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Abstract

It is becoming more and more evident that the prevailing business worldview of short-term gain and the machine-like
model of 'command and control' is no longer viable. It has become unsustainable and ineffective, especially in human and envi-
ronmental terms. Most of the problems that contribute to this breakdown point to a lack of a whole systems view; lack of system-
atic foresight, lack of vision, values and of purpose. To move forward, a new paradigm is needed to answer the question "What
is a company for?" This paper examines some new models that are arising within and around the business community.

Introduction

Five primary forces have been identified as shaping
the evolving seas in which business needs to navigate in
the 21st century: growing diversity and division, shifting
power relationships, relentless speed, increasing value
of information and emerging networks. Business funda-
mentals such as competitive advantage, price, product
channels, cost of capital and operating costs will still
dominate, but the pathways to success will be marked
by indicators such as environmental and social perform-
ance rather than solely by shareholder value.

Why Do Companies Exist?

What is a company for? What is its purpose, and
its future? What criteria does a company need to make
it sustainable, to give it and its communities longer and
better life? In his 1990 lecture "What Is A Company
For?", business guru Charles Handy (1990:59) described

the need to challenge common assumptions about this
question:

In my American business school in the sixties the
answer was clear, it was inscribed above the blackboard
in every class, it was "to maximize the medium-term
earnings per share." Not short-term earnings, mark
you, and not optimize, but maximize. From this all
else flowed, given, of course, a perfect market and an
intelligent one and managers who were clever, ener-
getic and wise - something to which my business school
was attending. Looking back, it is amazing that we
never challenged either the statement or its premise.
The old "business as usual" idea views a company

as "a machine for making money" (Seng 'e 1997:viii). But
Handy said that "there is a growing sense of unease in
many quarters about the unintended consequences of
being in business." (Handy 1990:59) The 1994
BOC/London Business School survey of 21 British com-
panies, "Building Global Excellence", identified compla-
cency combined with ignorance of world standards for
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"best practice" as a major obstacle to world-class
performance (BOC, 1994:5). With recent events
of large corporations collapsing because of bad
business practices, such as Xerox, WorldCom,
Enron and Arthur Andersen, and, in Australia,
HIH and OneTel, the old motto of the '80s,
"Greed Is Good", has definitely had its day.

Some of  these companies are dying. But if
companies are machines, then machines cannot
die. Nor can they rebuild themselves to some-
thing new when conditions change. So what if
we thought of a company not as a machine but
as a living being? What difference would that
make to the future of organisations?

Why Do Companies Die?

Most companies seem to have difficulty
sustaining themselves for long. In his book "The
Living Company", Arie de Geus - a former senior
executive of Royal Dutch/Shell - quoted a Dutch
study which found that, internationally, the
average life expectancy of a company of any
size is 12.5 years. (de Geus, 1997:2) One-third of
the corporations listed in the 1970 Fortune 500
had vanished by 1983 - acquired, merged or
broken to pieces. There are a few companies
that have managed to survive for a human life-
time or more, constantly evolving and reinvent-
ing themselves. But most fade away, perhaps
prematurely, in far less than a working lifetime.
This would seem to represent a huge waste of
potential in otherwise successful companies. So
why are most companies unable to sustain
themselves? Why do companies die?

At the surface, companies die of economic
failure: loss of competitive advantage, loss of
finance, loss of reputation and so on. But the
deeper reason, de Geus suggests, is a discon-
nect from a more subtle issue: "their managers
focus on the economic activity of producing
goods and services and forget that their organi-
zations' true nature is [also] that of a community
of humans. The legal establishment, business
educators and the financial community all join
them in this mistake." (de Geus, 1997:3)

Another mistake that kills companies is
seeing them as a machine. A "community of
humans" can adapt itself to changing condi-

tions; a machine cannot, and therefore tends to
be less effective over time, especially in condi-
tions of rapid change. Peter Seng 'e explains:

A machine exists for a purpose conceived of by
its builders. Again, this is the conventional
view of a company: its purpose is to make as
much money as possible for its owners. But liv-
ing beings have their own purpose. This
inherent purpose can never be completely sup-
planted by the goals of another, even though a
living being might respond to others' goals.
What happens to the life energy of a living
being when it is unable to pursue its purpose?
Seeing a company as a machine implies that it
is fixed, static. It will change only if somebody
changes it. Seeing a company as a living being
means that it evolves naturally. (Senge,
1997:viii-ix)
In his book "The Hidden Connections",

Fritjof Capra describes in more depth these par-
allels with nature and change. When we look at
nature and our natural environment we see
continuous change, adaptation and creativity;
and yet our business organisations seem to be
incapable of dealing with change. He explains
that the reason behind this paradox as to why
organisations are unable to deal with change
lies in their dual nature.

