
....................................................................................................

1SEPTEMBER/OCTOBER 2010 CORPORATE FINANCE REVIEW

ORGANIZATIONAL
EVOLUTION

Change always has costs but only sometimes has benefits.

VERSUS THE
CULT OF CHANGE

G E O F F R E Y M . HO D G S O N

I
n an ancient quotat ion frequently
p o s t e d on of f i c e n o t i c e b o a rd s
today, Gaius Petronius (27-66 AD)
re m a r ke d “e ve r y t i m e w e w e re
beginning to form up into teams we

would be reorganized” and reorganiza-
t ion itself is “a wonderful method it can
be for creat ing the il lusion of progress
while producing confusion, inefficiency,
and demoralizat ion.” Today cha nge has
become even more of a cult among politi-
cians and business leaders. In a techno-
logical ly dy namic and rapidly changing
society it is treated as an intrinsic virtue,
w ith less regard for the disruptions and
other costs involved.

As business school academic Darl G.
Kolb puts it : “Organizat ional ‘change’
has become embedded in our assumptions
of what a ‘good’ organization is.1 We seem
to have stopped quest ioning the trade-
offs associated with change to the extent
that change has become a fundamental
and often over-riding organizational . . .
value, in and for itself.”

I do not argue against change. Busi-
nesses and other organizat ions need to
adapt and innovate. But complexit y, the
costs of change, and possible mistakes
also need to be taken into account. To
accomplish successful change we also
need to understand their mechanisms.
I n s te a d of p l a c i n g e xc e s s ive f a i t h i n
highly-paid leaders and executives, with
a mission to accomplish radical change

from the top, we should put more empha-
sis on harboring and developing exist-
ing workplace sk i l l s , including t hose
embodied in teams. Although there are
some cases of successful top-dow n rad-
ical reorganizat ion, general ly organiza-
t iona l cha nge dep ends on employe e s
throughout the f ir m and it should be
experimental, cautious, and piecemeal.
It is show n here that some general evo-
lut ionar y principles—taken from Dar-
w inian evolutionar y theor y—help us to
understand the processes involved in
organizat ional a well as biological evo-
lut ion. T he y c ar r y imp or t ant less ons
a b out t h e p o s s i b i l i t i e s a n d l i m i t s of
change in business and other organiza-
t ions.

Case studies, including the National
Health Service in England since 1990
A go o d example is the histor y of the
English National Health Ser vice, which
under three governments and eight Sec-
retaries of State for Health has undergone
numerous st r uc t ur a l and subst ant ive
changes.
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By 1997 the Conser vative government
had moved towards a market-oriented
system w ith f und-holding GPs, about
100 Local Health Authorit ies and eight
Regional Offices. Pledging to reverse the
“market” reforms of their predecessors,
t he incoming L ab our G over nment of
1997 ab ol ished GP f und-holding and
created 480 GP Primar y Care Groups to
take the place of the Local Heath Author-
it ies. In further successive reorganiza-
t ions under several Secretaries of State
for Health, by 2002 the policy direct ion
had again been reversed and “market”
elements were generally being enhanced.
In 2006 the system became similar to
that when Labour came into power, w ith
152 Primar y Care Trusts and 10 Strate-
gic Health Authorit ies. By this t ime the
repeated reorganizations of the NHS had
cost £3 billion to implement with a struc-
tural outcome reminiscent of what was
there in early 1997.

In 2006 David Cameron had pledged
“no more pointless and disruptive reor-
g a n i z at i o n s” of t h e N H S . But u p o n
becoming Prime Minister in 2010, his
government is implementing the most
r adica l reorganizat ion of the NHS in
England since 1948. Further enhancing
private and “market” elements, it is est i-
mated to cost over £2 bil l ion to imple-
m e nt , w i t h n o g u a r a nt e e t h at i t w i l l
improve per for mance. Kier an Wa lshe
fur ther argues that there is ver y litt le
evidence that past NHS reorganizat ions
have produced any improvement, and
states that the new government “looks likely
to make all these mistakes again.” 2

The NHS is just one (particularly dra-
matic) example of many public and pri-
v at e o r g a n i z at i o n s . Ne w b u s i n e s s
executives and managers are hired and
command large salaries because they are
perceived to have powers of entrepre-
neurship or leadership that can change
organizat ions. Of course, organizat ions
do need to change to s ome deg ree in
order to deal w ith developing circum-
stances and new compet it ion, but the
w idespread cult of change engenders
ambit ions that are often unfeasible and
gener a l ly co s t ly for t he orga n i z at ion
it s e l f a nd s omet imes for t he bro ader
public as well.

