustrated that workplace
learning is a very effective and efficient way of continuous learning. This is particularly marked if it is
related to the development of managerial competencies. E-learning by itself (without speaking of classical
e-teaching or of distance or correspondence learning), is a promising development through which a
manager, while doing her or his job, is supported by the learning environment. To those who want to
learn, it will offer potentially effective support, adapted to their needs. Such situations also abolish the
classical teacher role, which is designed to transmit to classes of pupils how the real world is (or should
be). Those who want to learn find what they want and need to learn, and then learn by doing (and
therefore learning). All these developments are promising, on condition that the organization has the

courage to relax control at all levels.
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Values Based Leadership in Business Innovation Emergence in emerging markets (the mechanism)

This does not translate into saying that everyone just does anything they want, and then see what happens.
Let’s use Alice in Wonderland as an example. If, effectively, employees do not know where they or their
organization wants to go, then each path is equally relevant and good decision-making is difficult. Nor
can organizations be too rigid with direction as in western management’s tendency to make the paths to
follow fixed. That leads to problems when these paths change - as they quickly do in current conditions
of rapid change - and organizations forget the need to adapt and change themselves, because they

concentrate on the destination to reach instead of the path to follow.

Alice’s choice was made impossible because she didn't have a final destination. And that is what values
are in a company. Values-based leadership is based on the values that a company would like to reach.
We will talk a bit more about values in a later chapter. But the role of values is not to replace profit, or
even shareholder value in business management. The role of values is to be the lighthouse, the desired
destination not just for the company, but for each and every employee of that company. Values as the
lighthouse add a dimension to business management that we just don’t have today. And in the absence
of those values as a longer term, sustainable purpose we are almost bound to rely on short term goals,
like profit and shareholder value. If there is no longer term perspective, we can only manage the short
term. If, however, we are able to agree about the values driving our business, they become the lighthouse

for the mechanism of emergence, as described in this chapter.
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From an autopoietic perspective, the path that leads towards the goal will be created by walking it, in the
network of employees. As Antonio Machado says: Caminanto, no hay camino, se hace camino al andar
(Wanderer, there is no path, the path is made by walking). In many cases it requires the hacking of bushes
and branches to form the desired path. The path is also forged through the negotiation of obstacles such
as large boulders, streams or cliffs. Management, or organizational strategy, must be concentrated on
the goal to reach and then to share ideas with the network of employees. In practice, that does not often
happen. Strategy is often considered a secret and so employees cannot even help management to attain
the goal. Alternatively, the strategy often appears to be short term oriented. The agents in the network
each have their own preferences and capabilities. In the interaction with other elements of the network
they can walk on the path leading to the goal by different small steps. If the goal is clear and realistic,
the path could be adapted each time it is necessary, and sometimes this could be very often. Knowing

the goal, employees can take individual responsibility in contributing to this network of walking paths.

The search for an underlying theory (1): chaos and order

As already noted, certain contemporary disciplines challenge the tradition of western management and
its propensity to organize and control. Another understanding of the functioning of social systems is
possible and can give us other ideas for management if we are able to observe from another paradigm.
Is there therefore a paradigm which is scientific (based on scientific discovery) and which provides a

vision of social self-organization?

In seeking to ground this vision theoretically, this book found inspiration in what is known as the
theory of complexity and/or chaos. Scientists starting effectively from a positivist paradigm, but with an
open-mindedness which lets them truly see, have made remarkable observations. A number of them,
for example Prigogine, have received the Nobel prize for their research but very often their knowledge
remains essentially within their own circle of researchers in hard sciences. Only during the last few
decades have we gradually seen what their theories, especially their application, can mean for social

systems. This aspect orients us towards “the search for an underlying theory”.

Look at the chaos of daily life, a point of common contact where writers and readers can supposedly
agree. But how does it work? Chaos is clearly present at times, but fortunately we also regularly have
order. Certain things often play out in a well-organized way. The administration is organized, the trains
are well organized and planes leave more or less on time. Isn't that order? And how does chaos play a
role in that? Is there a theory of chaos? As we have already stated, positivism goes perfectly with the
Cartesian attitude. It is, however, in the positivist sciences that the first doubts emerged. As early as 1903,

Poincaré made a remarkable observation.
“Sometimes small differences in initial conditions produce very large differences in the

final observations. A minor change in the former can cause a tremendous error in the

latter. The phenomenon is becoming unpredictable; we have random phenomena.”
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He could not prove it, but he could clearly see remarkable things happening. During the simulation of
certain mathematical models, it was discovered that when very small differences in the initial values
appear, big differences could be found in the final results. Poincaré could not explain the cause. Nor
did he appear to have the least idea that he was making an observation which would later lead to what
became known as the theory of chaos and complexity. It should also be remembered that Poincaré did

not have computers at his disposal to experiment rapidly with all sorts of simulations.

It was not until 1964 that Lorenz, an American meteorologist, discovered and identified the problem
with supporting data. In between these dates, in 1931, Godel’s theory had sowed confusion by proving
that any axiomatic system, let us say a mathematical system of variables and equations, would one day
not be up to accepting or rejecting all possible statements. Therefore, there could be no unique perfect
model of the world. This discovery was much more than a huge question mark, and represented a new
turning point for mathematicians. Mandelbrot’s fractal algebra is just one of these new orientations. But

Godel’s theory, while adding to its significance, does not give a response to Poincaré’s problem.

Lorenz, however, did add clarity. As a meteorologist he worked with a simple system of three dynamic
non-linear equations. Dynamic means, for example, that today’s temperature is a function of yesterday’s.
Non-linear means that somewhere there is a variable with an exhibitor. With his system, Lorenz tried
to predict the weather. He made a number of observations and simulations on this subject. Lorenz had
a computer, which was not common in 1964, and thanks to this computer, Lorenz could clarify what
Poincaré had suspected. The use of computers became indispensable to be able to do sufficiently large

simulations.

During these simulations Lorenz had to interrupt his research. Since computers did not have screens
at the time, they produced a mountain of paper which had to be analyzed. When he wanted to pick
up the simulation later, he wanted to use the last value the computer had produced as the initial value
of the rest of the simulation. He had, as a good scientist, certain doubt about the wisdom of such an
approach. Therefore, instead of taking the last value, he took the result of the previous 100 observations

and started the simulation with that value.

During this new simulation of the hundred last steps, he wanted to be sure that everything went as well
as previously before going any further. To his great surprise Lorenz discovered something scary. Nothing
went as expected. In the first period, he saw little differences appearing, but they were not always the
same. They were rather arbitrary. Although the range of discrepancies was at first quite limited, the same
values were a bit random. The biggest and smallest values alternated in a previously unknown pattern.
But while the simulation continued, he observed some remarkable occurrences. The new simulation
seemed to suddenly react in a strange way. The values showed huge differences in the two directions and
the differences between the first and the second simulation became bigger than the values simulated.

Therefore, these values became incoherent. The whole exercise became totally futile.
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Lorenz had hit on what might be described as “the bug of unpredictability”. In certain systems it seems
impossible to predict. From a certain moment, and we do not really know when that moment is, the
system becomes entirely incomprehensible; it displays “chaos” Therefore a prediction can work very

well for a certain period, and then suddenly, and seemingly unpredictably, become completely useless.

What happened? Lorenz had certainly entered the correct number. But although he had used the correct
number printed on the list, it was not really the same number. It was a rounded figure, compared to the
one the computer had used in the first series of calculations. It calculated, for example, with precision up
to 16 figures, but only printed 8. Therefore the number with 8 digits after the decimal point was slightly
different from the true figure. In real life, calculations are often done with rounded figures, rather than

with the precise number, which may include several figures after the decimal point.

It appeared to be a question of non-linearity and of the dynamic characteristics of the system, and so, just

like that, Poincaré’s worry had a name. Dynamic and non-linear systems cause, by their very structure,

unpredictability. A complex system is hereby defined as a non-linear dynamic system.
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The search for an underlying theory (2): management paradox

Companies’ management constantly confront complex or, in other words, non-linear and dynamic,
systems. Is there a phenomenon in management for which the current value will not be dependent on
yesterday’s value? The current value is, in part, always a function of yesterday’s value. The level of this
year’s salaries is without a doubt a function of the previous year’s levels. The market share which you
can achieve today is without a doubt a function of the market share achieved the previous month. The

phenomena of management are therefore, in consequence, dynamic until proven to the contrary.

In addition, each management phenomenon is not only dynamic but also non-linear, except for the
processes which are constructed to be linear, such as production lines. Such processes have been built
specifically to do specific tasks in a way that can be checked and controlled. However, even in such carefully
planned and created processes, examples abound of control going off the rails (in nuclear plants, for
instance). Even in such constructed environments, most of the interesting phenomena, the phenomena
that involve people, are non-linear. Market behavior, competitors’ behavior, employee collaboration in
their daily work and the processes of decision-taking through dialogue, etc. are non-linear and dynamic

and, therefore, essentially unpredictable and uncontrollable.

So, a paradox of management is the attempt to direct and control something which cannot be controlled
and directed. That would not be so terrible if its failures were unsurprising. In fact, it is impossible
for management to guarantee success (in markets and/or dynamic companies) through control and
prediction. Consequently, it is called into question as a way of facing up to such dynamic systems. What
can a manager’s role be if everything is unpredictable and uncontrollable? In essence this is the main

question of this chapter: what can a manager do if no control approach works?

One possible response is to adopt a learning approach. The cause of chaos, which intervenes in a
system for the same reason as order, is the very characteristic of a dynamic system. The system does
not have a problem with that. It does not have a problem containing order as well as chaos, sometimes
demonstrating order, sometimes chaos. It is human beings who have a conceptual problem with trying to
consider systems as organized entities which are therefore manageable, and who have ongoing practical
problems in trying to deal with a complex system with control and prediction mechanisms. In practice,
the phenomenon emerges though trying to reach understanding through models. It happens when a
manager uses models (even simple ones), or rules of thumb. Those simple models are often linear and
non-dynamic, and they cannot deal with the simultaneous presence of order and chaos in a system.

Certain mental models of managers, like automatic pilot behavior, are naturally also models.
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The phenomena studied in management are continuous and not discontinuous - they constantly change
and never stop. But what measurements can be taken? As precisely as possible this should always be
a point of discontinuous measurement. We therefore continually approach societal processes which
are themselves continuous (market behavior, buying behavior, human interaction) with variables and
decisions based on discontinuous measurement. The point of measurement (of observation) is never
really correct. Using the phenomenon Lorenz revealed, which we could call “the dependence of initial

values”, we know that, since the observation is never correct, the simulation is going to produce chaos.

But there is still something else. In practice, we cannot approach a reality which is by definition continuous
(e.g., market behavior), other than by a discontinuous approach. In other words, although managers
may try to do the maximum and to be precise, observation and data can never be correct. In managerial
applications there is no immunity from the virus of unpredictability. Accordingly, the approach advocated
by this book aims, to an extent, to incorporate this virus in the model. Any systematic approach will

always demonstrate order at certain moments and complete chaos at others.

Characteristics of complex systems: learning from Lorenz’s butterfly

At this stage, having established that these observations are not only scientifically important, but also,
and especially, that they have consequences for companies (and also for social life, politics, law, etc.), the
rest of this chapter looks at what we can learn from the theory of complexity. This theory is not new, but

in the management of companies or other general social sciences it is still growing and relatively recent.

This is why it is important to revisit key figures. Through his research, Lorenz, for example, shed more
light on what Poincaré had suggested and offered a little more comprehension of the behavior of complex
systems. Lorenz captured the dependency on the initial values: little differences in the initial values led
to big differences in the subsequent sequence of events. But Lorenz found yet another characteristic of
complex systems. Apparently, complex systems can also demonstrate moments of relative calm (stability)
in the midst of chaos. Sometimes the simulations revolve around points of attraction, let us say points
or fields of local stability, then suddenly change and orient themselves towards a more chaotic sequence
of events, then calm down again around another point of stability. This is similar to a magnet placed
under a sheet of iron filings, ordering the filings in semi-circles around the magnetic poles. We call these
points of local stability “attractors”, even “strange attractors’, since we do not know when, how or with
what strength they attract the phenomenon. Certain complex systems have only two attractors but some

other systems have a much higher number of attractors.
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The name of Lorenz remains linked to a very remarkable phenomenon in respect to weather forecast
systems. In one simple simulation (three equations with three unknowns), Lorenz observed that the
phenomenon being studied centered around two attractors. The phenomenon moved around the first
attractor one moment and suddenly whizzed off to then settle itself around the second attractor. Next,
the phenomenon moved back suddenly to the first and then again towards the second. In fact, in doing
that, the phenomenon created a sort of butterfly-shape. This therefore became known as Lorenz’s Butterfly
after his 1972 paper title “Does the Flap of a Butterfly’s Wings in Brazil Set Off a Tornado in Texas?” (cited
in Lorenz, 1993, p. 14) It would be comforting to be able to say that such speculations are impossible;
that they do not make any sense. In theory, however unsettling, it is possible as simulations show, and

practice has, so far, never been able to prove the contrary.