On the one hand, they are social institutions
designed for specific purposes, such as making
money for their shareholders, managing dis-
tribution of political power, transmitting
knowledge or spreading religious faith. At the
same time, organisations are communities of
people who interact with one another to build
relationships, help each other and make their
daily activities meaningful at a personal level.
(Capra, 2002:87)
Russell Devitt of the Centre for Tomorrow's

Company, in his lecture to Swinburne
University, used the metaphor of the frog and
the bicycle. (Devitt 2002) You can take a bicycle
apart and put it back together again and it will
still work. You can't do the same with a frog: it
dies. When a company dies, the community of
people bound with that company is torn apart.
People lose their jobs; they are set adrift, with-
out a work community. The debt the company
owes to its previous generations, who gave
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themselves to its future, can no longer be ful-
filled. And the company's constituents - its cus-
tomers and suppliers - are bereaved. (de Geus
1997:138) This is particularly severe when an
entire community is tied to a single company or
industry, which can be closed down overnight
with little or no responsibility towards that
community.

Fritjof Capra (2002:110) points out that
when shareholders and other outside bodies
assess the health of a business organisation,
they concentrate primarily on economic param-
eters such as profits, perceived shareholder
value and market share. They rarely inquire
about the wider human issues such as the alive-
ness of its communities, the integrity and well-
being of its employees or the ecological sustain-
ability of its products. And because of this lack
of awareness, they are likely to apply undue
pressure to ensure quick return on their invest-
ments, irrespective of long-term consequences
for the well-being of the employees or the
broader social and environmental impacts - or
for the health of the organisation itself. 

Even if the organisation does not die, it
can be hurt by being taken apart, or through
what Sohail Inayatullah calls "change fatigue".
(Inayatullah 2002:138) If so, the work communi-
ty needs to become a healing organization, and
may need help to regain its health, defined in
five ways: individual health, group health, orga-
nizational health, environmental Earth health,
and cosmic health - your spiritual life. (Inayatullah
2002:139)

The Healthy Organization

To prevent ill-health in the first place, it is
better to understand what makes organisations
healthy and long-lasting. De Geus, in his role as
a coordinator of policy for the Royal Dutch/Shell
Group, was involved in a study conducted in
1983, in which Lo van Wachem, the then
Chairman of the Committee of Managing
Directors (the review board of Royal Dutch/
Shell) wanted to see examples of large compa-
nies that were older than Shell and significant in
their industry. Most importantly he wanted to
know about companies that, during their histo-

ry, had successfully weathered fundamental
changes in the world around them, such that
they still existed today with their corporate
identity intact.

Royal Dutch/Shell, based in Britain and the
Netherlands, is one of the top three corpora-
tions in the world in size, composed internally
of more than 300 companies in more than 100
countries around the world. The listing of the
Shell Group dates back to the 1890s. Its British
founders began as sellers of oil for the lamps of
the Far East (Shell was named after the fact that
seashells were used as money in the Far East),
while the Dutch founders imported kerosene
from Sumatra. From the moment they merged
in 1906, Shell's primary business was the world-
wide production and selling of oil and petrole-
um.

After further research de Geus found a list
of 40 corporations that met van Wachem's crite-
ria of large and older than Shell. In North
America, these included Du Pont, the Hudson
Bay Company, W A Grace and Kodak - all older
than Shell. Some Japanese companies such as
Mitsui, Sumitomo and the department store
Daimaru all trace their origins to seventeenth or
eighteenth centuries and still thriving.
Mitsubishi and Suzuki are a tad younger, tracing
their origins to the mid-nineteenth century.

In the Shell study, 27 of these corporations
were studied in detail. Four factors were identi-
fied as being in common between these corpo-
rations that explained why they were so suc-
cessful over time:

1. They were sensitive to their business envi-
ronment. Whether they built their fortunes on
knowledge (for example, Du Pont's technologi-
cal innovations) or on natural resources (such as
the Hudson Bay Company's access to the
Canadian forests), they remained aware of what
was happening around them. They excelled at
foresight, keeping in tune with whatever was
going on, through wars, depressions, technolo-
gies and political changes around them.

2. They were cohesive, with a strong sense of
their own identity and purpose. Even if they were
widely dispersed, their employees and even
their suppliers felt they were all part of one enti-
ty. For example Unilever saw itself as a fleet of



Journal of Futures Studies

36

ships, with the whole stronger than each inde-
pendent ship. Strong employee links were
essential to survive rapid change. Because of the
need for "community", managers were usually
chosen from within the organisation, and
regarded themselves as stewards of the enter-
prise.

3. They were tolerant of experiments at the
edges. They generally avoided rigid centralised
control and allowed diversity within the bound-
aries of the cohesive identity, which allowed
them to adapt to new possibilities.

4. They were conservative in financing. They
kept borrowings to a minimum and did not risk
their capital without reason. Having money in
hand gave them flexibility and independence of
action, and could grasp a new opportunity with-
out having to convince outside financiers of its
attractiveness. (Devitt 2002)

This last criterion is important for values-
based companies. As Anita Roddick, founder of
Body Shop discovered after 'going public' - float-
ing the company on the stock exchange - "once
the stock price started going down, she discov-
ered what her core values really meant to her
fellow stockholders: absolutely nothing."
(Suzuki & Dressel 2002:48-9) By 1998 she had
been "kicked out by her own board", losing con-
trol of the operations - and the values - of what
had been her own company.