T h e re a re e x a mp l e s of s u c c e s s f u l
change. In 2004 the Danish toy-making
firm Lego implemented a huge shakeup
of the organizational routines, including
the transferr ing of much manufactur-
ing developing countries and the intro-
duction of new games based on popular
culture and sport. Lego moved back into
prof i t . O t h e r s u cce s s s tor i e s i n c lu de
Panas onic chang ing its pro curement ,
pro duc t ion , a nd m arke t i ng rout i ne s ,
leading to leaner and highly robotized
processes of assembling electronic gad-
gets by 2007.

But a l l success involves exist ing as
well as new expert ise, and the enhance-
ment rather than abolit ion of some rou-
t ines. And while success stories capture
our attent ion, we should not overlook
the many cases of thwarted radical reor-
ganizat ion. For example, Adam Crozier
became chief execut ive of the Br it ish
Royal Mail Group in 2003 with one of the
highest salaries for the head of a publicly
ow ned body in the UK. His program of
radical reorganization provoked a series
of costly industr ial disputes. He left the
Royal Mail Group in 2010, w ith a golden
handshake of £3.5 million. Although the
Royal Mail Group was brought back into
operat ing prof it , i t to ok f ive years to
accomplish and it involved the closure
of thousands of post off ices. Much of
the overal l efficiency gain was achieved
by reducing ser vices and culling ineffi-
cient units. The capital account is less
healthy and the post-2010 coalition gov-
ernment is resolved to privatize the orga-
nizat ion.

A National Audit Office study of more
than 90 UK government reorganizations
found that, despite huge costs, the ben-
efits were unclear, the process was often
poorly managed, and that the impact on
performance was often adverse. 3

As well as the examples of unsuccessful
radical organizat ion, we have to con-
sider the many business firms that fai l
to adapt and go under each year. Many
tr y to change, but are unable to change
w it h suf f ic ient r apid it y, or t he y s i n k
under the costs of attempted redesign.
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Evidence and theory
Much evidence suggests that deep orga-
nizational change is difficult to achieve.4

Timothy Dunne et al . repor ted that it
took new firms more than 10 years to
increase their output level to match the
industr y average. Hence industr y-w ide
change is as much or more a result of
bankruptcies and new entrants than firm-
level adaptat ions. 5,6

Ne ve r t hele s s , t he me ch a n is ms a nd
limits of firm-level adaptation are a vital
and sometimes overlooked quest ion of
research. Indeed, if select ion is a major
force then we necessarily have to under-
stand how new entrants can develop and
adapt enough to sur vive, and why bank-
rupt firms failed to do so. To understand
the difficult ies and costs of adaptat ion
we have to appreciate how knowledge
and skills are preserved, transferred, and
possibly enhanced. We know that much
business knowledge is tacit. 7 So how is
it accessed, replicated, and developed?

Thorbjørn Knudsen and I propose a
theoret ical f ramework to help to deal
w ith these quest ions. 8 Fundamental ly
we argue that the three basic Dar w inian
principles of variat ion, replicat ion, and
select ion—when defined in sufficiently
abstract terms—apply to social as well
as biological phenomena. But to say that
two different domains have abstract fea-
tures in common do es not imply any
similar it y at the level of detai l .

There are two connected mechanisms
of change in biological evolution. The first
is the development of indiv idual organ-
isms guided by their (individually invari-
ant) genet ic co de, t r i g gered by other
fac tors and molded by their env iron-
ment. The second is the population-level
selection of entities that are fitter in rela-
t ion to a par t icular env ironment. The
gener a l pro cess of se le c t ion involves
expiring and (t y pically slightly variant)
newborn entit ies. Both developmental
and select ion aspects of the evolut ion-
ar y process are important.

By e x te ns i on , t h e re a re e qu iv a l e nt
modes of change in business. First is the
development of individual firms, involv-
ing the grow th from small beginnings,
the adaptat ion by the firm to its envi-
ronment, or the creat ion of new prod-

ucts and markets. Second is select ion
via the elimination of some firms and
the bir th of others, w ithout necessari ly
assuming that the more product ive or
efficient firms always sur vive. Select ion
may be even less effect ive in business
than in nature in favoring ‘fitter’ firms.
Guiding or monitoring this process is a
matter for government competition pol-
ic y, of w hatever pol it ic a l hue. In any
case, compet it ive select ion is a major
driver of industry-level change, and it can
happen even if individual firms themselves
change ver y litt le.