In fact, to the regret of the formidable progress of science, weather is still totally unpredictable more
than a few days in advance. So why should it still be necessary to again emphasize that this is also the
case in management? Consider the stock market. Do expert analysts know why the stocks do what they
do? Is there one person who can do better than the “random walk” in anything other than the short
term? Could it be true that the lack of understanding of stock market behavior has a relationship with

the manner in which we approach it, and, therefore, with the perceptual glasses used to observe it?
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In the 1960s and 1970s we considered the Soviet Union to be the boogeyman which allowed the
examination of the world with a certain perspective, a certain pair of glasses. These glasses are not
necessarily correct but they perceived what they perceived. However this is also not necessarily true. After
the Berlin Wall fell the military and economic power of the Soviet Union could actually be observed.
The representation of the Soviet Union as the great danger for the world and development has come to
be, at least in retrospect, a little unjustified. In the meantime, this vision served all sorts of goals and
justified massive investments in, for example, the arms industry and the defense sector. This, of course,
happened to the detriment of other possible expenditure. The point of departure chosen will justify our

action. By choosing the glasses, the field of vision is restricted to them or by them.

After the fall of the Berlin Wall, another pair of glasses was required. In the meantime perhaps another
pair focused almost exclusively on Muslim fundamentalism. It is a lot simpler to consider the world in
terms of huge aggregates, like the free West, the communist world (although now it is a lot smaller),
the Islamic world, the problem states (Iraq, Iran, etc.). However, what if the world is just a game played
by a collection of individuals, organized or not, in groups at a local level; groups which are linked in
various networks where each individual (or group) can continue to live life in the best possible way,
with a minimum of rules of behavior? Perhaps the search for theoretical understanding takes place at a
too-elevated level of aggregation? The theory of complexity, and notably the work of John Holland on

agent-based simulations, provides contrasting points of reference that open other fields of vision.

Characteristics of complex systems: Prigogine, Liquids and Time

Up to this point, two characteristics of a complex system have been identified: it is strongly dependent
on initial values and it displays local stable moments around what we call “strange attractors” These can
be extended by the ideas of a man who is closely linked with the theory of complexity: Ilya Prigogine, a
Belgian Nobel Prize laureate, and professor emeritus of the Faculty of Science at the University of Brussels
(ULB). His research was oriented around the dynamics of liquids (fluid dynamics). At first glance, these
theories are a long way from managerial thinking. In fact, Prigogine’s research on the behavior of liquids
during the process of heating discovered dynamic characteristics of liquids in this phase, which in turn

led to remarkable conclusions of wider relevance.
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Prigogine’s best known conclusion, and the most important for the study of complexity, is the principle
of the “irreversibility of time”. In short, he showed that the future cannot be extrapolated from the past,
at least in dynamic systems. The reason is that a dynamic system re-creates itself all the time and can
branch off at any moment. A dynamic system develops in a non-linear way and thereby obscures its
historic development. It makes reference to the concept of the constructive role of time, what he calls
“the arrow of time”. Time plays a constructive role in dynamic processes. Over time, or rather as time
gradually moves on, something new happens in liquids, something with new characteristics; the initial
characteristics are never found again if we stop the heating (or if we cool it down). For example, once a
cake is baked it will never again return to being dough. Coffee, once made, will never go back to being
granules and water, but it will also again change taste when it is reheated a second time. In the heating
process, liquid takes on other irreversible characteristics. Time plays a constructive role. Time contributes

to a new creation.

Despite the two great scientific revolutions, the Theory of Relativity and Quantum Theory, most of
the thinking in physics is still Newtonian: the space-time couple is seen as a fixed one. In Newtonian
thinking, time is reversible and so the future can be predicted from the past and also vice versa, in theory.
In fact, the past can be predicted from the future and, therefore, past and future are immutably and
deterministically linked. In practice, that is not naturally the case in companies. In fact, no-one has ever
succeeded in predicting a market potential, market shares or future relationships between competitors.
The financial markets are the most eloquent examples of this failure but, for any dynamic market, it
is equally impossible to forecast other than in the short term. The more dynamic a market, the more

difficult the forecasting because, in this case, time plays a “more” constructive role.

That does not mean that the past is totally insignificant. The past, and more particularly the experiences
of the past, are the raw material for human learning. But the past does not let us predict the future at
all (other than in the very short term or in stable situations where forecasts are therefore useless). The
characteristics of a liquid, according to Prigogine, are created anew each time. These characteristics are
a type of knowledge and consequently knowledge is created anew each time. It is not enough to mix
powdered coffee with water to obtain coffee. We have to go through a process using a coffee machine
and, in the course of this process, the qualities of coffee are introduced by the dynamic behavior of the

system in question.

After Godel’s observations, the principle of the irreversibility of time is the second important phenomenon

in the thinking around complexity.
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Prigogine also investigated the behavior of systems far from their balance point, far from equilibrium, in
comparison with systems close to equilibrium. By way of comparison, and this is in opposition to classical
economic thinking, a system in balance is a totally uninteresting system. If it contains all information,
it is dead and can therefore not be moved from its balance. In the theory of information, it can be said
that the system understands all the information, or contains all information. There is nothing else to
add. A society (or company) in balance is therefore a dead society and it is extremely difficult to revive
it or innovate. Therefore, a system is interesting if it is not in balance. It is the same thing for a company.
Nevertheless, there is also a difference between a system close to equilibrium in comparison with one

which is further away.

Prigogine introduced the notion of entropy and the production of entropy. Entropy is an indication of the
amount of chaos in a system (how much uncertainty exists). A system where entropy is equal to zero is
dead and in a balanced position. A system far from balance has a high level of entropy. Prigogine observed
that systems far from equilibrium are more interesting because, in this state, many things happen. It is
not, strictly speaking, a question of entropy, but rather the production of entropy, the progression (or
diminishing) of entropy. This is important to bear in mind, but, for the purposes of this book, there is

no need to go further on this point or the detail of Prigogine’s work.
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Characteristics of complex systems: Holland, the game of life and fitness

How does this apply to management? Well, in mature markets for example, increasing market share is
a lot more difficult to acquire than in emerging markets. In dynamic markets (chaotic markets) such as
in emerging markets, market share is won more easily simply because the entropy of these markets is
higher. Of course, it is also possible to fall a long way, but this is essentially the risk the entrepreneur takes:
those who take risks will be rewarded (won't they?). Companies are therefore theoretically encouraged to
actively look for markets with higher entropy (i.e. rather chaotic markets). In practice that goes against
the thinking which controls and dominates current management behavior. The current preference is to
choose the long and rather difficult path of a more stable (and expensive) approach to win market share.
The tendency to control everything in management aligns with that thinking. “Controlled growth” with
a “calculated risk” typifies the contemporary credo but runs the risk of neglecting market characteristics.
In practice, as the subprime mortgage market has only too graphically illustrated, that often does not

turn out as expected.

Shifting to discuss new products and new markets, the innovatory force of a company is immediately
invoked. Innovation does not go well with a stable company and a culture of strong control. To explore
new possibilities necessitates a rather chaotic company culture, a culture with a great deal of entropy, a
culture where one can learn and fail. To limit innovation by detailed and defined procedures (as is often
the case in practice) becomes a contradiction in terms: the so-called “management” of innovation. To

develop beyond this requires introducing new ideas.

Besides the ideas of Varela and those of Prigogine, another major current of ideas related to the theory
of complexity is linked to the name of John Holland, the father of genetic algorithms. Indeed, Holland’s
theories, along with those of Prigogine, are accepted by the majority of people in the Anglo-Saxon world
as the theory of complexity (although the development of genetic algorithms cannot be seen disconnected
from the research of “artificial life”, which is closely connected to Chris Langton’s work). The research
on artificial life highlighted remarkable characteristics of systems, notably the functioning of so-called
complex systems on the basis of a number of simple rules. It is possible that a system with simple agents
(say people) in which everyone follows their own simple goal (to survive, to add value to society or to do

a meaningful job) and where everyone follows rules of simple interaction, produces complex behavior.

Take two simple examples: the flight of birds and the game of soccer. In general, observing birds in flight
in a V formation gives the impression of them being well organized. However, the individual behavior
of the birds is not very organized. It can be reduced to simple rules such as birds not losing sight of
each other while not touching each other. Trying to write a program to simulate this process, based on
reductionist ideas and an associated procedural approach, will never succeed. The birds’ behavior can
never be understood at a sufficiently detailed level. On the other hand, it is perfectly possible to simulate

a flight in V formation with the following two rules:
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Always keep a distance between 15 and 25cm (6 to 9 inches) from each other. If a bird wants to move
away, it can do so until it reaches the 25cm (9 inch) limit when it risks “losing” its neighbor. The 25cm
rule links this bird with its neighbor. When the birds risk touching each other, the 15cm rule maintains
a sufficient distance between them. We can immediately see the movement in waves of the entire flight.
When a flight approaches a post, firstly the 15cm rule keeps the bird at a sufficient distance and pushes
it around the post. The 25cm rule prevents them from flying off into the distance. At the other side of

the post, the 15cm rule again prevents them colliding and the flight continues on the other side.

The game of soccer has precisely the same qualities. Because it is impossible to understand footballers’
dynamic decisions, programming classically, in terms of procedural thinking, does not provide any
solution. Once again a few simple rules can provide the solution. They all want to win, remembering
that there are therefore 22 players with the same aim - to score a goal. A few simple rules of interaction
are determined between them, for example, not to play the ball with your hand - except if you're the
goal keeper - not to kick each other, etc. These rules are identical for all 22 players, except there is one
difference. Eleven players play in one direction while the other eleven in the opposite direction. What
happens now is that these 22 co-operating agents can develop a very complex game, while each one of
them has a simple aim (in this case, to score a goal), on the basis of a few simple rules of interaction.

This has made football the world’s most popular sport.

The coach does not determine the rules or how someone must play. The coach transmits his understanding

of the game and shares his experience, after which the players themselves must act.

In a company, the values orientation of the company is what should be the shared goal. People should
interact with each other, work together and serve the customers based on a very limited set of simple
rules (respect for each other, weekly reporting, etc.). Each employee is an autonomous agent, taking
responsibility for her or his behavior (and being accountable for it). The manager is the coach, sharing

his or her experience, and motivating the players, the employees, to the best of their potential.

Those same mechanisms can be seen in genetic software, genetic algorithms or “artificial life”. It appears
that a given network of agents (entities, software, people, etc.) with a certain aim in mind and with a few
simple rules of interaction is capable of very complex acts. It is the underlying principle of agent simulations,
a development in artificial intelligence for which Holland is in part responsible. These (artificial) agents
appear to be able to learn by themselves and to produce behavior which is adapted and geared to learning,
like the footballer who gradually acquires experience during his training and playing against different
opponents. Accordingly, such a system based on simple rules of “fitness” (i.e., geared to Darwinian notions
of the survival of the fittest) can demonstrate a capacity for learning and for solving complex problems.
Agents’ systems are therefore an imitation of methods of organization noticed in human “colonies” (football
players, companies, employees, etc.). The search for rules of decision-making becomes useless. Determining

objectives for each individual, linked with rules of interaction, seems to produce the work required.
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Two important developments stem from this: genetic software programs as well as genetic algorithms.
A genetic software program is software which self-regulates in a way that optimizes the execution
of the task in relation to the environment at a given moment. The software of a call center which
genetically self-regulates to be able to manipulate the flow of continually changing communication is one
example. Another interesting development is the use of genetic algorithms: algorithms which genetically
manipulate chains of 0s and 1s to provide a multitude of possible solutions. The different possibilities
are compared on the basis of their “strength” (fitness). By constantly manipulating the information
and keeping the better solutions, the best solution can finally be found. This system is remarkable in

its simplicity and strong in its capacity to resolve complex problems.

The bases of these developments, and the interesting applications which stem from them, have
implications. They imply that, where the hierarchical and organized structures are not capable of
completely understanding this type of system, it is no longer necessary to look in the classical direction:
a number of alternatives already exist elsewhere. Companies, or any kind of network or social entities
(society, country, international community) can be considered as agent networks. These agent networks
demonstrate emergent behavior (or self-creating behavior) which is produced anew each time by the
network (in line with Prigogine’s illustrations). The role of a manager of such a network is therefore no
longer to provide good solutions (if that was indeed the case before). Instead his or herjob is to create the
best conditions and circumstances for the network to be able to work freely in the best way possible. These
networks are self-creating and self-organizing, and based on principles already found in neurobiology.
These networks demonstrate behavior which is sometimes very complex, but the rules of piloting are
very simple. The strength is not even in the links in the network (the agents) but more in the quality of
interaction within the network itself. Effectively, it is the quality of agent interaction in a company, and
not the quality of individuals, which will build the quality of the company. Recruiting very intelligent

employees brings nothing to the company if they are not prepared to collaborate.

It is clear that the supervision mechanisms for such networks are different from classical management.
What is most important is not what is good or better, but rather how to speed up the process of learning.
It is therefore important to learn from mistakes and successes while each time allowing the network the
possibility of creating a new space (with the solution). This network must be held as far as possible away
from balance, in order to maintain high entropy and therefore creative potential, but that can only be

done with good conditions of basic support. The key word is: learn.