There were also some expected factors
that did not appear on the Shell study's list for
long-lived companies:

1. The ability to return investment to
shareholders seemed to have nothing to do
with longevity. The profitability of a company
was a symptom of corporate health, but not a
predictor or determinant of corporate health.

2. Longevity seemed to have nothing to do
with a company's material assets, its particular
industry or product line, or its country of origin.
(de Geus 1997:7)

The results of the Shell study were not
published and as a result are still not made
available to the general public. This was due to
the small sample size of 27 companies. The four
key factors represented a statistical correlation
but the results need to be treated with caution.

A further comment was made regarding to

whether it is realistic to expect business history
to give much guidance for business futures,
given the extent of changes in the business
environment which have occurred during the
past century. Yet the Shell study is supported by
the RSA "Tomorrow's Company Inquiry"
described later and also by another study car-
ried out at Stanford University between 1988
and 1994 by James Collins and Jerry Porras, pro-
fessors at the university. They called 700 chief
executives of US companies, large and small,
private and public, industrial and service, and
asked them to name the firms they most
admired. From the replies Collins and Porras
compiled a list of 18 "visionary" companies,
most of which had existed for 60 years or
longer.

Collins and Porras then paired up these
"visionary" companies with key competitors in
their industry (Ford with GM, Procter & Gamble
with Colgate, Motorola with Zenith) and
explored the differences. The visionary compa-
nies put a lower priority on maximizing share-
holder wealth or profits. Much like de Geus' first
and second criteria, they found that these most
admired companies combined sensitivity to
their environment with a strong sense of identi-
ty: "visionary companies display a powerful
drive for progress that enables them to change
and adapt without compromising their cher-
ished core ideals" (Collins & Porras 1994:9).
Their definition of a "highly successful company"
was one that could survive for long periods in
an ever-changing world, because its managers
were good at managing change.

The Puddle and the River

To explain better the difference between
the machine-like "economic" company - busi-
ness-as-usual - and the living company, de Geus
uses a water metaphor. The "economic" compa-
ny is like a puddle of rainwater, a collection of
raindrops gathered together in a cavity or hol-
low. When it rains, more drops get added, and
its field of influence may broaden. When it
shines, drops evaporate, and the puddle
shrinks. But always the original drops try to
remain in the middle, until the puddle evapo-
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rates altogether in the next heat-wave. By con-
trast, instead of stagnating like a puddle, the
long-lived "living company" is more like a river.
Unlike a puddle, a river is a permanent feature
of the landscape. But from the point of view of
the drops of water, the river is turbulent, con-
stantly changing. No one drop of water can
dominate the river for long, and new drops con-
tinually succeed the old ones and in turn are
carried out to sea. A company, by initiating rules
for continuity and motion of its people, can
emulate the longevity and power of a river. (de
Geus 1997:102)

The old "puddle company" or "economic
company" was a viable choice when there was
little change and individuals could dominate
industries. But they cannot survive the kind of
changes going on now. In a special section of
the magazine "The Economist", the business
writer Peter Drucker described fundamental
changes to five key business issues: the relation-
ship between the corporation and the employ-
ee, the nature of employment, the scope of
management, the source of industry knowl-
edge, and the relationship between industries
and technologies. All of these, he said, were
almost the exact inverse of what they were in
the 1950s, especially in that knowledge workers
themselves now control the "knowledge capital"
needed by new kinds of business. (Drucker,
2001:14) Which means that corporations need
to find ways to attract and retain talented peo-
ple: "Talent, knowledge and creativity - 'human
capital' - is the critical factor in creating a com-
petitive difference. The only sustainable advan-
tage in the 21st century will be relationships
among company, employees and customers."
(Colvin & Gandossy 2003:2) Managers have had
to shift their priorities, from running companies
to optimize capital, to running companies to
optimize people. Also customers are no longer
so willing to be uninvolved "consumers": "There
are no secrets. The networked market knows
more than companies do about their own prod-
ucts. And whether the news is good or bad,
they tell everyone." (Levine, Searls, Locke et al.
2000:xiii)

The puddle company treats people as
plug-in components, as "human resources" or

"attachments to somebody else's money
machine." (de Geus 1997:101) By contrast, the
river company - the living company - focuses on
developing its people as people so that they
contribute to the flow of the river. British statis-
tics showed that companies with a reputation
for putting people first - as demonstrated by
their core backing for the Investors In People
standard - outperformed the national average
on a range of financial measures. Pretax profit
was more than 50 percent higher. Return on
capital employed was almost double. (RSA
1993:1.4) The Investors In People standard
addresses four key areas - commitment, plan-
ning, action and evaluation. In Britain it is being
used by companies representing 27 percent of
the workforce. (IIP)

A 1994 study for the Department of Trade
and Industry in Britain showed that nine out of
10 of the most successful companies fulfil four
key "river company" criteria:

they are led by visionary champions of
change;
they unlock the potential of their people;
they know and exceed the expectations of
their customers; and
they constantly introduce new, differenti-
ated products and services. (DTI/CBI, 1994:
Foreword)
Because a "river company" aims to be a

permanent feature of the business landscape,
another important attribute is an emphasis on
sustainability. Ray Anderson, CEO of Interface
Inc - well-known as a company which has delib-
erately changed its operation towards 'living
company' principles - describes sustainability
not just as environmental responsibility, but
also as profitability:

