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PREFACE E 

"Whyy don't you just obtain your PhD on the basis of the articles you've published 
overr the past few years?" Rik Maes posed this question roughly a year ago. I must 
admitt I hadn't considered that option. My first word of thanks is therefore 
reservedd for Rik. Without his idea, I would probably have spent 4 December 
doingg my shopping for St Nicholas; now I am able to defend my dissertation in 
frontt of a PhD Committee in that beautiful Lutheran church. I have no doubt that 
thee members of this committee will surprise me with probing questions. That is 
whyy I have a small surprise in store for them and all the others present on the day. 
Curiouss readers are referred to the cover of this thesis, which lifts a small corner 
off  the veil... 

Thee result is a dissertation consisting of six chapters. In the next section, I 
shalll  highlight the publications on which these chapters are based, and thank all 
thosee who contributed in one way or another to the realization of these 
publications.. Here I like to show my gratitude in a broader sense. 

Firstt of all, I would like to thank my colleagues of the Accountancy and 
Informationn Management department, the research group Prima Vera and the I+M 
foundation,, who are in charge of our Information Management postgraduate 
program.. Thanks to them, work hardly ever feels like work. Be it education or 
research,, more often than not teamwork allows us to create something that we 
wouldd never have been able to achieve on our own - isn't that the essence of 
collectivee learning? Our reengineering times, of which I have fond memories, 
providee a typical example. Just as an educationalist can encounter problems 
raisingg his own children, or the economist managing his or her own purse, we 
"processs experts" frequently found our research processes going "off the rails," a 
problemm that could only be solved through teamwork. We clearly should have 
learntt to master that particular skill a little better! 

Next,, I would like to thank the members of the PhD Committee: Prof. Dr 
Tonyy Bryant, Prof Dr Jaap Boonstra, Prof. Dr Wout Buitelaar, Dr Chun Wei 
Choo,, Prof. Dr Claudio Ciborra and Prof. Dr Hans Jagers. Without wishing to 
offendd the Dutch participants of this committee, my gratitude is directly related to 
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thee number of kilometers that you will have to travel to be present on 4 
December. . 

AA final word of thanks is reserved for my family and friends, and in 
particularr for Frances, who are always welcome distractions from my day-to-day 
activities.. They too are inspirational people, but I am happy to say in completely 
differentt ways! 

Publicatio nn Histor y and Acknowledgement s 

Chapterr 2 - Business Reengineering: The Early Days - is a newly written 
introductionn to the concept of reengineering, which is based on five, more 
conceptuall  articles that have been published in the years 1993-1995: 

Huizing,, A., and R. Maes (1993), Business Reengineering: A 
Methodologicall  Approach, in: Proceedings G.U.I.D.E. 34th Spring 
Conference,Conference, Lisbon, Portugal: 7-22. 
Huizing,, A. (1993), Transformatie door "business process redesign", 
ManagementManagement & Informatie, jrg. 1, nr. 3: 3-13. 
Kleinn Klouwenberg, M., and A. Huizing (1993), BPR: Hoe doe je het? -
Hett organiseren van resultaatgerichte verandering, Management & 
Informatie,Informatie, jrg. 1, nr. 3: 85-95. 
Huizing,, A., A.M. Stolwijk, and E.J. de Vries (1994), Accelereren op de 
infrastructuur,, Management & Informatie, jrg. 2, nr 3: 75-84. 
Huizing,, A., and I. Clintjens (1995), Meer pit door ProMES, Management 
Ratio's,Ratio's, aflevering 3, B 3.3.2: 1-14. 

Thesee publications deal with various aspects of business reengineering as a 
managementt and organization concept. In succession, these aspects are: the 
methodologyy of reengineering, a general introduction of reengineering and the 
conceptt of balanced change, change management, information infrastructure, and 
performancee measurement. I thank Rik Maes, with whom I wrote our first 
publicationn on business reengineering. This article has been presented at the 1993 
G.U.LD.EE conference where I stood in for Rik as the keynote speaker. I also thank 
thee editorial board of the journal Management & Informatie for inviting me to be the 
guestt editor of the 1993 special issue on business reengineering, and Esther Koster 
andd Erik de Vries for co-developing ideas expressed in the introduction I wrote for 
thiss special issue. Furthermore, I thank the co-writers of the other three articles: 
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Maaikell  Klein Klouwenberg (1993), Loek Stolwijk and Erik de Vries (1994), and 
IlonaCHntjens(1995). . 

Chapterr 3 - Balance in Business Reengineering - is a reprint of: Huizing, 
A.,, E. Koster, and W. Bouman (1997), Balance in Business Reengineering: An 
Empiricall  Study of Fit and Performance, Journal of Management Information 
Systems,Systems, Vol. 14, No. 1: 93-118. This article, reprinted by permission of Journal of 
Managementt Information Systems, was included into the 1997 summer edition of 
thiss journal as part of a special section on the impacts of business process change on 
organizationall  performance. I owe a special thanks to Esther Koster and Wim 
Boumann who co-authored this article. Moreover, I thank Erik de Vries, Monique 
Oliehoek,, Laurentine Pels Rijcken, and five students who all participated in the 
reengineeringg research project on which this chapter is based, and J. H. Oud, B. 
Niemöller,, and C. Tiebosch for their support on research methodology. I would also 
likee to express my gratitude to V. Grover and W.J. Kettinger, who were the guest 
editorss of the special section in the Journal of Management Information Systems, 
thee anonymous reviewers, and all others who provided valuable advice and useful 
comments.. Finally, I thank the Association of Business Engineers, the leading 
forumm of reengineering professionals in the Netherlands, for its financial and 
nonfmanciall  support of the research project. 

Chapterr 3 is representative of various publications reporting on the 
reengineeringg research project that we have conducted in 1995. Amongst others, 
thesee publications are: 

Bouman,, W., A. Huizing, E. Koster, J. Mink, M. Oliehoek, L. Pels Rijcken, 
andd E.J. de Vries (1995), Business reengineering - Het regisseren van 
complexecomplexe organisatieverandering, Amsterdam: Associatie Business 
Engineers/Universiteitt van Amsterdam. 
Vries,, EJ. de, and A. Huizing (1995), Business reengineering en 
automatisering,, Computable, jrg 28, nr 26: 33-35. 
Vries,, EJ. de, and A. Huizing (1995), Beter resultaat bij meerdere 
veranderingen,, Computable, jrg 28, nr 39: 33-35. 
Koster,, E., W. Bouman, and A. Huizing (1996), The Profitability of Balanced 
Change:Change: An Empirical Study on Business Reengineering in the Netherlands, 
Thirdd Academic Conference on BPR, Cranfield University, Bedford, England. 
Huizing,, A., and W. Bouman (1996), Business reengineering: sturen op 
samenhang,, Management & Informatie, jrg 4, nr 1: 4-12. 
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Huizing,, A., E. Koster, and W. Bouman (2000), De kunst van het balanceren, 
in:: F. Willemstein and J. van Zetten (eds.), Voor de verandering, F&G 
Publishing:: 31-37. 

Thee main findings of the research project on reengineering were first published in 
thee 1995 book mentioned above. A part of this book concerned a separate, smaller 
researchh project on the relationship between reengineering and information 
technology.. The two 1995 publications with Erik de Vries reported on this smaller 
project.. Subsequently, a number of papers and articles followed, which included the 
twoo 1996 publications and the article in the Journal of Management Information 
Systemss mentioned before. The article published in 2000 concluded the stream of 
publications. . 

Earlierr versions of chapter 4 - Business Reengineering: A Critical 
Assessmentt - have been published in a book and three journals: 

Huizing,, A. (1997), Business reengineering op doorreis: tussenstation of 
eindstation?,, in: A. Huizing, and E.J. de Vries (eds.), Business reengineering 
opop doorreis: tussenstation of eindstation?, Alphen aan den Rijn/Diegem: 
Samsomm Bedrijfsinformatie: 9-23. 
Huizing,, A. (1997), Business reengineering op doorreis: tussenstation of 
eindstation?,, Handboek Bestuurlijke Informatiekunde, december: 1-15. 
Huizing,, A. (1998), Business reengineering op doorreis: tussenstation of 
eindstation?,, Handboek A.I. V.-Informatietechnologie, februari, E 2600: 1-15. 
Huizing,, A., and EJ. de Vries (1998), Business reengineering: over en uit?, 
TijdschriftTijdschrift voor Bedrijfsadministratie, nr 1217, jrg. 102, november: 425-431. 

Inn 1997, my colleague Erik de Vries and I felt that the concept of business 
reengineeringg was in need of a thorough and critical evaluation. Subsequently, we 
invitedd a number of critics and proponents of reengineering to contribute to the 
abovementionedd book: among others, J.J. Boonstra, W. Bouman, C.U. Ciborra, 
andd E. Koster. My introduction to this book concluded the 1992-1997 period 
duringg which my publications were mainly focused on reengineering. 

Chapterr 5 - Knowledge and Learning, Markets and Organizations - is 
reprintedd by permission of Oxford University Press: Huizing, A., and W. Bouman 
(2002),, Knowledge and Learning, Markets and Organizations: Managing the 
Informationn Transaction Space, in: C.W. Choo and N. Bontis (eds.), The Strategic 
ManagementManagement of Intellectual Capital and Organizational Knowledge, New York: 
Oxfordd University Press: 185-204. Many thanks to Wim Bouman for his 
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continuingg role as my sparring partner, and to Chun Wei Choo, Nick Bontis, and 
thee anonymous reviewers for their valuable comments and suggestions. 

Finally,, chapter 6 - Towards a Learning-Based Theory of the Firm - was 
writtenn during the summer of 2002 and, consequently, has not yet been published. 
II  once again thank Rik Maes and Wim Bouman for their invaluable support. 
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11 INTRODUCTION 

Thiss dissertation contains articles on business reengineering and organizational 
learningg published over the last ten years and a new article that still has to find its 
wayy to a journal. Chapters 2, 3, and 4 focus on reengineering, while chapters 5 
andd 6 consider knowledge and learning across markets and within organizations. 
Eachh chapter is self-contained and can be read as a separate essay. There is, 
however,however, another way to approach this book. If reengineering is interpreted as a 
recommendationn to "organize around process" and learning to "organize around 
knowledgee and the construction of meaning," then both subjects can be viewed as 
developmentss in organization theory, each of which presents a different approach 
too division of labor and coordination issues. 

Somee theorists believe organization theory to be in a state of disarray 
(Pfeffer,, 1993; Spender, 1998; Grant, 2001). In their opinion, innovative ideas 
emergee from firms and consultancies rather than from academics, and new 
organizationall  developments are proceeding faster than our capacity to theorize 
aboutt them. Moreover, there would be hardly any cooperation among and within 
thee different organization disciplines addressing organizational problems, thus 
obstructingg the growth of organization theory. Instead, each organization 
disciplinee and every theory group operating in these disciplines would pursue its 
ownn specialized research agenda, thereby not only producing academically 
rigorouss outcomes, but also an increasing divergence from managerial and 
organizationall  practice. All these contentions relate to the debate on rigor versus 
relevancee that plays an ongoing role in organization theory. Reengineering and 
learningg can therefore be seen as different, unrelated subjects, and as concepts of 
organizationn that can be evaluated in terms of their contribution to organization 
theoryy and to the rigor versus relevance debate. The five chapters in this 
dissertationn can be read either way. 

Thiss chapter serves as an introduction to reengineering and learning. In 
addition,, it poses the question: what can we learn from both concepts if we 
considerr them in the wider context of organization theory and the debate on rigor 
andd relevance taking place within this context? With this question, the objectives 
off  this dissertation become clear. The first objective is to inform on business 
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reengineeringg and learning as two organizational topics, which can be studied 
independently.. The second objective is to see both topics as major developments 
inn organization theory, and to evaluate them in this context. Finally, the third 
objectivee is to take up a personal position in the rigor versus relevance debate. 

II  shall first describe the fundamental challenge of organization, and 
presentt an overview of the academic disciplines addressing this challenge. In 
doingg so, a distinction is made between economics, organization studies, and 
organizationall  economics. I deal with organizational economics at greater length, 
becausee it plays a vital role in the rigor versus relevance debate and because it 
providess the context for chapter 6, in which I attempt to develop a new learning-
basedd theory of the firm. Furthermore, the rigor and relevance debate among and 
withinn economics, organization studies, and organizational economics is briefly 
illustrated.. This discussion not only allows me to subsequently introduce and 
summarizee the five chapters dealing with reengineering and learning as separate 
subjects,, but also to evaluate them as contributions to the much wider perspective 
off  organization theory, and to develop some thoughts on rigor and relevance. 

Chapterr 2 is a summary of five articles published in several journals in 
thee early days of reengineering. It introduces the concept of reengineering and a 
reengineeringg typology on which the notion of balanced change is developed. 
Chapterr 3 is a complete reprint of an article that reports on a quantitative-
empiricall  study into the relationship between balanced change and organizational 
performance.. It is representative of a number of publications that resulted from 
thiss study. Of chapter 4, in which reengineering is critically assessed and its 
demisee anticipated, four previous versions are in circulation. Learning across 
marketss and within organizations is the subject of chapters 5 and 6. Chapter 5, 
too,, is a complete reprint of a previous publication, whereas chapter 6 is "hot off 
thee press," and has not yet appeared in a journal. In total, this dissertation 
encompassess 18 publications, which I have collated alone or in collaboration with 
others.. Although this is not an exhaustive list of everything that I have produced 
sincee 1993, it does entail most of my work in this period. The genesis of these 
publicationss is briefly highlighted in the preface, which also contains 
acknowledgementss to all those with whom I have cooperated in one way or 
anotherr over the last decade. 
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CHAPTERR 1 INTRODUCTION 

Thee Challeng e of Organizatio n 

Broadlyy conceived, the fundamental challenge of organization is how to organize 
thee production and distribution of the billions of products and services our 
developedd societies need. This challenge arises from the fact that economies of 
specializationn can be obtained from the division of labor. Specialization, however, 
leadss to a need for coordination - that is, productive activity requires that 
heterogeneouss resources and specialized actors (organizations, individuals, and 
evenn societies) are synchronized. Basically, there are two modes in which 
coordinationn can take place: across markets and within organizations. It is 
remarkable,, however, that these two modes of organization are studied in separate 
academicc disciplines, which hardly inform each other. 

Thee functioning of markets is the traditional domain of microeconomics, 
inn which the neoclassical theory acts as the dominant paradigm. It is on these 
marketss that products and services are exchanged. Neoclassical economics is 
thereforee focused on the distribution or allocation aspects of the fundamental 
challengee of organization. It is directed towards achieving coordination between 
markett exchange parties. By contrast, organization studies, to which contributions 
aree made from diverse academic disciplines such as sociology, psychology, 
managementt and organization, political science, and anthropology, is the field 
wheree organizing as a dynamic activity as well as organizations as entities are 
studied.. Here, the production aspects of the fundamental challenge of 
organizationn occupy center stage. In organization studies, the focus is on 
achievingg coordination within organizations or value networks. Since these bodies 
off  theory hardly communicate with each other, no grand theory of organization, 
"explainingg it all," has yet appeared. Instead, there are many theories stemming 
fromm the different academic disciplines, each focusing on different aspects of the 
fundamentall  organization challenge. 

AA major development in organization theory - broadly described as all 
thee academic disciplines addressing the fundamental challenge of organization in 
onee way or another - are the so-called theories of economic organization, which 
tryy to bridge economics and organization studies (see figure 1.1). While still far 
removedd from such a state, they are aimed at combining the exchange and 
productionn aspects of economic activity. I see this development as a highly 
ambitiouss project, which, from the perspective of the fundamental challenge of 
organization,, is both inevitable and needed. Below, I wil l briefly describe some 
differencess between economics and organization studies and how the economic 

3 3 



O NN O R G A N I Z A T I O N : L O O K I N G B A C K O N R E E N G I N E E R I N G A N D A H E A D T O L E A R N I N G 

theoriess of organization try to combine both disciplines. It is not that I believe 
that,, one day, we will arrive at a grand theory of organization, nor that such a 
theoryy should be our common goal. I do believe, however, in the debate between 
thee different theories, opinions, and beliefs on how to divide labor and coordinate 
specializedd activities as we build toward a science of organization. Moreover, this 
discussionn allows me to comparatively assess business reengineering and learning 
ass contributions to the wider perspective of organization theory, and to take up a 
positionn in the aforementioned rigor versus relevance debate. 

Thee fundamental challenge of organization 
Howw to organize the production and distribution of the products and services we need 

Focuss on different organization aspects 

Exchang ee on market s 

Economic s s 
Neoclassical Neoclassical 
perspective perspective 

Organizationa ll  Economic s 
BehavioralBehavioral perspective 
Contractual/governanceContractual/governance perspective 
CompetenceCompetence perspective 

Focuss on differen t organizationa l problem s 

Productio nn in organization s 

Organizatio nn studie s 
Sociology Sociology 
Psychology Psychology 
ManagementManagement and organization 
PoliticalPolitical science 
Anthropology Anthropology 

Differen tt  approache s to divisio n of labo r and coordinatio n issue s 

Figuree 1.1 The study of organization 

Thee Study of Organizatio n 
AA major difference between economics and organization studies is that 
neoclassicall  economists have succeeded in framing the allocation aspects of the 
fundamentall  challenge of organization into one coherent economic problem. In 
theirr language: resources - defined as all means which may contribute toward the 
satisfactionn of human needs (Douma and Schreuder, 1991) or as bundles of 
potentiall  services (Penrose, 1959) - are scarce, which should therefore be used as 
efficientlyy as possible, "...whether the resources are dollars, a bowl of whipped 
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cream,, available time, or even a reputation for honesty and skill" (Stigler, 1988: 
193).. However, most resources can be used in different ways and for different 
purposes,, and can produce a variety of different products and services. That 
presentss a unique economic problem: what is the optimal allocation of the scarce 
resourcess over the alternative ways in which they can be deployed? If resources 
aree optimally allocated, they are considered to be used efficiently. 

Inn organization studies, on the other hand, a diversity of organizational 
problemss is addressed from which, consequently, a variety of different 
organizationn theories results. To give a few random examples: Galbraith (1973) as 
aa main representative of the decision making school considers the reduction in the 
complexityy with which organizations are confronted as the primary organizational 
problem.. Lawrence and Lorsch (1967), however, representing the contingency 
approach,, are directed towards the connection between the varying conditions in 
thee environment and the organizational patterns that lead to successful economic 
performance.. A feature of organization studies is that all these different 
organizationn theories co-exist, although attempts have been made to arrive at 
greaterr unity. Lammers (1991), for instance, has proposed to combine all 
thinkablee organizational problems into four categories: problems of governability, 
controllability,, quality of life, and auditability. Another example is provided by 
Quinnn et al. (1996), who contributed to the debate on organizational effectiveness 
byy suggesting that all possible criteria to evaluate organizations can be arranged 
intoo four perspectives: the open system, rational goal, internal process, and human 
relationss perspectives. Nevertheless, unlike in mainstream economics, the 
theoreticall  efforts in organization studies have not resulted in one high-consensus 
paradigm. . 