The basis of management is learning; but learning that is quicker than competitors with the best support
of collaborators in their learning. On the other hand, the more order is sown in the network the more
chaos will be harvested. Only a learning human, a human prepared to learn and capable of learning, can

play a role in such a network in the best way. The manager is only one element in the network.
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Prigogine’s work on the one hand and Holland’s on the other, was considered by the majority as the theory
of complexity (in Anglo Saxon terms). We have also seen in other sciences (such as physics, chemistry
or information technology), how evolutions in the same sense are produced, notably with the works of

Maturana and Varela in neurobiology.

The autopoietic principle (of self-reproduction and self-organization) conforms perfectly to the character
of permanent creation in a system (Prigogine) as well as the emergent behavior of agents in a network
(Holland). Neurobiological research is a not negligible fundamental aspect to take into consideration in

comparison with what is developed here.

Varela himself made parallels between human organization and the functioning of the human brain (the
neural network), which is a very dense network linking billions of ‘knots’ (neurons). Each neuron is
in fact very simple and can only execute very simple actions (yes or no to pass on energy). Connected
(in a network), these neurons are capable of marvelous things. The idea of neural networks and their
use for understanding organizations has already been studied in my other publications (most of them
available on my site and blog, http://www.walterbaets.com, or summaries are to be found in the further
literature). This metaphor of the organization as a neural network does not only go well with Varela’s

theories, but also with the metaphorical aspect of Prigogine’s and Holland’s theories.
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Characteristics of complex systems: Towards a new paradigm

A number of more recent theories seem to forge a strong new paradigm; a paradigm which has a large
number of consequences for management and managers. Prediction and control become useless, since
they are not realistic in dynamic systems in which they cannot be correctly calculated. As a result,
managing some parameters or variables, (and the associated slogan “we can only manage what we can
measure”), does not make sense anymore. But what is the role of a manager then? What qualities must
a manager have to be a good one? If the manager effectively looked at companies with another pair of
glasses (another paradigm) he or she could see things differently. The things that are seen now, but cannot
be well understood in the classical paradigm, could suddenly make sense. That opens opportunities to
do something with them today, which will be different, without a doubt, from what is done traditionally.
Market behavior and the behavior of the agents in the network can be better understood. Everything
therefore becomes a question of learning, learning more quickly, learning continuously and inviting

others to learn alongside: the learning manager as an inspirer in a learning network.

Applying this new paradigm in companies allows a better understanding. At present it is not applied much.
A few research centers and even a few companies follow this evolution with interest but proportionately
this is still very limited. Sometimes smaller companies manage to organize themselves in an “organic”
manner. These companies seem to open more possibilities for self-creation and self-organization. There

are even virtual companies which have succeeded, although in general they are very small.

Characteristics of complex systems: Arthur, Economics, and Returns

On the scientific economics plane, Brian Arthur has been, for several years, interested in the economic
theory of complexity by looking at market behavior. He observes things completely differently from
traditional approaches. Other contemporary economic thinking is based on a number of simplifying
acceptances, none of which are realized in practice. Man is supposed to be entirely rational, possessing
all the information, working in a market with a limited number of goods (or services) and a limited
number of players. This continues, despite the fact that not many people still believe that buyers are

rational, nor that they possess all the information.

This has been further undermined by the spread of the internet. It is not only difficult to possess all the
information, but there is a continual “overload” of information. Information is not that important in itself,
but rather it is the interpretation of this information which makes the difference. All these acceptances
of rational economic man, which seem to be innocent at first glance, are necessary to be able to work
with non-dynamic models (or to assume dynamic behavior to be static). Based on knowledge about the
faults of a static and linear approach of a non-linear dynamic phenomenon, there can be little hope that

these models will give an understanding of real market behavior.
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A fourth acceptance of our economic theory is the law of diminishing returns. Under this law, physical
goods (or services which are not based on knowledge) are such that if one consumes more of a particular
good, then one will obtain less satisfaction (marginally) for each additional unit. Having eaten five tarts, the
sixth is not really very satisfying. Or put another way, if one has already seen ten films, the eleventh is no
longer as entertaining. The plus-value in question therefore diminishes. The latest new unit produced less
of a plus-value than its predecessors. The same is true in the production sphere. If we have the necessary

amount of steel in order to produce a car, any additional unit of steel will not create any more value.

This economic theory does not pay attention to the fact that, in an economy based on knowledge, where the
products are principally based on knowledge (even if it is not pure knowledge), this law no longer holds. The
characteristic of knowledge itselfis different compared to the raw material of an industrial product. Knowledge
increases in applicability the more one shares it. With products based on knowledge, the pre-financing is very
important (the research part) even before the product can exist. Let’s take medicine as an example where, at
first, investment in research is very important. After this first phase, one can market the medicine, sell, and
hope that the revenue repays the initial investment made. The price of the first copy (of the first product) is
very high but each following copy is very cheap in “production” (copying). Since the sales price remains the
same, each additional unit sold can therefore provide an increasing added value per unit (and not decreasing
as suggested in the law of diminishing returns). The first copy of Microsoft Windows cost a fortune to produce.
Each following copy costs a few dollars: the time to make the copy and a CD. To return to the earlier example
of the eleventh film, the assumed loss in pleasure or utility takes no account of how increasing appreciation
of a genre or a writer, can frequently increase viewing pleasure. A delight in Hitchcock movies, for example,

often means looking forward to the next or even an early, poorer quality film by the master.

In knowledge-based markets, some reinforcing element appears. It can be caused by “positive feedback’,
or a market strength which does not lead to a balance, but creates a sort of snowball. At the beginning
of home video there were different standards. VHS and Betamax fought a battle where Betamax was
really of better quality and price, but VHS won. What happened is that more videos of the VHS standard
invaded the market, then more video equipment manufacturers chose the VHS standard, following which,
more film makers released films in the VHS format. This snowball led to VHS becoming the market
standard. Microsoft’s Disc Operating System (DOS) was not necessarily the better operating system for
PCs. At the time when IBM chose DOS as their operating system they were far from the standard and
far from a product considered as good quality. The IBM decision led many developers to create their
software programs using the DOS system. The other PC manufacturers (Olivetti, Philips, etc.) then also
chose the DOS system. Windows still works on DOS (though it is well hidden). A more current example
in the politico-social sector is the pre-election campaigns for the US presidency. Why did all the new
candidates make such huge efforts to win votes in tiny states such as lowa and New Hampshire at the
beginning of their campaigns when, obviously, states like Florida or California would deliver many more
delegate votes? The reason is very simple. They hoped to start out with victories, a snowball effect in
“funding” to buy more television time, thanks to which they could attract more attention, and then get

more financing etc. Often, in effect, this approach really works.

Download free eBooks at bookboon.com



In the world of business, where Microsoft has clearly won the battle of the PC standard, the phenomenon
of positive feedback no longer leads to the usual market share of 15 to 20% in industrial leaders’ markets.
In the knowledge market it is closer to 60 to 80% and effectively, in the Microsoft case, there are even
higher percentages. The justice system that only understands the old paradigm, by which it operates
itself, very quickly supports so-called allegations in the knowledge market. If Microsoft were divided into
several smaller companies, there would very quickly be another majority player emerging in this market.
It is the logic itself of these types of markets. A classical approach has great difficulty understanding that;

complexity-based theory has no such problem.

This difficulty is not restricted to economics. Western thinking about science and organization in general
does not fit easily with the theory of complexity. Although opposed to western philosophical and scientific
traditions, complexity-based theories are not only interesting, but could also very well contribute to a
better understanding of social phenomena. Managers will have difficulties accepting a number of aspects
and the consequences of these theories. But very few concepts of western managerial thinking seem
to contribute to finding solutions in a dynamic world. It is systematically difficult to grasp what really

happens, and the classical instruments do not always necessarily help towards a better understanding.

How can a manager apply all that? When managerial control puts a brake on innovation, is there an
alternative? This chapter has argued that there is, and that it has a direct relationship with learning: how
to keep learning as an individual, how to simultaneously stimulate others to learn, and how to create
an environment that supports learning? These are managerial attitudes and skills required to cultivate

creation and innovation.

Some final questions

Before moving on to the next chapter let us ask a few questions in relation to emergence and complexity.

1. Is the dynamic of your company situated at the edge of chaos? Is the company welcoming
the potential of chaos, or rather steering strictly towards stability?

2. How do you reflect on the saying that evolution and progress needs both the new and the
extinction of the existing? How does your company deal with this?

3. Diversity in all its facets (gender, ethnicity, interests, languages, cultures) is a prerequisite for
the emergence of the new. How would you react to this?

4. Do you agree that radical unpredictability is an essential characteristic of business? Can you
comment on the why and the why not?

5. Is the self-organizational capacity of a company an indicator for sustainability? Can you
reflect both on the question itself, and on how this impacts your company?

6. In order for self-organization to kick in, people need to have the space and modus
operandus of “individual, autonomous agents”. Do you agree or not, and can you relate this

to the success or failure of your company? Can you give examples?
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7. Do you think that agency (action itself) is located at the level of the interacting individual
entity (the employee, the buyer, the seller)? Or do you think that action is situated on a

more aggregate level? What does this imply for the functioning of your company?
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4 Complexity and the quantum
field (the organizing principle)

The previous chapter has opened a quest for a new paradigm, or even possibly for a new ontology. If we
would like to understand the world differently we may need a new set of basic assumptions, beliefs that
we hold about how nature itself functions. It is generally accepted that the world functions according to
the laws of nature, originally given to us by Newton. We operate in a fixed time-space concept. Events
are causally related and we know with certainty what happened yesterday and how it influenced what
happens today. Clearly, however, our relationship with the past is a much easier one than our relationship
with the future. We know exactly what happened yesterday; we have little certainty of what will happen
tomorrow. In reality, a Newtonian world does not seem to hold if we operate on the level of less rational
decision making, emotions, feelings, etc. Nevertheless, our managerial thinking is still heavily based on
causal thinking, even though management mainly deals with people issues of different kinds. We claim
that we can only manage causalities, the interconnection between cause and effect. But in reality again,
what a manager or leader deals with is the interconnectedness of people, and that seems to follow its

own pattern of logic.

We have experienced the revolutions of relativity and quantum mechanics in physics during the previous
century. How do the findings of quantum mechanics allow us to adjust our basic assumptions on the

functioning of companies and markets?

Today, management theory and practice are facing the challenge that thinking about managerial problems
in linear and deterministic ways may create more problems than they solve. Strategy studies, for instance,
displays a growing interest in learning and organizational flexibility, and it gives importance to distributed
cognition and adaptive systems. Management theorists are keenly observing developments surrounding
the complexity and chaos theory in science; management researchers are attempting to apply emerging

theories to managerial problems.

The idea that many simple, non-linear deterministic systems can behave in an apparently unpredictable
and chaotic manner, is not new. It was first introduced by the great French mathematician Henri Poincaré.
Other early pioneering work in the field of chaotic dynamics is found in the mathematical literature by
scientists such as Birkhoff, Levenson and Kolmogorov, amongst others. More recently, Nobel Prizes have
been awarded in this field of research to Prigogine and Kauffman. One of the difficulties for management

theory and practice when engaging with complexity theory lies in its attachment to causality.
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Complexity, as a growing organizational paradigm in the knowledge-based economy, primarily questions
the concept of causality. Despite relativity and quantum mechanics, most physics (and certainly all
managerial thinking) is still Newtonian; based on a fixed space-time frame. In the meantime, further
developments have taken place in the area of biology (such as the concept of Sheldrake’s morphogenetic
fields) and mind/body medicine that all seem to point to a merging idea of a quantum interpretation of
social phenomena (non-locality, synchronicity and entanglement). Could a-causality form the basis for

a quantum ontology of complex systems?

This chapter attempts to explore the essence of such a quantum ontology, which, afterwards, enables the

development of a systemic concept of values-based performance and diagnostics that go with it.

The philosophy of quantum mechanics: Challenges and opportunities

The foundational concepts in the complexity realm emerge from such fields as neurobiology, cognitive
sciences, physics and organizational theory. New developments in knowledge management such as
connectionist approaches to complex adaptive systems for the visualization of emergence give promising
results (Baets, 2005). In fact, instead of directional causality, it appears that the networked economy is
ruled by synchronicity - appearing at the same time - in line with findings in quantum research. Could

it be that the economy and management in general, and the more dynamic aspects of it like innovation,

in particular, are indeed based on a quantum ontology?
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The insight into complexity that developed over the last decade, and its consequences for management,
discussed earlier in the book and in previous publications (Baets, 2006a and b), provides a platform for

this chapter to explore the ontological basis of complex systems.

What Prigogine and complexity theory discussed in general, was fundamentally the existence of any
causal relationship. In fact he was surprised that despite the two fundamental revolutions in physics in
the last century, relativity theory and quantum mechanics, physics still remained mainly Newtonian. That
physics presumes a fixed time and space concept in which the future is causally related to the past, is a
deterministic view that if certain conditions exist in certain ways there would be a determined outcome.

Instead, complexity theory and quantum mechanics show the impossibility of this assumption.

In both the special and the general theory of relativity, the notion of causality, in which a cause precedes its
effect, remains intact in the relativistic — subjective and without absolute objective truth — formulations of
electrodynamics, mechanics and gravitation. In quantum theory, the usual meaning of causal connection

between one event and another is therefore called into question.