We have inventoried every single waste out-
fall; that means we have examined how much
and where we're dumping any wastes,
whether into the air, the water or on land. We
are systematically eliminating all of it. Our
goal is zero waste, because waste is unmar-
ketable production. If we make it, we're pay-
ing for it... and we can't sell it. So we're trying
not to make it in the first place. (Suzuki &
Dressel 2002:27)
From 1995 to 1996, sales at the publicly
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traded company grew from $800 million to $1
billion. During that same period, the amount of
raw materials used by the company dropped
almost 20% per dollar sales. Which means, says
Anderson, "The world just saw the first $200
million of sustainable business." (Fishman
1998:136)

Another very important attribute of long-
lived companies is their ability to anticipate the
need for change during times of crises. De Geus
and his team found that most of the long-lived
companies had anticipated the need not just for
change but for complete transformation at least
once during their lives. One perhaps extreme
example is Nokia: "it has gone from manufactur-
ing paper to making rubber boots, then rain-
coats, then hunting rifles, and then consumer
electronics, until finally betting the farm on
mobile phones." (Wylie 2003:46) Another is the
Japanese zaibatsu Mitsui, which recreated itself
over a ten-year period after being forcibly dis-
mantled after the end of the Second World
War. (Serieyx & Archier 1987:53-4) They applied
tools of foresight to identify the crises ahead of
time, but the important difference in their inter-
pretation was that it was not seen as a crisis but
as a new opportunity, another alternative for
company growth and profitability. In the desire
to "know" and reduce uncertainty de Geus
notes that:

Some management teams ask, "What will
happen to us?" They are engaged in predic-
tion. But managers who perceive change early
need to ask a more useful question, "What
will we do if such and such happens?" These
managers are engaged in alternative time-
paths. By reverting to predictions as a stan-
dard way of thinking about the future, the
corporate powers of perception remain greatly
reduced. ... The future cannot be predicted.
But, even if we could, we would not dare to act
on the prediction ... because few people with
real responsibilities dare take decisions based on
the information, even though they eagerly
asked (and paid for it) in the first place. (de
Geus 1997:38-9)
By answering the latter question "What

will we do?", through tools such as scenario
planning, managers are in a better position to

work out one or more mental time-paths. It
would allow them to build themselves what de
Geus (1997:41) calls "a series of memories of the
future - anticipations of events that might or
might not take place." They would not have to
try to predict the future because they could rely
on their memory of the many futures that they
have already visited. 

The puddle and the river provide a useful
metaphor to understand the social and structur-
al differences between what de Geus calls the
'economic company' and the "living company",
and their different approaches to foresight. But
whilst de Geus tends to present a kind of
"either/or" choice between the two models, it is,
as Fritjof Capra explains, a "rather artificial" sepa-
ration: a better approach is to see that both
models are equally true. "A company is certainly
a legal and economic entity, and in some sense
it also seems to be alive. The challenge is to
integrate these two aspects of human organisa-
tions." (Capra 2002:92) It would be easier to
meet this challenge, says Capra, if we under-
stand in exactly what ways organisations could
be said to be alive, and how that "aliveness"
might affect how they could develop in the
future.

Tomorrow's Company

On 9th May 2002 a lecture was presented
at Swinburne University, the full title being "A
new agenda for business: sustaining success
through mutually beneficial relationships." The
speaker was Russell Devitt from "The Centre for
Tomorrow's Company" ('the Centre'). The Centre
is a think-tank, research hub and catalyst,
researching and stimulating the new agenda for
business. Its work involves exploring, with busi-
ness, the fundamentals of success and in devel-
oping, throughout business, better ways of sus-
taining success. (Condon 2002:14)

The Centre actively promotes the princi-
ples of sustained success through research,
advocacy and shared learning programs. Its ori-
gins lie in a research program initiated by the
Royal Society for the Encouragement of the
Arts, Manufactures and Commerce ("RSA"), in
London. This was a business led inquiry where
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25 of the top businesses in Britain were brought
together by the RSA in January 1993 under the
leadership of Sir Anthony Cleaver, then
Chairman of IBM UK, to develop a shared vision
of Tomorrow's Company. (RSA 1993) The main
objective of the Inquiry team was to stimulate
greater competitive performance in the UK by
encouraging business leaders and decision-
makers to re-examine the sources of sustain-
able business success.