Economists,, however, pay a considerable price for their high-consensus 
paradigm.. The allocation problem is essentially seen as a static optimization 
problem.. As a result, neoclassical orthodoxy ignores the dynamic aspects of 
coordination.. Moreover, in the development of the model of perfect competition, 
economistss have assumed - among others - that people are fully rational and that 
firmss can be treated as a "black box" or as a production function with a single 
brainn maximizing profit. Consequently, the inner workings of firms and other 
organizationss can be ignored (Jensen and Meckling, 1973; Rowlinson, 1997). In 
fact,, when the ideal structure of an economy is viewed as a perfect market 
consistingg of many atomized, independent actors whose activities can be 
coordinatedd by the price mechanism, organizations need not exist at all (Milgrom 
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andd Roberts, 1992). Neoclassical orthodoxy, routinely sacrificing relevance for 
rigor,, has therefore little to add to the study of management and organization. 

Bridgin gg Economic s and Organizatio n Studie s 
Thee economic theories of organization have emerged from a dissatisfaction with 
conventionall  neoclassical economics. If markets are so perfect, why do firms 
exist?? That is, why are activities organized within firms and not purchased 
throughh the market? This seemingly simple question has led to the development 
off  numerous economic theories of the firm. Theories of the firm are 
conceptualizationss and models of organizations that explain and predict their 
structuree and behavior (Grant, 1996). They can be seen as targeted attempts to 
combinee economic reasoning with organization studies, because they open up the 
blackk box of the economists' production function by addressing the issues of the 
existence,, the boundaries, and the internal organization of the firm (Foss, 1996). 
Thiss relatively new field of interest is therefore referred to as "organizational 
economics""  or "economic organization." 

Theree are many theories of the firm. In addition to the neoclassical 
posture,, they can be distinguished into the behavioral perspective (March and 
Simon,, 1958; Cyert and March, 1963), the contractual or governance perspective 
(Jensenn and Meckling, 1973; Demsetz, 1988; Williamson, 1975, 1985), and the 
competencee perspective (Nelson and Winter, 1982; Penrose, 1959))1. What unites 
thesee perspectives is that they all claim that markets suffer from imperfections, 
whichh opens the door for coordination of economic activity within organizations. 
Inn these perspectives, the perfect market of neoclassical economics does not and 
cannott exist. Ever since Coase (1937) started this line of reasoning, markets and 
organizationss are considered alternative means of economic organization, the 
choicee between which is of primary concern in organizational economics. 

Whatt accounts for the multitude of theories of the firm are the underlying 
assumptionss related to human behavior and environmental conditions 
(Williamson,, 1985; Simon, 1985). As a result, the theories of the firm vary in the 
factorss identified creating a difference in the productivity advantage of a firm over 
markett organization. They all focus on different aspects of the fundamental 
challengee of organization to illustrate their primary problems of economic 
organization.. For instance, the joining of rational purposes with the cognitive 
limitss of boundedly rational human actors is seen as the central problem of 
organizationn in the behavioral theory of the firm (March and Simon, 1958). Firms 
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exist,, because they allow economizing on mind as a scarce resource. Likewise, in 
agencyy theory, the primary organizational problem is the incompatibility of 
individuall  goals (Rowlinson, 1997). In this view, organizations arise as one way 
off  ensuring that agents - for instance, employees - act in the interests of 
principalss - for example, managers. 

Inn the competence perspective, it is suggested that the potential value of 
resourcess can be leveraged when they are combined into competences and core 
competencess (Amit and Schoemaker, 1993; Grant, 1999). Resources are regarded 
ass the source of competences and core competences as the source of competitive 
advantage.. Competences are defined as "...the capabilities of an enterprise to 
organize,, manage, coordinate, or govern sets of activities" (Dosi and Teece, 1998: 
284),, and core competences as "...the sets of activities that a firm can organize 
andd coordinate better than other firms." Firms exist, because competences 
involvingg complex patterns of coordination between people and the organization's 
heterogeneouss resources cannot be readily assembled through markets. In this 
resource-basedd logic, every organization at any given moment in time represents a 
particularr resource combination, which makes any process of organizational 
changee a Schumpeterian quest for a more productive, new combination of 
resourcess (Mahoney and Pandian, 1992). 

Thee so-called knowledge-based or learning-based theories of the firm are 
partt of the competence perspective (Zack, 1999; Dosi et al., 2000; Choo and 
Bontis,, 2002). In this literature, the firm's knowledge is increasingly being 
consideredd the principal strategic resource, and the ability to create and apply it 
thee core competence for building and sustaining competitive advantage or 
economicc rent. As such, it points to important issues that are ignored or 
undervaluedd in the other perspectives. It carries through the emphasis in strategic 
managementt on a firm's competitive advantage as realized through superior 
productivee activity (Conner and Prahalad, 1996), it stresses the need to 
incorporatee intangible assets such as knowledge (Liebeskind, 1999), and it 
contendss that competence deals with dynamic efficiency, where dynamic 
efficiencyy is essentially about learning and innovation (Hodgson, 1998). 
Therefore,, with the competence perspective and, in particular, the resource-based 
andd knowledge-based theories of the firm, attention is shifting from the exchange 
off  products and services as the predominant source of economic growth to the 
productionn aspects of economic activity. Organizational economics and 
organizationn studies are therefore steadily growing towards one another. 
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Thee most recent development in organizational economics is that attempts 
aree being made to integrate the exchange and production aspects of organization 
intoo comprehensive theories of economic organization (Moran and Ghoshal, 
1999;; Madhok, 2002). That is, the behavioral, governance, and competence 
perspectivess on economic organization are being criticized for undervaluing the 
interrelationss between the exchange and production aspects of organizing 
economicc activity. Chapter 6 ties in with this development. Applied to knowledge 
andd learning, I try to combine the exchange of information with the production of 
collectivee meaning in an effort to develop a richer learning-based theory of the 
firm. firm. 

Mutua ll  Inspiratio n 
Organizationall  economics and organization studies are growing towards one 
another,, because economic reasoning in the successive economic theories of the 
firmfirm is being increasingly applied to the internal functioning of organizations and 
networkss of organizations. In neoclassical economics, the focus is on how 
marketss achieve coordination between organizations and individuals. In the 
contractuall  or governance perspective, market and organizational coordination are 
comparativelyy assessed in a generic sense: given a choice between markets and 
organizations,, which is better? Compared to organization studies, both 
perspectivess are wider, because they include the division of labor between 
marketss and organizations, and more narrow, because they focus on exchange 
relationss and obscure the production aspects of economic activity within 
organizations.. The competence perspective broadens the scope by focusing on 
differentiall  efficiencies in using resources and (core) capabilities. That is, they 
emphasizee differences among organizations in the realm of production, which can 
helpp explain performance differences between organizations and why some firms 
achievee a competitive advantage while other firms do not. As a result, there is an 
increasingincreasing dialogue between strategy scholars and economists to jointly attack 
strategicc management problems (Rumelt et al., 1991). The same trend can be 
observedd in organization theory. Many recent books bringing together a collection 
off  articles contain contributions from organization studies as well as 
organizationall  economics (Zack, 1999; Dosi et al., 2000; Nonaka and Teece, 
2001).. Chapter 5 of this dissertation has been published in such a cross-
disciplinaryy book (Choo and Bontis, 2002). 
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II  applaud this conciliatory approach, because both organization studies 
andd organizational economics can learn a lot from one another. That does not 
meann that I intend to reduce organizational problems to economic problems, nor 
doo I intend to exclude other disciplines or to state that economics is incompatible 
withh other organization theories. On the contrary. What I do wish to contend is 
thatt the economic theories of organization can contribute to our understanding of 
organizationall  problems. That is, these theories become more relevant the more 
thee deployment and development of resources, resource combinations, and (core) 
capabilitiess forms a greater part of the organizational problems that we are trying 
too understand. 

Inn this dissertation, all these theories - economics, organizational 
economics,, and organization studies - act as the reference disciplines. Business 
reengineeringg emerged, and was developed, in the management and organization 
literature.. To my knowledge, it has never been discussed outside this branch of 
literature,, not in other organization studies, nor in organizational economics. 
Fromm the very beginning, similarities have been drawn with resource-based 
thinkingg (Davenport and Short, 1990; Earl, 1994) and, at a later stage, with 
organizationall  learning (Guha et al., 1997), but these suggestions were never 
developedd in the years to follow. As a result, reengineering has never been 
positionedd and anchored in a wider theoretical context. I shall consider this issue 
furtherr at the end of the chapter. By contrast, learning has been addressed for 
decadess in several academic disciplines. With the recent development of 
knowledge-basedd views of the firm, this subject is also studied in organizational 
economics.. It is therefore a much more fundamental phenomenon with a much 
widerr span of attention than reengineering. 

AA Debate 
Thee mutual inspiration among organization studies and organizational economics 
iss accompanied by sometimes fierce debates. An illustrative example is provided 
byy Simon (1997: 38), a representative from organization studies, whose 
behaviorall  theory of the firm had and still has considerable influence on the 
developmentt of organizational economics: "When we look at organization in the 
reall  world, we find much more structure and complexity than is hinted at in the 
theoryy of the firm, whether in its classical or its "New Institutional" versions2." In 
addition,, he calls the neoclassical and governance theories of the firm "acts of 
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faith""  (1997: 27). Resource-based theorist Grant (2001: 150) adds that 
Williamson'ss transaction cost economics as the main representative of the 
governancee perspective offers a limited view on what firms or other institutions 
actuallyy do: "Certainly, we can analyze marriage as an institution that avoids the 
transactionn costs of spot contracts for companionship, housework and sex, but 
suchh a focus provides littl e insight into the nature of marriage or the reasons for 
somee of them being more successful than others." 

Respondingg to such criticism, Williamson (1999) admits that there is a 
needd to go beyond generic governance to address strategy issues faced by rent-
seekingg firms, to include learning with which transaction cost economics makes 
onlyy limited contact, and to see adaptation and achieving dynamic efficiency as 
thee central problems of economic organization. Nevertheless, he adds, saying this 
iss much easier than doing it. He asserts that the competence perspective on 
economicc organization suffers from obscure and often tautological definitions of 
keyy terms, and from failures of operationalization. "There being no apparatus by 
whichwhich to advise firms on how to reconfigure their core competences, the argument 
reliess on ex post rationalization: show me a success story and I wil l show you 
(uncover)) a core competence" (ibid.: 1093). In the end, however, Williamson 
concludess that the considerations made in the competence perspective are 
unarguablyy important and should be incorporated into an enriched theory of 
economicc organization that goes beyond ex post rationalization by advancing 
predictionss and confronting the data. 

Inn other words, the discussion within and among organizational 
economicss and organization studies shows all the characteristics of a rigor versus 
relevancee debate, where at times extreme positions are taken up, revealing 
differentt perceptions on science and the role it plays or should play. An example 
iss organization theorist Pfeffer (1993) who argues that we would be wise to adopt 
economicss with its formal, if not mathematical precision as the role model for 
organizationn theory. Organization theory lacks a grand theory of organization and 
aa well-developed, high-consensus paradigm and is therefore considered to be in a 
badd shape. As a result, "...there are thousands of flowers blooming but nobody 
doess any manicuring or tending" (Pfeffer, 1993: 1). In the words of Grant (2001: 
153):: "Progress has been made in specific areas and in applying individual 
discipliness (sociology, economics, psychology, politics, ecology, systems theory 
andd information science), yet there has been a failure to integrate these areas and 
discipliness into a single body of theory." Organization theorists are specialized 
andd that results in coordination problems, as has been stated at the start of this 
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chapter.. Apparently, they fail to do what they seek to teach others: to synchronize 
theirr activities to increase their prestige and authority. 

Vann Maanen (1995) embodies the reverse side. He lashes out against 
whatt he calls the "Pfefferdigm" (ibid.: 133): "...this sour view of our field is - to 
bee gentle - insufferably smug; pious and orthodox; philosophically indefensible; 
extraordinarilyy naive as to how science actually works; theoretically foolish, vain 
andd autocratic; and - still being gentle - reflective of a most out-of-date and 
discreditedd father-knows-best version of knowledge, rhetoric and the role theory 
playss in the life of any intellectual community." According to him, good science 
iss a good conversation. Moreover, the very fact that thousands of flowers are 
bloomingg is not a weakness, but rather a sign that organization theory is alive and 
well. . 

II  shall use this debate at the end of this chapter to assess my experiences 
withh business reengineering and learning. However, prior to doing this, I shall 
providee a summary of the five chapters of this dissertation. 

Busines ss Reengineerin g 

II  have chosen to spread my publications on business reengineering across three 
chapters,, which correspond with the life cycle phases of this management and 
organizationn concept. In chapter 2, the emergence of reengineering between 1990 
andd 1994 is described. The discussion of the strategic, organizational design, and 
changee management aspects of thinking in terms of customer oriented processes 
leadss to a reengineering typology, which was developed in the following years. 
Reengineeringg peaked around 1995. In that year, a quantitative-empirical research 
projectt into experiences with this concept in the Netherlands was carried out. The 
mainn findings are highlighted in chapter 3. In chapter 4, the demise of 
reengineeringg is described on the basis of a critical assessment of this concept. 
Myy first article on this topic was published in 1997, when I concurrently bid 
farewelll  to reengineering, although articles continued to be published up to 2000. 
AA note to the readers is that it is best that they take themselves back to the period 
off  1990-1997 while reading the three chapters, as I did not make any changes to 
thee articles on which these chapters are based. 
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Chapterr  2 - Busines s Reengineering : The Early Days 
Inn chapter 2, business reengineering is viewed as an integral organizational 
changee concept, which molds different ideas and insights from the contemporary 
managementt and organization literature into a coherent whole. In reengineering, 
organizationss are advised to identify their core processes, which determine how 
thee business works and value for the customer is created, and to take them as the 
basiss for organizational change (Hammer and Champy, 1993; Davenport, 1993; 
Johanssonn et al. 1993). To organize around process further entails that all the 
otherr organizational aspects need to be aligned with the organization's core 
processes.. That is, organization members' knowledge and capabilities, their roles, 
thee organizational structure, the management systems, the information 
infrastructure,, and even people's attitudes, beliefs, and cultural norms about what 
iss important are to be shaped by the design and redesign of the core processes. In 
reengineering,, therefore, structure, behavior, and, to a certain extent even strategy 
followw process. The contribution of reengineering to organization theory is 
embracedd in this new organizing principle, which is captured as "customer and 
processs oriented organization." Reengineering therefore offers an alternative 
organizationall  change concept to organizations looking for more productive 
resourcee combinations and (core) capabilities. 

Next,, a reengineering typology based on three different process 
definitionss is presented, because in practice, only a minority of organizations 
appearss to require transformational change and breakthrough reengineering based 
onn the redesign of the core processes. It is posed, that each reengineering type 
carriess different risks and requires different design and change management 
approaches.. Hence, every organization must choose the reengineering type that 
matchess the ambition level dictated by its environment. This need to attune the 
requirementss of the environment, the ambition level, the organizational design 
actions,, and the change management measures to each other is reflected in the 
notionn of "balanced change." Subsequently, this notion of balanced change is 
outlinedd into three ideal-type patterns of change or change archetypes. The 
propositionn is that these change archetypes can help managers design and govern 
reengineeringg initiatives, providing insight into how deviations from the ideal-
typee change patterns or mismatches in the change process can be avoided. 
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Chapterr  3 - Balanc e in Busines s Reengineering : An Empirica l Study 
intoo Fit and Performanc e 
Chapterr 3 reports on the quantitative-empirical study carried out into the 
relationshipp between balanced change and organizational performance. The three 
changee archetypes from chapter 2 are operationalized and analyzed with the aid of 
aa questionnaire. The focus of attention is the fit between the ambition level set for 
thee change process and the corresponding organizational design and change 
managementt measures. The relationship between the organization's ambition 
levell  and its environment is not considered. The hypothesis is that organizations 
thatt change according to an ideal-type pattern of change outperform organizations 
thatt follow a different, inconsistent pattern. That is, deviations from the ideal-type 
patternss are alleged to reduce organizational performance. 

Itt is concluded that consistent reengineering endeavors generally result in 
greaterr benefits than do inconsistent change efforts, and that an increasing number 
off  misfits results in decreasing reengineering success. The study also shows that 
onlyy a minority of organizations has succeeded in creating a "magical mix" between 
thee level of ambition set and the design and change management measures actually 
taken.. Moreover, only a few organizations studied pursued breakthrough 
reengineeringg to achieve a competitive advantage. That calls the reengineering 
conceptt as it was originally promoted in the literature (Hammer, 1990; Davenport 
andd Short, 1990; Kaplan and Murdock, 1991) into question. 

Chapterr  4 - Busines s Reengineering : A Critica l Assessmen t 
Inn chapter 4, the concept of business reengineering is critically assessed. Twelve 
pointss of criticism stemming from diverse academic disciplines and eleven 
answerss of reengineering proponents are summarized under four denominators: 
thee (limited) strategic significance of reengineering, the (lack of) concern for the 
humann dimension and change management issues, the (troublesome) relationship 
withh information and communication technology, and the (inadequate) theoretical 
substantiationn and methodological support of reengineering. 

Onn the one hand, this chapter concludes that many critics seem to have no 
reasonn to criticize reengineering other than commercial ones. Their criticism is 
oftenn solely based on the first and therefore relatively immature publications on 
reengineering,, and conveniently neglects the more recent theoretical 
improvementss made to this concept. On the other hand, the atheoretical start of 
reengineering,, its design engineering view on people, organization, and change 

13 3 



O NN O R G A N I Z A T I O N : L O O K I N G B A C K O N R E E N G I N E E R I N G A N D A H E A D T O L E A R N I N G 

management,, and the naively optimistic expectations regarding the productive 
possibilitiess of new information and communication technology have created a 
contextt in which it is difficult for reengineering to survive as a valued and 
acceptedd management and organization concept. However, it is surprising to 
discoverr that reengineering's process view on organization is seldom contested. It 
iss therefore expected that this organizing principle will remain of value to 
organizationss that need to improve their performance, although it is in need of 
moree thorough research to substantiate it. Nevertheless, it is also anticipated that 
businesss reengineering will be included in the long list of short-lived innovations 
inn organization theory. It has become a too conceptually and emotionally charged 
conceptt to continue the role it once played. 

