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THE MINNESOTA INNOVATION RESEARCH PROGRAM
April 1984

Andrew H. Van de Ven and Associates
The University of Minnesota

Introduc t ion

This report describes the launching of a series of innovation

studies on the management of innovation by researchers in the Strategic

Management Research Center at the University of Minnesota. The research

program is longitudinal (1983 to 1986 and beyond), and is supported by a

major grant from the Office of Naval Research and other sources. The

research program presently consists of ten related studies on a wide

variety of significant innovations in the areas of agriculture, computer

hardware and software, public school systems, financial services,

government contracting and procurement, industrial products, health

.1._ care, human resources management, and joint ventures between public and

private organizations.

In each of these areas innovations are being studied by different

research teams (consisting of faculty and doctoral students) who are now

meeting regularly to develop a common research framework that will be

used in all the studies. The next section of this report provides a

preliminary outline of the research framework that is emerging from

these ongoing group discussions. Figure I illustrates the framework.

Flexibility is also built into the program to permit each

research team to investigate questions and issues unique to the

particular circumstances of each innovation. Summaries of the unique

questions, approaches, and contributions of each innovation study by the
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research teams are attached to this report. Of course, these project

summaries are tentative and preliminary. However, a review of these

summaries will quickly show that each innovation study, by itself, can

stand alone and represents a significant longitudinal research effort.

Moreover, each study distinguishes itself by addressing novel and

important questions on the management of innovation.

Three key questions will be examined in all the innovation studies:

1. How do innovations develop over time? We wish to study
the life cycle of innovative ideas over time -- including
their inception, development, testing, adoption, and
diffusion stages.

2. What organizational arrangements facilitate and inhibit

innovations over time? As much as possible, we wish to
compare different organizational settings for innovation:
new business startups, corporate sponsorship of new
businesses, joint ventures, mergers and acquisitions, and
internal corporate entrepreneurship.

3. What individual, group, organizational and environmental
factors influence the innovation process and success
over time? In other words, we believe it is important
to take multiple organizational levels into account to
understand the process of innovation over time.

Answers to these questions can have significant impact on theory

and practice. We know of no study that has rigorously and

systematically examined these questions over time. As a result, we know

very little about the intended and unintended consequences of a variety

of theories and prescriptions that have been offered to address these

questions. Practically, our meetings with over 60 chief executive

officers of public and private organizations during the past two years

have emphasized the critical importance of these questions to managing

organizational innovation (Van de Ven, 1982).

Three overlapping stages will be undertaken to launch the

innovation studies. Depending on the innovation, the time periods

indicated below will vary for these stages.

a.
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1. From January to April 1984 pilot studies are being conducted
to become familiar with each kind of innovation, to obtain
access to specific sites to study the innovation, and to search
for additional funding (beyond that provided by the ONR grant)
as may be needed to conduct each longitudinal study.

2. During spring and summer 1984, case histories and baseline
data will be obtained on each innovation. The case histories
will provide a clear understanding of the backgrounds leading
up to the present longitudinal studies of the innovations.
The baseline information will provide an appreciation of the
broader institutional setting in which the innovation takes
place. Information will rely on published data, interviews
with key informants, and organizational records to be made

-. available to the researchers.

3. The longitudinal tracking of the innovations will begin as
soon as it has become clear what specific aspects of each
innovation should be studied over time and access to
organizational sites has been obtained. Specific data
collection instruments will be devised during spring 1984.
These instruments will consist of on-site observations,
interviews, questionnaires, and records to study the

- . innovations as they develop over the next three (or more)
years. Depending on the innovation, data collection will
occur every 6 - 9 months.

Confidentiality of all information obtained will be

maintained, and no individual or organization will be identified in any

report unless explicit written permission is granted by those

individuals or firms. An action research model will be used in the

research, in which members of participating organizations involved in

the research have input in the design, conduct, and feedback of the

research as it progresses over the years. Local and national expert

review panels will also be used each year to evaluate and redirect the

innovation research studies. The research will be disseminated through

research monographs, scientific working papers, journal articles, and

presentations at professional and scientific conferences.
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COMMON RESEARCH FRAMEWORK FOR INNOVATION STUDIES

Three principle criteria guided the innovation research group

throughout its discussions to develop a common framework: simplicity,

significance, and generality.

1. The common framework must be simple and parsimonious so that
all can understand it easily and so that it allows room for
each study team to examine questions and issues unique to their
innovation studies.

2. The common framework should represent a conceptual advance to
an understanding of the management of innovation.

3. The common framework should generalize as much as possible
across the diverse innovations being studied so that we
leverage opportunities for learning and insight from each study.

We believe that these criteria can be achieved in a common framework

that is centered on five basic concepts: ideas. people, transactions,

context, and event. In a nutshell, the framework suggests that the

Process of innovation is essentially the evo" oL innovative ideas

which are carried by P.jple who are ensaed in &ansactions with others

within an institutional context. Signficant changes in these factors

(ideas, people, transactions, or context) represent an event. A careful

mapping of events over time is the central common task for all studies

in the innovation research program.

These core concepts in the framework will be defined below, as well

as preliminary propositions that link these concepts over time.

Appendix 1 outlines specific questions that will be used to develop

measurement instruments during spring 1984.

Innovation Ideas

An innovation is a new idea, which may be a recombination of old

ideas, a scheme that challenges the present order, a formula, or a

unique approach which is perceived as new by the individuals involved

4
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(Zaltman, Duncan, and Holbek, 1973; Rogers, 1982). If the idea is

perceived to be new by the people involved, it is an "innovation" to

them, even though it may appear to others to be an "imitation" of

something that exists elsewhere.

Included in this definition are both technical innovations (new

technologies, products, and services) and administrative innovations

(new procedures, policies, and organizational forms). Because we

subscribe to a systems view, technical and administrative innovations

are expected to be closely interrelated and co-produced. Daft and

Becker (1978) and others have emphasized keeping technical and

administrative innovations distinct. We disagree -- making such

distinctions often results in a fragmented classification of the

innovation process. A major objective of the research is to understand

the close connection between technical and administrative dimensions of

innovations.

Kimberly (1981) rightly points out that a positive bias pervades

the study of innovation. Innovation is often viewed as a good thing

because the new idea must be useful -- profitable, constructive, or able

to solve a problem. New ideas that are not perceived as useful are not

called innovations; they are usually called mistakes. The problem,

however, is that the usefulness of an idea can often only be determined

after the fact.

Since we are observing the process of innovation over time it will

not be possible to determine at the outset if we are tracking ideas that

are "innovative" or 'nistakes." While this will require deferring

judgments of innovation success until the consequences of new ideas

become manifest, the longitudinal research design should minimize the

5



positive (or negative) bias of the researchers because the "jury is not

in" on the innovations being studied.

People: The Innovation Team and Stakeholders

It is often said that an innovative idea without a champion gets

no where. People develop, carry, react to, and modify ideas. People

apply different skills, energy levels and frames of reference

(interpretive schemas) to ideas as a result of their backgrounds,

experiences, and activities that occupy their attention. People with

the central task of developing the innovation constitute the innovation

team, whereas those who influence or are affected by the innovation are

stakeholders.

People are connected to ideas over time through a social-political

process of pushing and riding their ideas into good currency, much like

Donald Schon (1971) describes for the emergence of public policies.

Figure 2 illustrates the process.

Schon states that what characteristically precipitates change in

public policy is a disruptive event which threatens the social system

and sets up a demand for new ideas that will explain, diagnose, or

remedy the crisis. Invention is an act of appreciation, which is a

complex perceptual process that melds together judgments of reality and

judgments of value. A new appreciation is made as an anomaly, problem,

or opportunity is recognized. Once a problem is appreciated, ideas

gestating in peripheral areas begin to surface to the mainstream as a

result of the efforts of people who supply the energy necessary to raise

the ideas over the threshold of public consciousness. As these ideas

surface networks of individuals, stakeholders, and the communication

media or grapevine gravitate to and galvanize around the new ideas.

6
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They, in turn, exert their own influence on the ideas by further

developing and articulating them and providing them with a catchy slogan

that provides them with emotional meaning and energy.

However, Schon indicates that at this stage the ideas do not

become potent enough to change policy unless they become an issue for

political debate and unless they are used to gain influence and

resources. The debate turns not only on the merits of the ideas

proposed to address the problems, but also on who is using the ideas

as vehicles to gain power. When individuals or stakeholders push or

ride ideas, they also seek to establish their own dominance. As the

ideas are taken up by people who are or have become powerful, this in

turn, gives the ideas legitimacy and gives them power to change

institutions. After this, the ideas that win out are implemented and

become institutionalized -- they become part of the conceptual

structure of the social system and appear, in retrospect, obvious.

However, the idea remains institutionalized for only as long as it

continues to address critical problems and as long as the regime

remains in power.

Schon's description of the stages by which ideas come into good

currency is instructive in its focus on the social-political dynamics in

the innovation process over time. The description emphasizes the

centrality of ideas as the rallying point around which collective action

mobilizes -- organizational structures emerge and are modified by these

ideas. Moreover, it is the central focus on ideas that provides the6

vehicle for otherwise isolated, disconnected, or competitive individuals

and stakeholders to come together and contribute their unique frames of

reference to the innovation process. Schon (1971:141) states that these

stages characteristically describe the features of the process involved

7



in the emergence of ideas into good currency, "regardless of their

content or conditions from which they spring."

However, there are also some basic limitations to the process that

lead to inertia and premature abandonment of some ideas. First is the

basic human problem of the management of attention. Human beings and

their organizations are mostly designed to focus on, harvest, and

protect existing practices rather than to pave new directions. This is

' because people have the basic physiological limitations of not being

able to handle complexity, of unconsciously adapting to gradually

changing conditions, of conforming to group and organizational norms,

and of focusing on repetitive activities (Van de Ven and Hudson, 1984).

One of the key questions in the mauagement of innovation therefore

becomes how to trigger the action thresholds of individuals to

appreciate and pay attention to new ideas, needs and opportunities.

A related problem is how individuals become attached to and invest

effort in the development of innovative ideas. There tends to be a short-

term problem orientation and a facade of demonstrating progress. Even

if problems are not being solved, the appearance of progress requires

": - moving on to the next batch of problems, thus inducing premature

abandonment of innovative ideas. Thus, "old questions are not answered

-- they only go out of fashion" (Schon, 1971:142). Furthermore, given

the inability to escape the interdependence of problems, old problems

are relabeled as new problems. As a result, and as observed by Cohen,

* March and Olsen (1972), decision makers have the feeling they are always

working on the same problems in somewhat different contexts, but mostly

without results.

A third limitation of the process is that the inventory of ideas in

8



good currency is seldom adequate to the situation because ideas are

often slow to come into good currency. Through the time-consuming

transformation process of becoming good currency, they no longer

accurately reflect the state of affairs. Decreasing the time lag and

distortions in idea representation are critical challenges in managing

innovative ideas.

Transactions

Transactions are "deals" or exchanges which tie people together

within an institutional framework (which is context). John R. Commons

(1951), the originator of the concept, argued that transactions are the

fundamental building blocks of economic and social relationships. He

emphasized that transactions are dynamic and go through three temporal

stages: negotiations. agreements, and administration.

The negotiations stage highlights the strategies and choice

behavior of parties as they select, approach, and avoid alternative

parties and as they persuade, argue, and haggle terms of a relationship.

In the aireement (or commitment) stage the "wills of the parties

meet" by agreeing (whether formally for informally) to the terms of the

relationship and the working rules or procedures of action. It is here

where structural arrangements are set to organize the transaction -- be

they informal work groups, joint ventures, new business startups,

acquisitions, or sub-contractual arrangments.

Finally, in the administrative stage the rules and procedures are

carried into effect. It is in this stage where misunderstandings,

conflicts, and changing expectations of a relationship often occur --

resulting in renegotiation, mutual adaptation, litigation, or

termination of the relationship. Those transactions that endure over

time become institutionalized -- meaning that the parties involved

9



unconsciously begin to take the terms of the agreement for granted.