The discontinuity versus continuity distinction can be seen as contingently rooted in philosophical
commitments and in the physical phenomena studied. By the late 19" century, there were already
significant, if not overwhelming, philosophical precedents for the concept of indeterminism or absence
of causality (including the possibility of inherent chance) in nature. These opposed the straightforward
determinism often associated with classical physics. Soren Kierkegaard believed that objective uncertainty
can force one to make a leap into the unknown so that decisions cannot always, even in principle, be
based on a continuous chain of logic. For example, one of Hoffding’s tenets was that, in life, decisive
events proceed through sudden ‘jerks’ of discontinuities, an idea incorporated into Bohr’s view of atomic

phenomena (Cushing, 1998).

As Schrodinger concluded: “this means nothing else but taking seriously the de Broglie-Einstein wave
theory of moving particles, according to which the particles are nothing more than a kind of “wave crest”
on a background of waves” (Klein, 1964). Einstein, de Broglie and Schrédinger shared a commitment

to a continuous wave as a basic physical entity subject to a causal description.

There was a split in philosophical outlook along generational lines: on one side was the ‘older’, essentially
classical world view of people like Einstein, Schrodinger and de Broglie; on the other was a radically
different, eventually indeterministic conception of physical processes engendered by a generally younger
generation (Bohr and Born being exceptions here), including Heisenberg, Pauli, Jordan and a new

member of the group, Dirac from Cambridge University (Polkinghorne, 1990).
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On the standard, or Copenhagen, interpretation of quantum mechanics and, in particular, the Schrodinger
equation, there is no longer event-by-event causality, and particles do not follow well-defined trajectories

in a space-time background. The theory predicts, in general, probabilities, rather than specific events.

Dirac argues that an intrinsic distinction between large and small is related to the effects produced on an
object when it is observed. The act of observing the system - the cat in Schrédinger’s famous experiment

(Schrodinger, 1935) - has forced the system into a given state (Dirac, 1958).

Beyond causality

This leads to one of the most profound issues in the interpretation of quantum mechanics, especially for
our purpose — that of causality (in the sense of a specific, identifiable cause for each individual effect).
As Dirac (1958) observes, causality applies only to a system that is left undisturbed. If a system is small,
it cannot be observed without producing a serious disturbance, and hence observers cannot expect to

find any causal connection between the results of their observations.
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In this same spirit, Heisenberg too felt that, since the mathematical structure of quantum mechanics is
so different from that of classical mechanics, it is not possible to interpret quantum mechanics in terms
of our commonly understood notions of space and time with classical causality (Heisenberg, 1927).
This sudden and discontinuous change of the state of a quantum-mechanical system upon observation
or measurement, is an example of one of the central and long-standing conceptual difficulties of the

standard interpretation. It is termed the “measurement problem”.

The Heisenberg uncertainty principle and the lack of absolute predictive power are an inherent feature of
quantum mechanics. In principle there is no deterministic scheme to predict the exact future trajectory of
an electron. Bohr developed this idea further. Today, this dependence of the outcome of a measurement

upon the means used to effect it, is referred to as contextuality.

An obvious rhetorical question now presents itself. What does the wave function represent? Is it our state
of knowledge of the system (in which case quantum mechanics is incomplete), or the actual physical
state of the system (in which case there must be a sudden change of the system upon our observation of
it)? Although the system may appear in either of two states (or ‘components’) before the measurement,
nature has (in the image suggested by Dirac) been forced to ‘make a choice’ when observed. Since the
system is thereafter in a definite component, no subsequent interference with the other component is

possible. The ‘collapse’ of the wave function has taken place. An issue of ontology, isn't it?

EPR (Einstein, Podolsky and Rosen; 1935) introduced the deterministic hidden-variables theories. They
assume that there is a set of variables, or as yet undiscovered properties of a system, and that the exact space-
time behavior of the system is causally determined by the values of these ‘hidden’ variables. The introduction
of such a large number of hidden variables may seem to be a high price to pay to maintain locality and
realism. John Bell proved a remarkable theorem in 1965. Simply put, no determinate, local hidden-variables
theory can agree with all of the predictions of quantum mechanics. Consequently, it can now be asserted
with reasonable confidence that either the thesis of realism or that of locality must be abandoned. Either

choice will drastically change our concepts of reality and of space-time (Clauser and Shimony, 1978).

It is generally believed that a causal interpretation of quantum mechanics is impossible, although no

proof of this presently exists.

The standard, or Copenhagen, view of quantum mechanics is characterized as requiring complementarity
(say, wave-particle duality), inherent indeterminism at the most fundamental level of quantum
phenomena and the impossibility of an event-by-event causal representation in a continuous space-
time background. So, on the Copenhagen interpretation of quantum mechanics, physical processes are,
at the most fundamental level, both inherently indeterministic and non-local. The ontology of classical

physics is dead.
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The heart of the problem is the entanglement (or non-separability) of quantum states that gives rise to
the measurement problem. This entanglement makes it impossible to assign independent properties to
an arbitrary isolated physical system once it has interacted with another system in the past - even though
these two systems are no longer interacting. The non-separability characteristic of quantum systems
can be seen as an indication of the ‘holistic’ character of such systems. Some claim the need for a new
concept of causality, but it is not clear what that would be. Heisenberg long ago suggested introducing

a new class of physical entity, potentia, into our theory (and into our ontology).

Eventually, a Bell-type theorem is proven and taken as convincing evidence that non-locality is present in
quantum phenomena. Quantum mechanics has undeniably introduced us to non-locality, entanglement
and synchronicity; concepts that thus far have not yet been applied in economics, business or social

sciences at large.

Extending spirit, the fifth dimension and other implications of a possible new ontology

Earlier work (Baets, 2006) has suggested that an interesting path of exploration might be to go as low as
possible on the aggregation level, and work on the level of human emotions of team members to allow
innovation to produce itself through the emergence of processes. In fact, we want to explore the quantum
reality of management and, by extension, of any other social phenomenon. A double question remains:
can you, and how can you, make the concept of, for instance, innovation a holistic one? The answer
would encapsulate the personal emotional side. However, on a deeper level, this question can be asked

with reference to conscience and causality, and the “seat” of consciousness (as discussed in chapter 2).

At a more grounded level, the questions are: on what level can we find consciousness? Is there something
like a collective consciousness, for example, in a company on the subject of innovation? Does everyone
have a sort of essential element of incorporated consciousness with a possibility of connection with
others at the level of consciousness? These can be directly translated to companies: do consciousness,
engagement, and emotions make a difference for a company? Does a company have a “soul’, a
“consciousness”? Is there a link between this “consciousness” and the success of a company? Are vision,
emotions and consciousness linked? More concretely, what determines the choice of a client who has a
preference for one company over another? What lets potential clients make a distinction between two
companies which essentially offer the same services, for example, two big banks such as BNP and ING,
or two consultancy companies such as PWC and Accenture? And finally, can we arrive at an approach,
accepted as scientific, that gives at least the beginning of a response to these questions? Although the
questions are, of course, a little metaphysical, this does not prevent them from remaining important
questions. This chapter will now explore some evolutions in different types of sciences, each interpreting

the suggested new ontology.
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Once holism, constructivism and emergence are accepted as fundaments of a new paradigm, a paradox
emerges, perhaps the most important one in science. Despite the two great revolutions of the previous
century - the theory of relativity and quantum mechanics — almost the whole scientific community is
still focused on Newtonian principles, that is to say fixed space and time. Science still does very little
with the space-time continuum that these revolutions have offered us. In the hard sciences, at least,
there are groups of researchers working on this subject. In economic, managerial and social sciences this
revolution seems to have been completely side-stepped. Our managerial thinking is still the Marshallian
economic thinking of the 19" Century (Arthur, 1998).
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At the end of his scientific career Wolfgang Pauli (as described in de Meijgaard, 2002) asked himself how
we can know if human cultures can live with a clear distinction between knowledge and belief (an idea,
moreover, of Max Planck). For this reason, according to Pauli, societies struggle if new knowledge arrives
and puts the classical spiritual values in question. The complete separation between the two can only be a
solution in the short term and one of facility. Pauli had predicted that there will be a moment in the near
future when all the images and metaphors of classic religions will lose their strength of conviction for
the average citizen. In that situation classic ethical values disintegrate and result in a period of hitherto
unknown barbarism. He was touched by, and very interested in, what he himself called “background
physics” - the spontaneous appearance of quantitative concepts and images in fantasies and dreams. He
admitted he also had them himself. Their character was very dependent on the dreamer. Background
physics has an archetypal origin and that leads (always, according to Pauli) to a natural science which
will work just as well with matter as with consciousness. He was also sufficiently a realist to say that
if a researcher in physics has observed a sub-system, the observations are as much dependent on the

observer as on the instruments.

According to Pauli, the physical concept of “complementarity” physics (de Meijgaard, 2002) illustrated
a profound analogy with concepts such as consciousness and the unconscious. Two extreme cases
which can never be attained in practice are “someone with a perfect consciousness” (eastern philosophy
suggests that this can be attained uniquely in death, also called Nirvana) and something like a “bigger
spirit” which will never be influenced by a subjective consciousness. This “bigger spirit” is what eastern
philosophy calls the “consciousness’, and western psychology calls “collective unconsciousness” Pauli
accepted that physical values, as much as archetypes, change in the eyes of the observer. Observation is

the result of human consciousness.

Pauli wrote a book with Jung on this issue (1955). Where Jung talks about defined archetypes as primordial
structural elements of the human psyche, Pauli introduced the notion of the “collective unconsciousness”.

They both believed that humans were moving towards a joining of the psyche and the physical.

Ideas without borders (1): synchronicity

The introduction of the notion of “synchronicity” in this co-authored work is not only interesting in
itself, but recurs in other authors and also other disciplines. According to Pauli, synchronicity - being
united-in-time, appears in all the sciences and the techniques in which simultaneity plays a role. What
must be taken into account here is that this is not about a causal coherence (from cause to effect) but
about a coincidence (being together in time). This coincidence must be considered as useful even if
the deep cause of the simultaneity cannot be explained. It needs to be remembered that references to
synchronicity are always present if the events concerned occur in the same time period. The concepts of
statistics or the theory of probability are of another order. Probability can be calculated with mathematical

methods, which is impossible when speaking about synchronicity.
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Synchronicity (according to Meijgaard) is considered the basis of many phenomena which are difficult
to explain and which are often called non-scientific. However, they will not be considered further in this
context. The concern here is that the widening of consciousness and the dissolving of borders is only
possible when, besides classical energetic causal thinking, there is also a space kept for synchronicity
and information. It is to Pauli’s great credit that he indicated the necessity to create space for the concept
of synchronicity in scientific thinking. Jung speaks about this as the “a-causal” link. Sheldrake later
confirmed these ideas with his theory of morphogenetic fields (a collection of cells by whose interactions

a particular organ formed).

Pauli and Jung proposed that the classic triad of physics (space, time and causality) be extended with
synchronicity to then form a tetrad. This fourth element works in an a-causal manner and is, in effect,
the polar opposite of causality. Pauli and Jung believed that these oppositions were orthogonal in time

and space.

The idea of an a-causal link - or non-locality — are new concepts which should contribute effectively to
the science of management (and specifically to the management of innovation) to be able to make them
more concrete. The term “non-local” comes, in fact, from the opposition taken by Einstein against his
own grandchild (quantum mechanics). The majority view of researchers (Einstein excluded) concludes
that the observation of one particle produces a direct and immediate effect on the second. In effect,
there must be a “togetherness-in-separation: against the intuitive (a theory which was moreover refused
by Einstein, who called it “spooky action at a distance”). Even Nature seems to attack pure and simple

reductionism (Polkinghorne, 1990). The subatomic world can no longer be treated in a purely atomic way.

The implication of these observations is that the phenomenon of “entanglement” (non-locality) includes

a real remote activity, not simply epistemological, but in fact ontological in nature.
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The Bogdanov brothers (Bogdanov and Bogdanov, 2004) have published an interesting book that
summarizes their PhD work (in theoretical physics and mathematics): “Avant le big bang”. In their book,
which is discussed by many attached to more classical theories, they attempt to take the understanding
of the quantum interpretation a step further. Their theoretical work makes an attempt to explore what
could happen beyond Planck’s Wall (<10*). Not only do they find non-locality, synchronicity and
entanglement, but they also find a possible explanation for non-locality. It extends beyond our current
acceptance of just four dimensions: three of space and one of time. Indeed they theoretically observe
a fifth dimension, which would be a fourth dimension of space, but expressed in “imaginary” time.
Explaining the concept of imaginary time would take us too far, and it is extremely mathematical, but it
has to do with the famous “i” in mathematics (the square root of a negative number). If they theoretically
observe this fifth dimension beyond PlancK’s wall, it of course also exists before that “wall’, which would
mean that there is a kind of interwoveness between time and space. Time has a space dimension and
space has a time dimension. Even if some scientists want to argue with this work the least one can say
is that their observation and proof is elegant (even if it were not true). Although, their proof is rather

convincing and their PhD juries were mainly Nobel Prize winners.

This development should not be misunderstood as an extension of the search in physics for the string

theory. The latter is not concerned with the (Bogdanov) singularity, but accepts Planck’s wall as a fact
of life.
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Interesting also is that speaking about values, the values of interconnectedness, the spiritual connection,
the contribution we make to the broader picture, the value added by companies to a wider societal good,
etc., seem to be situated on that same kind of quantum level: a lower level of reality, beyond the world
of molecules and atoms. Seeing values as these small building blocks - on levels of sub-atomic particles
and unified forces theory, where they are elements of comparable nature, and that in interaction with

each other, create an emergent reality — opens doors for a different, values-based leadership style.