Accepting selection as a major source
of change, it would be a mistake to ignore
the development of indiv idual organi-
zat ions. Sett ing-up organizat ions is an
unavoidable developmental process, even
if they become eventually fixed in their
ways. The more fundamental quest ion
is not w het her adapt at ion o ccurs—it
a lways do es to s ome deg ree—but the
efficacy and plast icit y of ‘recipes’ and
routines used to adapt to changing cir-
cumstances. Change has underly ing dri-
ve r s a s we l l a s i nte r n a l a n d e x te r n a l
constraints.

The ‘Genetics’ of social evolution
How are adaptive ‘recipes’ stored in an
organization? We need to look for capac-
i t i e s to s tore a n d re p l i c ate k n ow l -
edge–mechanisms that act as social and
organizational ‘genes’. Richard Dawkins
proposed something like this w ith his
concept of a ‘meme’, which led to a claimed
‘science’ of ‘memetics’ . 9 But the meme
idea ran into problems, partly because no
consensus emerged on its def init ion,
other than to vaguely hint that memes were
ideas. By regarding social information
as simply ideas, meme enthusiasts raised
but ignored the ancient phi losophical
problem of relating the ideal to the mate-
rial and of mind to matter. Without such
a re con c i l i at i on , t h e m e ch a n i s m s of
meme-replicat ion and storage are elu-
sive. But unless we have some notion of
how the information is stored and repli-
cated the meme concept is useless.

Late in the nineteenth centur y, Amer-
ican prag mat is t phi los ophers such as
Charles Sanders Peirce,10 William James11



and John Dewey 12 reached a solut ion to
t h i s p h i l o s op h i c a l p ro b l e m . T h e y
re ga rde d p s ycholo g ic a l h abit s a s t he
foundation and precondit ions of ideas.
For pr ag mat is ts , habit is t he bas is of
belief.13 Pragmatist psycholog y and phi-
losophy are undergoing a revival today,14,15

a n d t h e y a re s u pp o r t e d by e x p e r i -
mental and neurological ev idence indi-
cat ing that our underly ing habitual dis-
posit ions are at work well before make
cons c iou s de c is ions . 16 T he A me r ic a n
institutional economist Thorstein Veblen
was strongly influenced by pragmatism
and he argued accordingly that habitual
and inst inc t ive disposit ions were the
foundation of al l social inst itut ions. 17

Habits are the element ar y ‘genet ic’
building blocks (or replicators) of social
evolut ion. In turn, higher-level replica-
tors emerge on the basis of structured inter-
actions of habituated individuals. These
include organizat ional routines, which
Richard Nelson and Sidney Winter appro-
priately compare w ith genes. 18 Routines
are interlocking patterns of habits placed
w ithin organizat ional structures: social
interactions can trigger and enable behav-
iors that are impossible w ith isolated
indiv iduals. Habits are the basic social
repl icators , w ith business rout ines as
organizat ional replicators. 19 Social cus-
toms also qualif y as replicators.

Evolution in both biology and society
involves the retention, copy ing, and dif-
fusion of information. We need to under-
stand the nature of that information and
how it is stored and passed on. In gen-
e r a l , re pl ic ators a re t he c a r r i e rs a nd
copiers of cr it ical informat ion. Genes
are replicators in the biological world.
Social evolution involves the copy ing of
information in habits, customs and rou-
t ines. In each case we need to under-
stand how these processes work.

T h e re a re t h e ore t i c a l re a s on s w hy
repl ic ators a re re le v a nt i n t he s o c i a l
domain. Just as biological evolution has
led eventual ly to organisms of greater
s ophist icat ion and complexit y, s ocia l
and economic evolution is marked by an
even more rapid increase in the com-
plexit y of technolog y and inst itut ions
in a relat ively shor t per iod of human
histor y. It is impor tant to understand

the necessar y condit ions under which
complexit y is enhanced in evolving sys-
tems. The most basic and important con-
dition is the existence of replicators that
can store and copy information to instruct
and guide the development of their host
ent it y. Another essent ia l condit ion is
that copy error during replication is min-
imized. By contrast, both reading and
developmental errors–which occur when
using information from a source copy–do
not corrupt the original information and
are generally less serious. If the original
information remains intact and is copied
faithfully, then it might be retrieved. But
if replicat ion over t ime leads to the loss
of par ts of the original, then they are
gone forever. This arg ument sug gests
that replicators and faithful replicat ion
underl ie the increasing complexit y of
social evolut ion.

Some enduring fidelity in the copying
of this key information is a necessar y
condition for the evolution of complexity.
Misleading propositions that social evo-
lution is ‘Lamarckian’ have obscured this.
Evolut ion of acquired characters might
be possible, but it would limit the grow th
of complexity. If ever y organism reacted
to its environment in a Lamarckian man-
ner by encoding adaptations in its genes,
then this would mean a substantial reac-
t ion to ever y ephemeral change and the
relat ive devaluation of tried-and-tested
s olut ions to endur ing adapt ive prob-
lems. What matters for evolut ion is that
coding for long-last ing adaptive solu-
t ions to complex problems is preser ved
and copied faithful ly.