Only when significant precedents occur do the parties involved reflect

and reconstruct in memory the initial, but now hazy, terms of the

originally negotiated transaction.

Management of the innovation process can be viewed as managing

bundles of transactions over time. These bundles include (1) both

collegial relationships among peers and hierarchical relationships among

supervisors and subordinates who are engaged in the development of the

innovation idea, (2) proposals and commitments to obtain funding and

allocate resources to the innovation and its subcomponents, and (3) quid

pro quo arrangements with other individuals, units and organizations to

subcontract, co-venture, or otherwise undertake various activities

needed to develop the innovation.

-. More specifically, Commons (1951) suggests that these bundles of

relationships will consist of three kinds of transactions: bargaining,

managerial, and rationing transactions. More recent work by Ouchi

(1981) suggests a fourth clan-like kind of transaction. For the

purposes of our innovation study, these transactions are defined as

follows:

1. Bargaining transactions deal with the transfer of ownership
of ideas in a market -- be it within or outside the firm.

2. Clan transactions pertain to relationships among peers that
are based on trust, good will and professional norms of conduct.

3. Managerial transactions occur between parties who stand in
a relationship of superior and subordinate -- the superior
having the right to hire and fire, and the subordinate the
right to serve or quit.

4. Rationing transactions pertain to resource allocations among

inferiors by command of a higher instit-tional authority --
be it a higher level of management within a firm, industry
regulations, or societal norms or laws.

10
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Williamson (1975) and Ouchi (1981) provide a starting point for

S-' developing propositions regarding when these different kinds of

transactions will be used to manage the innovation process. They argue

that managerial and clan transactions as opposed to bargaining

transactions will be the most efficient forms when the innovation idea

requires unique, extensive physical and human investments over time,

complements existing strategies and resources, is highly complex to

* - understand, has great potential for opportunism (deceit, fraud, and

-stealing), and has few potential adopters or users. When an innovation

is perceived over time as being less complex, relatively low in

developmental cost, and marketable in a relatively short period of time,

the most efficient mechanism will be to develop the innovation through

bargaining transactions.

However, the selection of certain kinds of transactions is always

conditioned by the range of past experiences and current situations to

which decision makers have been exposed. Therefore, decision makers

have a conservative bias toward the organizational arrangements that

they have experienced. In addition, most innovations do not follow a

simple linear progression through the stages of negotiations,

agreements, and execution (as outlined above). The more novel and

complex the innovative idea, the more often trial-and-error cycles of

renegotiation, recommitment, and readministration of transactions will

occur.

Connections Between Transactions and Organizations

There is an important connection between transactions and

institutions. Transactions are the micro elements of macro

organizational arrangements. Specifically, bargaining, managerial,

,. .. . . . . . . .* . . . ... .. . . . . . . . . . . . . . . . . . .
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clan, and rationing transactions, respectively, are the basic elements

of markets, hierarchies (organizations), tribes, and the state. Given

this connection, we will examine how transactions in the development of

innovations are aggregated into organizational arrangements.

Specifically, several of the innovation studies will attempt to

compare five basic organizational arrangements in which innovations are

* typically developed:

1. New business startups by independent entrepreneurs

2. Corporate sponsorship of new businesses

3. Joint, interorganizational ventures

4. Acquisitions and mergers, and

5. Internal corporate innovation.

These five organizational arrangements significantly expand our

repertoire of alternative settings for managing innovations. By

comparing these alternatives over time, the research will focus on three

key questions:

1. Which of these organizational arrangements are most
appropriate for different kinds of innovations, and at
what stages in the process?

"..-2. Within each organizational setting, what are the
S-" critical factors over time that facilitate and inhibit
S. different kinds of innovations?

3. How do the organizational arrangements strategically
interrelate and complement each other? That is, under
what conditions and at what stage does shifting an
innovation from one organizational setting to another
help or hinder the innovation process? When and for

A what kind of innovations is it advantageous to defer
basic research investment and first-mover advantages to

others, and to enter at a later stage of development
through a merger or acquisition?

It is premature to suggest systematic answers to these questions.

However, a few key propositions will demonstrate the approach that will

be taken by the research team. First, innovations that are undertaken

12
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within hierarchies, as compared with those in market-like arrangements,

will tend to follow a more orderly progression of activities through

sequential phases because a larger number of reviews are normally

required to obtain continued approval of innovations within

organizations than an independent entrepreneur would care to undertake.

Ironically, due to the fact that entrepreneurs in new business startups

must face the "market test" more quickly and hierarchical administrative

reviews are an inferior substitute for market tests, error detection and

correction (including terminations) will occur more quickly for

innovations developed in market-like arrangements than those developed

within hierarchies.

The Context of Innovations

Context is the setting or institutional order in which innovative

ideas are developed and transacted among people. Innovation is not the

enterprise of a single entrepreneur. Instead, it is a network-building

effort that centers on the creation, adoption, and sustained

implementation of a set of ideas among people who, through transactions,

become sufficiently committed to these ideas to transform them into

"good currency" (as discussed above). Thus, the management of innovation

requires attention to both individual and collective action -- and the

institutional infrastructure in which they occur. Furthermore,

different levels of analysis are needed to understand the structure of

options and constraints on innovative behavior.

Specifically, four levels of context of an innovation will be

examined: the broad institutional/industry environment, organizational

strategy and structure, organizational practices related to innovation,

and characteristics of the innovation team. These areas represent

13



different layers of encompassing institutional settings for an

innovation.

1. Institutional/industry context includes the broad cultural
and resource endowments that society provides, including laws,
government regulations, distributions of knowledge and resources,
and the structure of the industry in which the innovation is
located. It is well known that an innovation does not exist
in a vacuum and that an organization's internal structure and
practices are in great measure a reflection of the amount of
support it can draw from its larger community. Collective
action among organizations within a community becomes critical in
the long run to create the social, economic, and political
infrastructure a community needs to sustain its members. A
population and industry level of analysis is therefore needed
to understand the societal demographic characteristics that
facilitate and inhibit innovation.

2. Organization strategy and structure context refers to the
policies and arrangements in the overall institution in which
the innovation is located. Here we will examine how the
innovation "fits" with the overall strategy of the organization,
and how the size, structure, and systems of the organization
affect the development of the innovation over time.

3. Organizational Practices focus on the organization's culture,
climate, and practices that may facilitate or inhibit innovation.
Much of the current popular literature on innovative organizations
has focused on these practices. This longitudinal research will
provide a unique opportunity to examine the consequences over time
of alternative organizational practices that are believed to
influence innovation.

4. The innovation team, as indicated above, includes the
individuals directly involved in developing the innovation. The
relevant characteristics of the innovation team to be studied
include its composition, leadership, group norms, time allocation,
conflict resolution, individual roles, and levels of energy.

Study of these contextual factors will permit systematic comparison

of innovations in different institutional settings. Furthermore, when

examined over time they will provide information on how organizational

factors at different levels of analysis influence innovation success.

Although all key propositions cannot be developed here, we conclude by

outlining the basic proposition on the factors likely to lead to

successful internal corporate innovation.
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Successful internal corporate innovation is largely a function of

the following:

1. Clear tension or need for change within an economic

climate that can sustain innovation.

2. A corporate culture that emphasizes innovativeness and
entrepreneurship as central to its institutional norms.

3. A structure that internally imitates the market in the
creation and adoption phases (in terms of personnel
incentives, competition, duplication, and aecentralization
with accountability), and imitates the traditional hierarchy
in the sustained implementation phase of innovations.

4. A process that encourages expression of ideas, flexibility,
closeness to customers, and early market testing.

5. Open, accessible, and intense communication networks with
customers, the scientific or expert community, and internal
marketing, production, and R&D departments.

6. Individual role models to support entrepreneurs, innovation
sponsors, and orchestrators.

7. The commitment of resources (money, people, and management

attention) to long-term research programs.

This proposition reflects much of the current speculation about

innovative organizations as reflected in Peters and Waterman (1982) and

Kanter (1983). Whether the proposition is valid requires systematic

longitudinal study.

Innovation Events

The above core concepts in the research framework are brought

together with the overall concept of event, which is a period in the

evolution of an innovation where a significant change occurs in either

the innovation idea, people, transaction, or context. Thus, an event is

a composite temporal concept referring to periods when significant

changes occur in the constellation of ideas, people, transactions, and

context.

15
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In short, our objective is to study the evolution of innovative

ideas which are carried by People who are engaged in transactions with

others within an institutional context. Sigtnificant chanizes in these

factors (ideas. people, transactions, or context) represent an event. A

systematic maPping of events over time is the central coon task for #11

studies in the innovation research program. This task is illustrated

in Figure 3.

Figure 3. Historical Mlap of Events of an Innovation Over Time
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While a careful mapping of events in an innovation's history will

provide a useful comparative-statistics framework for examining many

questions and propositions outlined in previous sections, the major

dynamic problem to be addressed in this research is the management of

transitions between events. Some of the most significant barriers to

innovation deal with problems of making transitions between different

developmental phases of an innovation, and of integrating the diverse

kinds of expertise, resources, and functions that are needed to

transform an innovative idea into a reality.

For example, a new product may have been designed and tested, but

runs into problems when placed into production because R&D and

engineering overlooked a design flaw. Alternatively, the development of

a major system may be ready for production, but subcontractors of

subcomponents may not be able to deliver on schedule or there may be

material defects in vendors' parts. Typical problems might include:

lack of communication or misunderstandings between scientific,

engineering, manufacturing, and marketing departments, vendors and

customers on the nature or status of the innovation; unexpected delays

and errors in certain developmental stages that complicate further

errors and rework in subsequent stages; incompatible organizational

funding, control, and reward policies; and, ultimately, significant cost

over-runs and delayed introductions into the market.

Our discussions with managers indicate that these problems are

pervasive across product, process, and administrative innovation

efforts. Indeed, the development of more effective arrangements for

transitioning innovations over time across functional, resource, and

organizational boundaries may be the most critical challenge in the

management of innovation.
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Transitions management is not a discrete event but a process for

integrating all the relevant functions, organizational units, and

resources needed to manage an innovation from beginning to end. It

requires a significant departure from traditional approaches to the

management of innovation.

Traditionally, the innovation process was viewed as a sequence of

separable stages (e.g., design, production, and marketing) linked by

relatively minor transitions to make adjustments between stages. With

transitions management, the innovation process consists of iterations of

inseparable stages (or functions) linked by a major ongoing transition

process. Whereas the mechanical metaphor of an assembly line of stages

characterized earlier views of innovation, now the biological metaphor

of a hologram -- where the whole is placed into each of the parts --

more accurately portrays the transitions management view of innovation.

Finally, while innovation was traditionally viewed as an addition to

existing arrangements, now in a world of scarcity innovations are more

realistically viewed as often resulting in eliminations, replacements,

or transformations of existing arrangements. Transitioning people,

organizational units, and investments from existing arrangements toward

these new results create a host of major challenges in the management of

innovation.

Conclusion

This report has outlined a program of research that we think

is novel in its broad strategic orientation to the management of

innovation and can make important contributions to both theory and

practice. Our knowledge of innovation and entrepreneurship is

exceedingly narrow -- usually focusing on one kind of organizational

18
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arrangement for innovation (e.g., internal innovation or new business

-. startups), or one stage of the innovation process (e.g.,the diffusion

stage), or one kind of innovation (e.g., high technology). What is

needed is a broader-gaged perspective that strategically examines a

variety of innovations in alternative organizational settings across

levels of analysis and over time.

One of the major strengths of the research program is that it

includes a wide variety of innovations, each of which will adopt the

common framework described above as part of its research design. Not

only does such diversity permit tests of the generality of a given

theory, it maximizes the potential for both generating and interpreting

new theories on the management of innovation.