Quantum interpretations and ways of knowing in complex social systems

One of the illustrations of this quantum concept, and with the goal of doing a thought experiment, is
developed in Mitchell’s “dyadic model” as he describes it in his book The Way of the Explorer: An Apollo
Astronauts Journey Through the Material and Mystical World (Mitchell and Williams, 1996). Stated
simply, the concept of non-locality is derived from quantum physics (as explained before). In fact, in
the experiments he demonstrated that particles (photons) stay attached in a “mysterious” manner, even

if they displace in directions contrary to the speed of light.

The dyadic model is built on the idea that everything is energy. This basic energy is linked to information,
or what Mitchell calls structures of energy. The energy and the information form a dyad. The information,
in this context, is the basis of the capacity of matter to “know” (and so has nothing to do with information

as treated in information systems).

All matter contains a sort of “awareness” or, put another way, a capacity to “know”. If not, how can
molecules “know” that they must join up with others to form cells? In a subsequent state (a more complex
state) it could be that in the human body/brain matter evolves such that it knows what it knows. It is

therefore capable of self-reflection.

Another dyad in his model is ‘awareness and intention, which equally make up part of the evolutionary
process that leads to consciousness. Consciousness and innovation, accepted elements of the energy-

information scheme, are the basis of self-reflective consciousness.

The non-locality is illustrated by the famous connection, proven and explained in more detail before,
of the “entanglement” between partner photons which are sent in opposite directions. They still stay,
however, in a position to immediately (“instantaneously”) communicate between each other over large
distances. This has a relationship with the “knowledge” of these particles. Humans are equally made up

of these sorts of particles.
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Ideas without borders (2): morphogenic fields and quantum arts

So how then, according to Mitchell, does such communication function? The groups of particles seem
to have special characteristics of resonance and coherence which are evoked by the groups themselves.
This resonance includes historical knowledge about universal matter. This idea strongly corresponds
with Rupert Sheldrake’s observations. The body/brain can receive holographic information in the form
of virtual long wave signals. Mitchell’s dyad suggests that the particles “know” by their inherent qualities
of consciousness and intention. The groups of particles communicate between themselves on the basis of
quantum holograms (that Sheldrake calls morphogenetic fields), which includes information about the
universe. As the body/brain also works in a holographic way;, it can recover this information. Apparently,
nature does not lose its memory concerning its own evolution. Mitchell believes that it is intention, or

directional attention, which links humans holographically with the signals or non-local long waves.

The greater the experience of satisfaction, the more the consciousness of each cell in the body will
resonate with the holographic information engraved in the ‘quantum zero point’ - the lowest possible
state of energy, in an almost resting, but not quite, state (Polkinghorne, 1990) - of the energy field. This
phenomenon refers to being ‘carried along’ If humans live in harmony with their biological rhythms (all
sorts of rhythms), the body is in balance and the person will fall ill less easily. In the material world, it
bears witness to a phenomenon of ‘being carried along’ when two pendulums are put beside one another.
Although the movement of the pendulums in the two clocks seems at first to be totally arbitrary, after
a certain time, the movements adapt to each other and move in harmony. The two clocks are ‘carried

along’ In the world of medicine, a lot of these ideas are found in Ayurvedic (holistic) medicine.

This quantum approach of energy, information and communication, suggests causality at a much lower
level of aggregation; that is to say, at a quantum level. In effect, it is synchronicity or coincidence rather
than causality. This structure allows people to realize what they want to realize — whether it is, for example,
to protect themselves against viruses or simply to survive or innovate as in the case of companies. It
therefore becomes a question of elementary particles (say, the characteristics of people translated into
economic behavior), which are linked in solid networks with all sorts of matter (the context), which in
turn, interact with this matter and in doing so become part of the wider energetic field (morphogenetics)
which contains knowledge and information. When more members of a team (or a company) are “carried

along”, their actions will have more success, whether in project management or in product innovation.

Others (Caro and Murphy, 2002) have applied the quantum concept to art and aesthetics. And although
this is not the subject of this chapter, it is interesting to see how the same principles of synchronicity,
non-locality and quantum structure can be applied in art. The cradle of this quantum movement in arts
is in Spain. Caro and Murphy’s book includes chapters on quantum art, quantum literature, quantum
anthropology and quantum politics. Towards the end of the book the authors suggest that the quantum

principle makes more profound sense and they integrate it with the understanding of societal phenomena.
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Dalla Chiara and Giuntini (1999) tried to apply quantum logic to the concept of truth and interpretation
in art. They firstly dedicated themselves to the subject of poetic force and asked themselves if truth
in poetry is less ‘true’ than observed truth. Where quantum theory and orthodox quantum logic deal
uniquely with problems of absolute clarity leaving no place for different interpretations, problems linked
to language are evidently more vague. Humans are not clear and neither are absolute notions. What
is it to “be honorable”? What is “important”? Quantum logic does not only work with well-defined
unambiguous concepts. With these problems, semantic uncertainties are only the result of the fact that
the problem is not completely defined in detail. The authors plead for a vague quantum theory (perhaps
even to be compared with fuzzy logic). They refer to a piece of music. A piece of music does not only
consist of a score, but a mass of different possible combinations between the same score and different
musicians’ interpretations. It is therefore a combination of senses (emotions) and symbols, but although

each combination is possible, each combination is not necessarily good.

Back to biology: Sheldrake and “implicit order”

The illustrations above concern the use of quantum concepts, non-locality and synchronicity, as much in
physical science as in the science of language and music. This section returns to Sheldrake’s theory which
is founded on biology. Sheldrake (1995), who is a well-known Cambridge biologist, is now an affiliated
Research Fellow at the Noetic Society. Although his theory is controversial (as is often the case with a
new paradigm) it has been validated by considerable research, as his many publications bear witness. As

ideas, these theories are entirely in accord with the scientific subject developed up to this point.
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In a book which Sheldrake co-authored with Bohm (1982), they broach the subject of “implicit order”.
Implicit order is something like a ground below time, a tonality of which each movement is projected
in explicit order (what is known). For everything visible, there is something in implicit order which is
at the origin of the projection. If an event is repeated many times, then behind that is a constant built
component. A sort of (fixed) link is born. Via this process, the forms of the past can continue to live in
the present. This is more or less what Sheldrake calls morphogenetic fields, created by morphogenetic
resonance. If something climbs into ‘totality’ where neither time nor space is fixed, it could be that things
of the same nature will attach themselves to one another, or resonate. Because neither time nor space
exists in this totality, things which happen at a particular place could therefore also happen elsewhere,

or at least have an influence elsewhere.

These ideas are very much in line with the Bogdanovs’ singularity and their observation that a fifth
dimension, being a fourth dimension of space, expressed in imaginary time, could exist. Comparing the
different “quantum” interpretations in the different sciences seems to converge. The convergence can be

understood as an emergent understanding of this quantum world and its consequences.

Although Sheldrake and Bohm’s theory, mentioned above, is the scientific topic that Sheldrake vigorously

researches these days, his theory of proved morphogenetic fields could also still be very useful for us.

Sheldrake’s idea of morphogenetic fields complements the later ideas that Varela (1979) was able to work
on before his death. They engaged with how something like resonance could be the organizing principle in
networks. Varela’s suggestion has become illustrated by Sheldrake’s research. In fact, these characteristics
identified from morphogenetic fields are completely in parallel with the complexity paradigm. They could

just as well be the characteristics of an economic system, a market or a company.

East-West interactions

A last science where holistic concepts are increasingly popular is, without doubt, medical science where
many different thinkers are active on this subject. One general area is Ayurveda (the ancient Indian
medical science) and, more particularly, somebody like Dr. Chopra (1990) who, with research and
experiments, does more and more research into quantum concepts of healing. These experiments also

help to provide basics for the approach advocated by this book.
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Ayurveda examines holistic man in a different way to our western medical science. Ayurveda looks for
a natural balance in the human being. Another startling distinction is that Ayurveda is a preventive
medicine so that the best doctor does not have any patients. Not surprisingly and in line with other
theories presented here, Ayurveda focuses on energy flows. The human body has its own system of
regeneration, its own defense mechanisms, and the art must then be to reinforce all that. The heart, for
instance, is seen as an important regulator of those energy flows. A certain illness (like stomach problems
or migraines) is always caused by an imbalance. To put back the balance is the message. As the body
is a very complex network with all sorts of cells which know exactly what they should know to be able
to co-operate with the others (and knowing perfectly with which others), it is necessary to disturb this
network as little as possible. For many reasons, the WHO (World Health Organization) has identified

Ayurveda as the medical solution for developing populations.

Healthy living and good nutrition are now also credos in the West. Nevertheless, the ‘why’ of this advice
is of a different nature. Ayurveda considers the human body as a self-organizing system composed of
many simple elements which, taken independently, are very simple and elementary, but which together
form a formidable distributed intelligence. Entirely in parallel, we can consider a company as a network
of “simple” elements where each “know” what they should know to be able to manage and form effective

networks. The knowledge of a system is found in the community, not in a local element.

The interesting thing is that these theories re-confirm the concepts proposed before. In particular,
Chopra’s theories concerning synchronicity and non-locality interestingly illustrate the arguments already

developed here from a different perspective.

To summarize the essentials of all these theories we can say that quantum reality, which is expressed in
non-locality, synchronicity and entanglement, holds the promise of offering new understanding for a more
efficient harmony of the concept of causality in management and the economy, and hence in any complex

system. Instead of talking about causality, the focus shifts to discussing synchronicity (coincidence).

The key concepts of the new ontology

As a basis for formulating a new paradigm for understanding complex systems in general, and
management in particular, as well as to develop an adequate research agenda, this section summarizes
fundamental concepts as introduced in chapter 2, often developed in sciences other than those of economy,

management or social sciences but equally applicable in complex social systems.
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It is worth repeating that the approach developed and proposed here is inscribed in

the holistic paradigm. Holism, in the sense used here, draws from Ken Wilber’s (2000)
theories. He defines holism as an eternal dynamic interaction between four “spheres”:
the mechanical (external) individual sphere; the mechanical (external) collective sphere;
the internal collective sphere (common values), the internal individual sphere (emotions
and consciousness). Clearly, in reductionist and rational approaches, the external
individual sphere receives all the attention. “Classical” ecologic scientific movements are
especially interested in the collective, but always external, sphere. More recent scientific
interests attempt to go beyond that by including more values and emotions (that is to say

consciousness). Holism, as defined by Wilber, is evidently founded on a constructivist

approach. This is discussed in more detail in the next chapter.
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The proposed ontology fits clearly the reality of the sciences of complexity in Prigogine’s
definition of them as the study of dynamic non-linear systems. In particular, he was always
very interested in two important aspects: the role of time and behavior far from equilibrium.
He illustrated the constructive role of time, as expressed in the principle of the irreversibility
of time, in complex processes. This principle states that an important consequence is that in
complex systems it is not possible to extrapolate the future from the past. Complex systems
are extremely sensitive to the initial conditions. Minimal changes in these conditions

can have major influences on the further development of the process. Finally, Prigogine
identifies the most productive state of a (complex) system as one that is far away from
equilibrium: “order at the edge of chaos™

John Holland, a pioneer in artificial life and agent systems, has developed a complex
adaptive approach (CAS) called agent based simulations. This approach simulates the
interaction between different agents and, consequently, simulates emergent behavior in
those kinds of systems. An agent, according to Holland, is a mini software program. Each
agent has characteristics. It is necessary to define the field of action (the limits of the system)
and to identify a minimum of interaction rules (and exchange rules). Then, it is necessary
to make the system iterate and simulate the dynamic interaction of those agents. The agents
meet each other, interact, exchange (and so learn) and, step by step, form a global behavior
with qualities that emerge from the interaction itself.

Synchronicity, according to Pauli, appears in all the sciences and the techniques in which
simultaneity plays a role. It is necessary to take into account that this is not to speak about
a causal coherence (from cause to effect), but about coincidence (as occurring together

in time). This has to be considered as potentially useful, even if we cannot explain the

more profound cause of the simultaneity. We must remember that we always speak of
synchronicity if the events concerned happen in the same period of time. The relationships
therefore, to use Jung’s words, become a-causal.

The implication of these observations is that the phenomenon of “entanglement” (non-
locality), including a real activity at a distance, is not simply epistemological. It is, in effect,
ontological by nature (Polkinghorne) and can be called “a quantum interpretation”.
Sheldrake and Bohm (1982) broached the subject of “implicit order” as something

like a ground underneath time, a totality, from which each movement is projected in
explicit order. For everything seen, there is something in implicit order at the origin of

this projection. If there are a many repetitions of an event, then behind it, there is a built
constant component. A sort of (fixed) link is born. Via this process, the forms from the past
can continue to live in the present. This is more or less what Sheldrake calls morphogenetic

fields, created by morphogenetic resonance.
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o Ayurveda considers the human being as a self-organizing system composed of a many
simple elements which are, when taken independently, very simple (unintelligent), but
which together form a formidable distributed intelligence. In parallel, a company can be
considered as a network of “simple” elements where each “know” what they must know to
be able to form effective networks with others.