Retaining tested knowledge
With social and economic evolution the
advance of complexit y depends upon
similar condit ions. In a world of com-
plexit y and uncertaint y, designed solu-
tions to economic and business problems
are difficult and risky. While some plan-
n i n g a n d g u i d a n c e i s d e s i r a b l e a n d
unavoidable, we have to rely enormously
on tried and tested knowledge.

Many successful firms do this. Over one-
t hird of a l l re t a i l s a les in t he Unite d
States pass through chain organizations.20

Most successful chains expand by impos-
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ing a single organizat ional template on
al l chain outlets , including those that
a re f r a n c h i s e d . 21 S i m i l a r re p l i c at i o n
strategies are found in firms when they
develop new production plants in different
lo c at ions . Al l t hese c ases involve t he
strategic replicat ion of habits and rou-
t i ne s , repl ic at i ng t hrou g h a s er ie s of
business units.

Such replicat ion often tolerates litt le
creative embellishment or modification.
Consider Intel’s ‘Copy Exactly’ factor y
s t r at e g y. T h i s r a mp s u p p ro du c t i o n
quick ly by copy ing ever y thing at the
de velopme nt pl a nt – t he pro ce s s f low,
equipment set, suppliers, plumbing, man-
u f a c t u r i n g c l e a n ro om , a n d t r a i n i n g
methodologies. Ever y thing is selected
to meet high volume needs, recorded,
and then copied exactly.

Other prominent examples of firms
that tr y to st imulate grow th by reducing
copy error include: McDonalds, Burger
King, Pizza Hut, Kentucky Fried Chicken;
Holiday Inn, Novotel, Hilton (var ious
brands). Marriott (various brands); Bank
of Amer ica, Wachov ia, HSBC; Mer r i l l
Ly nch, Starbucks, Cosi; Office Depot,
Staples; Borders, Barnes and Noble; Ikea,
The Bombay Company ; Benetton, Gap.22

It seems that business replication strate-
gies that minimize copy error have become
w idespread through a combinat ion of
trial-and-error, and competitive selection
weeding out firms w ith less successful
policies. Our theoretical argument may
help to explain the other w ise puzzling
observation that many firms base grow th
strategies by cloning exist ing arrange-
ments as exactly as possible.

Given the existence of social replica-
tors such as habits and routines, we need
to understand the manner and degree in
which these organizational ‘genes’ change.
There might be fixed ‘genes’ for adaptability,
in which case an organizat ion may be
adaptable but have fixed ‘genetic’ recipes
for adaptation. A pressing question for the
business strategists is to what extent habits
and routines can be changed, and if so how.
The evidence suggests that they are gen-
erally difficult to change; executives that
tr y top-dow n change w ith insufficient
regard to underly ing habits and routines
are courting failure.

T he ‘ge ne t ic s’ of s o c i a l e volut ion
involves understanding the psychologi-
cal and neurological mechanisms involved
in these social processes, including a deep
appreciation of how social structures and
positions enable the retention of knowl-
edge that relates to coordinated activity
within organizations or teams.

Implications and conclusions
The cult of change has been enhanced in
an increasingly unequal societ y. Senior
managers and business leaders are rou-
tinely paid six or seven figure salaries in
the belief that their individual drive and
energ y is necessar y for ‘change’. But no
i n d iv i du a l c a n u n d e r s t a n d t h e com -
plexities of a single organization or appre-
ciate al l the detailed, specific and often
tacit knowledge embodied in indiv id-
ual habits or organizat ional routines.

Organizat ions do ne e d to adapt to
rapid social and technological changes;
however, planned change in firms should
be piecemeal , exper imental , and cau-
t ious. Change always has costs but only
sometimes has benefits. Generally, orga-
nizat ions should concentrate primarily
on the careful development of exist ing
competences rather than radical reor-
ganization. They should first understand
and develop what they already do rela-
t ively wel l . Leadership and ent repre-
neurship are impor tant, but leaders and
entrepreneurs have to learn much from
other employees. Managing continuity is
as impor tant as managing change. 23

Change w il l happen. But forced and
reckless change—as if for its own sake—
is extremely wasteful and often coun-
ter pro duc t ive. Much business change
will result from factors beyond any indi-
v idual firm’s control—by new entrants
or bankruptcies. Just as economies can-
not be planned from the top, neither can
complex businesses in an uncer tain and
dy namic world. We should rely on ordi-
nar y people, as well as charismatic entre-
preneurs. �
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