An important strategy in designing the research program has been to

encourage the research teams to develop multiple perspectives for

interpreting the historical event maps of innovations, each of which are

developed by following a standardized set of common procedures across

studies. It is premature to know what new and unanticipated insights

will develop from each innovation study. However, as the attached

descriptions of the innovation studies show, several novel approaches

will be used to interpret the event maps in the studies. Again, we

believe that it is from a diversity of perspectives and interpretive

schemes among the research teams that creativity and learning can be

maximized.
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APPENDIX 1: QUESTIONS TO BE MEASURED IN THE RESEARCH

LONGITUDINAL MAPPING OF INNOVATION EVENTS OVER TIME

The basic questions for obtaining an event mapping of an
innovation are listed below. While the wording of the question during
the historical baseline versus the longitudinal data collection periods
will shift from passive to active, their substance will be the same.

Identifying the key events in the history of an innovatio will
require considerable judgment for each research team. Once the events
are identified, then we can begin to flesh out their components in terms
of ideas, people, transactions, and contexts.

1. What are the key turning points or events in the evolution
of the innovation since its beginning or the last
time we talked?

2. Describe the event(s). What triggered the event?
What happened or took place? Probe for:

a. Changes in the innovation idea

b. Changes in the people involved

c. Changes in the transactions or deals that were made

d. Changes in the environment, organization, or innovation
group

3. Indicate the dates that each event occurred.

4. Who was involved in the event? Name the members of the
innovation team and the key stakeholders. For each, get:

a. Biographical, background, and positional data

b. Report of activities or behavior each person performed
in the event

c. Time, energy, and degree of involvement in the event

d. Interaction pattern and communication frequency with

others during the event

e. Power/dependence relationship to others

f. Stake in the innovation -- interests and commitment

As stated above, an innovation is a new idea. To understand the
idea is to understand the frame of reference (or interpretive schema)
that key people (the innovation team and stakeholders) have about the
content and strategy of the innovation at a particular point in time.
Thus, the next set of questions are proposed:
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5. How was the innovation idea perceived during the event?
Ask the following questions of each key person:

a. What does the innovation idea consist of? Where did
it come from? In what ways is it new or an imitation?
Is it being developed elsewhere?

b. How is the innovative idea related to the strategy or
other priorities of the organization? How inter-
dependent is it with the other activities of the firm?

c. To what degree is the idea perceived to be complex,
compatible with existing arrangements, costly,
require unique human and physical resources, and
proprietary or secretive to prevent pirating?

d. In what ways did the idea change from the last event?
Did the event add to, complement, delete, replace,
leverage, or transform the earlier version of the idea?

e. What are the arguments for and against the idea?
VWhat problems or stumbling blocks are being encountered

with the idea -- technical, social, political, resources?

f. What will count (criteria) to judge success or failure
of the idea? To what degree is/will the idea be
a success?

As stated above, a transaction is an exchange or "deal" among
two or more parties within an institutional order. For analytical
purposes these transactions can be examined over time in terms of
stages of negotiation, agreement, and administration.

6. What are the key transactions or deals that were made
during the event?

a. What does the transaction consist of? Obtain
perceptions of parties on the transaction uncertainty,
complexity, uniqueness of resource use, potential for
opportunism, and compatibility with the innovation,
other transactions, and the organization.

b. How was the transaction negotiated? What parties
were involved? What factors or alternatives were
taken into consideration in the negotiations?

SWhat was at stake for each party entering the
transaction.
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c. What agreements or terms were established among the
parties? What kind of transaction was agreed to:
bargaining, managerial, rationing, or clan? What
organizational forms were created and agreed to by the
parties?

d. Describe how the agreement is being carried out.
To what degree do the parties perceive the transaction
to be satisfying, equitable, productive, and worthwhile?

e. What conflicts or problems are being experienced with
the relationship? How are these conflicts or problems
being handled?

BASELINE/HISTORICAL ANALYSIS OF INNOVATION

To initiate a study of innovation, it is important to construct a
careful history of the innovation to date and to obtain a baseline
understanding of the institutional context in which the innovation is
taking place.

A history of the innovation will require identifying each of the
major events (as defined above) in the innovation's life to date, and
asking an abbreviated set of questions (to be determined later) from
those proposed above for the dynamic analysis.

Four areas are proposed for understanding the institutional
context or setting of the innovation: industry/institutional analysis.
organizational strategy and structure, organizational practices
related to innovation, and characteristics of the innovation team.
These areas represent different layers of encompassing institutional
settings for an innovation, and are important for examining our basic
proposition that innovation is not just an individual enterprise but a
collective achievement.

Since most of these contextual areas are relatively enduring over
time, they only need to be measured once. Repeated longitudinal
measurements only need to determine if and what changes have occurred
in these areas since the last data collection period.

Industry/Institutional Analysis Questions

A. Describe the cultural and resource endowments at the industry/
institutional levels for the innovating organization (10).
Specifically, identify and describe the effects of:

1. The relevant social and professional institutions,
norms, laws, and regulations.

2. The relevant political and economic institutions,
government bodies, political parties, trade
associations, etc.
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B. Describe the structure of the relevant industry of the 10.

1. In what industry does this innovation compete?
Identify this industry's chief product lines,
complementary products, and substitute products.

2. What are the major technologies of production and
distribution of this industry? Describe the
logistics, cost structure, economies of scale,
value-added assembly process, and labor pool (skills,
cost, and sources).

3. Who are the main suppliers (vendors) and buyers
(customers) of products (by segments) in this industry?
What is the bargaining power or market share of each?

4. How are products marketed and sold in this industry?
Describe how the market is segmented by products
and firms, the distribution channels used, and
the marketing and advertising practices used to enter
new products into these distribution channels.

5. Who are the major competitors in this industry?
Describe their share of market by major products,
and distinctive competencies in technology,
distribution, marketing, and services.

6. What is the industry's growth rate? What are the
major determinants of this growth or decline?
Describe the trend and elasticity of demand
for products/services in this industry.

7. What innovations (new products, processes or services)
are emerging in the industry? How does the
specific innovation of the 10 relate to these
innovations emerging in the industry?

8. What are the relationships and effects of the firm's
performance in other industries on the 10's
performance in this industry? Do profits or losses
in other segments of the enterprise influence resource
allocations or goals set for the innovation unit?

9. Describe the IO's performance in the industry within

which the innovation is located.

Organizational Strategy and Structure Questions

C. How has the strategy of the organization evolved over time?

1. Describe the stated and implicit strategy of the firm.

2. How is this strategy formulated and implemented?
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3. How does the innovation "fit" with the firm's
overall strategy? How important is the innovation
to the firm's overall strategy?

D. Briefly describe the historical evolution of the IO's structure.

1. Describe the firm's age, historical milestones,
critical leaders and structure over time.

2. What is the structural complexity, and
organizational form of the 10? Develop a detailed
organization chart. Describe its division of
labor, resource allocations among levels and
divisions, and control/coordination systems.

3. Describe the size (number of employees) and

demographics of organizational members, and
the systems used to select, train, promote, and
terminate personnel.

Organizational Practices Related to Innovation

A. What is the I's culture/climate for innovation?

1. Is there a clearly stated set of values and guiding
principles regarding innovation? Describe them.
How widely shared are they throughout the 10?

2. How supportive is IO's top management to new ideas?
How much time and attention do top managers spend
on encouraging and talking about new ideas with
organizational participants? What kinds of special
rewards does the 10 provide for innovation? How
many people received these rewards and what was the
total budget for these rewards last year?

3. Ask 10 personnel to tell a typical story about
innovation in the 10. Are innovators the heros,
villains, or victims in these stories?

B. Overall process ideas gain currency and the shape of the 10's
idea funnel.

1. In general, where do new ideas originate in the 10? How
do they originate? How and when do they tend to come to
people's attention. Describe the process used to entertain,
review, debate, and authorize effort to new ideas.

2. What special mechanisms exist to facilitate surfacing of
new ideas? How many people in the 10 are explicitly
solicited for new ideas through these mechanisms?How much does the 10 encourage its members to interact
with peers outside the organization at meetings,

conferences, etc.? Describe the internal communication
network used to entertain new ideas.
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3. Ask 10 participants to roughly approximate the
proportion of suggested ideas that are acknowledged,
of acknowledged ideas that are seriously studied
and discussed, and how many of those ideas are acted upon.

C. 10 coordination and control practices related to innovation.

1. How is individual and group performance evaluated?
What is the relative emphasis given to individual versus
group performance? What criteria are emphasized in
these appraisal systems?

2. What is the relative emphasis placed on administrative
reviews versus market tests of innovations as they
develop? Describe the number, timing, and depth of
administrative reviews of innovations.

3. How many alternative sources are there for obtaining
funding to develop an innovative idea? What
financial and accounting procedures are used to
track expenditures for innovation?

4. How are mistakes and idilures handled? What processes
are used to learn from mistakes. Are there any mechanisms
in the evaluation process for switching from single- to
double-loop learning?

Characteristics of the Innovation Team

A. Composition of the Innovation Team over time.

I. Track the age, backgrounds, demographics, competencies
and periods of involvement of members of the innovation
team.

2. Measure heterogeneity of orientations, priorities,
and attitudes of members regarding the innovation idea.

3. Examine group norms, conformity pressures, and

cohesiveness.

4. Examine leadership behavior in the group, and the
power and discretion exercised by group members.

B. Practices of the Innovation Team over time.

- 1. Measure time allocation, tasks performed, and communication
patterns among team members and with other stakeholders.

2. Measure frequency and nature of conflicts encountered,
and how they are managed and resolved.

. 3. Examine the levels of energy, motivation, and
determination of group members to the innovation idea.
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STRATEGIC MANAGEMENT RESEARCH CENTER
UNIVERSITY OF MINNESOTA

Supercomuter D eve 1 o pment_Study

Andrew H. Van de Ven

R. Edward Freeman
Michael Rappa

April 1984

Over the course of the next three years U.S. supercomputer

manufacturers' research and development expenditures may well

exceed $150 million in their efforts to produce the next genera-

tion (Class VII) of large scale computers. The development of

Class VII machines poses several technical challenges. The next

generation hardware will likely involve some form of multiple

processor architecture, and require the timely implementation of

"" leading-edge electronic component technologies. As many as four

* . to sixteen central processors will be linked together in an

attempt to attain processing speeds in excess of 1,000 MFLOPS.

The success of current supercomputer development projects

will also pose several managerial challenges. The management of

innovation is an important concern of many industry executives.

Managers are frequently faced with making critical decisions

today about where the market for supercomputers will be five or

O more years from now; and there is good reason to suspect this

market will be highly competitive. The very survival of some

manufacturers will hinge on how well current development projects

O* are managed.
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In disctzi n. with supercomputer industry executives over

the past several months, SMRC researchers have compiled a preli-

minary list of prominent issues concerning the management of

innovation. In the course of our investigation we intend to track

these (and other) issues and provide feedback to executives

regarding their organization's efforts to effectively manage the

process of innovation.

Issues Concerning Management in the Development
of Class VII Supercom uters

(I) How does organization structure enhance or hinder development
activities?

The supercomputer industry provides researchers with

organizational forms relate to innovation. The industry
is composed of an interesting combination of organization
arrangements: a well-established firm pursuing multiple
development projects; a start-up firm sponsored by a

*" large corporation from which it was spun-off; a new
entrant into the industry that has undergone a transition
from being a manufacturer of analog computers to one of
supercomputers; and several large, highly integrated

*. computer and electronics manufacturers.

(2) How will growing competitive rivalry within the industry
affect development activities?

There are seven manufacturers, including three foreign
firms, that are recognized competitors in the supercomputer
industry. Six of these firms are now involved in projects
to develop the next generation supercomputer well before
the end of this decade. SMRC investigators will seek to
understand the affect of competitive pricing and marketing
strategies on decisions pertaining to development efforts.

* (3) How will the rapid growth of the industry affect development
4 - activites?

Many industry observers project significant growth in the
demand for supercomputers as commercial users enter the
marketplace. How will commercial demands affect decisions
regarding the future development of supercomputers?
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(3) How will federal and state government interaction with the

supercomputer industry affect development activities?