« The ontological nature of this quantum structure forces us to look again at our approach to
innovation and, on a wider scale, at our economic theory. The understanding of innovation
must therefore be based on the “carrying along” of quantum structures, synchronicity,
morphogenetic fields and individual space for self-organization.

o In their recent work, the Bogdanovs, in search of what they define as the Bogdanov
Singularity, suggest the existence of a fifth dimension. This dimension would be a fourth
dimension of space, expressed in imaginary time. This theoretical development suggests a
formal system in which time and space indeed get closer to each other; in fact, they share a
dimension. Their proposed theoretical framework could be the beginning of an explanation

of most of the concepts illuminated here.

Quantum economics or the quantum interpretation of management
Classical business economics in the light of a quantum interpretation

It is clear that what we know as business economics, the theory that forms the basis of our managerial
thinking, can no longer hold within a quantum interpretation of the world, other than as an exception
to, or a specific case of, a more general rule. In this section, I explore the framework of a new kind of
economic thinking that fits the quantum interpretation and that allows us to get a deeper insight into

business practice.

Standard business economics is based on four main assumptions. The first one assumes that all economic
agents show rational behavior. Though this is certainly partly true, it is obvious that, for instance, in
buying behavior there is not always a lot of rationality. Worse, marketing, in fact, aims to influence so
called rational behavior, with mostly emotional elements. The acceptance of marketing as a valid activity
and even a managerial discipline fundamentally contradicts this assumption. As argued in this book,
no observation, no measurement and even more so, no interpretation can be objective, therefore the

assumption of full rationality cannot hold in reality.

The second assumption states that the different economic players are fully informed (a necessity in order
to be able to act rationally). Specifically in this internet era, this assumption seems highly theoretical.
Not only is it virtually impossible to have all information, but even more so the interpretation of all
available information brings us again to the non-rationality of information. Indeed, information can only
be transformed into knowledge by individuals; knowledge that allows the user to enact behavior (action

and shaping). Being fully informed, independent of the knowing subject, is not reasonable.
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The next assumption is the alternative use of resources. In practice, this means that once a resource is used
in one product, it cannot be used in another product any more. This is a clear industrial point of view in
which we mainly produce material products. In the knowledge economy, this is different. Information
and knowledge are perpetually usable and what’s more, the more it is shared, the more its value increases.
As argued earlier, that is what causes the law of increasing returns (see Brian Arthur earlier). The law of
diminishing returns, a basic one in the classical economy, doesn't hold in the knowledge economy and

doesn’t hold in the “today” economy.

The fourth assumption, which is a convenience one and one that probably causes less harm, is that there
are a limited number of goods and services. It is clear that, certainly in the knowledge economy, services
are often used for different purposes. Any service defined might therefore become a set of different

services, according to the use that the clients imagine.

Mandelbrot, particularly in respect to financial markets, finds a similar set of assumptions that modern
financial theory makes in order to justify their financial models. In his latest book, Mandelbrot illustrates
the catastrophic consequences of those assumptions on day to day financial portfolio management,
destroying both the theoretical concept of those models and their financial performance. The assumptions

he identifies behind classical financial theory are:

o People are rational and only aim to get rich;

o All investors are alike;

« Price change is practically continuous;

o Price changes follow a Brownian motion (independent of consecutive observations;

statistical stagnation of price changes; the normality (Bell shape curve) of changes).

In general, the strong assumption behind most financial processes, but equally behind many managerial
processes, is the normality of phenomena (99% of the observations fall between the mean, plus or minus
3 times its standard deviation). Observational reality certainly does not conform to this assumption in

most volatile markets.

Clearly, these assumptions all fit into a reductionist framework, limiting reality to a theoretically viable
environment. But the consequence is that observations in such a limited framework do not allow
extrapolation into a real world that does not obey the assumptions. The Economist (April 17", 1999)
described it in “Quarks and coaches” as follows: “The one group of people to whom most businessmen
rarely turn is economists. Big firms ask economists to predict the ups and downs of national economies,
but when it comes to finding ways to run their own company better, many managers would sooner

consult an astrologer”.
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Furthermore, there are a number of concepts defined that don't really matter, that are acceptable but not
really relevant, or do not add any value to the understanding of a particular problem. An example of such
a concept is “the circular flows of income and spending between business and households”, where banks
and governments play the role of “multiplier” or “catalyst” Both multiplier and catalyst are concepts based
on different assumptions. Multipliers indeed fit equations and causal relationships. A catalyst accelerates
a situation without always knowing precisely where it will move to. The use of the word “catalyst” in
fact suggests a different kind of reaction where, what is meant when analyzed in more depth, is really a
multiplier. Reality has shown that tax policy, possibly based on these theories, does not always seem to
work. In fact, it became a political debate and hence a political choice, whether one believes in a more
important role for the government (always via taxes) or not. Independent of whether economic theory
would work, tax policies are political choices, where all different parties assume or invent possible side

effects that would make all the difference.

The claimed aims of macroeconomic policy, again a set of political choices, are full employment, stable
prices, economic growth and balance of payments equilibrium. So called macroeconomic models prove
unable to catch the dynamics of those markets, and therefore become highly irrelevant if a country
comes into a highly dynamic environment (hyperinflation, political treaties, threat of a revolution, etc.).
In case of a stable situation, of course, those models would work, but aren’t necessary in that case, since

behavior is stable.
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The essence of monetary theory is based on the equation MV = PQ (quantity of money x velocity = price

X quantity). Neither untrue, nor wrong, but it is not particularly helpful for the manager.
And that summarizes the essential “axioms” of business economics.

Next, I would like to summarize what is known as business economics by briefly going over the structure of
a standard business economics textbook. A textbook would start describing the “international economic
environment” concentrating on high level aggregations like: average wage level, labor cost per unit,
trading price, competitiveness and efficiency that would not be discounted in any other variable. Such
a chapter would finish up with the role governments play in business practice, referring to legislation,
taxes, trade zones, etc. This kind of chapter is an example of what we argued earlier, that economics,
in general, reasons on an entirely too high level of aggregation in order to be able to find any useful

relationship at all (apart from a causal one).

Most textbooks contain a chapter on macroeconomics; that is interesting but not really part of business
economics. In a chapter on the organization of firms and markets, where we expect to see some organizing
principles, mechanism on how processes emerge, etc. we mainly find legal issues: a summary of a business

law course.

The chapter on business objectives is the one that builds foremost on the assumptions and axioms
(stated or hidden) of business economics and mentioned earlier in this chapter. The chapter starts with
a discussion about mission statements, carefully avoiding identifying whether we talk about a goal or
a path. The earlier chapters of this book have made this difference clear, as well as its consequences.
Referring to the “rational behavior” assumption, a company is claimed to pursue the profit maximization
principle. This maximization is based on a number of equally impossible assumptions that in fact limit

reality to an artificial (unrealistic), but above all, linear and stable situation. Those assumptions are:

» No division between ownership and control (which in practice is, of course, years out of
date for any larger company. The ownership - the shareholder-ship - is represented in a
general assembly of shareholders, but the daily management - the control - is done by
professional managers). An interesting discussion here is whether we observe a different
kind of management in SMEs (where ownership and control are often either in the same
hands or close to each other) and larger companies. Most research indeed suggests a
difference.

o Full knowledge of costs and revenues (referring to the full information general assumptions)
which is often neither reached nor reachable. An additional problem is that even if we can
identify a fully correct picture at any moment, this would deny the dynamics of this process
(certainly on the revenue side).

« No problems with fixed cost allocation (since there is theoretically only one product). In

most companies, this is far from reality.
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« Rational behavior and only one objective, which are weak assumptions as already argued.

The difference between ownership and control (not to mention other stakeholders who are dramatically
ignored in business economics) also opens the debate between sales revenue optimization, growth
maximization or sustainable development. Simon (1996) talks in this context about “satisfiers” instead

of maximizers.

The classical mistake, or should I say weakness, resides in the process description of how to get to
the corporate goal due to oversimplified assumptions and presumed static, linear behavior. Business
economics focuses on fixing the path, instead of explaining the emergence in networked systems. Next,
the fixed path is realized and management reduces itself to the control mechanism of the realization
of the path (not even always of the goals anymore). The law of increasing returns (described earlier) in
a knowledge economy, is only one of the examples of how disastrous the classical law of diminishing
returns is when discussing the knowledge economy. The illustration of this type of mistake can be found

in the classical aspects of business economics: demand analysis; cost theory; pricing theory.

Demand analysis is often done using linear regressions (in best cases, as described in textbooks),
denying dynamic behavior of markets. Apart from the basic assumptions already mentioned, a
number of technical assumptions (often hidden) need to be fulfilled in order to be able to apply linear
regression. Homoscedasticity (normal distribution of the error term) and the absence of multicollinearity
(collinearity between explanatory variables) are only two of them. Non fulfillment of these assumptions
causes numerical deficiency on the results that cannot be observed in the classical statistics of the
regression analysis. In quasi stable, quasi linear markets, all those models work which only illustrates that
this situation is a special case (a simplified form) of a more generally valid quantum interpretation. In fact,
the regular business economics theory is a special case of the more general quantum economics theory,

only applicable to quasi stable and quasi linear situations.

The fixed and variable cost theory, based on oversimplified assumptions of no cross relationships and
full information, is again a special case of a more general cost behavior structure. Once we accept cross
relationships between products (services) and human production actions, we automatically fall into the

network paradigm.
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Other than in oligopolistic markets, which are again a special case of fully interacting markets, pricing
in non-linear dynamic markets becomes a question of strategizing. The best example of strategizing
games can indeed be found in game theory. The best known case is no doubt the prisoner’s dilemma, in
which two “players” play against each other, each having two possible strategies. (Reality, of course, is
infinitely more complicated, with a huge number of possible strategies for each player.) The unknown in
the game is that each of the players ignores what the other plays. Game theory knows zero-sum games
or non-zero-sum games. Game theory has been used to illustrate pricing games. As the law of increasing
returns suggests, strategizing of prices goes much further. According to Arthur’s theory the aim is to get
a snowball effect going, at the right moment. If a company strategizes a market correctly, it should be
able not only to price correctly, but to do so at the correct moment. That kicks off the dynamic process
of market penetration, often leading to important market shares. A wrong strategy (price or timing)
causes the product to die out. The law of increasing returns explains why demand analysis and pricing
cannot be considered differently. In dynamic situations (knowledge markets), market behavior and
price interact in continuous feedback loops and can therefore only be studied jointly. It is clear that this
market behavior, incorporating pricing issues, will become the backbone of the quantum interpretation

of business economics.
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Most classical textbooks have two more chapters. A chapter on investment analysis, concentrating on
investment appraisal that is highly dependent on a lucrative anticipation of the expected future returns.
A final chapter needs to discuss corporate strategy formulation, discussing goals, but most often fixing
paths. Porter’s chain of value analysis, and/or his five forces model has survived the major quantum
revolution. It still identifies a number of generic strategies: cost leadership, differentiation and focus, that,
if all assumptions indeed worked, would lead automatically to a fully transparent market with all players
having all the information. This would reduce strategy to the one and only really plausible strategy in
such a situation of fully informed markets and players, which is a pricing strategy (hopefully based on
a cost leadership). In case, once again, the assumptions were true, and the model would work, it would
push the remaining players to minimal profits and eventually into losses, which we can indeed observe
in certain markets. The airline market is just one illustrative example. As much as markets are emergent
and pricing is one of the many loop variables in such markets, strategy cannot be identified, but equally

emerges out of the interaction of market players.

In this chapter we would like to propose a new approach to business economics (in practice) which
I would like to call a quantum interpretation of business economics. It is clear that stable and linear
markets are a special case of this quantum interpretation, as simulations could easily visualize. The laws

on which this economic interpretation is based are the ones described in this book.

The basic idea of the quantum interpretation and its visualization tools

Describing companies and markets, we indeed describe the continuous non-linear and dynamic
interaction of agents, with their feelings, within a holistic concept. Business behavior is the outcome of
such interaction. Business economics is the theory describing the reasons why this quantum interpretation
should work, but equally how it works, as is done in the principal chapters of this book. The issue now

becomes to find a correct visualization tool.

Values are the vision of the company. They are situated on the quantum level, smaller and more subtle
than the molecular or atomic level. They are situated in the area of emotions and feelings, the area
where sub-atomic particles and forces all seem to flow together (in the unification theory). Eventually,
as argued, it all starts in the unified field, the field where we expect consciousness to reside. Thoughts
and feelings are already a form of aggregation in that general consciousness. Those values, feelings and
emotions are on the level where we are all much more unified than we ever can be on an atomic level.
On this level, it makes sense to talk about interacting networks of autonomous agents. But again, to start

with, we have to consider the values as drivers and feeders of this quantum reality.

The quantum interpretation of business economics has three complementary emphases: one on the
environment, one on the company itself and one on people’s interaction. Put another way and in order
to label them closer to current business practice we could say: market behavior, management learning

and human interaction.
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Market behavior describes the environment of the company, the context, the interaction that takes
place in what we call markets. Markets are not necessarily physical markets. Even what we call physical
markets is really composed of a lot of so called virtual components. All players and influences are of
course never physically present on such a market. Policy is made and has an impact, without always
really being very explicit. In fact, under market behavior we talk about market and pricing interactions

out of which strategies emerge.