Learnin g g 
Learningg across markets and within organizations is the subject of chapters 5 and 
6.. In chapter 5, the possibilities of transaction cost economics, agency theory, and 
resource-basedd and knowledge-based thinking are analyzed and integrated into a 
frameworkk with four governance structures to support learning in organizations. 
Chapterr 6 elaborates on this issue, and takes tentative steps towards a new 
learning-basedd theory of the firm, making use of various insights and concepts 
fromm organization studies, in particular of the social constructivist learning theory 
(Bergerr and Luckmann, 1967; Wenger, 1998). 

Chapte rr  5 - Knowledg e and Learning , Market s and Organizations : 
Managin gg the Informatio n Transactio n Space 
Chapterr 5 begins with four points of criticism of the way in which knowledge 
managementt is often represented in theory and applied in practice. First, 
knowledgee is frequently seen as a relatively static phenomenon, not capturing the 
ongoingg cycle of action taking and knowledge acquisition found in learning 
theories.. Second, the prevailing notion of knowledge often rests on a naively 
objectivistt model of learning. Third, many knowledge initiatives are biased 
towardd the supply of information and underestimate the active role of information 
userss in seeking and creating meaning. Fourth, knowledge initiatives often take 
placee within organizational boundaries or within a limited network of 
organizationss that may run counter to the borderless learning behavior of 
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informationn seekers. Faced with such criticism, what can knowledge management 
possiblyy mean for organizations? 

Addressingg this question, it is explained that the value-adding processes 
off  an organization and its products and services depend on how resources, 
resourcee combinations, and (core) capabilities are viewed, which is a function of 
thee knowledge applied or the meanings attached to them (Tsoukas, 1996). The 
moree an organization learns about the different ways of coordinating and 
leveragingg resources, the greater the potential productivity of any given set of 
resourcess and the attendant prospects of successful action wil l be (Penrose, 1959; 
Morann and Ghoshal, 1999). In organizational contexts, therefore, learning is or 
couldd be directed towards the deployment and development of resources, resource 
combinations,, and (core) capabilities. As to managing knowledge and learning, it 
iss argued that the production of individual and collective meaning cannot be 
managedd in the traditional sense of planning, control, and hierarchy. "It cannot be 
designed;; it can only be designed for - that is, facilitated or frustrated" (Wenger, 
1998:: 230). What can be organized to a certain extent are the processes of 
informationn exchange between information demand and supply. Individually or 
collectively,collectively, people learn through social interaction and the exchange of 
information.. Consequently, knowledge management is seen as an organizational 
disciplinee bridging information demand and supply in support of learning 
processess within organizations. 

Thee object of knowledge management is called "the information 
transactionn space," which represents the set of all possible information exchanges 
availablee to any actor at any given moment in time. Following neoclassical 
economics,, unrestricted information exchange would maximize people's learning 
and,, therefore, the productive possibilities of the organization's resources, 
resourcee combinations, and (core) capabilities. However, the information 
transactionn space does not function as a perfect market. Market imperfections 
occur,, because of three generic information exchange problems that are related to 
people'ss bounded rationality and their proclivities to behave opportunistically. 
Fromm the perspective of the information seeker, these problems are: (1) 
knowledgeablee and trustworthy information sources have to be found, (2) the 
relevantt questions have to be posed in terms that cannot be misunderstood, and 
(3)) the information gathered has to be interpreted to create meaning from it and 
appliedd to the context-specific practice of the information user. For knowledge 
managementt to be helpful in learning processes, all knowledge initiatives should 
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bee related to at least one of these three information exchange problems. That is, 
alll  three problems can be considered as objects of organization. 

Next,, a dynamic framework for managing the information transaction 
spacee is developed that is based on the three generic information exchange 
problemss mentioned above. Grounded in economic theories of organization, it 
integratess the coordination, cost, and learning perspectives on knowledge 
management.. The framework extends the usual market-hierarchy dichotomy in 
economicc theory by distinguishing four equally efficient, yet differentiated 
governancee structures, each with a different organizing principle to support 
learning.. Moreover, it is reasoned that the allocatively and, in particular, 
adaptivelyy efficient economic development of organizations is dependent upon 
theirr management's "interpretative flexibility " (Spender, 1996) while managing 
thee information transaction space. Organization members learn and managers 
havee to learn how they learn best. Put otherwise, organizing learning itself is also 
ann object of learning. This open-ended process of coordinating and learning may 
bee more important in creating and sustaining a competitive advantage and 
economicc rent than the specific knowledge acquired. In that sense, management's 
dynamicc ability to make the best use of the information transaction space is a 
definingg competitive dimension of any organization. 

Chapte rr  6 - Toward s a Learning-Base d Theor y of the Firm 
Thee objective of chapter 6 is to take tentative steps towards a predictive learning-
basedd theory of the firm that advances a separate and empirically relevant answer 
too the question: why do firms exist? Building on, in particular, transaction cost 
economics,, knowledge-based views of the firm, and social constructivism, it is 
basedd on two premises that differentiate it from alternative theories of the firm. 

Thee first premise is that learning, defined as the construction of new 
meaningss to guide actions (Berger and Luckmann, 1967; Dixon, 1997), 
fundamentallyy differs from other economic activities due to the stickiness of 
knowledgee and the limited controllability of learning. Every organization needs to 
sharee meanings, for the knowledge to run a business can never be collected by a 
singlee mind (Hayek, 1945). However, the stickiness of knowledge implies that the 
outcomess of meaning sharing are highly uncertain, because commonality of 
meaningg cannot be guaranteed. Moreover, the controllability of learning is limited 
inn that it results from an interplay between organization and self-organization, and 
fromm the interaction among local, experiential knowledge developed in firms and 
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moree disembodied, global knowledge embedded in wider scientific and non-
scientificc "economies of meaning" (Wenger, 1998). Consequently, modesty is 
requiredd as to the possibilities of organizing learning. That is, firms can only 
indirectlyy affect the production of individual and collective meaning by 
facilitatingg information exchange supportive of learning and by providing an 
institutionall  context in which the potential value of learning can be realized. Most 
theoriess of the firm ignore these idiosyncratic attributes of learning. They either 
confusee information with knowledge or the ownership of information assets with 
thee construction of meaning. As a result, they overestimate the manageability of 
learning. learning. 

Thee second premise in this chapter is that a learning-based theory of the 
firmfirm needs to integrate the exchange and production aspects of organizing 
learningg and the associated learning capabilities. It should combine both aspects 
ass learning involves the exchange of information and the production of individual 
andd collective meaning. Such an integrative approach, however, is not common in 
economicc theory. By taking the transaction as the basic unit of analysis, 
transactionn cost economics reflects the neoclassical preoccupation with exchange 
ass the predominant economic activity (Williamson, 1985; Grant, 2001). It 
essentiallyy ignores how resources, resource combinations, and (core) capabilities 
cann best be deployed and developed to create and realize value. By contrast, most 
knowledge-basedd theorists present the firm as a dynamic, knowledge-bearing 
institutionn that enjoys the unique advantage of being able to organize economic 
activityy in ways that markets simply cannot (among others, Foss, 1996; Spender, 
1996;; Ghoshal and Moran, 1996; Hodgson, 1998). That is, they assert that the 
productionn activities of the firm, including those related to learning, cannot be 
understoodd from the logic of markets. Knowledge-based theories of the firm thus 
focuss on the production aspects of organizing economic activity, and tend to 
undervaluee the relations between exchange and economic development (Madhok, 
2002). . 

Thee point is, however, that knowledge and learning capabilities are not 
onlyy difficult to assemble by means of market exchange, but also difficult to fully 
obtainn through firm organization, in particular in dynamic, complex, and 
uncertainn environments. From a learning perspective, therefore, both markets and 
firmsfirms are needed. Markets exist, because they embody an enormous variety of 
organizationall  forms and sizes offering plentiful contexts facilitating all kinds of 
learning,, which helps in discovering and evaluating new ways of creating and 
realizingg value in manners that single firms cannot. On the other hand, firms 
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exist,, because they act as formative beacons on these markets guiding the 
imaginationn and creativity of their members, and provide institutional contexts for 
realizingg the potential value of their ideas and understandings in ways that 
marketsmarkets cannot. They are the institutions in which the global knowledge 
embeddedd in economies of meaning can be efficiently combined with the firm's 
locall  knowledge, and in which the planned and emergent learning structures can 
productivelyy interact, to economize on individual and collective learning. 

Subsequently,, this chapter attempts to operationalize the abovementioned 
learning-basedd view of the firm through development of predictive theory. 
Sometimess learning across the market will be preferred, while in other situations 
thee firm will enjoy the advantage. A predictive theory of the firm needs to unfold 
thesee differences between both modes of organization. As in transaction cost 
economics,, therefore, the strategy for deriving propositions is comparative 
institutionall  analysis or discriminating alignment. Given a choice between the 
markett and the firm, which is better? The discriminating alignment hypothesis is 
thatt learning economies will be achieved when the attributes of learning, 
informationn exchange, and modes of organization are properly attuned to each 
other.. On this basis, several propositions are advanced identifying the factors 
responsiblee for market or firm advantage. Finally, the steps taken in this chapter 
towardd a learning-based theory of the firm are captured in three implications for 
economicc theory and for a wider theory of performance differences between 
firms,, which is a major concern in both strategic management and resource-based 
theory.. Some consequences of these implications are highlighted, indicating the 
futuree research agenda. 

Reengineering ,, Learning , and Organizatio n Theory 
Whatt can we learn from the concepts of reengineering and learning if we place 
themm in the context of organization theory and the debate on rigor versus 
relevancee taking place in this context? 

Inn retrospect, it is safe to say that reengineering was a relatively short-
livedd management hype that lasted approximately seven years. The contribution 
off  reengineering to organization theory is that it put the usual structural view on 
organizationn up for discussion, and focused considerable attention on the concept 
off  customer and process oriented organization as an alternative organizing 
principle.. The fact that the process view on organization was admittedly not 
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entirelyy new, or that only a minority of organizations used their core processes as 
aa basis for revolutionary change, takes nothing away from the fact that 
reengineeringg has expanded the repertoire for the design and governance of 
organizationall  change. In the meantime, it has become so engrained a feature of 
organizationn theory, and has become such a well-known concept, that the 
"businesss reengineering" label hardly matters any more. The process view on 
organization,, however, continues to play a role in concepts such as enterprise 
resourcee planning and customer relationship management. 

Inn 1997, seven years after the emergence of reengineering, I levied four 
pointss of criticism on this concept (see chapter 4). The first three points of 
criticismm - the limited strategic significance of reengineering, its lack of concern 
forr the human dimension and the change management issues, and the troublesome 
relationshipp with information and communication technology - culminated in the 
fourthh point of criticism: the poor theoretical substantiation and methodological 
supportt of reengineering. Reengineering emerged, and was initially developed, in 
thee popular management literature, where pragmatism prevails. Numerous 
possibilitiess were at hand to marry up the concept with received theories from 
organizationn studies and organizational economics. For instance, the resource-
basedd strategy literature could have been consulted to find an appropriate model 
off  strategic change, or different organization studies for alternative change 
managementt approaches and more sophisticated information management 
concepts.. However, such endeavors happened too late, if they took place at all. 
Businesss reengineering has therefore taught us that, no matter how intuitively 
attractivee and relevant management concepts and ideas may be, they cannot exist 
withoutt theoretical substantiation, proven methodologies, and substantial 
evidencee for the underlying organizing principles. Theoretical substantiation is 
essentiall  to build up a more sustainable and generally accessible knowledge base 
(Benderss et al., 2001). Looking back, I can see that a whole host of opportunities 
wass missed, which undoubtedly contributed to reengineering's demise. 

Knowledgee management might well await a similar fate as reengineering. 
Iff  I place its emergence in 1995 (Nonaka and Takeuchi, 1995), then this concept 
hass also built up seven years of experience. This concept, too, has been subjected 
too four points of criticism (see chapter 5): knowledge does not capture the 
ongoingg cycle of action taking and knowledge acquisition found in learning 
theories,, the objectivist model of learning that is often applied, the bias of many 
knowledgee initiatives toward the supply of information, and the inward-looking 
perspectivee of knowledge management. These points of criticism primarily reflect 
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aa need for more sophisticated learning theories and methodologies on which the 
organizationn of learning within and among organizations can be grounded. Such 
theoriess are being developed in particular in the field of (social) psychology, 
wheree the social constructivist theory of learning is gaining significance. By using 
suchh learning theories for organizational issues, attention is shifting from 
knowledgee management, which often is rather instrumental in nature, to 
organizationall  learning, which appears to be the more conceptual and 
fundamentall  topic. The concept of knowledge management will probably 
disappearr in the near future; I expect organizational learning to weather the storm. 

Organizationall  learning also differs markedly from business 
reengineeringg in terms of organizing. A social constructivist definition of learning 
iss the construction of new meanings to guide actions (Berger and Luckmann, 
1967;; Dixon, 1997). Consequently, the organizing principle in organizational 
learningg is focused on facilitating and economizing on individual and collective 
meaningg production. Given that any division of labor is also a "division of 
learning,""  the organization of learning often includes the creation of parallel 
learningg structures "...that exist outside of the formal hierarchy and the role of 
whichwhich are to promote learning and innovation with a view to changing the formal 
structuree in order to improve its effectiveness" (Grant, 2001: 163). In this sense, 
breakthroughh reengineering could be seen as a much more radical concept than 
learning.. For most organizations, adopting reengineering implies a 
transformationall  change of all its aspects, where the process view on organization 
becomess the new and primary organizing principle. In organizational learning, on 
thee other hand, the existing organization can remain intact, because creating 
parallell  learning structures implies that an additional organizing principle is added 
too it. It is, however, also possible to state the opposite. Then, learning is the more 
radicall  concept, because it directly affects people's attitudes, values, and beliefs. 
Thiss is precisely one of the aspects that have been underestimated in 
reengineering:: revolutionary change requires radical learning (Andreu and 
Ciborra,, 1996). 

Organizationall  learning differs from reengineering in another respect, in 
thatt well-established theories from organization studies and organizational 
economicss are extensively used. Spender (1998: x) commenting on this 
difference,, has observed that: "Since World War II academic theorists have 
divergedd further and further from managerial and organizational practice. While 
thee academics' contributions to economic analysis, accounting, and financial 
practicee increase, (...), the very opposite is true of managerial and organizational 
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theory.. Here the new ideas have emerged from firms themselves, (...), and from 
thee consultancies, (...). But when it comes to making managerial sense of the 
conceptt of knowledge, the academics have a head start. (...). If there is to be a 
knowledge-basedd theory of the firm, it is highly likely that it wil l be based on the 
workk of academics rather than only on the insights which practice provides." The 
earlyy promotion of reengineering was largely due to information technology 
managementt consultants, whereas in organizational learning academics 
supposedlyy have the edge. The question is whether that matters. 

Ass mentioned previously, some experts believe organization theory to be 
inn a state of disarray (Pfeffer, 1993; Grant, 2001). It is true that there is littl e or no 
collaborationn among and within the different organization disciplines. Agreement 
withinn and across these disciplines is therefore unlikely and, consequently, a 
grandd theory of organization is probably impossible. To be specific, reengineering 
researchh has produced various, increasingly complex models of process 
organizationn (among others, Kettinger and Grover, 1995; Guha et al., 1997). 
However,, we have failed to arrive at a rigorous comparison with alternative 
organizingg principles. Consequently, the process models of reengineering provide 
littl ee guidance to those interested in finding out how to integrate different 
organizingg principles into one theory or one practice. Hence, we are faced with a 
situationn that managers in practice are confronted with this issue of comparing or 
integratingg organizing principles, while that issue is hardly addressed in theory. 
Reengineeringg research is not an exception in this respect, but confirms the rule 
thatt exists in organization disciplines. 

Itt also seems true that the speed at which new developments present 
themselvess is greater than our capacity to theorize about them (Grant, 2001). New 
developmentss are often signaled first in the popular management literature, which 
frequentlyy results in the next management hype. As Earl (1994: 22) remarks: 
"Theree is always a fine balance between hype and rhetoric serving as propaganda, 
illusionn and myth in a cynical, self-serving campaign or being essential to 
promotee new ideas, educate managers about them, and build confidence and 
credibilityy in them." In chapter 4,1 quote Davenport (Wall Street Journal, 1996) 
who,, reflecting on reengineering, warned us about the next hype: "The next big 
thingg wil l get us in trouble." If he was referring to the Internet hype, he was 
provedd right. I therefore see new developments proceeding faster than our 
capacityy to theorize about them as an important source of tension in organization 
theory.. The editorial policy of the top-ranked academic journals, where lead times 
aree usually two to four years, does not exactly help matters. To illustrate, our 

21 1 



O NN O R G A N I Z A T I O N : L O O K I N G B A C K O N R E E N G I N E E R I N G A N D A H E A D T O L E A R N I N G 

studyy into balanced change (see chapter 3) was published after the first version of 
chapterr 4, which concluded my research into reengineering, had already appeared. 
However,, we could not have started this research any sooner, as we had found too 
feww organizations that had any experience with reengineering. Organization 
theoryy is thus changing so quickly, and the lead times of the premier academic 
journalss are so long, that we are increasingly being faced with a mismatch. On top 
off  this, research projects fulfillin g the requirements of the top-ranked journals that 
stilll  favor empirical science above "good conversations" are often taking too long 
too complete. However, we need these journals, as they provide the arena where 
thee debate in organization theory primarily takes place. 

Therefore,, the challenge in organization theory is to generate research 
thatt is academically rigorous and simultaneously relevant to practice. I fully agree 
withh Robey and Markus (1998: 14) who conclude: "If academics and practitioners 
goo their separate ways, we anticipate an impoverished future for both parties." 
Consequently,, we have to move "beyond rigor and relevance." This is of course 
easierr said than done. I am currently hoping to find it in economic theories of 
organization,, which are endeavoring to make economics more relevant to the 
studyy of organization, while at the same time preserving the rigor of the analyses. 
II  am applying these theories to the organization of learning (see chapters 5 and 6). 
Interestingly,, the significance of this topic for the economic development of firms 
iss hardly contested. Implicitly or explicitly, it is widely acknowledged that 
differentiall  learning within and between firms is key: learning matters 
(Williamson,, 1999). There is, however, a debate on the exact relationship between 
learningg and the existence, boundaries, and internal organization of the firm, and 
onn how to incorporate that into an empirically sound, predictive theory of 
economicc organization while preserving the theory's plausibility and relevance. 
Thiss topic, therefore, has all the characteristics of the rigor versus relevance 
debatee between and within organization studies and organizational economics 
mentionedd before. 