Agencies of the federal government have continously played
a role in the development of supercomputers. In recent
months government and industry officials have begun to
reassess the role of government in light of the changing

• competitive environment. The SMRC project team will seek
to understand how the policies adopted by government affect
the industry in general, and the development activities
conducted at each firm, in particular.

(4) How will in-house component development versus vendor procure-
ment of leading-edge components relate to the overall
development effort?

Implementation of leading-edge component technology has

become a critical factor in the current development projects.

While some firms will rely on parts supplied by semiconductor
manufacturers, other firms have, or are currently developing,
in-house component capability. Managing the transition from
component-level development to systems-level development will

be a challenge in both cases.

(5) Is the "small group" approach the key to successful development
projects?

There are many theories concerning the management of innova-
tion within organization. Among supercomputer firms there is

a commonly held belief that success depends on maintaining
an organizational environment that fosters the interaction of
small groups of individuals pursuing their ideas unconstrained
by bureaucracy. One firm has made strident efforts to main-

tain a small group environment in the face of the continued
growth of the organization. Yet another firm was spun-off
from a larger organization for precisely this reason. SMRC
researcher seek to gain a more robust understanding of small
group management and how it affects innovation.

It is helpful to think of the development of a supercomputers

as a bundle of interrelated innovative efforts, as opposed to a

single, discrete innovation. Therefore, the research team has

°.o-. begun to more closely examine which sub-innovation(s) will be the

most appropriate to track over the course of the study. The longi-

tudinal tracking of chip-level development is one consideration.
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In the coming months SMRC investigators will continue to update

and refine this set of issues. The SMRC is committed to closely

examining and tracking over time those issues which are of some

practical relevance and concern of the study's part icipanIs. In

an effort to expand our vision and set forth clear guidance for

the study, we are in the process of inviting the participation of

distinguished individuals from government agencies, the national

laboratories, academia, and industry, to serve on a panel to

oversee our project. By welcoming the input of individuals

involved in each of the various constituencies connected to the

supercomputer industry we are confident the study will be of

lasting value to those interested in the study and management

of innovation.
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The Development of Hybrid Wheat:

A Case of Biological Innovations

by

Vernon Ruttan and Mary Knudson
Department of Agricultural and Applied Economics

Hybrid varieties have been developed in many crops, including

corn, rice, barley, sorghum, tomato, cotton and wheat. Hybrid corn

represents some of the earlier work done with hybrid breeding which

was introduced in the late 1920's. Hybrid sorghum was introduced soon

after hybrid corn. It was not until the 1960"s that any other

successful achievements in hybrid research were made. In 1963, due to

the discovery of the cytoplasmic-male sterility gene (C.M.S.) and the

observation of hybrid heterosis, intensified efforts towards hybrid

wheat development evolved. Although hybrid wheat development still

continues, it is only last year, with the demonstration of high yields

by Cargill, Inc.'s hybrid variety, Bounty, that a wave of optimism for

the success of hybrid wheat has been revived. Much of the work in

1970's proved to be non-successes due to biological or organizational

problems. Because of the numerous amount of resources devoted to

hybrid wheat development, the variety of institutions that worked with

hybrid wheat research, and the recent success of Bounty, hybrid wheat

seems to be an interesting innovation to study. The purpose of this

research is to focus on the research and development, marketing, and

diffusion phases of hybrid wheat over the past twenty years. Data

will be collected from reviewing the literature and interviewing

representatives from various institutions that have worked with hybrid

wheat development. Comparisons will also be drawn to the work done in

hybrid corn.
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The research completed thus far has included identifying

institutions involved with hybrid wheat development and making or

finding specific contacts within these institutions. The institutions

identified represent a spectrum of infrastructural organizations,

including public and private institutions. Public institutions that

have done some hybrid wheat development include Purdue University, the

University of Minnesota, Texas A&M, Washington State, North Dakota

State, the University of Nebraska, Kansas State, and others. Contacts

at each institution, with the exception of Purdue University and

Kansas State, have been initiated. The research done by these public

institutions focused primarily on basic research although some applied

work has also been done. The involvement of public institutions with

this research occurred more at the beginning of hybrid wheat

development. Since the 1970"s the private institutions have been

doing the majority of hybrid wheat development.

Cargill, Inc., Pioneer, Monsanto, DeKalb, Northrup King, Funk,

Rohm and Haas and Shell are the major private seed or chemical

companies that have been or are currently working on hybrid wheat

devleopment. These companies differ in their organizational

structures, their techniques used for hybrid wheat development, and

their progression rates. Research is mainly applied in nature.

Again, contacts have been made with some of these companies.

Some meetings have already been conducted with these contacts at

the public and private institutions. The purpose of these meetings

was to either gain information in order to lay a better ground for

future interviews or to initiate contact for further interviewing.

Some main pieces of information concerning the research and
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development of hybrid wheat given at these meetings are summarized in

- .' the following points: 1) Hybrid wheat research has switched from

being done by private institutions to being done by public

institutions. This switch is accompanied by a change from basic to

applied research. The influence of the Plant Protection Act of 1970

towards this change should be examined. 2) Evident cases of successes

and failures exist, providing examples to be used for comparisons. 3)

The technological advances and problems in the biology of hybrid wheat

and some problem areas in marketing hybrid wheat have been realized.

4) Possible future changes in institutional research objectives and

cropping patterns may be expected. Better questions and direction to

be raised concerning this research can be done as a consequence of

gaining this knowledge.

Over the spring and summer, contacts will be continued to be made

and expanded at the aforementioned institutions. The expansion

comprises carrying out a series of interviews in order to acquire data

on the research and development, marketing, diffusion phases of hybrid

wheat. A complete literature review focusing on the research and

-; ,development of hybrid wheat will also be completed this spring

3. quarter. Comparisons will be made to hybrid corn in this review.

From this information assessments can be made concerning what factors

influenced the success or failure of the hybrid wheat innovation in

different research settings, and how hybrid wheat research has changed

O and continues to change at the public and private institution level.
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INDUSTRIAL PRODUCTS INNOVATION STUDY

Stuart Albert, Todd Hostager, Bill Roering, and Andy Van de Ven

Within the overall common framework of the innovation research

program, this study will examine the development of new technologies that

are intended to result either in new processes for producing products or

services or in market introductions of new commercial products. At the

-- present time, the research team has obtained access to and begun to study

six specific new technologies: a disappearing ink, heat-resistant ceramic

fibers, plasmapheresis, an ear implant for the deaf, replication tooling

devices, and space manufacturing. Negotiations are presently under way in

organizations to study the development of several other technologies.

Like the other studies in the innovation research program, the study

will be conducted in three stages. First, we will write case histories

by June 1984 in order to map the key events in the development of the

innovations to date. Second, during summer 1984 we will obtain baseline

data on the relevant environmental, industrial, and organizational settings

in which the innovations are being developed. The historical event mapping

and baseline data will provide the background for the third stage, which

will track the development of the innovations over the next three plus

years until they ate implemented or enter the market.

The study will focus on the management of Part-whole relations in

the development of innovations over time. There are two aspects of this

focus. First, given that different disciplines, resources, and

organizational boundaries must be crossed and applied in the development

of an innovation from beginning to end, how does one integrate these

different parts in the proper amounts and proper times to successfully

develop a whole innovation? A study of transitions management, as
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described in the overall program description, will be a central focus in

this study.

A related issue in the management of part-whole relations is the

connection between events (as defined in the introductory section) in the

temporal evolution of an innovation. Here each temporal event is viewed

as a part of the whole time period covered to develop an innovation from

beginning to end. How are events connected over time? How does an

innovation connect the past with future states of affairs? Stuart Albert

has developed a TRACE relations framework for the study of innovation.

T R A C E is an acronym for a set of hypothetical relations between

the past and the future, or between the present state of affairs and some

hypothetical different future that represents an innovation.

Essentially, the past can be related to the future in at least five

different ways. While TRACE is a convenient mnemonic, it is best to

summarize the logic of the TRACE model by considering the relationships in

a different order, A, E, R, C, T. An innovation can link the future with

the past or present state of affairs in five basic ways:

Addition, the future is related to the past by simply
being an addition to what already exists.

Eliminate, the future is created by deleting a part of the
present; the innovation is to eliminate something
that already exists.

-.cplace, the innovation results from replacing something from
the present with something new -- it is a composite
of eliminate and addition relations.

. Compliment, the innovation neither adds to the existing
status quo, nor is it formed by eliminating or
replacing some part of it -- the relationship of the

past and future is complimentary.

- Transform, a situation where the innovation transforms the

S. past into a totally new and unanticipated state of

affairs.

Quite clearly, whether an innovation complements, replaces, adds,
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eliminates, or transforms part or all of the past is a matter of

judgment, which may differ depending upon the observer and may change

over time as the lens of history more sharply defines the nature of the

observed discontinuity (or continuity in the case of addition and

complimentary relations). Furthermore, across temporal events, the

innovation may consist of different permutations of T R A C E -- it may

begin with A and end with T relations. By examining relations among

historical events in the development of innovations, we hope to generate

a new theory of the temporal dynamics of innovation.

The TRACE model makes certain predictions about the success of

innovations. The innovations that should have the greatest possibility

of success should be those generated by:

1. A and C relations (since it is easiest if one does not have to
eliminate something or transform it in order to be successful).
However, C innovations are probably less interesting.
Hence, the motivation for change is probably small, but the
resistance is also probably small.

% 2. It is presently unclear whether R or E innovations
should be more difficult, but clearly anything involving
delete design is usually very difficult (see Albert, 1983).

3. T innovations should be the most difficult since they are
the most revolutionary, unless the environment is such that
anything less would be perceived as a failure.

So basically the rank order of success probability of innovations is

expected to be: A - C - R - R - E - and T.
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STATUS REPORT

New Courseware CompayStudy

Jeanne Buckeye

Ron Dykstra
Roger Hudson

Andrew Van de Ven

One of the more challenging strategic problems in management

is how to create new organizations. Technological, competitive,

financial, marketing, risk, and other demands often move organi-

zations to expand the existing enterprise, rather than set up en-

tirely new businesses. Why and how management chooses one of these

alternatives, and what makes their efforts successful or unsuccess-

ful are interesting, and eminently pragmatic questions. The phenome-

non becomes even more interesting when an organization sets out

to sponsor the creation of a whole new industry comprised of many

organizations which might competively serve the larger firm.

* .! This courseware study will investigate how one firm, Control

-•. *Data Corporation (CDC), encouraged the creation and development

* '. of courseware providers in three different modes: (1) by devel-

oping internal corporate departments to produce courseware; (2)

by extensively or (3) moderately sponsoring new businesses to do

the job. A fourth type of firm, totally independent of CDC, arose

entirely from traditional market forces. The development of new

enterprises and industries can be viewed as innovations, particu-

larly when they come about as a result of a larger firm's strategic

planning choices.
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Four key questions will be addressed in this research:

1. How do new industries develop?

2. How can sponsors stimulate the development of
innovative organizations?

3. How do organizational creation, development,
and innovativeness vary under internal
organizations, sponsored companies, and
market-created companies?

4. How do critical events (problems and oppor-

tunities) and transactions vary in internal
organizations, sponsored companies, and
market-created companies?

We are not aware of any previous studies which address these

questions, and certainly no previous study has considered these

issues on a longitudinal basis. In our opinion this is a criti-

cal oversight. Most new industries have resulted from atomistic

market forces and the will of entrepreneurs. In many instances

the industries evolve only after considerable personal and orga-

nizational losses, as evidenced by the high (about 75% over six

years) failure rate for new oranizations. In addition, new sup-

port industries often emerge slowly, inhibiting the growth of

other industries. Corporate sponsorship provides a mechanism for

encouraging and accelerating new industry formation, yet spon-

sorship of multiple firms in a new industry rarely occurs and it

raises questions and problems which may not respond to tradi-

tional management practices.