Management learning considers the company in its most essential processes (as described in this book):
innovation and knowledge considered as learning processes. Instead of a control oriented model, we
need to develop and apply a learning oriented process in particular around innovation and knowledge.
Both are essential for the longer term development of the company. Both innovation and knowledge
management may need some supporting technical tools (like financial reporting, logistics, etc.). However,
the latter are necessary but not sufficient elements of management. Those elements are easy to copy, can
be described and easily optimized, and can therefore never become a real source of sustainable (profitable)
development. It does not make them useless, but just as with the architect’s profession, it isn't the tools

that the architect uses that make the difference.

Human interaction of people (inside and outside the company) is probably the one complex resource
that needs to be understood and carefully monitored. Human interaction needs to be understood as
the potentiality of the interaction of people (agents) producing either individuals who co-create out of
emergence (on the one extreme) or agents who cause a real disastrous conflict (on the other extreme).
The situation obtained is not what is important, but rather the process of potentiality and its evolution.
Human interaction, just like management learning, might need some supporting techniques that are,

however, never of a nature to replace the necessity to understand the interaction itself.

Up until now there have been few publications about the process of business economics as a learning and
emergent concept. Likewise, neither have there been many publications about emergent behavior and
the methods of studying it. However, three exceptions have greatly inspired me with agent simulations

and neural networks with, to my way of thinking, satisfactory results.
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Epstein and Axtell describe in their book “Growing Artificial Societies” how artificial societies can emerge,
how they self-organize, how they grow, how they learn and even how they enter into conflict (and how
they resolve these conflicts). The book comes with a CD with simulations where one can clearly see what
is described in the book. This book is absolutely recommended as a first initiation into the domain of
emergent behavior. In different steps, the “societies” learn things which are always more difficult. The
purpose of the book is not specifically to show that simulations will effectively be a copy of the reality.
It shows that agent simulations can be a path for visualizing emergent behavior. In addition, the book
shows that we can obtain a form of “self-organization” in these learning “societies”. The book creates a
sort of learning laboratory for those who are interested in the emergence of artificial social systems. This
book was certainly, for me, a motivation to work on research on agent-based simulations. It visualizes

the types of processes on which I wish to obtain more depth.

Another remarkable book is Wolfram’s “A new kind of science” This thick and impressive book gives
very detailed (perhaps too detailed) examples of emerging behavior, in the sense of an organization
suddenly finding itself in disorder. It is a hugely detailed research towards a scientific approach which

is constructivist: which builds from very minuscule particles.
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The book compares simulation diagrams in search of structure, similarity, order and chaos. It is a plea for
a new scientific approach. In light of the large quantity of evidence in the book, it seems to me difficult
to still seriously doubt the feasibility of agent simulations after reading this book. The book supports
very clearly the scientific concept according to which multiple different elements, each very simple in
itself, by following simple rules of interaction, can create complex behavior. This approach entirely fits
the theoretical framework which is developed here. It supplies the fundamental empirical dreams for a

lot of theoretical concepts which are commented on here.

Mandelbrot has developed what is known as fractal algebra. Fractal algebra is based on the concept
of self-similarity: a combined repetition of simple structures can give a complex form and therefore a
complex form can be easily approximated by an iterative combination of such simple structures. The
basic figure of such structure is a fractal. Artificial life research is in fact based on a similar kind of
assumption. In line with Wolfram’s study, Mandelbrot creates complex geometric figures that seem to
approximate (financial) market behavior rather adequately. Wolfram’s and Mandelbrot’s proposals are
pure geometric approximations of the same kind of reality that I attempt to approximate in this book
using either neural networks or agent simulations. The advantage of the latter, for use in management
and business, is that the structure of interacting agents (or interacting knots) comes closer to a corporate
reality and it is easier to identify within a social reality. Mandelbrot’s books, however, illustrate that his
fractal geometric approach has huge potential for understanding market behavior in particular and most

probably management issues more generally.

Some questions to reflect on

Buckingham and Coffman’s studies of organizational effectiveness came up with an interesting checklist.
According to them, exceptional managers, what I would call values-based managers/leaders, create a

workplace in which employees emphatically answered ‘yes’ to the following questions:

Do I know what is expected of me at work?

Do I have the materials and equipment I need to do my work right?

At work, do I have the opportunity to do what I do best every day?

In the last seven days, have I received recognition or praise for doing good work?
Does my supervisor, or someone at work, seem to care about me as a person?

Is there someone at work who encourages my development?

At work, do my opinions seem to count?

Does the mission/purpose of my company make me feel my job is important?

¥ o Nk »

Are my co-workers committed to doing high-quality work?

Do I have a best friend at work?

— =
_= O

. In the last six months, has someone at work talked to me about my progress?

_.
N

This last year, have I had opportunities at work to learn and grow?
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It would appear strong if you would indeed answer yes on all those questions. If you are able to answer
yes, could you give examples? If you were unable to answer yes, how would you describe your reality in

this respect, and what should change for you?
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5 Inclusive Business (Holism)

Sustainability

Instead of following many other authors in discussing the true nature of sustainable development, our
approach aims, ultimately, to transform the drive for sustainable development into a concept of sustainable
performance. Brundtland (1987) in what was, if not the first then certainly the most influential definition,
set out sustainable development as: development seeking to meet the needs of the present generation
without compromising the ability of future generations to meet their own needs. This Brundtland
definition introduces at least three dimensions: the economy, the ecology and the society, and it suggests
that they are interconnected. It furthermore introduces a time and a space dimension, and it raises a
governing issue. By introducing space and time as variables in the equation, Brundtland has introduced
a paradox in managerial thinking. The classical Newtonian view on management cannot cope with a
moving and integrated space-time concept. From that perspective, as long as the society and the economy
move slowly, one can make a fixed time-space approximation. That era is over. The complexity of the
world (its non-linear and dynamic character) combined with the speed of change, no longer allows for

non-linear static approximations. Classical metrics fail and the thermometer becomes the disease itself.

The Brundtland definition introduces the paradox of the short term versus the long term. Short term
efficiency is required in order to remain attractive to shareholders; at the same time a longer term
sustainability orientation is needed in order to be attractive to the stakeholders. Paradoxes enforce
choices; choices and balances between different and sometimes orthogonal interests. Another paradox
that Brundtland reinforces and which is not new is the paradox between reductionism and holism.
Classical managerial approaches mainly, if not exclusively, focus on financial performance: the so-called
“bottom-line”. With the Brundtland definition’s introduction of extra dimensions - for example, societal,
ecological, temporal and spatial — no reductionist approach is up to the task of helping a manager answer

the issues raised by the massively increased complexity.

Nevertheless, attempts have been made. One example was to introduce the concept of corporate social
responsibility and then request reports on the company’s responsibility. Companies have also been
required to report on their ecological footprint and, ultimately, may be held responsible for being
ecologically neutral, and may even have to “pay” for their carbon emission rights. This again turns
responsibility (a value) into an economic good that can be traded as an emotionless economic good. It
doesn’t matter if a company pollutes, as long as they pay for it. That opens the way for countries who
are willing to sell their “non-production” of carbon emission, to get some money for their economic
development, just as there is a market for healthy third world body parts, such as kidneys, for wealthy
recipients in richer economies. From a holistic perspective, needless to stress, this only shuffles the
problems around and, as usual, it ends up in the laps of the powerless. A reductionist approach to

sustainability, responsibility, and even ethics, will only lead to displacements, not to solutions.
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Participants in the Global Compact Summit can sell off the carbon emission that they cause in the
process of flying to the summit. When are we going to use video conferencing and, in so doing, open
up such a summit to all those that are economically unable to attend? Why do we still organize higher
education at certain localities for the happy few that can make it and afford it, and leave out millions
of people who are struggling to get education and, through education, development and growth? The
technology is available; it is an issue of choice. Within a reductionist frame, a reductionist answer is
offered: make “misbehavior” an economic good. On the assumption that everything can be reduced,
assume that everything is an economic good and therefore anything can be commercialized. But can

responsibility simply be diminished to the status of an economic good?

Global Compact principles

The Global Compact is a program started by the former Secretary General of the UN, Kofi Annan, at
the Davos Summit in 1999. It is (in the words of the Global Compact program itself) a framework for
businesses that are committed to aligning their operations and strategies with ten universally accepted

principles in the areas of human rights, labour, the environment and anti-corruption.

As the world’s largest global corporate citizenship initiative, the Global Compact is first and foremost
concerned with exhibiting and building the social legitimacy of business and markets. The program
accepts that business, trade and investment are essential pillars for prosperity and peace. But in many
areas, business is too often linked with serious dilemmas - for example, exploitative practices, different
forms of corruption, income equality, and barriers that discourage innovation and entrepreneurship. On
the other hand, responsible business practices could, in many ways, build trust and social capital, and

contribute to broad-based development and sustainable markets.

The ten principles of Global Compact are the following ones:

Human Rights

 Principle 1: Businesses should support and respect the protection of internationally
proclaimed human rights;

o Principle 2: make sure that they are not complicit in human rights abuses.

Labour Standards

 Principle 3: Businesses should uphold the freedom of association and the effective
recognition of the right to collective bargaining;

o Principle 4: the elimination of all forms of forced and compulsory labour;

« Principle 5: the effective abolition of child labour;

 Principle 6: the elimination of discrimination in respect of employment and occupation.

Download free eBooks at bookboon.com


http://www.globalcompact.org/AboutTheGC/TheTenPrinciples/humanRights.html
http://www.globalcompact.org/AboutTheGC/TheTenPrinciples/principle1.html
http://www.globalcompact.org/AboutTheGC/TheTenPrinciples/Principle2.html
http://www.globalcompact.org/AboutTheGC/TheTenPrinciples/labourStandards.html
http://www.globalcompact.org/AboutTheGC/TheTenPrinciples/principle3.html
http://www.globalcompact.org/AboutTheGC/TheTenPrinciples/Principle4.html
http://www.globalcompact.org/AboutTheGC/TheTenPrinciples/principle5.html
http://www.globalcompact.org/AboutTheGC/TheTenPrinciples/principle6.html

Values Based Leadership in Business Innovation Inclusive Business (Holism)

Environment

o Principle 7: Businesses should support a precautionary approach to environmental
challenges;

+ Principle 8: undertake initiatives to promote greater environmental responsibility;

o Principle 9: encourage the development and diffusion of environmentally friendly

technologies.

Anti-Corruption

« Principle 10: Businesses should work against corruption in all its forms, including extortion

and bribery.

The Global Compact is a purely voluntary initiative with two objectives:

« Mainstream the ten principles in business activities around the world

« Catalyze actions in support of UN goals

To achieve these objectives, the Global Compact offers facilitation and engagement through several

mechanisms: Policy Dialogues, Learning, Country/Regional Networks, and Partnership Projects.

EXPERIENCE TH
FULL ENGAGEMENT...

RUN FASTER.
RUN LONGER..
RUN EASIER...

116 Click on the ad to read more

Download free eBooks at bookboon.com



http://www.globalcompact.org/AboutTheGC/TheTenPrinciples/environment.html
http://www.globalcompact.org/AboutTheGC/TheTenPrinciples/principle7.html
http://www.globalcompact.org/AboutTheGC/TheTenPrinciples/principle8.html
http://www.globalcompact.org/AboutTheGC/TheTenPrinciples/principle9.html
http://www.globalcompact.org/AboutTheGC/TheTenPrinciples/anti-corruption.html
http://www.globalcompact.org/AboutTheGC/TheTenPrinciples/principle10.html
http://s.bookboon.com/Gaiteye

The Global Compact is not a regulatory instrument - it does not “police”, enforce or measure the behavior
or actions of companies. Rather, the Global Compact relies on public accountability, transparency and
the enlightened self-interest of companies, labour and civil society to initiate and share substantive action

in pursuing the principles upon which the Global Compact is based.

The Global Compact is probably the one initiative of the UN oriented towards companies. It cooperates
closely with the office of the High Commissioner for Human Rights, the United Nations Environment
Program, the International Labour Organization, the United Nations Development Program, the United

Nations Industrial Development Organization, and the United Nations Office on Drugs and Crime.

The Global Compact claims to offer its participants the following benefits:

o Demonstrating leadership by advancing responsible corporate citizenship.

« Producing practical solutions to contemporary problems related to globalization, sustainable
development and corporate responsibility in a multi-stakeholder context.

« Managing risks by taking a proactive stance on critical issues.

o Leveraging the UN’s global reach and convening power with governments, business, civil
society and other stakeholders.

« Sharing good practices and learnings.

o Accessing the UN’s broad knowledge in development issues.

o Improving corporate/brand management, employee morale and productivity, and

operational efficiencies.

Many companies have subscribed to the Global Compact and that in itself is encouraging. But even the
voluntary support of a community program doesn’t necessary change a lot if the pressure for ruthless

growth — with an adequately increased bottom line — remains the corporate credo.