Unlikee Pfeffer (1993), I do not see the differences among organization 
discipliness and theorists as a sign of weakness, obstructing the progress towards a 
grandd theory of organization. After all, why should building towards a science of 
organizationn have to result in one high-consensus paradigm? Furthermore, I 
believee that the differences of opinion and the different methodologies 
organizationn theorists suggest tend to contribute towards, rather than hinder, the 
growthh of organization theory. I can enjoy eloquent theories or thoughts presented 
ass "good conversations" as well as laborious efforts to develop predictive theories 
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alongg the more traditional lines of doing research and confronting the data in an 
empiricall  research program. We need diversity and creativity as well as different 
kindss of evidence for the ideas presented. In this sense, the debate on rigor versus 
relevancee may very well prove to be highly unproductive. 

Thiss dissertation is a testimony to these personal convictions. The five 
chapterss differ not only in terms of content, but also in terms of depth, rigor, 
researchh methods, and even - I am afraid - style of writing. They also reflect my 
positionn in the rigor and relevance debate. 

LookingLooking back on reengineering, I can see that we collectively missed a 
hostt of opportunities to improve the concept and to substantiate it, both 
theoreticallyy and methodologically. Moreover, the improvements made to the 
conceptt generally appeared too late. Now, reengineering has disappeared from our 
mindss and writings. Nevertheless, the process view on organization is still 
importantt as becomes clear, for instance, in the literature on customer relationship 
management.. In this literature, however, there are hardly any references made to 
reengineeringg or to the lessons learned in that regard, as if knowledge cannot be 
accumulated.. More generally, many topics in organization theory come and go. 
Mostt topics of recent importance originated in consultancy firms, who, driven by 
commerciall  forces, are both innovative and practical. I see these characteristics of 
thee field as a given. How to deal with them as academics? I have no other answer 
thann to better combine rigor and relevance. That is, presenting new ideas or 
elaborationss of such ideas should be considered as important as subjecting these 
ideass to rigorous research to find bits and pieces of evidence, as, every now and 
then,, critically assessing the work that has be done. The importance of sound 
theoriess and proven methodologies in combination with relevance becomes even 
moree evident if we look back on the Internet hype with its dramatic effects, both 
macro-economicallyy and micro-economically. However, any major innovation in 
organizationn theory has far-reaching consequences. Therefore, we simply have to 
simultaneouslyy be rigorous and relevant. 

LookingLooking ahead to learning, I am confronted with this task. I have chosen 
too depart from economic theories of organization, because I am attracted to the 
moree rigorous habitat of this field, the central position reserved for human 
behavior,, and the language already developed. Much work, however, remains to 
bee done, in particular with regard to the relevance of the knowledge-based or 
learning-basedd views of the firm, which are still incomplete, crude, and in need of 
aa more accurate view on human nature and deeper behavioral insights. If it is true 
thatt knowledge is becoming increasingly important for the development of 
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(supranationall  economies and individual organizations, the replacement of the 
neoclassicall  "economic man" with Simon's "administrative man," and the 
replacementt of "administrative man" with Williamson's "contractual man," will 
findd a logical continuation in the replacement of "contractual man" with "learning 
man.""  Organization studies are helpful in this regard, so cooperation is needed 
andd welcomed. That is my personal reaction to the current state in which 
organizationn theory finds itself. However, I would not dare to suggest that this is 
thee best way to proceed for everyone. Let those 1000 flowers bloom, therefore, 
andd let us debate the healthy tensions they pose. 

Notes s 
1.. The contractual or governance perspective includes agency theory, property rights, and 

transactionn cost economics. The competence perspective entails evolutionary economics as 
welll  as resource-based and knowledge-based views of the firm. 

2.. With "New Institutional" versions, Simon particularly refers to Williamson's transaction cost 
economics. . 
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22 BUSINES S REENGINEERING: 

THEE EARLY DAYS 

ThisThis chapter serves the purpose of introducing the concept of business 
reengineering,reengineering, and prepares the ground for chapters 3 and 4. For a proper 
understandingunderstanding of this chapter, it is best that the reader takes himself back to J 993. 

Inn 1990, two articles were published that presented business reengineering as a 
neww management and organization concept (Hammer, 1990; Davenport and 
Short,, 1990). It has since become popular under various headings, usually 
involvingg a combination of the key words "process," "redesign," "reengineering," 
"business,""  and "innovation." From its start, the concept has also attracted 
criticism.. Reengineering, so it was stated, does not really offer anything new; it 
wouldd be a typical case of old wine in new bottles (Huizing, 1993). The critics 
alsoo made references to the world of automation, which was heavily criticized at 
thee end of the 1980s for the poor return on the investments in information 
technology.. Allegedly, computers were seen everywhere except in the 
productivityy statistics (Roach, 1991; De Jong, 1993; Kommer and Florijn, 1993). 
Accordingg to the critics, reengineering is being promoted as a response to this 
productivityy paradox with the primary intention to help recover the market for 
informationn technology consultancy firms (Earl, 1994). 

Inn this chapter, reengineering is seen as a new development in 
organizationn theory that deserves thinking about. Commercial forces have 
undoubtedlyy played a part, but cannot explain its rapid emergence. It is also true 
thatt numerous recent ideas and concepts from the modern management and 
organizationn literature can be found in reengineering. These ideas and concepts, 
however,, are integrated into a novel organizing principle that can be summarized 
ass "customer and process oriented organization." Organizations are advised to 
identifyy their core processes and to see them as the basis for organizational 
change.. To organize around processes further entails that all the other 
organizationall  aspects need to be aligned with the organization's core processes, 
becausee they determine how the business works and value for the customer is 
created.. That is, organization members' knowledge and capabilities, their roles, 
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thee organizational structure, the management systems, the information 
infrastructure,, and even people's attitudes, beliefs, and cultural norms about what 
iss important are to be shaped by the design and redesign of the core processes. In 
reengineering,, therefore, structure, behavior, and, to a certain extent even strategy 
followw process. Consequently, reengineering is an alternative change concept that 
offerss organizations a different approach to division of labor and coordination 
issues.. Apparently, it is this process view on organization that attracts the 
attentionn of many - managers, consultants, and researchers alike. 

Businesss reengineering has been described as "...the fundamental 
rethinkingg and radical redesign of business processes to achieve dramatic 
improvementss in critical, contemporary measures of performance, such as cost, 
quality,, service, and speed" (Hammer and Champy, 1993: 32). In this chapter, we 
shalll  first illustrate the characteristic elements of this definition, and consider the 
needd for radical change in organizations, which the literature propelled into the 
limelightt as being the cause of reengineering. We shall then consider the strategic 
aspectss of this concept and relate them to reengineering's organization design and 
changee management ideas. In this context, the organization's customer approach, 
itss core processes, the role of information technology, organizational and human 
aspects,, methodology, and the roles of change managers will be briefly discussed. 
Thiss discussion leads to reengineering's organizing principle, which is followed 
byy an example of an organization that has managed to successfully apply this 
principle. . 

Thee next step is to present a reengineering typology based on three 
differentt process definitions. Each reengineering type, it is posed, carries different 
riskss and requires different design and change management approaches. 
Organizationss considering process change must therefore select the reengineering 
typee that matches the ambition level dictated by their environment, and translate 
thiss ambition level into appropriate design and change management actions. This 
notionn of balanced change for the reengineering types distinguished is outlined in 
threee ideal-type patterns of change or change archetypes. Reengineering is a 
complexx and risky undertaking. Failure rates of 50 to 70 percent have already 
beenn quoted (Hammer and Champy, 1993). The proposition of this chapter is that 
thee ideal-type patterns of change can help managers design and govern 
reengineeringg initiatives, and that deviations from these patterns can help explain 
thee high failure rates. Finally, directions for future research are indicated. 
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Transformatio n n 

Businesss reengineering is perfectly suited to our times, gripped as we are by a 
fundamentall  economic restructuring fed by large-scale developments such as 
individualization,, more articulate customers, privatization, deregulation, 
Europeann unification, internationalization, and rapid technological innovations. 
Reengineeringg opens up a new perspective for companies which find themselves 
confrontedd by sharper competition and increased pressure on profit margins, and 
forr governmental institutions and administration agencies that are faced with 
privatizationn and budget cuts. 

AA typical example of a large-scale development is the deregulation in the 
1980ss of the civil aviation sector in the United States (Mahini and Turcq, 1993). 
Thiss development resulted in a dramatic drop in the profitability of the airline 
companiess in the first five years after the deregulation, followed by a slow 
recovery.. The drop in profitability was primarily caused by an influx of no less 
thann 215 new entrants to the market, putting enormous pressure on the maximum 
tariffss that could be set. To further illustrate this sharp turnabout: for 40 years 
priorr to deregulation, the market had not seen a single new entrant. Moreover, of 
thee 215 new entrants, only one managed to survive the tough price war 
(Southwest).. More significantly, however, they managed to drag with them over 
halff  of the original companies. These organizations were unable to cope with the 
harder,, more competitive rules of the game and vanished altogether from the 
playingg field. 

Inn general, it can be posed that the rise of business reengineering is 
relatedd to the increasingly important role played by free-market thinking in the 
worldd economy. The greater the degree of liberalization and deregulation in 
nationall  and supranational economies, the more global and vicious the 
competitionn will become, and the more significance reengineering can have for 
organizationss that have to keep up with these developments. This puts into 
perspectivee the first publications on reengineering in the popular press, which 
focusedd on the North American market (Hammer, 1990; Davenport and Short, 
1990).. These publications are characterized by a high "beat the Japanese" content, 
spoutingg rhetoric about the survival of Western (read: North American) 
businesses.. Not every country or sector, however, is in dire need of change. There 
aree sometimes significant differences between countries and sectors. A case in 
pointt is the DRT report (1991), which sheds light on the relationship between 
reengineeringg and competitiveness in the banking sector. This report reveals that 
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Northh American and British banks are the most advanced in terms of deploying a 
customerr oriented strategy. In Italy, on the other hand, where markets are 
allegedlyy more protective, customer focus is never, or only sporadically, used as a 
competitivee factor. Other countries, such as the Netherlands, occupy a halfway 
position.. According to the DRT report, a corresponding interest in reengineering 
iss shown: popular in the United States, virtually absent in Italy, and of increasing 
importancee in the Netherlands. 

Nonetheless,, business reengineering can also be relevant outside the 
Unitedd States and the United Kingdom. Although there is a difference in the 
speedd at which the aforementioned large-scale developments take place in 
countriess and sectors, they all seem to be heading in the same direction. The 
agreementt concluded between the European Community and Japan in 1991, 
limitingg the market share of Japanese car manufacturers in Europe, was intended 
too give European companies time to adjust their organizations to the changing 
circumstances.. This protectionist measure, however, can have no more than a 
temporaryy impact, as it encourages foreign competitors to base themselves in 
Europe,, thus importing the stiffer competition. The challenge therefore lies in 
changingg organizations in such a way, that they are able to face their competitors, 
preferablyy on a global scale. In particular for organizations operating in mature, 
saturatedd markets, sharper competition can imply a transformational change. 
Governmentss and administration agencies often face a similar proposition, 
confrontedd as they are with cuts in spending and privatization. Business 
reengineeringg responds to these needs by sketching a path to the future. 

Strategy ,, Customer s and Core Processe s 

Inn reengineering, it is suggested to start organizational change processes with a 
strategicc reorientation. In this respect, using several, predominantly North 
Americann cases as typical examples - Rank Xerox (Davenport and Short, 1990), 
Fordd (Hammer, 1990), Cigna (Caron et al., 1994) -, it is made clear that many 
organizationss have lost sight of the customer. The rapidly rising pile of literature 
thereforee strongly recommends putting the customer first, and ensuring that the 
productss and services offered as well as the entire organization in all its aspects 
aree better geared to the customer. The claim is that by making these amends, 
organizationss can obtain order of magnitude improvements in operational and 
administrativee performance and even sustainable competitive advantages. 
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Organizationss can make their first steps towards improved customer focus 
byy thinking about how to approach their customers. The desired interaction with 
customerss at the moment of truth - that is, the moment customers establish 
contactt with organization members - then acts as the trigger for change 
(Vantrappen,, 1992; De Jong, 1993). Once this step has been taken, more of the 
dominoess will fall. By continually posing the question "how can we provide 
customerss with the best possible service?," the organization is forced to consider 
itss core processes, which determine how the business is done and value for the 
customerr is created. In this way, the limitations of the often still functional and 
centralizedd organizations and the usual responsibility-centered, structural view on 
organizingg can become painfully obvious. Organizations are suddenly faced with 
questionss about the customer's identity and expectations, are becoming 
increasinglyy aware that nobody is responsible for the overall operation, that new 
productss or services are being developed too slowly, that lead times are too long, 
thatt compartmentalized departments or functional units are preventing alert 
response,, or that it is virtually impossible to connect functional information 
systemss along process lines. The organization's processes are often unnecessarily 
complex.. Leaving the governing of these processes to those closest to the 
customerr and streamlining the relationship between these front workers and the 
backk offices, can allow for many simplifications, accelerations and innovations. It 
mayy occasionally even lead to entire processes becoming surplus to requirements. 
Inn this respect, mass customization (Pine, 1993) can act as a significant impulse 
forr change, meaning that organizations must be able to simultaneously combine 
economiess of scale through standardization with the economies of scope through 
customization. . 

Eachh organization can be described in a limited number of core processes. 
Whilee some writers distinguish a maximum of three or four processes (Kaplan 
andd Murdock, 1991), others mention five to eight processes (Johansson et al., 
1993).. A core process is "... a set of interrelated activities, decisions, information, 
andd material flows, which together determine the competitive success of the 
company""  (Kaplan and Murdock, 1991: 28). They are commonly the primary 
activitiess of the value chain, that is, one sequence of functional activities (Porter, 
1985).. Examples are order generation and fulfillment, and product development. 
Thee characteristics of core processes are that they are central to business 
functioning,, relate directly to external customers and to the organization's core 
competences,, and cross functional, geographic, business unit, and organization 
boundariess (Hammer and Champy, 1993; Jansen et al., 1995). Reengineering 
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takenn to its highest level, therefore, cuts across all the different organizations that 
makee up the supply chain. Given that each organization has a limited number of 
coree processes, they also provide an excellent interpretative framework for all 
currentt and future, planned and emergent change initiatives. 

Byy ensuring that the customer-related core processes occupy center stage, 
thee focus is shifted from the structures by which organizations are usually 
describedd and analyzed - functions, business units, regions, and so on - to the 
wayy the organization functions and value is created. Reengineering is 
revolutionaryy in the fact that it recommends the redesign of these core processes 
fromfrom scratch in one comprehensive shot, from the point of view of the customer's 
currentt and future demands and needs. Such a clean slate approach to 
organizationall  change means that every business concept, assumption, purpose, 
andd principle is questioned so that totally new ways of organizing can be 
considered.. This would not only enable organizations to achieve order of 
magnitudee improvements or a quantum leap in market performance, but also 
breakpointss that provide new business opportunities in the marketplace. A 
breakpointt is "...the achievement of excellence in one or more of the "value 
metrics""  - the values the market puts on products and services - to the extent that 
thee marketplace clearly recognizes the advantage and where the ensuing result is a 
disproportionatee and sustained increase in market share" (Johansson et al., 1993: 
16).. Typical value metrics of apparent importance to the modern-day competitive 
relationshipss are customer satisfaction, flexibility , quality, cycle time, and 
innovativeness,, which can and must be striven for simultaneously (Hammer and 
Champy,, 1993). Breakthrough reengineering is therefore intended to result in 
operationall  excellence to achieve market leadership by rewriting the explicit and 
implicitt rules on which the industry is based. This implies, partly at least, a shift 
towardss competition based on the way organizations operate. 

Thee striving for operational excellence and market leadership gives 
strategicc meaning to reengineering, although there is a difference between product 
markett strategy and process strategy. Porter's conceptualization of competitive 
strategyy (Porter, 1980) implies that organizations formulate a product market 
strategyy to distinguish and position themselves in the market. Reengineering is 
lesss related to this conceptualization of strategy than it is to the resource or 
capabilityy school of strategy (Wernerfelt, 1984; Barney, 1991; Conner, 1991; 
Peteraf,, 1993). Reengineering could be grounded in this school of strategy, 
becausee it also broaches the subject of how to organize heterogeneous resources 
too achieve more productive resource combinations and sustainable advantages. 
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Furthermore,, reengineering is seen as being able to bridge the conventional rift 
betweenn strategy and operations (Edwards and Peppard, 1994). Discussions on 
strategyy and core competences are often abstract and are difficult to relate to the 
operationall  processes. Defining the organization in a limited number of core 
processess could clarify these abstract discussions, while the current or desired 
coree competences could push the redesign of the core processes in the right 
direction.. In this view, the core processes are the drivers of the organization's 
coree competences and capabilities, and, in this sense, of its strategy. Resource-
basedd thinking could therefore provide an appropriate model of strategic change 
forr reengineering, which is still lacking at the moment. 

Informatio nn Technolog y 

Thee first publications on business reengineering in particular pointed to a definite 
linkk between process innovation and information technology. To use Hammer's 
language:: do not automate, obliterate (Hammer, 1990). It was argued, that 
organizationss miss all kinds of opportunities if they automate outdated, 
inefficient,, and cumbersome processes. By first redesigning processes and ridding 
themm of all non-value adding activities and, where possible, integrating them, the 
benefitss of investments in information technology could increase dramatically. 
Furthermore,, new information technology can have a disruptive effect on 
organizationss and processes in that it has the ability to fundamentally change the 
basicc rules on which the business is based. The point made in reengineering was 
thatt by seeing innovative technology as the enabler for process innovation, 
breakthroughh reengineering could become a reality. In order to achieve 
breakpoints,, however, organizations and processes must be completely redesigned 
fromm scratch to exploit as best as possible the productive possibilities of the new 
technology.. In this way, reengineering proponents responded to the productivity 
paradoxx mentioned before. 

Whereass Hammer (1990) talks about the possible impact of single 
informationn technologies on organizations and processes, others (Davenport and 
Short,, 1990; Johansson et al., 1993) stress the relationship with the organization's 
capabilities,, which "...are based on developing, carrying, and exchanging 
informationn through the firm's human capital" (Amit and Schoemaker, 1993: 35). 
Withh this different emphasis, the attention shifts from automation to informating 
thee organization. It is no longer information technology that is considered directly 

3 5 5 



O NN O R G A N I Z A T I O N : L O O K I N G B A C K O N R E E N G I N E E R I N G A N D A H E A D T O L E A R N I N G 

responsiblee for creating competitive advantage - the slogan of the 1980s -, but 
thee capabilities of the organization to combine heterogeneous resources, including 
informationn technology, in productive and distinctive ways. Shared databases, for 
instance,, can be essential for developing capabilities to integrate tasks, functions, 
andd processes. Other examples concern information collection and distribution 
capabilities,, decision making capabilities, and process modeling and 
conceptualizationn capabilities. By supporting such capabilities, information 
technologyy can contribute to reducing not only the organization's production 
costs,, but also its information and coordination costs. In this way, reengineering 
andd resource-based thinking are once again married up. 