Two main objectives of this study are (1) to identify the

special problems and opportunities which occur under corporate

sponsorship, and (2) to identify successful managerial responses
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to them. For example, in the CDC case, the sponsor and the af-

filiated organizations both perform essentially the same ser-

vices. This requires management to find ways to keep competition to

a level which allows for growth in the affiliated companies, yet

encourages both the internal units and the affiliated companies

to be innovative and stay on the cutting edge of software

development.

STUDY DESIGN

This study will include four types of organizations: the

sponsoring organization and its internal courseware development

units; extensively sponsored affiliated companies; moderately

sponsored affiliated companies; and totally independent course-

ware firms.

Control Data Corporation designs, develops, and markets edu-

*"'- cational software for home, school, and business training. As

part of its overall corporate strategy, CDC also wishes to acce-

lerate and provide direction for the creation of a new industry

of courseware companies. These courseware companies provide edu-

cational software which operates on CDC mainframe and microcom-

puters, as well as on microcomputers manufactured by competing

hardware firms.

O; All sponsored firms receive technical and small business

training, advice, and the chance to participate in an ongoing

vendor relationship in which CDC provides a minimum level of

courseware contract support. About one-half of the firms also

C. ' receive equity and debt financing support from CDC. The indepen-
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dent firms developed without CDC's assistance and operate wholly

outside CDC's influence. They provide courseware for companies

other than CDC.

The affiliated companies are located in the Twin Cities,

Illinois, Pennsylvania, and Massachusetts. Twelve of the com-

panies to be included in this project participated in an earlier

study of courseware companies. That study served as a pilot study

to this project. A large bank of baseline data collected for the

pilot study will be available for the current study as well.

Participants in the first study have enthusiastically greeted

requests for continued participation. Currently, the study

design calls for examining the following types of organizations:

ype_ofOrganization Number of Organizations

CDC Internal Courseware Units 3-4
Vendor Companies 6
Equity Companies 6
Independent Companies 6

Data will be collected through interviews with company prin-

cipals and questionnaires administered to company principals and

employees. Some financial and performance measures will be

collected from public sources, such as Dun and Bradstreet.

Quantitative and qualitative data will be used to prepare

case histories for each company. Each history will contain simi-

lar information: a map of critical events -- or threats, oppor-

tunities, and major changes -- which affected the firm's

progress; a record of significant transactions or deals; a
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description of the evolution of one or more of the firm's innova-

tive ideas; and a record of the people involved. Quantitative

* data and evaluations will be used to construct a data base unique

to the courseware study, but which will also contribute to the

comprehensive innovation Project data base.
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FINANCIAL INDUSTRY INNOVATION PROJECT

by Ian Maitland, Robert S. Goodman, and Ed Freeman

We propose to examine the strategic innovations undertaken by a

stratified sample of financial institutions--primarily banks--in

response to the prospect and then the fact of deregulation. Until

recently the banking industry has been regulated along four primary

dimensions--geography, prices of inputs or outputs, range of products

and services, and entry (see Table 1).

Table 1

PRIMARY DIMENSIONS OF BANKING REGULATION

DIMENSION BANKING REGULATION EFFECT OF REGULATION

Geography McFadden Act Limits on interstate banking.

Douglas Amendment to Bank Bar on bank holding company

Holding Company Act acquiring bank outside its
own state unless expressly
allowed by laws of other
states.

Price of Regulation Q Restrictions on interest
input or output payments on savings accounts;

disallowance of interest

payments on demand deposit
accounts.

Usury laws Restriction on interest

charged by banks.

Range of Glass-Steagall Act Prohibition on banks
products/services underwriting securities.

Bank Holding Co. Act Prohibition on banking
control of non-banking
business.

Entry Federal Reserve Act

Banking Act of 1933

42

'*% .." -" -' . A " " - 2' % -..-'- -- "'. "." - "% "'"% . - .- -"" , -" " ' , , ' ' ' .- , ' "-"•



A combination of technological change, deregulation, and aggressive

exploitation of loopholes in existing regulations have dismantled or

gravely weakened these barriers. Now that the barriers that have

prevented the flow of underlying economic activity have been lifted,

the structure of the industry will move rapidly to its more natural

equilibrium. Survival, let alone prosperity, in this new environment

requires that an institution (1) accurately anticipate the new

structure of the financial services industry, (2) correctly evaluate

its own strengths and weaknesses in the new environment, and (3) be

able to capitalize on its strengths and eliminate its weaknesses.

Each institution's planning is complicated by the fact that it is in a

relation of strategic interdependence with other institutions, and

S.. -thus its task is to adapt not to an objective environment but to an

environment created and recreated by the strategic decisions of

potential rivals.

Impact of Deregulation: The McKinsey Model

Bleeke and Goodrich of McKinsey have proposed a model of the

impact of deregulation based on the experience of five recently

deregulated industries: securities brokerage, business terminal

* . equipment (telephone systems for offices), airlines, trucking, and

railroads. Following deregulation, according to their model, industry

economics generally deteriorate. Strong firms expand into formerly

protected markets and accelerate new product introductions.

Simultaneously new suppliers enter the market with low-cost options.

As a result of this activity:
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(1) Weak firms become weaker, but strong firms do not become

stronger as protection is removed (e.g. Braniff).

(2) The previously most profitable products come under severe

price pressure as competition heats up (e.g., prices drop

more sharply on high-load, long-haul routes).

(3) Products become unbundled with the proliferation of new

complex product/service trade-offs. Where before there was

a narrow range of variation between suppliers in terms of

price and service, there is now a broad trade-off.

(4) An industry profit squeeze forces rapid cost-cutting,

especially staff reductions. Established firms find they

have substantial cost disadvantages relative to new

entrants.

(5) Capital requirements increase at the same time as access to

capital markets is reduced.

McKinsey's Patterns for Success

Bleeke and Goodrich identify three generic strategies for

successful adaptation to the deregulated environment (see Table 2).
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Table 2

PATTERNS FOR SUCCESS

-. Type Description Industry Examples

I 1 National distribution Brokerage Merrill Lynch
company with full line of Airlines Delta Airlines

--' *.differentiated products Trucking Consolidated Freightways

and emphasis on attractive Railroads Burlington Northern
service/price trade-offs BTE* Western Electric

2 Low-cost producer--often Brokerage Charles Schwab

a new entrant following Airlines Midway Air
deregulation Trucking Overnite Transportation

Railroads None
" • BTE* Oki

3 Specialty firm with strong Brokerage Goldman Sachs

customer loyalty and Airlines Air Wisconsin

specialized service Trucking Ryder Systems

targeted toward an Railroads Santa Fe
attractive customer group BTE* Northern Telecom

*Business terminal equipment.
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Table 3

* SUCCESSFUL FIRMS EMERGING FROM DEREGULATION CONSISTENTLY
FOLLOW ONE OF THREE DISTINCT PATTERNS

Patterns for
. . success Firm characteristics

Product \Operations\Marketing\ Pricing \ Bales
design

NATIONAL Steady Integrated Strong Major, Broad,
DISTRIBUTION flow of national marketing rapid national
COMPANIES innovative operations function adjustments distri-

products to align bution
prices and network

Product/ Well- Product
service developed and image
unbundling information advertising

on costs

LOW-COST Narrow, Line- Advertising Deep price Targeting
PRODUCERS simple line driven: emphasizing discounts toward

low staff price price-
sensitive
segment

Strong cost Streamlined
control distr ibut ion
orientation system

Minimal systems

SPECIALTY Focus on Information Increasing Targeted
FIRMS products or advertising emphasis toward non-

markets on fees for price-sensi-
which are services tive segment
difficult to
unbundle

They postulate that failure to adopt one of these three competitive

strategies will put a firm at a serious disadvantage in a deregulated

environment (see Table 3). This will be so because the entry of new

low-cost producers (Type 2 firms) will remove a large portion of the
0.

customer base from existing firms. As Table 3 demonstrates,

successful existing firms will usually be faced with two options:
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(1) to expand as a broadly-based firm offering a wide variety of

products over a large geographic area or (2) to contract its full-

service orientation and to compete aggressively in a somewhat narrower

product or customer segment of the market. Firms that do not adjust

to deregulation and fail to reposition themselves are likely to find

themselves weakened by three types of competitors: Type 2 low-cost

firms will attract price-sensitive customers; Type I national firms

will draw customers who want a broad range of products; and Type 3

specialty firms will siphon off specific segments of the market,

usually segments with a high customer service preference.

Research Questions

Using Bleeke-Goodrich as a grid or framework, we propose to

analyze the major innovations instituted by a stratified sample of

banks (and perhaps related institutions such as brokerage houses,

investment banks, etc.) in order to try to identify their underlying

strategies. Over a period of time, to be determined, we intend to

monitor (1) the implementation of the strategy and (2) the economic

success of the bank/institution. Where the bank/institution is

outperformed by its industry, we expect to find one of several

conditions: (1) There was a poor fit between the bank's initial

resources and the strategy selected; (2) the strategy was poorly

executed; or (3) the strategy did not fit into one of the three

strategic options described by Bleeke-Goodrich.

6!
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Research Design

Our research program falls into two parts:

(1) A detailed case study of strategy formulation and

implementation at one or more Twin Cities institutions.

(2) A longitudinal study of a stratified sample of institutions.

Part I will help us to sharpen the hypotheses to be tested in

part 2; it will also provide valuable empirical material to enrich the

analysis.

Part 2 will permit us to test hypotheses regarding the goodness

of fit between the three generic strategies and the deregulated

environment. A preliminary list of the institutions may be found in

appendix A.

Research Procedures

Part I of the project will involve interviews with key decision-

makers at the case sites. By means of these interviews we hope to

reconstruct the strategic planning process at the case site (bank),

the translation of the plan into specific "innovations," e.g., in the

following areas:

(1) The range and mix of products and services offered by the

bank

(2) Its organizational structure

(3) The geographical scope of its operations

4 (4) The technologies it employs

(5) Its customer mix

(6) Its sources of funds

(7) Its relationships with other organizations.

In part 2, we will rely on data in the public domain (10K

48

i-: i- :- i .," ? ..-i. i .. .:. ..;, . ', -"."2" :;--- : ' . . -- :, .;:i: i: i.::; ,-. _ -- . .. -.: ;:) - -.; .- -



reports, annual reports, newspaper and periodical articles, and

financial industry databases). Case studies will be prepared and

regularly updated for the institutions in the sample.

Status of Research

Annual reports and other documentary material have been reviewed

in detail and access to the case bank for the purpose of interviewing

has been negotiated. Preliminary case studies have been prepared of

- the strategies of the sample of institutions to be studied in part 2.

Implications and Contributions

The proposed study will deepen our understanding of the inter-

relationship between banks' competitive strengths/weaknesses, their

competitive environments, and strategic choice. It will shed light on

the process by which innovations can be oriented and channelled

according to a larger strategic concept, i.e., how innovations can be

-- generated that "fit" with the strategic plan.
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Managing Transition in Naval Systems Development

Andy Van de Ven

Roger Schroeder
Gary Scudder
Steve Orth

Gary Seiler

This study focuses on the management of transisiton, i.e., the

management of innovation can be viewed as the management of transition

across functional, organizational, and resource boundaries, as well as

over time. In order to achieve this transition, many innovations, both

technological and process, may be required. Therefore, transistion

management is not a discrete event but a process for integrating all

the relevant functions and resources needed to develop innovations from

beginning to end.

Traditionally, the innovation process was viewed as a sequence of

separable stages (e.g., design, production, and marketing) linked by

relatively minor transistions to make adjustments between stages. With

transition management, the innovation process consists of iterations of

inseparable stages (or functions) linked by a major ongoing transition

process. Whereas the mechanical metaphor of an assembly line of stages

characterized earlier views of innovation, now the biological metaphor

of a hologram -- where the whole is placed into each of the parts --

more accurately portrays the transitions managment view of innovation.