The original stimulus for the Inquiry was a
lecture Charles Handy had presented to the RSA
in 1990, titled "What is a company for?" In his
lecture Handy (1990:61) states "The principal
purpose of a company is not to make a profit -
full stop. It is to make a profit in order to contin-
ue to do things and make things, and to do so
ever better and more abundantly." He regards
profit as "the necessary but not sufficient condi-
tion for any company's continued existence;"
and "I would still be looking for its driving pur-
pose;" Handy says (1990:68). He then begins to
describe the company of the future as follows:

I see the company as operating in a bounded
space, a sort of hexagonal ring, surrounded by
competing pressures from financiers, the
employees, the customers, the suppliers, the
environment and the community - the so-
called stakeholders. There is no easy way to
square the circle, or the hexagon. Undirected,
the company will bounce from one side of the
ring to the other, and many do - the oldest law
of organisations is the pendulum. This time it
swings six ways. Within that ring of forces I
want to see the development of the 'existential
corporation'. By that I mean the corporation
whose principal purpose is to fulfil itself, to
grow and to develop to the best that it can be,
given always that every other corporation is
free to do the same. It owes something to each
of the ring-holders, but is owned by no-one. It
is in charge of its own destiny, and it is
immortal or would like to be. It is not a piece of
property, inhabited by humans, it is a commu-
nity, which itself has property. It also has
shares, traded publicly, bought by punters, but
those punters have limited powers. They can-
not go into the auction room unless the compa-
ny defaults. (Handy 1990:69-70)

Returning back to the Tomorrow's
Company Inquiry, it found that companies
which will sustain competitive success in the
future are those which focus less exclusively on
shareholders and on financial success, and
instead include all their stakeholder relation-
ships, and a broader range of measurements, in
the way they think and talk about their purpose
and performance. This also helps financial per-
formance, as James Collins and Jerry Porras
(1994:4) found strong evidence for this in their
research on "visionary companies":

Visionary companies attain extraordinary
long-term performance. An investment of $1
in visionary stock on January 1, 1926, and
reinvestment of all dividends, would have
grown [by 1990] to $6,356 - over fifteen
times the general market.
Over-emphasis on financial measures

alone is a primary cause of problems or failure
for corporations. The "Building Global
Excellence" report commented that "to be in a
position to predict the future and discover that
you need to change 3-4 years before the crisis
comes, today's managers need to switch their
attention away from the financial health of their
companies and start measuring their strategic
health." (BOC/LBS 1994:23) The reason is that,
by itself, financial performance does not indi-
cate the overall health of the business. Being
focussed on the past, it does not define present
or future competitive performance, nor does it
measure the broader value created through
product quality, service or speed of response.
The Inquiry report commented that companies
which rely solely on financial measures of suc-
cess are exposing their shareholders to unnec-
essary risk and denying themselves the oppor-
tunity to improve returns. The risk to share-
holders is real: business researcher Peter Doyle
(1994) found that of the 11 companies named
by "Management Today" magazine between
1979 and 1989 as Britain's "most profitable
company of the year", four subsequently col-
lapsed and two were taken over.

In short, the Inquiry argued, people and
relationships will be "the key to sustainable suc-
cess" - this being what the Inquiry termed "the
inclusive approach." They further expanded this
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point by explaining that "only through deep-
ened relationships with - and between -
employees, customers, suppliers, investors and
the community will companies anticipate, inno-
vate and adapt fast enough, while maintaining
public confidence." Companies need to develop
this capacity and capability through leadership
and by establishing inclusive relationships with
these five key groups of stakeholders. It is this
inclusive approach which differentiates
"Tomorrow's Company" from yesterday's com-
panies.

Tomorrow's Company values reciprocal rela-
tionships. It thinks win-win, understanding
that by focussing on all those who contribute to
the business, it should improve returns to
shareholders without in any way diminishing
the company's accountability or focus on those
returns.
Yesterday's companies are locked into adver-
sarial relationships. They think in terms of
zero-sum, imagining that if they were to
make customers, employees, suppliers and the
community more important, then sharehold-
ers would be losers. (RSA 1993:2.4)
Organisations operating in the new condi-

tions of the 21st century will have to learn fast,
change fast, meet the needs of all their of stake-
holders, and inspire loyalty from them, if the
organisation is to survive.

The global business environment is
increasingly becoming ever more complex and
doing so with increasing speed. Interviews con-
ducted through the Inquiry with 48 business
leaders confirmed that "greed" and "globalisa-
tion" were the words most frequently used to
describe the new elements they face. One com-
pany reported that a product improvement
gave them an "edge" over their competitors for
a mere six weeks. (RSA 1993:1.3) Other major
forces for change include technological devel-
opments, new employment patterns and organ-
isational structures, the growing importance of
environmental issues, and what the Inquiry
termed "the death of deference" among
employees, customers and communities. There
is now also an increasing need for companies to
maintain what the Inquiry termed their "licence
to operate" - the confidence of the general pub-

lic in their business conduct, the "legitimacy of
their operations".

The "licence to operate" comes from bal-
ancing and satisfying many different needs: law
and regulation, political opinion, industry repu-
tation, media, pressure groups, political opin-
ion, and public opinion and confidence. (Devitt
2002:7) The last point drives what the consult-
ing firm Reputation Qest (RQ) calls "outrage"
responses to company actions, and the need to
turn accountability into responsible opportuni-
ty.