However,, information technology can also be a considerable obstacle for 
reengineeringg (Earl, 1994). When data and systems architectures are geared to 
local,, functional needs, there may be limits to process innovation. Put otherwise, 
organizationss are often embedded in their information systems, making it difficult 
too integrate new information technology. Combined with process redesign, new 
informationn technology can unlock innovative business opportunities, but this 
meanss that an information infrastructure needs to be developed with the same 
processs orientation (Truijens, 1994). For example, a large bank in the Netherlands 
hass introduced a new layer in the information infrastructure, interfacing the 
existingg functional information systems and the sequential process activities, with 
thee aim of redesigning the processes without the direct need to simultaneously 
modifyy the existing applications (Canton and Mescher, 1994). This approach 
significantlyy increased the speed with which the changes could be implemented. 
Thiss example indicates that there is a correlation between the success of 
reengineeringg efforts and the degree to which the information infrastructure 
enabless newly designed processes (Davidson, 1993; Huizing et al., 1994). 

Furthermore,, a linkage between reengineering and information 
technologyy can be achieved in strategic information planning processes. 
Informationn systems initiatives are then considered in connection with the 
businesss changes proposed. This can provide business managers with a better 
insightt into the possibilities and impossibilities of new information technology, 
andd computer experts into the business needs (Earl, 1994). As a board member of 
aa reengineered organization remarked: "Thanks to reengineering, I feel for the 
firstt time that I have a true grip on the automation department and can guide it" 
(Kleinn Klouwenberg and Huizing, 1993). 
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Organizationa ll  and Human Aspect s 

Oncee the concept of core processes is understood, many other, contemporary 
organizationn ideas seem to fit  in. In conjunction, most of these ideas amount to 
thee "team-based organization," a concept that has a longer history in organization 
theory.. Reengineering, therefore, ties in with the trend toward greater flexibility 
throughh decentralization, delegation and organizing in smaller units (Kastelein, 
1985;; Wissema, 1987; Shonk, 1992). It is, for instance, posed that an 
organization'ss customer orientation is largely determined by the way it 
approachess customers at the moment of truth (Harrington, 1991; Schlesinger and 
Heskett,, 1991). A redesign team actively involved in improving the 
organization'ss customer approach, has all kinds of design options at its disposal. 
Itt could, for example, consider options such as "many points of contact with few 
responsibilities,""  "one point of contact that operates as an intermediary to the 
backk office," "a front office team that is able to process all customer queries and 
instructionss independently," or of "a team that is additionally responsible for 
governingg the entire logistics or service process." The factor determining the 
eventuall  design choice is which decision making powers and responsibilities can 
andd must be assigned to the front office workers, given the vision on the new, 
futuree organization and the nature of its work. Generally speaking, reengineering 
proposess to replace functional work units with process teams, and to empower 
thosee teams in such a way that they can be made accountable for the end-to-end 
processes.. This type of result orientation will soon require the composition of 
multidisciplinaryy teams, representing all the necessary knowledge and expertise to 
satisfyy customers demands. 

Itt may become clear from this example that many design decisions 
influencee each other and must therefore be attuned to each other. If decision 
makingg powers are delegated to the shop floor and integrated in process teams, 
thenn for many organizations simple tasks change to multidisciplinary work, 
people'ss roles alter from controlled to empowered, job preparation changes from 
trainingg to education, the focus of performance measures and compensation shifts 
fromm activity to results, and the advancement criteria change from length of 
servicee to performance and ability (Hammer and Champy, 1993). Furthermore, 
empoweredd process teams can result in fewer management layers and support 
functions,, while their roles change from supervisors to coaches and facilitators 
(Johanssonn et al. 1993). 
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Inn addition, the organization's information provision will need adjusting. 
AA customer and result oriented way of organizing and working is simply 
impossiblee unless the organization members - managers and empowered 
employeess alike - can dispose of the correct information in time. For example, all 
thee available customer information needs to be integrated to get a complete 
picturee of their behavior. Consequently, activity-based costing and a performance 
measurementt system with financial and non-financial indicators are considered 
integrall  reengineering components (Kaplan and Norton, 1992). With a 
performancee measurement system, the organization's strategy can be crystallized 
inn relevant value metrics, which reflect the level of ambition for the change effort 
att every organizational level. The impact of such a system on the behavior, 
values,, and beliefs of the organization's members can contribute to the practical 
exploitationn of the productive possibilities of the newly designed processes 
(Torremans,, 1993; Huizing and Clintjens, 1995). Moreover, performance 
measurementt facilitates internal and external benchmarking, which enables a 
comparativee evaluation of the performance of the organization members or teams 
withh each other and with those of the competition (Harrington, 1991). 
Performancee measurement and benchmarking are therefore often both a stimulus 
forr reengineering and a component of its methodology. 

Hence,, reengineering brings every organizational aspect up for 
discussion.. It is therefore not only a revolutionary, but also a radical change 
conceptt (Hammer and Champy, 1993). In table 2.1, the essential elements are 
summarized.. The strategic and design implications of reengineering are arranged 
too the organization's customer approach, its process orientation, its organizational 
structure,, the role of information and information technology, and performance 
measurement.. A number of change directions complete the table. 
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Strategy y 

Design n 

Change e 

directions s 

Customer Customer 
approach approach 
AA strategic vision 
forr leadership or 
renewed d 
competitivenesss in 
thee market 

Breakthrough h 
strategyy for 
creatingg value for 
thee customer 

Coree competences 
relatingg to 
customerr service 

Organization n 
focusedd on 
momentt of truth 
andd sustainable 
customer r 
relationships s 

Fromm product 
orientedd to 
customerr focused 
thinkingg and action 

Process Process 
orientation orientation 
Onn the basis of the 
vision,, describe the 
organizationn in a 
limitedd number of 
coree processes to 
achieve e 
breakpointss in 
competitive e 
relationships s 

AA comprehensive, 
cleann slate 
redesignn of core 
processess (intra-
andd inter-
organizational l 
processess within 
thee value chain) 

Mass s 
customization n 

Fromm a structural 
vieww to thinking in 
customerr oriented 
processes s 

Organizational Organizational 
structure structure 
Structuree and 
organizational l 
routiness to exploit 
markett dynamics 

Greaterr flexibility 
through h 
empowered d 
teamworkk and less 
hierarchy y 

Organization n 
aroundd processes 

Multidisciplinary, , 
empoweredd teams 

Coaching g 
leadership p 

Dedicated d 
appraisall and 
rewardreward systems 

Fromm controlling to 
visionaryy and 
facilitating g 
leadership p 

Fromm functional 
taskss to process 
jobs s 

Information Information 
(technology) (technology) 
Disruptive e 
technologiess as 
enabler r 

Customer r 
informationn as 
assett (integral 
picturee of customer 
behavior) ) 

Information n 
planningg and 
infrastructure e 
focusedd on 
processs support 

Customer r 
databases s 

Supportt of 
managerss and 
empoweredd teams 

Supportt of core 
processess and 
mass s 
customization n 

Systemm integration 

Fromm automation 
too informating the 
organization n 

Performance Performance 
measurement measurement 
Crystallizing g 
strategyy in 
ambitionn level 

Breakpointss in 
relevantt value 
metrics s 

Customer r 
satisfactionn as 
primaryy criterion 

Benchmarking g 

Benchmarkingg and 
aa performance 
measurement t 
systemm with 
financiall and non-
financiall indicators 
forr managers and 
empowered d 
employees s 

Fromm working for 
thee boss to working 
forr the customer 

Tablee 2.1 Essentials of business reengineering 

Chang ee Managemen t 

Designingg a process based organization is one thing, actually achieving it in 
practicee typically requires several years of radical and persistent organizational 
change.. The implementation of reengineering therefore appears more challenging 
thann the concept. In this regard, it is surprising that the reengineering literature 
payss relatively little attention to change management. The change methodologies 
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suggestedd vary from high level to highly detailed prescriptions (Davenport and 
Short,, 1990; Kaplan and Murdock, 1991; Huizing and Maes, 1993). To illustrate, 
wee shall pursue a detailed methodology that is based on tools, techniques, and 
modelss facilitating process analysis, modeling, engineering, and change 
(Johanssonn et al. 1993). Although each methodology mentioned in the literature 
hass its own characteristics, the basic ideas usually correspond with this 
methodology.. In addition, the change roles and responsibilities that have emerged 
inn organizations implementing reengineering are illustrated (Hammer and 
Champy,, 1993). 

Thee reengineering approach of Johansson et al. (1993) consists of three 
phases:: a discover, redesign, and realize phase. In the discover phase, the 
organizationn creates a strategic vision for dominance or renewed competitiveness 
inn the marketplace, and determines how the redesign of the core processes can 
contributee to achieving this strategy. The current business is examined with the 
intentionn to identify the opportunity and scale for reengineering, with or without 
seekingg breakpoints. Key issues in this phase are the selection of the core 
processess that will be redesigned, the formation of the design team, and deciding 
onn the tools and techniques to be used (for instance, customer surveys, 
benchmarking,, process mapping, profitability analysis). The design team gives a 
high-levell  definition of the core process to be redesigned and its key management 
andd supporting processes and details this analysis up to the point where a new 
processs design can be created in concept. Furthermore, the current culture is 
assessedd in order to understand the organization's need for change, and its 
readinesss and ability to change, short-term improvements are identified to help 
fundd longer-term efforts, and the financial base case is provided. At the end of 
thiss phase, the commitment of top management is reconfirmed. 

Inn the redesign phase, the design team undertakes a rigorous process 
mappingg exercise to work out the conceptual design of the core process. The 
relationss with the suppliers and the customers are incorporated explicitly. All 
creativityy is unleashed on the current way that business is done, thereby 
questioningg the underlying assumptions, principles, purposes, and concepts. 
Gradually,, a vision on the core process is replaced by a concrete solution. Next, 
thee expected change management issues need to be considered, and change 
strategiess be invented to overcome them. In this phase, too, top management 
needss to recommit formally to the reengineering effort. 
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Program m 
Management t 

Processs / 

Informationn \ 
Systemss / 

\ \ 
Organizationn > 

Performancee \ . 
Measuress ? 

Step l : : 
Mobilize e 

Buildd Team 
Plann in Detail 
Confirm m 
Investment t 
Andd Payback 
Recognize e 
Impact t 

w w 

Stepp 2: 
Communicate e 

Fulll Vision in 
Context t 
Visionn of Work 
Stream m 
Explainn Rationale 
Validatee Vision, 
Plann and Impact 

Change Change 

Stepp 3: Step 4: 
Actt Measure 

Executee Tasks Against Target 
Controll Against Specifications 
Plann Cost-Benefit 
Communicate e 

BehaviorBehavior and Values 

Stepp 5: 
Sustain n 

Ongoing g 
Management t 
Key y 
Performance e 
Measures s 

Figuree 2 .1 : Steps in a typical reengineering methodology (Johansson et al., 1993) 

Thee third and last phase concerns the tactics by which reengineering is 
implemented.. As shown in figure 2.1, this phase has five tracks involving five 
differentt types of activities: mobilize, communicate, act, measure, and sustain. 
Reengineeringg initiatives are strategic in that they are radical, need ongoing top 
managementt support, require substantial resources, and relate to performance 
issuess that are at the core of the organization's competitiveness. Such complex 
organization-widee efforts call for skillful program management, that is a business-
widee environment enabling a top-down transformation of the organization's 
operationss (Pinto and Slevin, 1988; Wijnen, 1994). Communication skills, team-
buildingg and interpersonal skills are considered as important to the success of the 
reengineeringg initiative as the analytical, design and creativity activities. 

Followingg this methodology also means that change roles and 
responsibilitiess have to be defined and communicated (Hammer and Champy, 
1993).. Top management generally performs the role of championing the 
reengineeringg endeavor from the start and is part of a steering committee, which 
developss and monitors the organization-wide change program. They also appoint 
thee process owner, who is the executive responsible for the process under review. 
Thee process owner convenes a reengineering team, which will redesign the 
currentt process and implement the new one. The composition of this team can be 
adjustedd in each phase so that, if needed, specific knowledge or experience can be 
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broughtt to the team. A reengineering czar, who is the program leader overseeing 
thee individual projects and who is responsible for developing appropriate 
techniquess and tools, can assist the team. Together, all these change roles are 
responsiblee for enduring that the change program is understood by, and 
communicatedd clearly to all participants, so that sufficient support and 
commitmentt is acquired for each phase of the change process. 

Reengineering' ss  Organizin g Principl e 
Ass is apparent from the above, business reengineering is presented as a change 
concept,, which moulds the different ideas and insights from the contemporary 
organizationn design and change management literature into a coherent whole. 
Reengineeringg is not so much a new concept because of the top-down change 
methodologiess that reflect its comprehensive, analytical, and design engineering 
approachh to organizations. Similar change methodologies are usually proposed 
andd in practice applied if large-scale changes need to be implemented. Rather, the 
noveltyy of reengineering lies in its organizing principle that can be summarized as 
"customerr and process oriented organization." 

Itt is customary in organization theory to approach organization design 
fromm a structural perspective. By contrast, in reengineering, the core processes, 
whichwhich determine how the work should be performed and how value for the 
customerr is created, act as the interpretative frames of reference with which all the 
otherr organizational aspects need to be aligned. That is, people's knowledge and 
capabilities,, their jobs, the organization structure, the management systems, the 
informationn infrastructure, and even people's attitudes, beliefs, and cultural norms 
aboutt what is important are to be shaped by the design and redesign of the core 
processes.. With this, reengineering provides an alternative point of view on the 
continuouss search of organizations for more productive and distinctive resource 
combinations.. In particular for organizations with a functional or product oriented 
andd centralized structure, the process view on organizing means a fundamental 
shiftt in the way the whole business thinks and works (Earl, 1994). Reengineering, 
therefore,, can involve revolutionary change (Hammer and Champy, 1993; 
Davenport,, 1993). The claim is that the energy, time, and costs needed to 
implementt such transformational change will be recouped by the order of 
magnitudee performance improvements and breakpoints in competitive 
relationshipss that can be achieved with reengineering. 
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Thee Belastingdienst (Dutch Inland Revenue) is a good example of a 
transformationn where reengineering 's organizing principle was successfully 
appliedd (Van Moorsel, 1993). Up until 1987, this organization had a product 
orientedd structure, consisting of functional departments that were responsible for 
incomee tax, wages and salaries tax, turnover tax, and corporation tax. Within 
thesee departments, the work was further divided into "levying" (determining the 
taxx assessment), "inspecting" (controlling the company accounting systems), and 
"collecting.""  As a result, large corporations in particular had to deal with a huge 
numberr of points of contact. On top of this, the many different departments, each 
off  which was trying to assist "the customer" to the best of their ability, were 
facingg growing coordination problems. The maximum statutory processing term 
off  three years was therefore often in danger of being exceeded. Moreover, the 
Belastingdienstt was slowly but surely losing the battle against tax fraud. 

Thesee days, the Belastingdienst is split into the divisions "individuals," 
"smalll  and medium-sized businesses," and "large corporations." The lead times 
havee been reduced from years to months, while it is the ambition to reduce them 
too weeks. All 30,000 members of staff were given a new job. Single points of 
contactt have been created, even for large corporations. A multidisciplinary and 
empoweredd process team made up of all the required specialist knowledge and 
expertisee is responsible for levying, inspecting and collecting the taxes of 
approximatelyy 100 large corporations. A performance measurement system, 
includingg a fiscal monitor, is currently being developed. No organizational aspect 
hass been left unchanged. This multiyear process of organizational change was 
startedd with a new strategy crystallized in an ambition level that forced the 
organizationn to explore new ways of thinking and acting. Interestingly, although 
thiss transformation began with a structural view on organization and 
organizationall  change, the many change initiatives and ideas only started falling 
intoo place once they had been molded into a process oriented approach (Van 
Moorsel,, 1993). 

AA Reengineerin g Typolog y 

Ass indicated above, business reengineering was originally described as a 
breakthroughh management and organization concept. Its transformational and 
fundamentall  nature was however quickly questioned. Not every organization is in 
needd of revolutionary change (Caron et al. 1994). Organizations may consider the 
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riskss of reengineering to be too high, their change capabilities to be insufficient, 
orr simply not require radical change. Furthermore, the argument mentioned 
earlierr on in this chapter, that the speed of external developments such as 
liberalizationn and deregulation may differ per country or sector, could explain 
whyy organizations differ in their proclivities to change. 

Onn the basis of these arguments, different reengineering typologies have 
beenn created, used to indicate that reengineering can be applied with different 
ambitionn levels (Harrington, 1991; Robinson, 1994). One framework of analysis 
usess three reengineering types based on three different process definitions: core 
processes,, business processes, and work processes (Batelaan and Wildschut, 
1994).. Core processes are focused on one or more of the strategic objectives that 
determinee competitive success and in their extreme form encompass all 
organizationss that make up a value chain. Each core process can be unraveled in 
variouss business processes, which for example are engrafted onto the 
distinguishedd customer groups or market segments. For instance, if integrated 
logisticss is a core process, then a business process could consist of all the 
logisticall  activities performed for the foreign market. Business processes also 
crosss organizational boundaries. A business process in turn is made up of work 
processess that take place within departments or functional areas such as sales or 
purchasing.. Core processes fit in with breakthrough reengineering, whereas 
businesss process and work process redesign correspond to less revolutionary 
variants. . 

Byy distinguishing different process types, the difference between 
reengineeringg and known management concepts such as total quality management 
andd socio-technical systems thinking fade away. Core processes, however, have a 
muchh wider scope than is customary in alternative change concepts. Total quality 
managementt and the socio-technical approach are therefore usually associated 
withh evolutionary rather than with revolutionary change. The inclusion of 
differentt process types may therefore explain the frequently heard remark that 
reengineeringg is simply old wine in new bottles (Kaplan and Murdock, 1991; 
Earl,, 1994). However, instead of delving into such unproductive discussions, it 
wouldd seem more meaningful to think about the relative advantages and 
disadvantagess of revolutionary versus evolutionary change, and the contrasting 
tacticstactics for accomplishing both kinds of changes (Stoddard and Jarvenpaa, 1995). 
Inn short, there is a trade-off between the size of the performance improvements, 
thee risks organizations are willing to bear, the ability to change, and the amount of 
effortt that has to be put into the change endeavor. Each reengineering type carries 
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differentt risks and requires different design and change management approaches. 
Everyy organization must therefore choose the reengineering type that matches the 
ambitionn level dictated by its environment. This need to attune the requirements 
off  the environment, the ambition level, the organization design actions, and the 
changee management measures to each other is reflected in the notion of "balanced 
change." " 

Balance dd Chang e 

Dependingg on the developments in the environment, their present state and the 
degreee to which they wish to occupy a pro-active or reactive stance, organizations 
willl  have to implement (radical) changes to a greater or lesser degree. Depending 
onn these strategic considerations, they will have to determine whether 
reengineeringg is a suitable change concept, what opportunities are offered by this 
concept,, and the scale on which it will have to be applied. In that, the need to 
change,, the ability to change, and the risks involved in changing the organization 
alll  play a role (Batelaan and Wildschut, 1994). As a result, reengineering will be 
deployedd differently in each organization. By categorizing reengineering into 
differentt types, these differences can be met. Figure 2.2 specifies three ideal-type 
patternss of change or change archetypes that indicate how the notion of balanced 
changee can be operationalized. 