Finally, while Initovation was traditionally viewed as an addition to

existing arrangements, now in a world of scarcity, Innovations are more

realistically viewed as often resulting in eliminations, replacements,

or transformations of existing arrangements. Transitioning people,
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organizations, and investments from existing arrangements toward these

new results create a host of major challenges in the management of

innovation.

The figure shown below summarizes the transitions management theme

as it is currently viewed for a local defense contractor.

ILLUSTRATION OF TRANSITIONS MANAGEMENT

Functions Design

Testing

Production

Manufacturing

Materials (Vendors)

Marketing (Acquisition)

time

Finance

Resources Capital

Human Resources

Information

This figure illustrates that several functions must be integrated, over

time, to successfully adopt a major innovation. Some of the functions

- . themselves represent innovations in the areas of manufacturing,

marketing, and materials management. These functions need resources in

the proper amounts, at the appropriate time, if transition is to occur.

These resources include finance, capital, human resources, and

information.
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There are many hypotheses (propositiuns) which are of potential

interest in this study. A pai-tial listing is shown below.

1. In new business startups there are less people and less
structures effecting transitions. As a result, transition is

faster with less use of resources to overcome, but there

exists a greater risk of technical or commercial failure.

2. Organizations which are "action-oriented" and keep things
simple have greater success in this process.

3. The transitions management process is not smooth. There is
much cycling and restarts are required.

4. Product champions, skunk works and simple organizational forms
help the success of transitions.

5. Team approaches facilitate transitions in large organizations.

6. Reward systems do not drive innovations or by themselves,

improve transistion.

7. A culture for change is critical in facilitating transitions.

8. External actors have a great effect on the transition process
e.g., where they can bring great pressure to bear.

9. Prototyping provides the greatest benefits for more complex
products and leads to a more stable product design.

10. In some organizations, the barriers to transition are
perceived to be so great that many innovations are stifled.

11. The accelerators/barriers change as ideas progress through

various phases during the transition process.

At the present time, access has been obtained to conduct this

longitudinal study in a major Navy defense contractor. The contractor

is engaged in the development of a major weapons systems that includes

innovations in six major components of Transitions Management: (1)

* design to production transition of the new systems, (2) factory

automation, (3) Just-in-time vendors' supply of materials, (4)

marketing the new system, (5) human resources development, and (6)

*. development of corporate culture.

-.. :. *.-'.'....,'.. .. ., .... ... . v ..... ' . -. -. . -. . ..'. .... ... .



... . ., . . ,. . . . . j - % , . , - - 7 , , • . . . .-

Other organizations have been identified for possible inclusion in

this study. The transitions management theme also pervades most of the

organizations in cher studies in the common framework.

These organizations will be studied using a combination of

structured interviews and detailed questionnaires. After individual

histories have been developed, each site will be resurveyed every six

months to measure how transition management unfolds over time. In

addition, close contact will be maintained with these organizations in

interim periods in order that observations of key events might occur on

a timely basis.

This study should contribute to the understanding of innovation

management in several ways. First, since this study is longitudinal (3

years +), there is an opportunity to develop (and possibly test) some

theories about the interaction of functional areas and resources, as

well as about the timing of these interactions. For example, timing

may prove to be the most critical factor in suctessful transitions.

Second, transitions management may require differing amounts of

resources in different organizational structures. Many other

implications of these studies can be developed in conjuction with the

previously defined hypotheses.
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PUBLIC/PRIVATE/NON-PROFIT JOINT VENTURES

By John M. Bryson, Paula J. King and William Roering

Project Description

1. The purpose of this project is to study joint ventures that cross

public/for-profit and/or non-profit boundaries. The cross-sector joint

venture is itself the innovation being studied. We feel that such joint

ventures will become increasingly common as interdependencies among sectors

increase and as distinctions among public, for-profit, and non-profit sectors

blur.

Unique Questions, Problems and/or Propositions

2. We are particularly interested in the factors that lead to success

and failure in the initiation, management, and termination of cross-sector

joint ventures. For exampie, we think that each sector's legal and institutional

constraints will affect the chances of success for cross-sector joint ventures.

We feel that some cross-sector joint ventures will be better for some purposes

than for others. And we feel that changes in the legal and institutional

framework of each sector, along with special skills and techniques, may be

necessary to make cross-sector joint ventures more successful. We as yet

cannot provide detailed elaborations of these "hunches," but will be able

to do so by the end of June 1984.

As an initial starting point for our research, we are using two frame-

works. The first is Van de Ven's (1976) theory of the nature, formation,

and maintenance of relations among organizations. Situational, process,

structural and outcome dimensions of this theory are presented in Figure 1.

Assumptions and hypotheses about the formation and maintenance of relations

among organizations are presented In Figure 2. The second framework is

Bryson's (1984) on the role of forums, arenas, and courts in organizational

design and change. The significance of the forums, arenas and courts
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perspective for the joint ventures project is that each joint venture

involves the creation of a new set of forums, arenas, and courts. Bryson

argues that forums, arenas, and courts are what links action and structure

in situations in which no one organization or institution is fully in charge.

The framework is presented in Figure 3. Forums are necessary for the

creation and communication of meaning, arenas are necessary for decision

making and resource allocation, and courts are necessary for conflict

resolution and the normative regulation of conduct. The significance of

forums, arenas and courts is that they mediate the transformation of a set

of potential decision, issues, conflicts and policy preferences into the

set of those actually considered and the set of those that are not.

Research Design

Two pilot studies of cross-sector joint ventures have been completed.

One is of Altcare, a joint venture of General Mills and the Wilder Foundation

whose purpose is to develop alternatives to the institutional care for the

frail elderly. The other is AHW, Corp., involving participation by the

Wilder Foundation, the City of St. Paul, and the Port Authority of St. Paul.

These ventures will be tracked longitudinally over the course of the study.

Additional joint ventures will be included, although exactly which ones

has not been decided. During the Spring Quarter of 1984, a national survey

will be undertaken to discover the extent to which cross-sector joint ventures

are used, and to invite participation in the study. Our hope would be to

have at least two of each type of cross-sector venture included in the study

(i.e., two public/for-profit, two public/non-profit, two for-profit/non-

profit, and two public/for-profit/non-profit).

Research methods will include questionnaires, interviews, on-site

observation, and an analysis of archival materials.

.* 55

. -.. . .,,1. -1-,1**



'7

Contributions of the Study

As we noted earlier, we feel that cross-sector joint ventures will be

an increasingly common organizational form. We know of no research, however,

that has systematically studied factors that lead to success and failure in

the initiation, management, and termination of cross-sector joint ventures.

This study, therefore, could break significant new ground in the understanding

of an emerging organizational form.

In addition, it is likely that the study will propose changes in the

legal and institutional framework of each sector to make cross-sector joint

ventures work better. The study alst is likely to outline special skills

and techniques necessary to make cross-sector joint ventures work better.
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SITUATIONAL FACTORS

1. Retour(e Dependence
Agents neeud tot external resour e,
A gent t need for other agent re i r Ihe e n ironment

2. Commitment To Problem Iie oir Opportunrty
Per( eied ( ommitment to reolse ens ironmental needs or realize opportunities

3 Awarene,
Knowledge of ensironmental need , problems, or opportunities
Know ledge or sets ii es and goals of other agent ies

%, .P r onal at quaintan en? ani t r-ipreventatis eN

4. Consenro)
Agreement among agent ;es on 'olurion, to enironmental needs or problems
A greement on ,er I e, anti goals among agent res
Conflit t on mean, and end,

S. Domain Similarirty
Sameness ot goals, sers ii es. staft ,kill,. and r lient, of agen(ies

PROCESS DIMENSIONS

I Intensity or Reoure Flow,
Amount of resour( e tlo,,ws amon ag!ent It'

2. Intenir t or Intorratiy)on f lo
f reque( so ( omrLJnu( ation

, 
armnong agen( ie

STRLCTL RAE DIMENSION'S

1. Formalization of IR
Of inter-agen( agreements
Of inter-agen( v ( onta( t,

2. Centralization of IR
Extent inter-agents, (ommittee de( rion, are binding upon members

3 Complexity of IR
Number of agen(ies in IR

Number of prole( ts and taks ondirtajkt.n b IR

OtLT CO11F DIMENSIONS

1 Pert eserj I t vt eries,

Fxsent agen( it. (ar nult i (onrmitmt .nt, ard beliese relationships are ,orthwhile,
eq til ili., pr odt is i', rril s, It .tis

FIGURE 1. Dimensions in Model on formation and Maintenance of IRs.

Source: Andrew H. Van de Ven (1976) On the Nature, Formation, and
Maintenance of Relations among Organizations, Academy of
MIanagement Review, Vol. 1, No. 4.
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ASSUMPTIONS

A. Organizations strain to maintain their autonomy
B. Organizational needs for resouries and/or (onrnitment to an external problem or opportunit are the com-

pelling reasons for IR emergence.
C. Resource dependence or problem commitment, aareness, and consensus among parties are necessary

conditions for IR emergence.
D. Organizations maximize gains and minimize losses in becoming involved in IRs.
E. Increases in the size of an IR and in the amount of resource flows between agencies increases problems of

integration and pattern maintenance.
F. IRs emerge incrementally and grow with su((esstul previous encounters at coordination.

HYPOTHESES IN RESOURCE DEPENDENCE MODFI

1. The greater the resource dependence, the greater the trequency ot inter-agencs communications.
2. The greater the frequency of inter-agency t ommunications, the greater the awareness of other agencies and

the greater the consensus among parties.

HYPOTHESES IN SYSTEM CHANGE MODEL

3. The greater the frequency of inter-agen(y communi(ations, the greater the awareness and commitment to
environmental problem,, or opportunities

4. The greater the commitment to environmental problems or opportunities, the greater the consensus
among agencies.

HYPOTHESES ON EMERGENCE AND STRUCTURE Of INTER-AGENCY RELATIONSHIPS

S. The intensity of an IR is a function of resource dependence, awareness, issue commitment, and consensus.
6. There is a concave (^'shaped) relationship between domain similarity and the intensity of an IR.
7. The greater the number of agencies in an IR, the greater the form, lization and centralization of the IR,
8. The greater the resource intensity of an IR, the greater the formalization and centralization of the IR.
9. The greater the perceived effe( tiveness of an IR at time 0, the greater the interdependence, and issue com-

mitment among the agencies at time 1, over time periods 0, 1, 2 . n.

FIGURE 2. Assumptions and Hypotheses about the Emergence
and Functioning oi Inter-Agency Relationships.

Source: Andrew H. Van de Ven (1976) On the Nature, Formation, and
Maintenance of Relations among Organizations, Academy of
Management Review, Vol. 1, No. 4.
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Public School Innovation Study

by Nancy Roberts, John Mauriel. Dan Gilbert, Barbara Edwards

THE INNOVATION

The innovation we are researchinq is a new participatory process
that was developed in a school district seeking to enlist and
include the key stakeholders in the district's environment for
the purpose ot bui 1dinq a constituency to support important
chanqes in the school system. This new participatory process
oriqinallv was employed to make major cuts in the district's
budqet durinq a period of retrenchment in the the State's economy.

The process is new in its scope, its desiqn, and its intensity.
Its scope is wide in that multiple stakeholders in the school
district's environment, who previously had not been included,
were brouqht into the budQet reduction process. Parents.
community members, teachers, and students were qiven active roles
in this process. The process was desiqned to facilitate large
numbers of people, to incorporate their suqqestions in the formal
decision makinq apparatus of the district. and to encouraqe their
future involvement in the schools. The intensity of the process
was also notable. The level of participation was unusually hiqh
for distrit. Oer 2, 0 communiity mmbers c:ame together for one
meetin t.o give their suqqestions on how the budqet should be
reduced., [eachers and admirni strators, who often had competinq
perspectives on the budqet., joined forces to cooperate on making
recommendationis f.or t.h-. budqet redt-iion pr cess. The support
for the superintendent was exc:eptionally hiqh from all members of
the educational communit,. This part icipatory model has been
subseguently institutionalized at the individual school level. in
6 of the distr-ict.s 1.5 schools, whereby th.. the principal shares
a set of school-overnance responsibilities with that school's
stakehol der repr esert at i ves.