Unsustainable Law

Current company law in most Western
countries reflects the attitude attributed to the
American libertarian economist Milton
Friedman, that "the only social responsibility of
a corporation is to return a profit to its share-
holders." As de Geus and others have shown,
this is no longer sustainable even for companies
themselves, let alone for the environment.
Sustainability in the sense of "the notion that
human use of a system, resource or environ-
ment could take place indefinitely without sig-
nificant deterioration or impact." (Slaughter
2000)

The law gives shareholders absolute rights
as owners of the company, but assigns them
very few responsibilities. The laws were made
many years ago, when the main assets of a com-
pany were physical objects and resources. In
these times, Charles Handy (1996:107) argues,
the whole concept of owning a company is mis-
placed. "Buildings one can own, or land, or
materials, but companies today are much more
than these physical things - they are quintessen-
tially collections of people adding value to
material things. It is not appropriate to 'own'
collections of people. Particularly it is inappro-
priate for anonymous outsiders to own these
far from anonymous people. It is inappropriate,
it is distorting, it may even be immoral." de
Geus (1997:20) says that:

The economic company is an abstraction with
little to do with the reality of corporate life. Not
only does labour not equate with people, but
the emphasis on profits and on the maximisa-



Tomorrow's  Company-Bicycle, Frog, Puddle or River?

41

tion of shareholder value ignores the two most
significant forces acting on companies today:
the shift to knowledge as the critical production
factor and the changing world around the
companies.
In an article in Resurgence magazine,

Robert Hinkley (2002), formerly a corporate
securities lawyer, points to law itself as the key
problem. He argues that the many social ills cre-
ated by corporations stem directly from corpo-
rate law, and that the law, in its current form,
actually inhibits executives and corporations
from behaving in a socially responsible way:

Many activists cast the fundamental issue as
one of "corporate greed", but that's off the
mark. Corporations are incapable of a human
emotion like greed. They are artificial beings
created by law. The real question is why corpo-
rations behave as if they are greedy. The
answer lies in the design of corporate law.
We can change that design. We can make cor-
porations more responsible to the public good by
amending the law that says the pursuit of
profit takes precedence over the public interest.
I believe this can best be achieved by changing
corporate law to make directors personally
responsible for harms done.
The specific change I suggest is simple: add
twenty-six words to corporate law and thus
create what I call the 'Code for Corporate
Citizenship'. Directors and officers would still
have a duty to make money for shareholders,
..."but not at the expense of the environment,
the public safety, the communities in which the
corporation operates or the dignity of its
employees."
Different law leads to different expecta-

tions. Companies in Britain and America cur-
rently look for a financial return on investment
of 24% in new projects, German companies
expect about 15% and Japanese ones 8%. "Guess
which countries invest most in long-term manu-
facturing plant and which go for the less capital-
intensive service industries?" asks Charles
Handy (1990:64-5). "It is not due to stupid or
short sighted management. It is the pressure of
the auction ring."

New legislation in Germany has forced
thousands of large corporations to become

more creative not just in pursuing higher divi-
dends but in meeting standards to deal with
wastes and toxins. If they don't, the law and
consumer watchdogs will drive them from the
market. The national law "freezes" multination-
als in one place and time, giving them an identi-
ty that can be affected by local laws, something
that such corporations usually don't have to
deal with. "Businesses, no matter how large, no
matter where they're headquartered, can be
held liable for their own products, both in terms
of the production process and in terms of prod-
uct use." (Suzuki & Dressel 2002:36) These laws
have now been operating for several years and
seem to be one of the main reasons why
Germany has a much better handle on food
purity, toxic waste and environmental pollution
than almost every other country.

In other countries, the law needs to
change. As Handy (1990:76) says, "asking our
managers to behave better than the rule book
is unfair and unrealistic, so let us change the
rule book." In Britain at least, the law is chang-
ing. Company directors there are now required
to take into account the concerns of future
shareholders as well as present ones. (Devitt
2002a) Whatever happens to the law, though,
new leadership will be needed to make "tomor-
row's company" sustainable.

The New Leadership - Vision, Values,
Purpose

The old "command and control" approach
no longer works for large corporations. Peter
Drucker describes trying to do so as impossible.
In America, many of the CEOs of such corpora-
tions appointed in the past decade were fired
within a year or two. All were fired as "failures";
yet each of these people had been picked for
their proven competence, and each had been
highly successful in previous jobs. Drucker sug-
gests that the jobs they took on had become
undoable, as the conceptual model they were
operating from was no longer effective - not
human failure, but systems failure. The concep-
tual framework of "scientific management", the
system of management from outside the work
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itself, was developed by Frederick Taylor and
others around the beginning of the 20th centu-
ry. It reached perhaps its last gasp with "busi-
ness process reengineering", promoted by Dr
Michael Hammer in the 1980s and 1990s.
Processes were redesigned and people lost out,
"restructured" and "downsized". But today, as
Doris Pozzi reports, Dr Hammer admits that he
has had second thoughts. "I was reflecting my
engineering background and was insufficiently
appreciative of the human dimension. I've
learned that this is critical." Just how critical is
illustrated by a survey conducted by the
American Management Association: it found
that fewer than half of the companies that had
downsized since 1990 had recorded higher
profits in the following years, and even fewer
companies reported improvements in produc-
tivity. (Pozzi 2000) As Drucker (2001:18) puts it,
simply, "Top management in big organisations
needs a new concept."