Inn the strategic considerations on organizational change, external and 
internall  alignment occupy center stage (Greenwood and Hinings, 1988; Broekstra, 
1989;; Huizing, 1993). External alignment means determining a level of ambition 
thatt is in keeping with the contextual and transactional environment in which the 
organizationn operates, and its strategic intentions. The contextual environment 
combiness the economical, political, technological, and socio-cultural factors that 
indirectlyy influence the organization. The transactional environment consists of 
thee stakeholders groups - customers, suppliers, shareholders, and so on - who 
interactt directly with the organization (Ackoff, 1981). A strategic gap emerges 
whenn the organization is unable to meet the requirements of the contextual or 
transactionall  environment, which can be the trigger for change. If so, ambitions 
forr reengineering are set. 

Internall  alignment involves translating the organization's ambitions into 
appropriatee organization design and change management actions, which should 
bridgee the perceived strategic gap with the environment. As far as organization 
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designn is concerned, a distinction can be made to the breadth and the depth of the 
changee effort. The term "breadth" refers to the process scope to be used: are core, 
businesss or work processes the objects of analysis? The term "depth" implies the 
degreee in which the organizational and human aspects are radically and integrally 
changed.. As indicated before, these changes relate to the organization's customer 
approach,, process orientation, organizational structure, information technology, 
andd performance measurement (see table 2.1). Put together, breadth and depth 
indicatee how radical the intended changes are. Lastly, with regard to change 
management,, organization-wide program management can be distinguished from 
projectt management, which can be applied to relatively small-scale 
changes. . 

Contextuall and transactional environment 

Core e 
Processes s 

~o~o Business 
oo Processes 

m m 

Work k 
processes s 

Low w 

Locall project 

Simplee project 
management t 

Levell of ambition 

Average e 

Cross-functional l 
project t 

Cross-functional l 
projectt management 

Changee management 

High h 

Organization--
widee program 

Program m 
management t 

Multi--
dimensional, , 
integrall focus 

Multi--
dimensional,dimensional, £jp 
locall focus 33. 

3--

Mono--
dimensional, dimensional, 
locall focus 

Figuree 2.2: Three ideal-type change patterns for reengineering 

Organizationss that manage to solve the external and internal alignment issues are 
consideredd to be fit for purpose, that is, in balance (Miles and Snow, 1994). This 
notionn of balanced change applies to all three reengineering types, although it can 
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bee stated that the alignment issues require more attention the more reengineering 
iss considered a breakthrough change concept. The larger the scale at which 
reengineeringg is applied, the riskier the change process becomes, and the bigger 
thee chance of mismatches frustrating this change process. Such mismatches can, 
forr instance, occur if process teams are installed without actually delegating the 
correspondingg decision-making powers to them, or if far less attention is paid to 
thee organizational and human aspects than to the structural and technological 
changes.. It is up to change managers to prevent such mismatches from occurring. 

Thee three reengineering types distinguished are represented as the local 
project,, the cross-functional project, and the organization-wide program. If a high 
ambitionn level is deployed, changes at the level of the organization's core 
processess will have to be implemented, and all business aspects will have to be 
radicallyy changed. For these radical changes, a change program is formulated to 
keepp track of all required, planned and emergent change initiatives. The two other 
reengineeringg types are alternative approaches for organizations with lower levels 
off  ambition. Balanced change then means that the breadth of change can be 
limitedd to single business processes or even work processes. In that case, the 
depthh of change can also be reduced, because the redesign affects a smaller 
sectionn of the overall organization, or because fewer business aspects are 
involved.. Moreover, relatively simple or cross-functional project management 
wil ll  probably suffice. 

Thesee three reengineering types can be seen as the ideal-type patterns of 
changee or change archetypes. The proposition is that organizations deviating from 
thesee patterns will be less successful in their change efforts. Such deviations or 
mismatchess could partly explain the failure rates of 50 to 70 percent, mentioned at 
thee start of this chapter. They also provide an indication of how organizations can 
improvee their change performance. 

Conclusio n n 

Thiss chapter has presented business reengineering as a change concept that 
mouldss the different ideas and insights from the contemporary management and 
organizationn literature into a coherent whole. It is based on a new organizing 
principlee that can be summarized as "customer and process oriented 
organization.""  It is claimed that organizations can use this principle to achieve 
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substantiall  performance improvements and breakpoints that provide new business 
opportunities. . 

However,, many issues require further research. Reengineering lacks a 
solidd theoretical foundation, for instance. The literature has suggested that the 
conceptt has much ground in common with the resource-based school of strategy, 
butt that has not yet resulted in an appropriate model of strategic change. The 
methodologicall  substantiation also requires attention. Many, often high-level 
methodologiess are suggested, but all are immature and none is proven. On top of 
this,, there are a host of questions concerning reengineering's process view on 
organization,, including: how best to design and govern the relationships between 
thee front and back office, how to incorporate process supporting technology in the 
existingg information provision, and how do performance measures influence the 
behaviorr of organization members? All these questions come together if 
reengineeringg is seen as an integral change concept, which makes it a complex 
andd risky undertaking. Therefore, three ideal-type patterns of change have been 
developed,, which are aimed at assisting managers and employees in designing 
andd governing their reengineering initiatives. These change archetypes also 
deservee further investigation. 
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33 BALANC E IN BUSINESS REENGINEERING: 

A NN EMPIRICAL STUDY ON FIT AND 

PERFORMANCE E 

Thee management and organization literature is imbued with the notion of "fit," 
"match,""  or "balance." Organizations are urged to align their strategy to their 
environment,, to bring internal factors like structure, systems, style, and culture in 
linee with their strategy, and to maintain a balance during the process of 
organizationall  change (Broekstra, 1989; French and Bell, 1990; Greenwood and 
Hinings,, 1988; Henderson and Venkatraman, 1993; Khandwalla, 1977; Miles and 
Snow,, 1994; Mintzberg, 1979; Pascale and Athos, 1981). The business 
reengineeringg literature is no exception to this trend (Davenport, 1993; Edwards 
andd Peppard, 1994; Hammer and Champy, 1993; Johansson et al., 1993; Zairi and 
Sinclair,, 1995). While these theories vary widely in subject matter, they share the 
commonn proposition that an organizational outcome is the consequence of a fit 
betweenn two or more factors or dimensions (Van de Ven and Drazin, 1985). 
Conversely,, misfits or mismatches between such dimensions are held to reduce 
organizationall  performance. 

Thee notion of fit  is not just a theoretical stance lacking any practical 
relevance.. On the contrary, in our study, to which we will refer later, 90 percent 
off  the respondents affirm that "management by matching" (Broekstra, 1989) is 
thethe critical success factor in reengineering. Moreover, many cases presented in the 
reengineeringg literature implicitly or explicitly provide anecdotal evidence 
supportingg the idea of fit  (Caron et al., 1994; Earl et al., 1995; Stoddard and 
Jarvenpaa,, 1995). 

Withh so much theoretical attention and practical relevance, the notion of 
fitfit  would seem to be common sense rather than a matter for vehement debate; 
however,, there are three reasons that contradict this. First, achieving fit is a fragile 
processs (Miles and Snow, 1994; Mintzberg, 1979). Mismatches easily occur. 
Therefore,, fit  should be a matter of central concern to both academics and 
practitioners.. Second, most empirical studies on reengineering lack a multi-
dimensionall  view (Bushoff et al., 1995; CSC Index, 1994; Drew, 1994). They are 
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directedd toward the identification of single critical success factors, such as the 
commitmentt of top management or intensive communications, whose mutual 
interactionsinteractions are not investigated at all. Neglecting the notion of fit, they leave the 
processs of achieving fit to the intuition of the manager. Third, in the search for 
explanationss for organizational performance, there is a continuous debate over 
whichwhich dimensions need to be balanced (Chan and Huff, 1992; Hannan and 
Freeman,, 1977; MacDonald, 1991). For instance, in the reengineering literature, 
thee relationship between organizational performance and the breadth and depth of 
changee processes has been studied (Hall et al. 1993). Many of these theories can 
bee criticized, however, for focusing on organizational design and ignoring change 
managementt issues. Only recently is change management beginning to receive the 
attentionn it deserves (Grover et al., 1995). 

Withh this chapter we hope to contribute to the debate on fit and its 
relationshipp to organizational performance. Our goal is to synthesize findings 
fromm previous literature on organizational design, change management, 
performance,, and business reengineering into a coherent framework that will help 
managerss achieve fit in complex change processes. We also conducted an 
empiricall  study to validate the framework. The framework was operationalized 
intoo a questionnaire that was sent to change managers who had experience leading 
businesss reengineering projects or programs. The following questions have 
guidedd us: 

1.. Do organizations that achieve fit in a business 
reengineeringg change process outperform organizations 
thatt change in an unbalanced way? 

2.. Is there evidence that reengineering success depends on the 
numberr of misfits that emerge during the change process? 

Thiss chapter is organized as follows. First, a framework for analysis is proposed 
basedd on the concept of fit. Three generic archetypes for three levels of ambition 
aree defined. Archetypes or ideal-type patterns of change are consistent packages 
off  design and change management measures. The hypothesis is that organizations 
thatt change according to an ideal-type pattern outperform organizations that 
followw a different, inconsistent pattern. Next, the methodological aspects of the 
studyy are addressed. Then, the main findings on the relationship between fit and 
organizationall  performance are presented. It is concluded that consistent 
reengineeringg endeavors generally result in greater benefits than do inconsistent 
changee efforts, and that an increasing number of misfits results in decreasing 
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reengineeringg success. The study also shows that only a minority of organizations 
hass succeeded in creating a "magical mix" between the level of ambition and the 
designn and change management measures actually taken. Moreover, only a few 
organizationss studied pursued breakthrough reengineering as it was originally 
promotedd in the literature. Finally, the managerial implications and future 
researchh challenges are described. 

Fitt  and Organizationa l Performanc e 
Iss fit  in reengineering an essential factor to explain organizational performance? 
Too study this relationship, we first have to choose which dimensions of 
organizationall  change to include in the concept of fit. Our framework 
distinguishess five dimensions: level of ambition, breadth, depth, planning, and 
coordinationn of the change process (see figure 3.1 for the complete framework). 
Ass will be explained subsequently, level of ambition is the contingency factor in 
ourr study, while the other four dimensions are the independent factors. Breadth 
andd depth relate to organizational design; planning and coordination concern 
changee management issues. Each of these dimensions can contribute to 
reengineeringg success. However, treating an organization or a change process as 
beingg decomposable into discrete dimensions that can be examined separately 
doess no justice to the complex interactions between these dimensions. How these 
dimensionss interact can also be a vital factor in explaining organizational 
performancee (Miles and Snow, 1994; Van de Ven and Drazin, 1985). 

Too gain an explicit understanding of the interactions between the 
distinguishedd dimensions, a measure of synthesis is needed (Greenwood and 
Hinings,, 1988; Lauglin, 1991; Mintzberg, 1979). Archetypes or ideal-type 
patternss of change can serve this purpose (Van de Ven and Drazin, 1985). By 
archetypess or ideal-type patterns we mean consistent packages of design and 
changee management measures that correspond with the level of ambition set. To 
accountt for the fact that organizations differ in their level of ambition, our 
frameworkk consists of three archetypes. It seems logical to assume that an 
appropriatee set of design and change management measures varies with the level 
off  ambition (Batelaan, 1995; Stoddard and Jarvenpaa, 1995). Metaphorically 
speaking,, climbing Mount Everest simply demands a more powerful arsenal of 
measuress than climbing a sand dune. We therefore distinguish between 
organizationss with relatively low, medium, and high ambitions. As can be seen 
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fromfrom figure 3.1, the matching archetypes are labelled "the local project," "the 
cross-functionall  project," and "the company-wide program." These labels reflect 
thatt an ever larger part of the entire business system is affected by the 
reengineeringg effort. 

Thee first archetype stands for an incremental, bottom-up, narrow change 
off  an existing process within an operational function that requires relatively 
simplee change management measures. From the perspective of the total business 
system,, a local project leads to minor adjustments such as locally improved 
customerr contacts. These minor adjustments, however, should be sufficient to 
realizee the relatively low ambitions of the organization. The second archetype 
reflectss a middle-out, average change focused on the interdependence of activities 
acrosss distinct functional lines that demands extended planning and coordination 
measures.. It leads to a radical change in a substantial yet distinct part of the 
organization.. The last archetype describes a top-down, large-scale reengineering 
effort.. To achieve the relatively high level of ambition, the focus is on 
transformingg the whole business system, which places great demands on 
organizationall  design and change management. 

Thee three archetypes reflect how the notion of fit  has been 
conceptualized.. If organizations succeed in combining the distinguished 
dimensionss into an ideal-type pattern of change, they achieve fit. If they deviate 
fromm such a pattern, our framework suggests that they wil l suffer from one to four 
misfits.. In that case, the breadth, depth, planning and/or coordination dimensions 
aree not properly synchronized with the organization's aspirations. Such misfits or 
deviationss are hypothesized to lead to reduced performance. 

Hypothesis:Hypothesis: the three ideal-type patterns of change are models of success 
thatthat will  outperform any other pattern. 

Thee archetypes enable us to make a distinction between organizations that change 
accordingg to an ideal-type pattern and organizations that follow a different 
pattern,, that is, organizations that face at least one misfit. To test the hypothesis, 
thee resulting groups of (what we have called) consistent and inconsistent 
organizationss have to be compared with each other on the basis of a measure for 
reengineeringg success. Reengineering success, the dependent factor in our 
framework,, is defined later. The organizations studied can also be grouped 
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accordingg to the number of misfits they faced. These groups can be correlated 
withh the success measure to show the effect of a growing number of deviations on 
reengineeringg success. 

Inn the next three sections the archetypes are further illustrated and 
underpinned.. Each archetype consists of four "minipatterns" that relate to the 
breadth,, depth, planning, and coordination dimensions. These dimensions are 
defined,, and the minipatterns are specified. The definition of a measure for 
reengineeringg success concludes our framework. 

Levell  of Ambition : The Contingenc y Facto r 

Thee process of achieving fit begins, conceptually at least, by aligning the 
organizationn to its environment (Miles and Snow, 1994). If a strategic gap is 
perceived,, organizations normally reflect on current performance and the 
improvementss needed. By stating their ambitions, organizations try to bridge the 
gapp with the environment. At the same time, a gap is revealed between the 
organization'ss ambitions and its resources (Hamel and Prahalad, 1993). This 
secondd gap has to be closed by taking appropriate design and change management 
measuress (Edwards and Peppard, 1994; Hall et al., 1993; Hammer, 1990). 
Therefore,, achieving fit not only means that the strategic gap has to be bridged, 
butt also implies that the package of reengineering measures is properly attuned to 
thee level of ambition. The level of ambition is therefore the pivot or contingency 
factorr in our framework. This chapter discusses only the relationships between 
ambitionss and the set of measures with which organizations hope to achieve the 
improvementss needed. Whether organizations actually succeed in closing the gap 
withh the environment as a result of reengineering remains outside the scope of this 
chapter. . 

Inn this study, the level of ambition is determined by the number and size 
off  the intended performance improvements and whether or not a sustainable 
competitivee advantage or breakpoint is pursued (see figure 3.2). This definition is 
basedd on three general considerations found in the reengineering literature. First, 
withh regard to the kind of performance improvements to be pursued, managers are 
stimulatedd to listen to the customers to hear the value they put on products and 
servicess (Davenport, 1993; Johansson et al., 1993; Vantrappen, 1992). Since 
valuee to the customer cannot be assessed in purely financial terms (Johansson et 
al.,, 1993), the level of ambition will typically express a multitude of financial and 
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non-financiall  value metrics, such as reduction of cost and improvement of 
customerr satisfaction. Second, in order to motivate and mobilize the organization 
andd to enhance the tangibility of an organization's strategy, it is emphasized that 
managerss quantify their aspirations (Bertsch and Williams, 1994; Davenport and 
Beers,, 1995; Hammer and Champy, 1993). Finally, to gain market dominance, 
organizationss are urged to strive for a breakpoint, that is, to pursue excellence in 
onee or more of the relevant value metrics (Johansson et al., 1993; Treacy and 
Wiersema,, 1994). 

Inn other words, the reengineering literature stimulates organizations to 
pursuee a high level of ambition, leading to a radical change that places high 
demandss on the design and change management measures to be taken. However, 
nott every organization wants to change radically, is able to do so, or has the 
couragee to do so. In practice, organizations trade off among the need to change, 
thee ability to change, and the risks involved in changing the organization 
(Batelaann and Wildschut, 1994), and this process leads to different levels of 
ambition.. As we have said, we account for these differences by dividing the 
organizationss studied into three groups: those striving for relatively low, medium 
andd high ambitions. 

Breadth ,, Depth , Planning , Coordination : The Independen t 
Factor s s 

RegardlessRegardless of which level of ambition organizations choose, aspirations have to 
bee translated into an appropriate package of reengineering measures. In this 
section,, we argue that these measures can be arranged into four dimensions of 
organizationall  change: breadth, depth, planning, and coordination of the change 
process.. Breadth and depth apply to organizational design; planning and 
coordinationn relate to change management issues. These four dimensions and 
levell  of ambition, together with their constituent elements, are included in figure 
3.2. . 
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OrganizationalOrganizational Design 

Breadt h h 

•• number of operational functions 
redesigned d 

Depth h 
•• number and kind of organizational 
aspectss changed radically 

Levell  of Ambitio n 

-- number of intended improvements 
-- size of intended improvements 
-- aiming at breakpoints 

Plannin g g 

numberr and alignment of projects 
specificationn of change plans 
methodologicall support 
formalizationn of change organization 
rolee of top management 

Coordinatio n n 

-- formalization of project meetings 
-- standardization of project meetings 
-- nature of communication with 

peoplee directly involved 

ChangeChange Management 

Figuree 3.2 Dimensions of organizational change 

Breadt h h 
Deliveringg value to the customer seems to be the strategic imperative of the 
1990s.. Consequently, reengineering has to result in performance improvements 
thatt are clearly recognizable to customers. This requirement puts business 
processess at the centre of theoretical and practical attention, for it is at the 
operationall  level that products and services are being delivered to the customer 
(Johanssonn et al., 1993). Before embarking on reengineering, the activities that 
aree critical for value creation first have to be identified. Then which critical 
activitiess will be included in the change process has to be decided. 