Fhis new participatury process is now being introduced at the
state level by. a Dep:1rtmernt of Education. The goal is to include
as many citizens and key stakeholders in the state as possible
for- the p urpose of b,..ilding a con.at:ituenc: y that wil. 1. hel p define
and support the nec:esary chanes in education. To our knowledqe,
a part i ci i poft .,E pc (:(:t : a f thi s agl t.i..ide and scope has not been
attempted in any other school district nor in any other state. We
find -. hi , a trul t i] miqu e a:. and e, : itinq innovaton.

MODEL AND SOME F LY FRFOS1 T IO1(NS

The model f or di ... .n I . harj tha:l 1 hv i n u Ied i s a si mp l e
on e., and vet. if tL~c.essfu1, it w ill ha'e- pr ofouLnd effects on the
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a e-jduc.at in--al pol i cv is set., admi ni stered and imp I ementud I he
moe I is i lustrated in the f ol owi nq f i qure

New ideas New Process Immediate Outcomes: Eventual
+ ..-- Feedback on Qfuestions . Outcomes

'.tuesti ons - District -New ideas qener ated - Chanpes
atout Ed . State -commitment to new i n Ed.

levels ideas, orocess - Self
--Greater enerq, for sustaininq
chancie process of

- deCi si on
mal.inq and

idea qeneration
at the local level

CQtuest ions t h At have imp i cat-inns f or educational pol icv alonp
with some new ideas that need to be tested are submitted to those

1:stakhol ders who arIe partici pati in the process Throuqh this

participative process, . feedback on new ideas is qiven. new ideas
.;are suqpested for puss ilh. eperimen tation commi tment to the

ideas and process is qenerated , and Lreater "enerqv" to support
.the overall chan e e.ort is al van i z ed . It is anticipated that

the overall outcomes for this effort will be the creation of new
policies and proqrams, a-,d a self sustaiinq process for- much

action, which will chanqe the structure and system of education.

We anti i pate t.st.ine a number of propositions. The f ol I owi nq

wi I serve as O:Ampl es:

1. The wreater the stakeholder participation the qreater the
number of new ideas qener-ated

2. The 0reater the stakeholder oparticipation, the qreater the
commitment to new ideas.

The preater the stlI:ho]der parti cipation, the hi her the
stakehol der ener'v level for- ch,-.nqe.

4. The ureater thea ta.:ehol der particivpation, the qreater the
.sta[: ehol der st.i.lrort for- the or i r te et./ comm ss oner

5. The oreater the -ta$.:ehoi.de. participat.ion, the qreater the
number of :::han .. at tempt.e.ed.

6. The qreater the stDaI:eh,:.)ier part. ic::ipation, the Qr-eater the
i (al re .- rc .o' i- -o m] t ed . Ci :;uitD)C)i-t: ]orlncqir a chailpes.

7. The I e-s the(2 d i '.t- i c t " )hvs cal IrC.sour cc.e s the qreater the
oI e Cr.: an1d i t: *.L. (- r: j t-a. 1: c ho i d .r par- I. cj.l patL orl r e .qLA i red to

-'. * precipitat2 c.h anole.s.
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-US EAC H PD I (N

I. Field study conducted in one schooli distr ict. for the wurpose
of describi, r , mu nitori nq, arid eva iliuati i(.1 the new mo2del for
warticipation th at was developed. Data collecti on relied on

observation., scheduled irnterviews. =,nd ar-0hival r-ecords.

2. Field study conducted with the Department of Education to

assess how this model isa beinq used, mod fmied. and implemented

within the Depart.ment. Data col. lection relies on observation

interviews and archival, records.

:1. ri Feld study with school di stri ct.s to determi ne their

involvement with the new partici.patory model and their success
-.:. . with it. A sample of 6 innovati 1ve and 6 "noninrovative" school

districts will be lonoitudinallv studied utsini interviews. direct

observat ian, and archi val data col lection techninues. Si nc:e
districts respond di fferentiall'/ to i- n ovations, and di str ic t s

.,.2 .~.have different levels .oaf resources which ma. affect their abilitv

to part ici pate. disatr-i cts will he el. cted in terms of their

"innovativeness" and their level of resources. A panel of
ex.perts wi I.l be scd to make this sel! ec:t. .on

I MP'LI CA~TIONS A~ND CONTR IBUIO (NS OF THE S TUJDY

In the stud '/ of 1 nnovat j. hwll ., Lii w um-th i s £ ac comp I i shed may be

Ljust as important as what i acc:lmplished. This study of a new
part. icipat or / p rocie; s e .r n .h,. nub 1in th P i :c houl 9s has i mn 1 im at ionsa not
only for educatioanal ....i istem-a, but 1t:. h a implicat ions for other
bureaucratL n et I.i. 's, ! sL wi "., ., ..i L N i inert ia arId opposi ti on

to innovat. ion, and :hilqU. Whle' 1 o &at pat icipat i on itself is not a
new i dea,* the n.u w the . d sp in. ai d 1,: La 1 oval o-.f i ntI. en at i v that
th s model . t i p a D (Tip 1ain pr a',.ol. c i s a i n deed r evol ti o nary. In

bur eaucratila c i z m s -i t.h ] arw a , F..OM.(.It. o u st.ak<eholder p t .- O it

i i 1 mpor tan t to deve] op t.hu meiTha!1 s a:,ma tC i nteqrate stakeho1 ders'
ideas rather th ana .al ow tlm t" c afln'I. one another -arid prevent
any real ch;anue from iccrc.:L i or i . Whiie this parti-cipatory model

ini tial]' y .'; ,n . a a"l Lon I". ,o.. n o. l :i atr ctii level. it remains
to b -- We whether i. L ... h e. t.r anis er red to level of a State

Dne ,r tm r-t oi !dt, .: iitt.

. ~f:LJI! I ,HG S0iI.Jb' I!S

fhe Il t 1l i d .ti 1 t I ,':i r us. aar i , L€ni no bpina suipo. ted by the

Bs.3h FIo nt I: ,r. , l i h,: If I i, of N . l . :,i.owr ch. [n order to

pursule the at at. ,.i t e '41 it ._ iti tment ut Ldi.ucat iun and the

. districrts t.hro"q.j t tt ,1 ot hit o I ,t i..'ol, ud ii th the neW

process, addi t Wlwo l" ml i 14 'it- I' H" iled with the State

Departmn-t K " L ,I . m i n, ia , tii ) it t ail i nf t dar , Itj on and
pr1 vaLe o- a [ 'l t. Lii I I.-

U-.
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HUMAN RESOURCES MANAGEMENT

INNOVATION PROJECT

By: Harold L. Angle, Charles C. Manz, John Guarino, Rosemarie Orehek

PROJECT DESCRIPTION: Rather than studying "an" innovation, per
se, this research investigates the ways in which organizations
can create and sustain conditions such that widespread innovation
becomes a normal part of the employment exchange. Thus, the
principal focus is on how organizations' human resource
management programs, processes and systems can contribute toward
establishment of a high-performance, high-innovation culture.

OVERVIEW OF THE RESEARCH: The proposed research addresses two

general issues:

A. How can oroanizations create conditions that foster widespread
"spontaneous, innovative behaviors" and hiqh levels of performance
among members? A primary concern underlying this issue is the
establishment and institutionalization of spontaneous, innovative
behaviors as "part of the deal" (i.e., psychological contract)
between the organization and its members. Regarding both issues,
we are interested in identifying everything the organization can
do to create and sustain an innovative, high-performing culture.
It is suggested that one viable way that organizations can
accomplish this is through the application of such "substitutes"
for bureaucratic controls as organizational commitment and self-
management.

B. What are some of the self-mediated controls that presently
exist in organizations, which could, if properly managed.
contribute to organizational performance and innovation? Of
concern here is the identification and institutionalization of
organizational control mechanisms that naturally stimulate and
motivate innovation and high performance in employees.

The research will study, systematically, three primary
determinants of behavior in organizations: what new members bring
to the organization; what happens to them as members; and what
they do in their organizational roles (i.e., an employee's own
actions sometipes have strong effects on subsequent motivation).
As part of the prr(-ect, we would like to follow the same
employees over a sufficiently extended time period as to enable
the discovery of cause--and-effect relationships among
organizational practices, employee attitudes and employee
performance.

Key concepts We anchor this research in a small set of concepts
which will provide an overall framework to guide the formulation
of research hypotheses, to wit:

1. SLbstitutes for bureauLratic controls: In the same
sense that a number of "substitutes for leadership" have been
suggested, By Steve Kerr and others, there are probably several



4@ aspects of organizations, their members and their situations
which can augment, substitute for, or otherwise render

unnecessary, explicit externally-imposed controls

2. Self-management: One key category of substitutes for

-* controls is the self-management processes which naturally
stimulate and motivate employees. Related concepts include
social learning, personal control, intrinsic motivation, and
Deci's cognitive evaluation theory.

3. Commitment processes: Commitment can be another
substitute for externally-imposed controls. In the literature,
the term commitment has been confounded by being used in two
senses (without any obvious insight on the part of the users that
this is the case):

a. commitment to future action: this is the type of

commitment that members of participative decision-making groups
are said to have toward decisions in which they share
.'ownership.

b. commitment to social systems: this is what is
ordinarily meant by the term "organizational commitment." It is

a psychological attachment which may include identification of

self with system, internalization of the system's cultural norms

and values, loyalty, and a reluctance to leave the system.

We will consider both types of commitment in this study.

4. Psychological contract: This is the relatively
implicit set c, exchange agreements members form with their

organizations. In particular, such implicit bargains may (or may
not) include the expectation that members will perform

spontaneous, innovative behaviors in their organizational roles.
Related concepts include self-fulfilling prophecies or the so-
called Pygmalion effect, zones of indifference, and the norm of

reciprocity.

* 5. Organizational socialization: this term describes the
process by which organizations impart their norms and values and

by which individuals "learn the ropes." While it recurs

throughout the organizational career, it is most crucial around
the time the individual first becomes a member. Related concepts
include social influence processes, conformity and deviance, and
modeling.

Specific research auestions We can anticlpate a number of

research questions which would be appropriate, within the overall

framework laid out above. A few examples are:

a. How can psychological contracts be established so that

organization members: (I) consider spontaneous/innovative
behaviors to be a legitimate part of their jobs, and (2) believe
that the organization truly values their innovative

contributions?

.. .. ... . ... .. -...- ...-....-. .. -. -.. -...t 4
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. b. How aind why do members become committed to their
organizations? How can organizations stimulate the process"

Should organizations do so?
c. How many meaningfully different types of commitment are

there? How can we sort them out empirically? Are their

underlying causes different? What different impacts on
individual performance and organizational effectiveness do they

- - exert?

d. What is the relationship between organizational

commitment and innovation? Does commitment foster innovation,

stifle it, or does it depend on the type of commitment?

e. What is the relationship between organizational
commitment and self-management effectiveness? Is organizational
commitment a necessary precondition to self-managed productivity

and innovation? If not, what attitudes or predispositions can
provide the basis for self-management?

f. How can self--management be stimulated and developed in
organization members in a way that contributes to organizational
performance and innovation?

g. What kind of control alternatives (i.e. non-bureaucratic

controls) are available, which contribute to employee
commitment, performance and innovation?

h. How can the balance between autonomy/self-management and

structuring be optimized to maximize performance and innovation
while minimizing role ambiguity and related stress?

i. What is the role of organizational career management and
member development systems and practices in fostering widespread

" innovation?

These questions are representative, but by no means comprise an

exhaustive set. Under the proper circumstances, we believe that
this proposal can provide the framework for a very extensive

research program.

Research settinQ; Initially, three organizations are

* participating in the research:

The first is a Fortune 500 company engaged in manufacturing
- in a wide variety of sectors including chemical, electronics and

medical products. 1he company has earned a reputation as one of
the best-managed and most innovative in the world and,

accordingly, should serve as an ideal laboratory for the project.