Drucker points to a new view of "leader as
educator and visionary", rather than "hero res-
cuer". To use Richard Slaughter's term, there is a
need to develop a "wise culture", one in which
"the keys to real cultural progress have more to
do with human development, the integration of
different aspects of the individual and a more
spiritualised outlook - than it does with purely
'external' developments in science and technolo-
gy. "The term is often contrasted with main-
stream 'industrial' culture." However, says
Slaughter (2000), "the 'real' future will need to
achieve a balance between these 'inner' and
'outer' perspectives."

Inclusive companies, the Centre for
Tomorrow's Company suggests, have a corpo-
rate vision in two distinct parts: a clear and
inspiring purpose related to enduring values,
and an envisaged future which is subject to
change. Peter Drucker (2001:18) says that the
biggest challenge for any large organisation
may be its social legitimacy: its vision, its value,
its purpose. Charles Handy (1996:7-9) agrees:
The softer words of leadership and vision and
common purpose will replace the tougher
words of control and authority because the
tough words won't bite any more.

Organisations will have to become com-

munities rather than properties, with members
not employees, because few will be content to
be owned by others. Time and talent will
become the commodities in most demand, and
they will be the property of each individual, not
of the corporation, changing the balance of
power quite radically. Education will once again
become a prized and precious thing.
Leadership, therefore, becomes more impor-
tant than ever in this new world, and philoso-
phy, or the search for meaning, becomes the
driving force of economics.

Corporations will need to manage a very
different relationship between themselves and
individuals, says Handy. Organisations will need
to reduce their dependence on "control", giving
more freedom to individuals so as to retain
their commitment and creativity - "the beneficial
compromise between the corporate need for
control and the individual pressure for autono-
my."

Individually each of us will need to be
more responsible of our own destiny with no
organisations there to run our lives for us, and
that will force us to be clear about our own pri-
orities in life. The Meaning of Life comes to the
top of the agenda again, even if organisations
want to call their bit of it a Vision Statement.
(Handy 1996:20-1)

What keeps the members of what de Geus
calls a 'river company' in tune with each other?
The key requirement, suggests de Geus, is that
they subscribe to a set of common values. From
this, supporting the company's goals will help
them achieve their own individual goals.

This basic "egoistic" principle is often mis-
understood in corporate governance, It means
that anyone running a large, complex institution
- such as a group of subsidiary companies, a set
of joint ventures, or a company composed of
business units - cannot simply dominate individ-
ual self-interest through the exercise of power.
(de Geus 1997:106-7)

The same applies at every scale within the
company. From the subsidiaries to the business
units to the departments to the individuals,
each entity needs to be understood as a "per-
sona" in its own right. Each of these personae,
says de Geus, exists in constant exchange and



Tomorrow's  Company-Bicycle, Frog, Puddle or River?

43

dialogue with the world around it. This means
that each is continually testing its own values
against those of the larger group. Governance
changes from "command and control" to a new
leadership, ensuring that the goals of the sub-
sidiary companies and of each employee are
harmonious with the goals of the larger whole -
and vice versa. 

The Human Factor Counts

According to Capra, being a leader means
creating a vision, about going where nobody
has gone before, and enabling the community
as a whole to create something new.
"Facilitating emergence means facilitating cre-
ativity." (Capra 2002:106) The current business
environment, exposed to turbulent change and
dependent on knowledge and learning, in turn
depends on the flexibility, creativity and learn-
ing capability that flourish when the organisa-
tion "comes alive". Like Handy and de Geus,
Capra notes that this is now being recognised
by a growing number of visionary business lead-
ers who are shifting their priorities toward
developing the creative potential of their
employees. They focus on enhancing the quality
of the company's internal communities and inte-
grating the challenges of ecological sustainabili-
ty into their strategies. The "learning organisa-
tions" managed by this new generation of busi-
ness leaders are often very successful in spite of
present economic constraints. (Capra 2002:111)

Other business researchers seem to sup-
port Capra's point. Writing in the Hewitt
Associates report "Leading in the 21st Century",
Geoffrey Colvin and Robert Gandossy (2003)
commented that "It has been proven that
organisations that value human capital have
higher margins than those that do not." They
derived this assessment in part from the regular
"Best Employer" studies carried out by Hewitt
Associates. Reviewing the results of the compa-
ny's 2003 Australian study, published by
Australian Financial Review, Catherine Fox
noted that "A strong culture tends to go hand-
in-hand with strong financial performance. Best
Employers experienced 13 per cent revenue
growth between 2000 and 2002 compared

with 7 per cent for other companies, and aver-
age profit growth to 21 per cent for the same
period compared with minus 44 per cent for
others." (Fox, 2003)