Wee describe breadth as the number of critical activities or operational 
functionss tackled in the reengineering effort (see figure 3.2). Inspired by Porter's 
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valuee chain (Porter, 1985), six critical activities are distinguished: procurement, 
inboundd logistics, production, marketing and sales, outbound logistics, and 
service.. A core process is one sequence of functional activities (Davenport, 1993; 
Johanssonn et al., 1993; Kaplan and Murdock, 1991). Such core processes are 
centrall  to business functioning and have a direct relationship with the external 
customer.. Changing a process or parts of it inherently affects the management and 
supportt functions that are related to the operational functions involved. 

Consequently,, breadth can be defined as narrowly as a single operational 
functionn or as broadly as entire core processes (Hall et al., 1993). Archetypically, 
wee expect that less ambitious reengineering efforts will be restricted to one 
operationall  function, moderately ambitious projects will involve two to four 
operationall  functions, and highly ambitious company-wide programs wil l include 
most,, if not all, critical activities. In this way, a basic assumption underlying 
reengineeringg is made concrete: the higher the ambitions, the more critical 
activitiess should be taken into account (Davenport and Stoddard, 1994; Hall et al., 
1993;; Hammer and Champy, 1993; Johansson et al., 1993; Kaplan and Murdock, 
1991).. Achieving breakthrough performance improvements requires the 
reintegrationn of traditionally fragmented processes. 

Depth h 
Reengineeringg triggers changes of many kinds, not just of core processes 
themselvess (Hammer, 1990). To achieve substantial performance improvements, 
anythingg associated with the core process should be refashioned in an integrated 
wayy (Hall et al., 1993; Johansson et al., 1993). In this regard, all kinds of 
innovativee ideas or design options stemming from a range of academic disciplines 
mightt prove useful: mass customization, self-managing teams, the division of the 
organizationn into front and back offices, supporting processes with new 
technologies,, the balanced scorecard, activity-based costing, and so on (Earl, 
1994;; Kaplan and Norton, 1992; Pine, 1993; Schlesinger and Heskett, 1991; 
Shonk,, 1992). However, a danger of such single options is that they wil l live a life 
onn their own in separate corners of the organization. It is the challenging task of 
thee redesign team to combine such options fruitfully  into a logical and consistent 
neww organizational design. The redesign team also has to decide on the 
radicalnesss with which the design options have to be applied. 

Byy depth we mean the number and kind of organizational aspects or 
leverss that change profoundly as a result of reengineering (see figure 3.2). To 
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analyzee this dimension, we have combined fifty design options described in the 
aforementionedd literature into five organizational aspects: the customer approach, 
processs knowledge, organizational structure, information technology, and 
performancee measurement (for examples of the design options used, see the 
appendix). . 

Changingg the organizational aspects has to contribute to the behavioral 
changee needed to achieve the ambitions set for the change process. It is generally 
assumedd that the higher the ambitions, the more organizational aspects should be 
changedd radically (Batelaan, 1995; Hall et al., 1993; Hammer and Champy, 1993; 
Johanssonn et al, 1993). It is also suggested that customer and process-oriented 
changee levers have more impact on organizational performance than do 
investmentss in other levers (Beer et al., 1992; Cooper and Markus, 1995; Grover 
ett al., 1995; Nievelt, 1992; Schlesinger and Heskett, 1991). In fact, the 
reengineeringg literature warns against traditional restructuring or information 
systemss improvement (Davenport, 1993; Hammer and Champy, 1993). We 
thereforee hold that every kind of reengineering, including less ambitious change 
efforts,, should focus first on the customer. For medium ambitions, radical changes 
shouldd also be sought in building up process knowledge and new performance 
measuress to reinforce the reassessed relationship with the customer and the 
processs perspective. Creating supporting performance measures can strongly 
affectt organizational behavior in a desired direction (Kaplan and Norton, 1992). 
Onn top of this, highly ambitious reengineering initiatives should embed these 
changess in radically new organizational structures and information systems by 
applyingg design options such as delayering, decentralization, shared databases, 
andd systems integration. 

Plannin g g 
Reengineeringg efforts have to be prepared and structured to promote 
implementationn of the new organizational design (Batelaan, 1995; Grover et al., 
1995;; Hammer and Stanton, 1995; Vrakking, 1992). In this regard, many planning 
decisionss have to be made. It has to be decided whether change activities can be 
groupedd into one or more autonomous projects or whether they need to be aligned 
intoo a formal change program (Kaplan and Murdock, 1991; Pinto and Slevin, 
1988;; Wijnen, 1994). Other planning issues involve the phasing of change 
activitiess into short-, middle-, or long-terms change plans (Batelaan, 1995; 
Heygate,, 1992), and the number and kind of methods and techniques that will be 
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appliedd to specify these plans (CSC Index, 1994; Hall et al., 1993; Hammer and 
Champy,, 1993). Change can also be achieved within the existing hierarchy or 
throughh the establishment of temporary governance structures, which can vary 
fromm simple project structures to comprehensive matrix structures (Kotter, 1995; 
Dee Laat, 1993). Finally, it has to be decided at what hierarchical level the change 
leaderr role should be fulfilled and, consequently, what the most appropriate role is 
forr top management (Heygate, 1992; Vrakking, 1992). 

Withh respect to the planning dimension, we refer to five change 
managementt measures: the number and alignment of projects, the specification of 
changee plans, the methodological support of change managers, the formalization 
off  the change organization, and the role of top management (see figure 3.2). In 
vieww of the change organization, managers have to decide upon these planning 
measuress in order to guarantee a firm and effective grip on the change process. It 
iss assumed that the higher the ambitions, the higher the demands on the 
preparationn and structuring of the change effort (De Leeuw, 1994). Naturally, the 
largerr the number of change activities and people involved, the greater the 
emphasiss should be on aligning the change activities and formalizing the change 
organizationn to keep the change effort manageable. These considerations underpin 
thee following "minipatterns." 

Inn the achievement of low ambitions, we hold that effective planning 
takess place by defining a single project and a detailed, short-term project plan, for 
whichh a limited number of supporting methods and techniques are used. The 
smalll  project domain suggests that existing governance structures or simple 
projectt structures are effective means of uniting those involved in the change 
effort.. Lower management leadership is assumed to be most fruitful in this kind 
off  reengineering (Beer et al., 1992; Dixon et al., 1994), for leadership should be 
fulfille dd at a management level that just oversees the project domain (Wijnen, 
1994;; Wijnen et al., 1993). In fact, active, ongoing involvement of top 
managementt suggests a waste of management capacity. 

Inn moderately ambitious change efforts, it is expected that multiple 
projectss are defined that are underpinned by detailed, solid project plans for which 
methodss and techniques are extensively used. An extended yet simple matrix 
structure,, uniting people from different disciplines and management levels, 
indicatess adequate structuring of the reengineering effort. In fact, comprehensive 
matrixx structures comprising numerous steering committees and task forces 
shouldd be avoided, for they can easily add to the complexity of the change process 
(Dixonn et al., 1994; Duck, 1993; De Laat, 1993). Moreover, in view of the 
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enlargedd project domain, middle management's proactive leadership is assumed 
too be most effective in this kind of reengineering (Beer et al., 1992; Kotter, 1995; 
Wijnenn et al., 1993). 

HighlyHighly ambitious change efforts need tight alignment of projects into a 
formall  change program (Benjamin and Levinson, 1993; Davenport and Short, 
1990;; Duck, 1993; Heygate, 1992) underpinned by a compelling vision, that is, by 
ann indicative, long-term program plan with one or more quantified goals rather 
thann highly detailed specifications (Beer et al., 1992; Davenport and Stoddard, 
1994;; Grover et al., 1995; Hammer and Champy, 1993). Otherwise, the change 
effortt can easily dissolve into a list of confusing and incompatible projects that 
cann take the organization in the wrong direction or nowhere at all (Kotter, 1995). 
Consideringg the complexity of highly ambitious change efforts, the economic use 
off  methods and techniques to examine market and competitive realities is required 
too prevent "analysis paralysis" (Hammer and Champy, 1993; Heygate, 1992). In 
addition,, comprehensive matrix structures need to be established to ensure broad 
participationn throughout the organization (Heygate, 1992; Kotter, 1995; Vrakking, 
1992).. Finally, top management's active leadership is required, for this kind of 
reengineeringg should be directed by a "tough-minded" program leader with a high 
degreee of formal authority (Benjamin and Levinson, 1993; Cooper and Markus, 
1995;; Hall et al., 1993; Hammer and Champy, 1993; Kotter, 1995). 

Coordinatio n n 
Facilitatingg communication among change managers and with "change targets" 
-- that is, those people directly affected by the changes - is crucial in the 
realizationn of change. Since reengineering often fails because project and program 
leaderss lose focus on the scope and goals of the change effort, keeping track of 
changee effort progress is a key issue for management (Bertsch and Williams, 
1994;; Grover et al., 1995). It therefore has to be decided whether or not formal 
periodicall  reviews of the change process have to take place and who needs to 
participatee in these meetings: team members, project leaders, and/or program 
leaderss (Vrakking, 1992)? Decisions also have to be made with respect to the 
standardizationn of these meetings - whether detailed or high-level status reports 
cann be used to ensure efficient information exchange and documentation. Besides, 
communicationn with those directly affected by the changes is required to 
overcomee resistance to change (Hammer and Champy, 1993; Hammer and 
Stanton,, 1995). In general, all existing formal and informal communication 
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channelss should be used to broadcast plans for change (Argyris, 1994; Duck, 
1993;; Hall et al., 1993; Kotter, 1995). More specifically, it has to be decided how 
thosee directly affected by the changes should be informed about the change 
process:: by two-way communication that offers "change targets" explicit 
opportunitiess to influence the course of the change process, or by one-way 
communication,, for instance through large-scale presentations, videos, and 
bulletinss (Heygate, 1992; Vrakking, 1992)? 

Byy coordination we mean three change management measures used to 
gatherr and convey information needed to attune the change activities during the 
reengineeringg effort: the formalization of project meetings, the standardization of 
projectt meetings, and the nature of communication with those directly affected by 
thee changes (see figure 3.2). With respect to the level of ambition set, managers 
havee to decide upon these coordination measures in order to help sustain a greater 
focuss on and commitment to the goals set for the change process. We expect that 
thee higher the ambitions are, the more pressing the demands on coordination will 
bee (Benjamin and Levinson, 1993; De Leeuw, 1994; Vrakking, 1992). Evidently, 
tailoredd measures must be taken to prevent communications from becoming either 
insufficientt or too exhaustive. 

Wee hold that, in the pursuit of low ambitions, formal project meetings 
betweenn the project leader and project members, based on detailed progress 
reports,, are sufficient to keep track of the change effort's progress. 
Communicationn with those directly affected by the changes is assumed to entail 
two-wayy communication, for higher commitment to the change process can be 
obtainedd in this way (Grover et al., 1995), When medium ambitions are the goal, 
formall  periodical reviews among the various project leaders, informing each other 
byy written status reports, are assumed to be an effective way of attuning change 
activities.. Coordination with the rest of the organization suggests a mixture of 
two-wayy and one-way communication, for the larger the number of people 
involvedd in the change process, the less feasible it becomes to consider all 
individuall  interests. In highly ambitious reengineering, the change activities need 
too be coordinated at the highest level in the change organization's hierarchy. 
Formall  periodical change reviews among the program coordinator and project 
leaderss therefore have to be built into the change management process to monitor 
thee attainment of milestones at critical junctures (Benjamin and Levinson, 1993; 
Groverr et al., 1995; Pinto and Slevin, 1988). In addition, these program meetings 
shouldd be standardized using high-level milestone reports, for a strong emphasis 
onn project documentation can easily draw too much attention to highly detailed 

63 3 



O NN O R G A N I Z A T I O N : L O O K I N G B A C K O N R E E N G I N E E R I N G A N D A H E A D T O L E A R N I N G 

matters,, especially in major reengineering endeavors (Heygate, 1992). Such 
reportss help to keep efforts focused on the main issues and prevent "micro-
management.""  Furthermore, extensive and reinforcing top-down communication 
withh those directly affected by the changes is needed in order to resolve the 
conflictss of interests that inevitably arise (Cooper and Markus, 1995; Dunphy and 
Stace,, 1993; Heygate, 1992). Consequently, rather coercive, one-way 
communicationss are required in addition to two-way communications, to prevent 
communicationss from becoming too exhaustive and compromising. 

ReengineeringReengineering  Success : The Dependen t Facto r 

Wee have described three archetypal patterns of change. Each archetype consists of 
fourr minipatterns relating to the breadth, depth, planning, and coordination 
dimensions.. Deviations from these minipatterns on any or all dimensions are 
hypothesizedd to lead to reduced performance. To recapitulate, our hypothesis 
statess that the three archetypes are models of success that will outperform any 
otherr pattern. To test this hypothesis, a measure for reengineering success is 
needed. . 

Reengineeringg success is defined as the number and size of the achieved 
performancee improvements. We will discuss this measure in more detail in the 
nextt section. For now it suffices to say that the respondents were explicitly asked 
too show the effect of reengineering on the overall performance of the organization 
orr business unit. The success measure not only shows how successful each 
organizationn has been in its reengineering endeavor, but it also provides us with a 
standardizedd measure to compare organizations with each other. This can be done 
inn two ways. First, consistent organizations can be compared with inconsistent 
organizations,, that is, organizations that faced at least one misfit. Second, we can 
correlatecorrelate the number of misfits that emerged in the change efforts to 
reengineeringg success. The hypothesis cannot be rejected if organizations 
deviatingg from the ideal-type pattern of change, as well as the number of misfits, 
aree significantly and negatively correlated with reengineering success. 

Researc hh Methodolog y 

Manyy previous studies on business reengineering are casuistic (Caron et al., 1994; 
Earll  et al., 1995; Stoddard and Jarvenpaa, 1995), and there are few empirical 
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studiess with generalizable results (Grover et al., 1995). To promote 
generalizability,, to achieve greater contextual richness, and in search of a stronger 
theoreticall  foundation for business reengineering, the framework we have just 
describedd was operationalized into a questionnaire. This data-collection method 
allowss for replicability and permits some degree of statistical power (Judd et al., 
1991).. Figure 3.3 outlines the steps taken in our research design. 

Thee sixteen-page questionnaire was pretested among several 
methodologistss as well as in a pilot project. The revised questionnaire consisted of 
aa mixture of closed and open questions covering the distinguished dimensions of 
ourr framework and background details of the organization and respondent. The 
questionnairee was constructed using five-point scales and discrete categories. 
Sincee the study draws on relevant theories, perspectives, and literature, the 
contentt validity of the questionnaire is claimed on theoretical grounds. An outline 
off  the questionnaire is included in the appendix. 

Definitionn of level of ambition as the contingency factor 

Identificationn of four areas for misfits 

Definitionn of constructs and development of archetypes 

I I 
Developmentt of a survey questionnaire and data collection 

Assessmentt of number of misfits by comparing actual pattern with 
ideal-typee pattern for each organization 

Distinctionn between consistent and 
inconsistentt organizations 

Rankingg of organizations according to 
thee number of misfits faced 

Correlatingg both kinds of patterns with 
measuree for reengineering success 

Correlatingg the number of misfits with 
measuress for reengineering success 

Acceptancee or rejection of hypothesis 

Figuree 3.3 Steps in the research design 
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Researchh Base 
Thee unit of analysis in the survey was the change process or reengineering effort, 
definedd as a period in the development of an organization or a business unit in 
whichh several related goal-oriented change activities are undertaken to realize a 
moree or less radical change in the form or functioning of an organization. Data 
weree collected from Dutch organizations and business units. These organizations 
stemm from the networks of the Department of Information Management at the 
Universityy of Amsterdam and the Dutch Association of Business Engineers 
(ABE).. The ABE is a leading forum for reengineering professionals in the 
Netherlands.. Organizations were contacted beforehand to find out whether or not 
theyy were interested in participating in the project. Two criteria were used to 
selectt respondents: they had to have practical experience with at least one 
reengineeringg effort and they had to be in a position to largely oversee the change 
process.. The majority of the respondents fulfilled a role as project or program 
leaderr during the reengineering effort. 

Questionnairess were sent to 160 organizations and business units. A total 
off  90 responses were returned, resulting in a response rate of 56 percent. Of these 
900 organizations, 33 (36.7 percent) had completed their reengineering effort and 
weree able to respond to the entire questionnaire. This study reports on these 33 
reengineeringg initiatives. 

Branche Branche 

Manufacturing g 

Trade e 

Bankingg Finance 

Otherr services 

Government t 

Non-profit t 

Other r 

Percentage Percentage 

12.11 % 

9.11 % 

24.22 % 

27.33 % 

21.2% % 

3.00 % 

3.00 % 

SizeSize (number 
ofof employees) 

<200 0 

200-1000 0 

>1000 0 

Percentage Percentage 

36.44 % 

36.44 % 

27.33 % 

CurrentCurrent position 
respondent respondent 

CEO O 

Linee manager 

Externall consultant 

ITT manager 

Otherr staff 

Percentage Percentage 

21.2% % 

6.11 % 

30.33 % 

21.2% % 

21.2% % 

Tablee 3.1 Profile of organizations and respondents 
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Tablee 3.1 shows the sectors in which the organizations operate, the size of the 
organizationss measured by number of employees, and the current position of 
respondents.. The organizations represent all governmental and business sectors, 
suchh as manufacturing, trade, and services. A majority of the organizations 
operatee in the service industry (51.5 percent). Measured by number of employees, 
thee data set includes small, medium-size, and large organizations. 

Operationalizatio nn of the Dimension s 
Thee contingency factor (level of ambition), the four independent factors (breadth, 
depth,, planning, and coordination), and the dependent factor (reengineering 
success)) in our framework have been operationalized into constructs. In this way, 
thee complexity of analyzing the innumerable interactions between the constituent 
elementss of these factors (see figure 3.2) has been reduced to four areas where 
misfitss can arise. 