The second company iE- also a Fortune 500 organization; one
whose principal role is the development of chemical specialty
products, systems and servites. This organization is
particularly interesting in the Lontext of the present research

because the Senior Vice President for Human Resources has

undertaken to revitalize the organization's culture as follows:

N-. 7-
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1) Creation of strong subcultures within a divisional form
of organization.

2) Minimization of interdependence or the need to integrate
activities among the subunits.

3) Keeping the overall culture-driven principles (i.e., the
"glue" which holds the many subcultures together) down to

as few as feasible

4) Establishing a career-development system which provides

organizational resources to individual career managers,
but places the responsibility for action on individuals.

5) Recognition of the principle of self-interest in
employee-organization relationships; i.e. avoiding the
creation of "golden handcuffs" forms of organizational
commitment, and encouraging employees to leave when it is
their best interests.

6) Adherence to the principle of "control by letting go."

The third company is a large insurance brokerage,
specializing in corporate insurance and financial planning. The
Chief Operating Officer and Acting President of this organization
has been our principal contact up to the present time. He has
been instrumental in an ongoing reorganization of the company in
response to what he perceives to be irreversible changes in the

insurance industry. This reorganization may have far-reaching
impacts on the human system in this company, and will provide an
interesting contrast to the other two organizations participating

in the research.

Conduct of the research There will be four phases to the
project; an exploratory phase, a case-study phase, a longitudinal

phase and an expanded phase (the longitudinal and expanded phases
co-occur; i.e., the expanded phase will take place during the
early part of the longitudinal effort). All except the
"expanded" phase will he restricted to the three organizations
noted above.

1. Exploratory Phase: Structured interviews with key
informants will help us clarify and define the scope and depth of
the project. In addition, archival information and other
documents will be used to help us refine our "picture" of the
organization. One critical goal in this phase will be to try to
identify any specific HRM innovations which can be studied over
time.

2. Case-study phase: An expansion of interviews both
within the organization and with other stakeholders, possibly
augmented by surveys, will enable us to complete a static case

study of each participating organization, and to begin
longitudinal case studies of specific innovations in HRM.
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3. Lonqitudinal phase: In this phase we will track
specific innovations, over time, within the overall framework of

the ONR-sponsored innovations project.

4. Expansion phase: Here we will test the ecological
validity of our case-study findings by large-sample survey

methods applied to a diverse set of organizations.

- -Project status The project is in the incipient stage in all

three organizations. Initial interviews have been conducted with
our principal contacts and preliminary documentation has been

gathered on the three organizations. During April, 1984, we are
conducting structured interviews with an expanded set of
organization members.

SIGNIFICANCE OF THE RESEARCH: As suggested several years ago by

Daniel Katz, organizations must motivate their members to: (1)
join and stay, (2) perform their asszgned roles (i.e., job

descriptions) reliably, and (3) perform certain spontaneous/

innovative behaviors which go beyond the "letter" of their
exchange relationship with their employer. As one proceeds from
the first, toward the third motivational requirement, the problem

becomes increasingly difficult for organizations. Nonetheless,
current changes in organizations and their environments are

making "motivation of the third kind" increasingly crucial, as we

enter what has been termed the "postindustrial age." This

research will improve our understanding of how organizations can

manage this motivational requirement.

°o.
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THE DEVELOPMENT OF VERTICALLY INTEGRATED HEALTH CARE SYST S BY COMMNITY
NOT-FOR-PROFIT HOSPITALS: A STUDY OF INNOVATION

John Kralewski, Bright Dornblaser, and Chris Potter

This project focuses on the development of local and regional health

care systems by community not-for-profit hospitals. During the past ten

years there has been a pronounced consolidation of hospitals through the

development of national systems with centralized ownership and/or management.

Recently, however, a group of large metropolitan hospitals formed a national

corporation designed to provide systems advantages to member institutions

while maintaining local ownership and control. This cooperative (a for-profit

corporation) was named Voluntary Hospitals of America (VHA). It is now

three years old and has 50 members. Recently, VRA initiated a program to

establish local vertically integrated systems around each of their member

hospitals and then integrate those subsystems horizontally through the national

corporate VHA office.

This study will focus on the development of these local systems. As such

it will not deal as much with questions surrounding the etiology of the idea

for the development of the subsystems as it will the life cycle of the idea

over time. Specifically, we propose to study the following.

1. The development of the "local systems" idea by the VHA corporate

office including the key actors in the formation of the idea, supportive

groups, the role of consultants, and the role of the board of governors.

2. The testing and adoption phase of the idea including the selection

of a hospital for testing the strategy, the problems encountered by that

hospital, and the factors causing VHA to judge the idea to be good and worthy

of implementation throughout the system.

"* 3. The diffusion of this innovative strategy throughout the VHA system.

This will include six case studies of the hospitals that have adopted the

strategy and implemented the plan in their local areas. Factors leading to
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the adoption of the idea in each hospital will be studied including the key

• actors, supportive groups, and those opposing the plan. We will also study

the pattern of diffusion throughout the VHA system and will identify organizational

factors enhancing and inhibiting this innovative idea in the member hospitals.

In other words, we will attempt to answer the question "what contributes to

the acceptance or rejection of this strategy at the local hospital level?"

4. The organizational arrangements among local hospitals which facilitate

" and inhibit implementation of the "systems" strategy and how those factors

affect each stage of the systems life cycle.

5. The roles of environmental conditions, organizational structures, the

governing board, administrative staff, medical staff, and department heads

in facilitating or inhibiting the adoption and implementation of the system

by the local member hospital.

The study will include seven sites: The VHA corporate office and six

local hospitals. The hospitals will be chosen in the order in which they

adopted the local systems strategy (as an alternate approach we could study

three hospitals that adopted the strategy and three that did not).

This study is unique in that it will focus on highly professionalized

organizations where management controls only a small part of the production

process. The medical staff in these hospitals largely control the patient

care process. As such, they dominate the decision making process including

the allocation of resources, even though they function as independent

practitioners and are not accountable to the hospital organization. Hospital

administrators, therefore, must not only deal with the hospital organization

in terms of developing and implementing innovations but they also must deal

with the powerful medical staff organization. How this is accomplished will

be a major focus on this study.

*09
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A second unique aspect of this study is that in addition to the parent

hospital, several other local hospitals will be included in these "systems"

initiatives. Thus, the parent hospital must deal with multiple hospital

and medical staff organizations in order to establish the system.

This study will contribute to the field at several levels. As health

care costs escalate, there is increased pressure on the field to improve

the effectiveness and efficiency of provider organizations through scale.

The nature of these organizations and especially the relationships between

the hospitals and their medical staffs often make it extremely difficult to

achieve those ends. This study will identify factors contributing to the

success or failure of efforts to develop and manage innovative systems and

as such will better equip those in leadership positions to achieve those ends.

"*- The study will also contribute to the generalized body of knowledge regarding

the development and diffusion of innovation in large scale organizations and

*-.* will help further elaborate a set of theories underlying innovation.

70
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Proposed Model

As has been stated we will attempt to answer the question "What contributes

to the acceptance or rejection of this strategy at the local hospital level?"

We start with several assumptions, the validity of which we will be testing.

The first of these is that innovation usually means change and disruption,

and ceteris p ribus, the greater the change the greater the resistance will be

by organizational members (this can be readily explained and illustrated from

the literature).* Innovation will be a product of forces between those

supporting it, and those antagonistic to it (this is the model behind Lewin's

force field analysis).

It is further assumed that the resolution of the conflict will depend on

the following factors:

Formal Authority - The authority of the proponents to force through

(FA) changes (FA]), and

- The authority of opponents to block change or

force through alternative proposals (FAt).

Informal Power - The ability of the proponents (IPI) and opponents (IP2)

to mobilize positive or negative sentiments among(IP)

key constituencies (community, work force, or others

to be identified).

Negotiation - The resources and options available to proponents

(N) to negotiate changes (NI), and to opponents to

negotiate alternatives. (N2)

Contingency - Events in the organization's social or technological

(C) system, or in the environment, conducive or otherwise

to change (C C andC
soc tech enviro

*In this section it is assumed only one organization is involved. The same model

applies to system building between organizationt.
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Quality of Innovation - The extent to which all parties recognize the

(QI) inherent soundness of the proposal (although for

other reasons it may not be acceptable). This will

involve expected payoff, cost of implementation,

and technical feasibility.

Innovativeness of staff The likely innovativeness of the organization's

(I) staff based on demographic and professional

characteristics.

Successful innovation is therefore seen in terms of (i) environmental

factors, (ii) social factors deriving both from proponents and opponents,

(iii) technological restrictions within the system, (iv) resource availability,

and (v) factors relating to the innovation itself. We can express it in general

terms as follows:

Innovation = FAI + IP + NI + C + Qi + 1 - FA2 - IP2 - N2

The higher factors FAI, IP, Nl, C, QI and I, the more likely

it is that innovation will occur. The higher factors FA2, IP2

and N2 the less likely it is that innovation will occur.

Although measures of these factors could be generated, the model is not

intended to introduce a rigorous approach which may be premature. It would

be very difficult, for example, to weight the factors without data collection.

At this stage it is intended as a guide to data collection. The

researchers will need to identify key dates and incidents when the proposed

innovations were proposed (by whom, to whom and what other salient events may

have occurred directly before or after). They will need to trace reactions

and discussions, and to identify how the various constituencies heard about

the proposals; how their views developed, for or against; how they were challenged

or how their views were modified. The proposals themselves need to be considered,
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- as well as any modifications that were introduced before implementation. They

will need to identify issues in the industry and local community which will

have had a bearing on the proposals made . They will need to assess the

actors involved, and the organizational features, social and technological,

which may have facilitated or hindered implementation.

In order to obtain such information, much of which will be hist oric

and subject to considerable unintentional distortion and necessarily subjective

interpretation, will be extremely difficult and time consuming. It will entail

access to written records of meetings, files, and any information distributed

at the time. This will have to be expanded and cross-checked, by semi-structured

interviews with all the key proponents and opponents involved including any

no longer active in the system.

We will be attempting to analize:

() How innovations were presented, modified, aborted or implemented,

(ii) If there are similarities in the critical factors causing abortion

or implementation,

(iii) If weighting can be ascribed to our factors identified above,

-'. (iv) If there are critical events in the process of implementation

which cause abortion,

(v) If there are identifable strategies used by proponents which help

to mitigate factors which would predict lack of success.
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Jl.

Assumptions Behind Model

1. Organizations and systems are pluralistic, this implies

(i) There will not always be total consensus

(ii) Structures and processes are negotiated to some extent

(iii) There is a tendency to stasis

2. Organizations and systems need to create a structure and processes

which accommodate both technological and social imperatives.

Innovations threaten the balance achieved.

3. Organizations and systems are not closed. They must interact with

the environment in order to ensure legitimacy, financing, staff, supplies,

ideas and clients. The environment is a major influence on internal

decision making, indirectly and directly. In some circumstances the

environment can overpower any internal activity.

4. Resources are finite, so any significant decision will involve costs,

including opportunity costs, for some or all organizational members.

5. If someone supports a change there will be some direct or indirect

benefit to them, and vice versa. Where resistance is ideologically

based the benefit/cost may not be obvious.

6. Individuals and groups tend to resist things they do not understand or

the effects of which they do not understand. The perception of a proposal

varies between individuals. This is a function of clarity of message,

medium used, and various filters influencing receptors

- How was proposal presented?

- Was it fully understood?

- What affected perception?

- Individual capability
- Prejudice
- Conflictine messages
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7. Individuals and groups are able to influence others through a variety

of formal and informal processes. There will be alliances and shifts of

alliances within the organization or system, and spanning the organizational-

environmental boundary. This will be a tunction of:

- The distribution of authority

- The distribution of resources

- Changes in the costs and benefits perceived by parties

- Personal qualities and techniques of interested parties in

promoting their preferred options
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