As much as it is not difficult to grow if one doesn’t want to be sustainable, at the same time, it is not
difficult to be sustainable without growth. The question, hence, becomes how to rethink growth. Growth
in itself is not a problem. It should not be forgotten that entire regions and populations make legitimate
claims for a decent development that in one way or another will include a certain type of growth. Such

responsible growth will need a managerial approach of sustainable performance.
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The imperatives today, however, are further advanced and more so in emerging economies than in more
mature markets. Porter and Kramer (2011) discuss the reinvention of capitalism in the Harvard Business
Review: Times Have Changed. For them the bigger part of the problem lies with companies that still
interpret value creation as optimizing short-term financial performance. This view overlooks the well-
being of the customers, the viability of key suppliers and the economic distress of communities. They
argue that business has to take the initiative to bring business and society together again. For them this is
different from social responsibility, philanthropy or even sustainability; it is rather a new way of achieving
economic success. They, however, still remain within the classical managerial paradigm, where there is
little space for innovation around values, and bringing in wider societal needs. Within that paradigm,
companies should focus on creating “shared value”, and not just profit. We argue in this book that this
definitely needs another paradigm if it wants to go beyond the (rather conventional) self-interest of the

company in all this. For them, the agenda remains company specific with a clear corporate (only) focus.

EABIS (European Academy of Business in Society) recently devoted a conference to “From Corporate
Responsibility to Sustainable Business”. Perhaps we need to go beyond the concept of Sustainable Business
and talk about “Inclusive Business” - business with a wider positive impact for all. Inclusive business
can most likely only be values-based and values-driven. But in order to talk seriously about inclusive
business, we have to touch on the prevailing paradigm. As someone said: we have squeezed out of the
Anglo Saxon paradigm on responsibility what it has and it was not enough. Are we, business schools and

business people, willing to explore a more inclusive paradigm?

When talking about inclusive business, consider some of the following situations. How can we organize
supply chains in such a way that local (small) suppliers can play a role? Why do we still transport fresh
food, fruit and vegetables from miles away where we most likely have local growers? This supply chain
issue is of course true for any economic activity. Do we feel as a company a responsibility towards the
development of local or small business? Another example is the concept of Sustainable Mining, whereby
a mining house does not limit its activity and responsibility to the exploitation of the mine, but also
contributes equally to the development of the entire community around the mine. This should allow, with
possible mine closure, that the community around the mine can continue its economic development. Can
we consider that the mining house’s responsibility is not limited to the results of the mining operations,
but equally to the economic development of the community? Concerning the bottom of the pyramid, is
it the idea that companies try to sell products to the bottom of the pyramid that are not made for that
bottom, are entirely too expensive and not of real value added? Are companies taking responsibility for
designing for the bottom of the pyramid and inventing franchising systems that fit the bottom of the
pyramid?
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As an aside, I feel that businesses have taken over from the business schools in this matter. Business
schools no longer have the prerogative to create knowledge in this field. That is not bad per se, but it
reinforces the necessity for much stronger cooperation between business schools and companies. The
World Business Council for Sustainable Development (WBCSD) is just one example of this thought
leadership.

As usual, the discussion at the EABIS conference focused on profit. But profit is not the issue. The
problem is that business often is not inclusive. The driver is the inclusiveness, the values-based focus,
and not the profit. But profit is what we need. And that brings us to the discussion about capitalism.
Many would like to add something positive to capitalism (responsible capitalism, social capitalism, or
whatever). For me, capitalism has everything to do with the ownership question and then we should not
even talk about capitalism anymore, as Mintzberg says, “beyond Smith and Marx”. The discussion about
capitalism is an historic one. Today, it is about the development of more innovative forms of inclusive
business, like cooperatives (just to name one already very old form), community owned businesses and

employee owned businesses.
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Who is in charge? We are. We, business schools and businesses alike, should innovate our thinking
in order to create social innovation and to eradicate poverty, inequality and exclusivity. A breakdown
in the “social ecology” would be really dangerous, and the tremendous inequalities in the world are a

potential time bomb.

Dipak Jain, the dean of INSEAD, feels that the real danger today is inequality. We need to try and come
up with a plan that benefits all. That focus forces us to train our students differently. We should pay
attention to “Reflection” (where am I, what am I doing, where is my contribution), “Renewal” (how can

I grow beyond myself) and “Responsibility” (on an individual level, and what leadership is all about).

Management students should know that they are a happy few in the world and by having this opportunity
to study they take on a responsibility that goes beyond themselves. “To whom much was entrusted, of
him more will be asked” (Luke 12:48 - The Bible).

In the shadow of the UN Summit on Sustainability, PRME (the Principles of Responsible Management
Education, part of the UN Global Compact program) held its third academic summit in Rio in June
2012. An Inspirational Guide was launched where Business Schools that would like to engage with PRME
can receive guidance and examples. It was encouraging to see that a growing community of Business

Schools has become interested.

However, at the same time, the ever returning fundamental question remains: is it the individual who
behaves unethically and should it be individuals taking up their individual responsibility? Or are there
other reasons to consider? If we can limit the misbehavior of individuals then Business Schools are not
to blame and companies (or should I say “corporations”) are not to blame. We have saved the system
and we do not have to ask some fundamental questions. We can add more courses on Ethics in Business

or Sustainable Management Practice, but the rest is in the hands of individuals.

But is it realistic to think that an individual would not be part of a wider whole, a company for instance, or
an economy, and that an individual, to a certain degree, is only part of a wider set of assumptions, indeed
a paradigm? I feel that this is the correct discussion. What are our assumptions? What is the purpose of
business? Are we interested in creating added value, other than what we return to shareholders? What

is growth worth, if it would not be inclusive?

Denying the reality that people fit organizations liberates us from many interesting questions. It liberates
us from being critical about what we teach, and it allows us to continue teaching tools and techniques
instead of supporting the development of the “being” of the potential manager. It liberates us from
challenging our linear, non-systemic assumptions about the economy. It liberates us from the discussion
that we train for individual performance, and not for “us”, for cooperation, for inclusion. The student
cohort present at the conference felt that they entered a business school with the best of intentions but

were “brainwashed” (the word they used) for individual performance.
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Isn’tit about culture, about tradition, about comfort and about the very fundamental paradigm of business
that we have been supporting and teaching for the last few decades? Changing this will take time and
effort, but do we have much choice? Can we continue the development of economies and emerging
economies in the first place, based on a growing inequality between poor and rich, between unemployed
and employed, between individuals and collective needs? It is not about us and them; it is about all of
us being in the same boat. And we do not need great declarations of our governments or international

bodies. What prevents us from starting tomorrow, in whatever jobs we have?

The lively debate between some politicians and the mining industry about the advantages and
disadvantages of nationalization, as is currently raging in South Africa, is really 30 years outdated. It is
not wrong, nor it is not completely without meaning. It is just outdated. The world has changed. We are

in 2013 and business as usual is just not good enough anymore.

The story is known for as long as I have been alive. Socialist oriented politicians (by the way this is not a
South African issue only) believe that important industries need to be controlled by the “public” (which
often means the cast of the politicians). Sounds fair: strategic importance, contribution to all, business
has short term targets, etc. (By the way, most politicians have short term targets also, i.e. being re-elected
in the coming few years). Anyway, we easily mix “public” with “politics” and the “greater good”. But
history has not proven that these links exist. An alternative to nationalization, along the same lines of
thinking, is a super-tax. The response from industry is the need for cash in order to invest (not sure this
always happens by the way), but the track record of industry is not always one to encourage us to trust
them to take care of the long term perspective, let alone the “greater good”. This debate can go on for

decades (as it has), but it is a war on principles, nothing more.

We know from experience that nationalization seldom works and if there is still doubt just look at
Zimbabwe. But more profoundly, there is not really something like a “public” company or a “private”
company. There are companies, that all follow the same basic logic of the working capital cycle (for each
movement you should get out more cash than what you invested or eventually you will go bankrupt). The
ownership might be different, but the purpose should be the same: create added value, deliver something
that society needs, and contribute to the development of the economy and its people. Some companies
could target more economic value, some would target more social value, and some more societal value.
Indeed, all companies should be value driven. This is not a new concept, but it has often been forgotten

during the same 30 years of debate on nationalization.
And in classical (macro) economic theory, once wealth is created the government is there to take care

of the fair distribution of that wealth, mainly by taxing and subsidizing. More mature economies (like

Europe) show us every day where that can lead.
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If we bring value, purpose, meaning, contribution and the like into the realm of the company (where it
theoretically should be anyway) then the issue of distribution is no longer a macro-economic issue, but it
becomes a micro-economic one and indeed, we do not have the theories to deal with that. That is why academics

need to develop fresh ideas around values-based leadership, social innovation, inclusive business, etc.

This is where inclusive business becomes center stage. If a company would indeed take its responsibility
seriously, and would take care of community development (say around a mining site), develop youth
(discover and develop leadership capacity in those communities), contribute to the creation of social
businesses and work with local SME suppliers, provide healthcare for the workers, we would not need

to discuss nationalization. The greater good would be taken care of.

A number of years ago I held the Philips Chair in Information and Communication Technologies at
Nyenrode University in the Netherlands. An annual budget of a company like Philips is bigger than
the budget of most of the African states together. Who do you talk to if you would like to have a fairer
world? If Philips would build, with each plant they create, a school and a hospital, wouldn’t most of the
problems be solved? And isn’t it the corporation’s responsibility to take care of the people working in

and around the plant? Aren’t they the main stakeholders?
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Companies should not replace governments, and governments are still there to take care of those that
are not really able to take part in the economic process (due to lack of education, health issues, social
issues, etc.). For government, taking care means education, housing, social services and so forth. But
companies should develop inclusive business, targeting the greater good of the communities within
which they are installed and work with. The driver of business cannot only be value to shareholders. It
should be contribution to the community and again, academics might contribute some thinking about

how to measure that and how to manage that.

We can no longer hold on to “them-and-me” business thinking. The world has become complex and
uncertain, and still, certainly in Africa, has an unacceptably high degree of inequality. We are all in the
same boat and other than changing our management paradigm into one of inclusive business, we might
need to forge more public-private initiatives. Not to forget the potential for social entrepreneurship.
Instead of continuing to pay 80,000 ZAR (US $10,000) for a house in a settlement, what prevents us
from organizing a contest for the design of a 10,000 ZAR house (US $1,200)? Design for affordability,
not for the ones that don't need it. We still design 80% of our products for 10% of the people. When
are we going to design 80% of the products for 80% of the people, affordable and responding to a real
need? That would be interesting “Bottom of the Pyramid” thinking, instead of thinking how to market

products to more people that don’t need it, and can't afford it.

It is not about them and me, it is about us and about value creation.

Inclusive business calls for a much more holistic understanding of business.

A holistic model

Holism is a term that is loosely defined and interpreted by many people in different ways. Is there a
common notion of holism? Is there somebody who one day tried to compile all the theories? Perhaps it

is evident that one should have all sorts of critiques here.

This chapter builds on one of Ken Wilber’s concepts. Wilber visualizes something that could be called

different dimensions of the image of the holistic world. It is summarized in the following figure.
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I IT

Interlc?r -Individual Exterior-Individual
Intentional Behavioral
World of: sensation, impulses, World of: atoms, molecules, neuronal

emotion, concepts, vision organisms, neocortex

World of: societies, division of labour,
groups, families, tribes, nation/state,
agrarian, industrial and informational

Exterior-Collective
Social

World of: magic, mythic, rational

Interior-collective
Cultural

WE ITS

The figure is developed around two dichotomies: external-internal and individual-networked (collective).
The top two quadrants make reference to the individual level. The bottom two quadrants refer to the
collective level. The quadrants on the left have to do with the internalization of Man (or processes,
or things), while the quadrants on the right examine, let us say, the mechanical part (the external). A
holistic image is obtained, according to Wilber, if all the quadrants receive sufficient attention. He labels
these quadrants the T’ quadrant, the ‘We’ quadrant, the ‘It quadrant, the ‘Its’ quadrant. All the quadrants

matter in order to achieve a life, an observation, a research, and a holistic interpretation.

In the top right quadrant, we study the external phenomena, for example, how the brain functions and so,
naturally, reduce it to very specific parts such as atoms; classical reductionism. However, understanding
the functioning of a specific atom does not necessarily allow us to understand the functioning of the

whole (the consciousness of the human).
What we call, at the heart of science, a global approach, is found in the lower right quadrant. However
that is only one of the four dimensions of holism. Here, one can consider the systemic approaches (still

mainly mechanical) of ecological concepts, sustainable development, etc.

To really understand what the brain produces, requires attention to the left part of the diagram. In humans

the brain causes: the emotions, feelings, concepts, etc. which are used in daily life.
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No matter how detailed the understanding of the right part, it still says nothing about what a human thinks
or feels. To get to the dimensions on the left, the classical approaches are insufficient. Communication

is the only means to try to understand how people feel and what emotions they experience.

In the left part there is also a collective dimension: one could label it “culture”. That is related to what
are accepted as groups, norms, and values. So a holistic understanding cannot bypass these internal

individual and collective dimensions.

Classical science goes completely in search of the ‘truth’ (identified top right). More and more global
approaches of the systemic in science appear as the functional whole. The true notion of Man and his
emotions which we call, a little paradoxically, a “flesh and blood” man, does not give a real understanding
of truth and fairness. That requires attention to the three other quadrants in order to provide a more
complete understanding than the dominant thinking western culture allows. This book aims for a more

holistic approach in management research and in the understanding of phenomena.
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