Although Fox says that "There's no rule
book for how to become a Best Employer,"
some common characteristics include quality
leadership, learning and development provi-
sions, employee recognition, and an overall
understanding of the link between people prac-
tices and business performance. At the
Australian travel company Flight Centre, one of
the joint winners of the Best Employer 2003
study, senior management believes in giving
employees the freedom to manage themselves,
and maintaining a vision of a "brightness of
future" which empowers and inspires staff to
work towards fulfilling company goals. The
other joint winner, network equipment manu-
facturer Cisco, has "a unique workplace culture
characterised by strong leadership and open
communication between employees and senior
management." The company is committed, it
says, to providing "people friendly" practices
that support an appropriate balance between
work and personal life. (Hewitt 2003)

In Australia, the banks have begun to fol-
low suit, in search of the same "bottom line"
benefits arising from focusing on the human
side of business. All of the "Big Four" major
banks - ANZ, Westpac, Commonwealth and
National Australia Bank - are running cultural
transformation programs aimed at cultivating
an environment of trust and openness and
developing a strong sense of purpose and
engagement. These programs for "liberating the
corporate soul" are based on the work of
Richard Barrett, formerly of the World Bank.
(Barrett 1998) Although it is still early days
about the long term sustainability and effective-
ness of these initiatives, the results so far have
been significant: in the case of ANZ, they claim
in the three years since they embarked on their
transformation program, the intangible compo-
nent of the share price has increased by 68%.
(Galacho 2003)

But perhaps too much of this is still the old
model in a new guise, just "business-as-usual
with a human face." The reason, as Handy says,
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is that at present companies are still crippled by
the "rule-book", the structures of company law.
In the long run, says Capra (2002:111-2), organi-
sations that are truly alive will be able to flourish
only when we change the "rule-book" of our
entire economic system, so that instead of
being life-destroying, as at present, it becomes
sustainable and life-enhancing.

From Surviving to Thriving

Following the theme of "the healing organ-
isation", Sohail Inayatullah asks what steps we
need to take to create a healthier self, organisa-
tion and world. Collins and Porras' research
shows that visionary companies return over
time 15 times as much in shareholder value as
traditional companies. Part of this is because
they are treated not as machines defined in
terms of structures and functions, but as living
organisations, biological organisms developing
their innate potential, and focused on survival
and "thrival". Moving from survival to thrival,
says Inayatullah, depends on creating a healthy
organisation - one in which both social and cul-
tural capital increase, creating enhanced eco-
nomic productivity.

I am willing to bet that healthy companies
will provide far better value to shareholders (by
having happier, inner and outer, productive
managers and employees) and citizens (by
being more transparent, proactive and responsi-
ble) than traditional organizations. And, over-
time, they may even redefine value. (Inayatullah
2002:142)

On the same theme, de Geus asks what a
healthy company of the future would look like.
How would we recognize when we are on the
right track towards that state? And if a company
does not look very healthy - what could the con-
cerned manager do to restore it? Once again,
he argues that the key criterion is a set of com-
mon values, which the organisation's stakehold-
ers all subscribe to and uphold.

Both the company and its constituent
members have basic driving forces: they want
to survive, and once the conditions for survival
exist, they want to reach and expand their
potential. The underlying contract between the

company and its members (both individual and
institutional, is that the members will be helped
to reach their potential. It is understood that
this, at the same time, is in the company's self-
interest. The self-interest of the company stems
from its understanding that the members'
potential helps create the corporate potential.
(de Geus 1997:200-2)

Concluding their study on "21st Century
Corporations", Colvin and Gandossy (2003) sug-
gest that an organisation that wants to move
forward successfully in the future 21st century
will need to focus on inspiring innovation and
speed, sharing knowledge and information, and
providing better, continuous learning and edu-
cation. It will need to manage a remote and
diverse workforce, and explore flexible staffing
models. And it will need to develop a strong
brand and identity, build loyalty among employ-
ees and customers, and build a flexible and nim-
ble organisation.

The organisation thrives when the culture
is healthy, and both the company and its mem-
bers are mutually responsible for each others'
best interests. Only then can everyone win.

Summary

In summary, sustainable companies have
the following attributes:

defines, develops, maintains and commu-
nicates its identity, purpose and values
develops a unique success model and
applies it through matching measure-
ments
places a positive value on each of its rela-
tionships
works in partnerships with stakeholders
both within and outside of itself
maintains a healthy reputation
uses foresight to keep aware of its environ-
ment
is conservative in its use of financial and
other resources
The living company is used as a metaphor,

contrasted with the machine-like "economic"
company. To regard a company as a living enti-
ty is a first step, de Geus (1997:11) suggests,
toward increasing its life expectancy. Like all
organisms, the living company exists primarily
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for its own survival and improvement: to fulfil
its potential and to become as great as it can
be.

The world is in the midst of a transition.
We are beginning to question everything as we
know it as we move from certainty to an uncer-
tain world. It has reached a time where the old
comfort zone of the machine-like model of
"business as usual" is no longer viable. It is in the
interest of companies if they are to survive and
thrive in the global economy and move for-
ward, they need to assist individuals to realise
their greatest potential in order to fulfil their
own potential. It is also a time where, as Charles
Handy (1996:20) puts it, there is a need for "a
necessary compromise between 'I' and 'They' to
make 'We' in every aspect of life."
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PO Box 308, South Melbourne, VIC 3205,
Australia
elizabeth@soul-dynamics.com
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