Thee level of ambition was determined by asking respondents to indicate 
thee number and size of the intended performance improvements and whether or 
nott a sustainable competitive advantage was pursued. They could choose from a 
genericc set of ten indicators or benefit categories: reduction of cost, cycle time, 
leadd time, time to market, improvement of customer satisfaction, delivery 
reliability,, price/performance ratio, productivity, market share, and information 
servicess . Each of these indicators could be marked or quantified by a percentage. 
Too assess the level of ambition, the number of marked indicators was multiplied 
byy a standardized size score of the quantified indicators and divided by the 
maximumm number of indicators. The resulting score was multiplied by a constant 
factorr if a breakpoint was targeted. Next, based on the ambition scores, the thirty-
threee organizations were divided into three equal groups: low, medium and high2. 
ReengineeringReengineering success was assessed by using the same generic set of benefit 
categoriess that was applied in determining the level of ambition. However, now 
thee number and size of the achieved performance improvements were taken into 
account.. As a result, the success scores could vary between the values 0 and 1. 

Withh respect to the four independent factors, the following procedure was 
applied.. In order to determine whether or not a misfit occurred on the breadth 
dimension,, the indicated number of critical activities redesigned was compared 
withh the number defined in the ideal-type pattern. With regard to the depth 
dimension,, respondents were asked to indicate on a Likert scale to what degree 
fiftyfifty  design options were changed (1 = strongly decreased and 5 = strongly 
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increased).. To decide how radically each of the five organizational aspects was 
changed,, the number of design options was multiplied by points given on the 
Likertt scale. A depth score of more than 60 percent of the maximum score was 
heldd to distinguish between radically and non-radically changed aspects. This 
meanss that many design options had to be applied intensively before the changes 
relatedd to any one organizational aspect were labelled "radical." The questions 
concerningg the planning and coordination dimensions were closed questions with 
discretee answer alternatives. The answers could be directly compared with the 
appropriatee minipatteras. As for methodological support, depending on the 
numberr of methods and techniques applied, organizations were allocated to one of 
thee three distinguished categories: limited (<5), extended (>10), and economical 
usee (5<x<10). Thus, for each dimension, a deviation of the specified minipattern 
producedd a misfit3. 

Finding ss on Fit and Performanc e 

Wee started by posing two questions: "Do organizations that achieve fit in a 
reengineeringg process outperform organizations that change in an unbalanced 
way?""  and "Is there evidence that reengineering success depends on the number 
off  misfits that emerge during the change process?" To answer these questions, 
first,first, we correlate consistent and inconsistent organizations to reengineering 
success,, then we provide details on how ambitious and successful the thirty-three 
reengineeringg efforts studied have been. We then examine breadth, depth, 
planning,, and coordination in greater detail. Finally, we demonstrate the effect of 
aa growing number of misfits on reengineering success. 

Ideall  Types versu s Differen t Pattern s 
Inn order to appreciate the balance or fit  of the reengineering initiatives studied, we 
comparedd the actual change patterns followed with the ideal-type patterns that 
suitedd the chosen level of ambition. We hold that organizations are in balance if, 
andd only if, no mismatches emerged in the process of change. Figure 3.4 shows 
thatt only 15 percent of the investigated organizations actually succeeded in achie-
vingg fit to its fullest extent. Of thirty-three cases, one organization with low 
ambitions,, two with medium ambitions, and two with high ambitions followed the 
ideal-typee pattern. Others suffered from all kinds of mismatches resulting in 
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substantiallyy lower reengineering outcomes. In general, higher performance gains 
accruedd when the level of ambition was accompanied by corresponding measures 
alongg the other four dimensions. The correlation between fit and reengineering 
successs is strong and highly significant (Spearman correlation coefficient of 
0.43522 with p<0.01). This finding, although it is based on a limited set of thirty-
threee observations, answers our first research question. Organizations that achieve 
fitfit  in a reengineering undertaking generally outperform organizations that change 
inn an unbalanced way. 

n n 
4) ) 
U U 

O O 
4> > 

£ £ 
w w 
4» » 
1=1 1 

,6 6 

.5 5 

,4 4 

.3 3 

.2 2 

,1 1 

0.0 0 

gggggg Ideal-type Pattern 

|| j Different Pattern 

'f/S/SS/S/J, 'f/S/SS/S/J, 
'S///////SS, 'S///////SS, 

N-- 1 1 

Low w 

Levell  of Ambition 
Figuree 3.4 Patterns of change and success 

100 2 

Medium m High h 

Note:Note: Boxplots provide a simple graphical means of visualizing the distribution of scores in each 
off  the distinguished groups. The upper and lower boundaries of the boxes are the upper and 
lowerr quartiles. The box length is the interquartile distance, and the box contains the middle 
500 percent of values in a group. The horizontal line inside the box identifies the group 
median.. The larger the box, the greater the spread of the observations. Any points between 
1.55 and 3 interquartile ranges from the end of the box (outliers) are marked with circles. The 
liness emanating from each box (the whiskers) extend to the smallest and largest observations 
inn a group that are not outliers. Points more than 3 interquartile distances away from the box 
(extremee values) are marked with asterisks (Norusis, 1994). 
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Ambition ss and Succes s 
Mostt reengineering initiatives aim at and achieve simultaneous gains in a number 
off  performance measures. There are, however, considerable differences between 
thee three ambition categories. Table 3.2 summarizes some of these differences. 
Throughh these numbers and percentages, more insight can be gained into which 
performancee gains were intended and achieved, and to what degree. With respect 
too the average number of intended improvements, organizations with low, 
mediumm and high ambitions reported 2.7, 5.7 and 7.5 improvements, respectively. 
Onn average, they realized 2.1, 5.0 and 6.7 performance gains. Most organizations 
pursuedd and achieved a mixture of financial and non-financial improvements. The 
mostt popular intended improvements were reduction of cycle time, improvement 
off  customer satisfaction, and reduction of costs: respectively 75 percent, 70 
percent,, and 69 percent of the change efforts included these intentions (whether 
quantifiedd or not quantified). The relatively high number of improvements 
reportedd on customer satisfaction reflects that the majority of organizations 
initiatedd reengineering with an outward focus. To be more specific, the higher the 
ambitions,, the more customer satisfaction improvement was intended and 
achieved.. Breakpoints were pursued by sixteen organizations (two in the low 
ambitionn group, and seven in the medium and high ambition groups). As for the 
achievedd performance gains, the same three indicators are mentioned in the top 
three:: reduction of cycle time, reduction of costs, and improvement of customer 
satisfactionn were reported respectively by 66 percent, 66 percent, and 54 percent 
off  thee respondents (whether quantified or not quantified). The figures indicate that 
improvingg customer satisfaction is a more difficult task for organizations than 
cuttingg costs or reducing cycle times, since there is a relatively large gap between 
ambitionss and achievement (70 percent versus 54 percent). 

Furthermore,, about 50 percent of the achieved performance 
improvementss were quantified. The same applies to the intended performance 
gains.. It would seem that the message stressed in the reengineering literature 
(Bertschh and Williams, 1994; Davenport, 1993; Hammer, 1990; Heygate, 1992), 
thatt organizations should quantify aspirations and benefits, has not reached many 
organizations.. Since explicit expectations and goals can support the realization of 
benefits,, it can be stated that these organizations have not made the most of their 
opportunities.. Finally, in agreement with past studies (CSC Index, 1994; Hall et 
al.,, 1993), reengineering success increases with the level of ambition. In general, 
thee highest performance gains were achieved by the most ambitious organizations 
(seee table 3.2). However, only a minority of the organizations studied matched the 
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spectacularr cases mentioned in the literature (Davenport, 1993; Johansson et al., 
1993).. This calls into question the relationship between reengineering and 
dramaticc performance improvements. 

Operationall improvements 

Averagee number of improvements 

Averagee height of improvements: 

a)) reduction of cost 

b)) cycle time 

c)) lead time 

d)) delivery reliability 

e)) price/performance ratio 

f)) productivity 

g)) time to market 

h)) market snare 

i)) customer satisfaction 

j)) information services 

LowLow ambitions 

intended d 

2.7 7 

21.67% % 

48.755 % 

--

--

25.000 % 

15.00% % 

--

--

--

--

realized d 

2.1 1 

18.75% % 

63.333 % 

--

--

--

30.000 % 

--

--

--

--

MediumMedium ambitions 

intended d 

5.7 7 

13.00% % 

10.000 % 

--

10.333 % 

15.000 % 

10.00% % 

20.000 % 

6.000 % 

21.67% % 

33.333 % 

realized d 

5.0 0 

12.40% % 

10.000 % 

10.000 % 

7.000 % 

8.000 % 

7.000 % 

18.00% % 

6.000 % 

19.500 % 

25.000 % 

HighHigh ambitions 

intended d 

7.5 5 

31.25% % 

51.38% % 

36.000 % 

50.000 % 

105.000 % 

78.755 % 

35.000 % 

11.67% % 

26.255 % 

61.25% % 

realized d 

6.7 7 

22.755 % 

57.500 % 

53.000 % 

42.200 % 

40.333 % 

123.000 % 

38.000 % 

9.677 % 

23.600 % 

58.755 % 

Tablee 3.2 Ambitions and reengineering success 

Breadth ,, Depth , Planning , Coordination , and Succes s 
Too add insight into the foregoing general conclusion derived from figure 3.4, we 
mustt analyze the four dimensions underlying the concept of fit to find out if and 
howw breadth, depth, planning, and coordination are correlated to reengineering 
success.. First, breadth appears to be neither strongly nor significantly related to 
reengineeringg success (Spearman correlation coefficient of 0.2526 with p>0.05). 
Thus,, we were not able to prove that reengineering success depends on the 
numberr of operational functions tackled in the change effort. This finding 
contradictss past studies (Hall et al., 1993). Further research is needed to examine 
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thee impact of process definition and delineation on reengineering success (Grover 
ett al., 1995). Second, a strong and significant relationship between depth and 
reengineeringg success is found (Spearman correlation coefficient of 0.5789 with 
p<0.0\).p<0.0\). Clearly, this finding reveals and reaffirms the fundamental nature of 
highlyy ambitious reengineering initiatives that typically entail multidimensional 
andd radical changes. It also supports the assumption that less ambitious 
reengineeringg should preferably be focused on the customer approach (if 
relativelyy low ambitions are pursued), as well as on process knowledge and 
performancee measurement (if medium ambitions are the aim). 

Iff  we reflect on these findings relating to breadth and depth, we find that 
manyy reengineering initiatives are internally focused. Many change efforts are not 
directedd toward critical activities at the customer interface, but are targeted at 
operationall  functions such as procurement and inbound logistics. Moreover, with 
regardd to the five change levers distinguished in our study, many organizations 
aree inclined toward structural and technological changes, while they neglect other 
organizationall  aspects. These observations place the outward focus shown in the 
ambitionss set in a different light: the aspiration to achieve a higher level of 
customerr satisfaction is often not translated into matching design measures. 

Third,, our study reaffirms that the way the change effort is prepared and 
structuredd directly influences reengineering outcomes. The planning dimension is 
stronglyy and significantly related to reengineering success (Spearman correlation 
coefficientt of 0.4986 with/?<0.01). Therefore, greater benefits accrue if sufficient 
andd appropriate planning measures are taken to guide the change effort. For 
example,, with respect to leadership, the findings support previous research in that 
activee senior management involvement is crucial in major reengineering 
initiativess (CSC Index, 1994; Grover et al., 1995; Hall et al., 1993). However, this 
studyy also demonstrates that top management's ongoing involvement is misplaced 
inn less ambitious reengineering efforts as it increases senior management's 
tendencyy to micro-manage the change process instead of focusing on strategic 
objectives.. Likewise, carefully aligning projects into a program and formally 
assigningg people to project teams and steering committees is critical to success if 
large-scalee change processes have to be managed. On the other hand, such 
measuress are rather overdone or even harmful in less ambitious change efforts. 

Fourth,, the way the change effort is coordinated strongly and 
significantlyy affects reengineering success (Spearman correlation coefficient of 
0.46200 with /?<0.01). This finding demonstrates that the extent and nature of 
coordinationn activities are related to reengineering outcomes. For instance, in 
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highlyy ambitious change efforts there is a pressing need for periodical reviews 
betweenn project and program leaders. Not addressing this need wil l be detrimental 
too the process of change. In less ambitious efforts, there is no need for such 
extensivee coordination since relatively autonomous projects are defined. 

Hence,, decisions with regard to planning and coordination of the change 
processs need to be balanced; otherwise they can easily undermine the 
reengineeringg effort. In fact, many organizations actually do undermine their own 
changee endeavors by either underestimating or overestimating the change 
managementt measures required. Necessary decisions, such as reducing the 
numberr of projects to leverage on the existing change resources and assigning line 
managerss with appropriate authority to direct the changes, often fail to take place 
orr are postponed until the change process stagnates. 

Thee Numbe r of Misfit s 

Finally,, we ranked the thirty-three organizations according to the number of 
misfitss they faced in their reengineering initiatives. This number reflects the 
distancee between the actual pattern followed and the ideal-type pattern that 
correspondss to the level of ambition set. If no mismatches emerged in the change 
process,, the organization changed according to an ideal-type pattern. If four 
misfitss are shown, the distance between the actual pattern and the archetype is 
maximal. . 

Ass indicated in figure 3.5, an increasing number of misfits results in a 
decreasingg reengineering success. The magnitude of this correlation is the highest 
off  all relationships discussed in this chapter (Spearman correlation coefficient of 
-0.68199 with/KO.01). Clearly, the more the actual pattern deviates from the ideal-
typee pattern - that is, the larger the distance between both patterns - the more the 
synergisticc benefits of designing and implementing balanced change will be lost. 
Thiss finding answers our second research question. Reengineering outcomes 
generallyy depend on the distance between the actual pattern and the ideal-type 
patternn of change. 
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Figuree 3.5 Distance from ideal-type patterns and success 

Too conclude, given the strong and significant relationships revealed by our study 
(summarizedd in table 3.3), we cannot reject the hypothesis. Although the number 
off  organizations matching the three archetypes is small, which limit s the 
generalizabilityy of our findings, in this study fit nevertheless seems to be an 
essentiall  factor explaining reengineering success and, therefore, organizational 
performance. . 

RelationshipRelationship with reengineering success Spearman correlation coefficient Level of significance 

Fit t 
Breadth h 

Depth h 
Planning g 

Coordination n 

Numberr of misfits 

0.4352 2 
0.2526 6 
0.5789 9 
0.4986 6 
0.4620 0 
-0.6819 9 

pp < 0.01 
pp > 0.05 
p < 0 . 0 1 1 
pp < 0.01 
p < 0 . 0 1 1 
pp < 0.01 

Tablee 3.3 Findings 
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Manageria ll  Implication s and Conclusio n 

AA number of practical implications can be derived from our study to support 
managerss in balancing and rebalancing their change efforts. Explicitly managing 
fitt implies that: 
1.. An appropriate level of ambition is determined. The necessity to change, 

thatt is, the need for performance improvements, increases with the extent 
off  the strategic gap with the environment. Subsequently, this need has to 
bee balanced with the organization's ability to change and the risks 
involvedd in changing the organization (Batelaan and Wildschut, 1994). 
Becausee it is the purpose of reengineering to achieve improvements that 
aree clearly recognizable in the market or the environment in which the 
organizationn operates, the objectives set should have an outward focus 
(Hammerr and Champy, 1993; Johansson et al., 1993). Delivering value to 
thee customer should be the focus of attention for managers. Besides 
selectingg financial and non-financial indicators, managers must quantify 
performancee indicators in order to motivate and mobilize the organization 
(Bertschh and Williams, 1994; Davenport and Beers, 1995; Kaplan and 
Norton,, 1992). The resulting set of clear, competitive metrics will focus 
thee organization on the highlighted areas of expected gains and will guide 
thee decisions with respect to the design and change management 
measuress required to achieve the level of ambition. 

2.. The level of ambition set is ideally translated into a logical and 
harmoniouss package of design and change management measures. 
Manipulationss of these measures have to bring about the right "mindset" 
forr implementing the desired changes throughout the organization. With 
regardd to the design measures, it can be stated that the higher the level of 
ambition,, the larger the number of critical activities or operational 
functionss that need to be tackled, and the more organizational aspects 
havee to be changed radically, ultimately leading to the redesign of the 
entiree business system (Davidson, 1993; Hall et al., 1993; Hammer and 
Champy,, 1993). A high level of ambition should lead to the incorporation 
off  all critical activities and to a radical redesign of all organizational 
aspectss (Bouman et al, 1995; Hall et al., 1993). With relatively low or 
mediumm ambitions, organizations can limit their change effort to fewer 
operationall  functions. Moreover, fewer organizational aspects then have 
too be changed radically. If organizations opt for less ambitious change 
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processes,, they should focus their attention on those operational functions 
thatt are closest to the customer and on radically changing the customer 
approach,, process knowledge, and the performance measurement system. 
Withh respect to the change management measures, it is important 
formallyy to assign change managers with enough authority to direct the 
changes,, to define a manageable set of clearly specified projects, and to 
facilitatee effective communication among change managers and with 
thosee directly affected by the changes. The higher the level of ambition, 
thee more pressing the need for senior management involvement and the 
alignmentt of projects into an integrated change program in order to keep 
thee change effort focused and to leverage the ever-scarce change 
resourcess available (Benjamin and Levinson, 1993; Hammer and Stanton, 
1995;; Kotter, 1995). 

Too conclude, our study demonstrates that fit is indeed a vital factor in explaining 
organizationall  performance. The notion of fit  was also acknowledged by 90 
percentt of our respondents, who stated that management by matching was the 
criticall  success factor in business reengineering. However, the majority of the 
organizationss (85 percent) showed a non-ideal-type pattern of change, implying 
thatt fit is not easily achieved in reengineering practice. Fit should therefore be 
managedd explicitely. "Management by matching" means that decisions with 
respectt to level of ambition, breadth, depth, planning, and coordination of the 
changee process are made in conjunction with one another so that the whole 
packagee assumes, and maintains, a logical integrity. The distinguished dimensions 
off  organizational change have to be balanced and, if mismatches emerge, 
rebalanced.. Since such mismatches readily occur, achieving fit is a fragile process 
thatt needs constant care. In this regard, the three archetypes presented in this 
paperr may prove to be helpful concepts for change managers. 

Direction ss for Futur e Researc h 

Ourr study represents a step toward improved understanding of the complex 
interactionss between fit and organizational performance. It should be noted, 
however,, that the archetypes in the framework employed are in need of both 
theoreticall  and empirical elaboration. By incorporating more reengineering 
initiativess into our data set of thirty-three organizations, results with more 
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generalizabilityy can be generated. Besides, other researchers are encouraged to 
furtherr develop theory and research on reengineering within the archetype 
approach,, to explore general patterns of change rather than strive to identify 
individuall  success factors. To elaborate on this line of enquiry, a variety of 
quantitativee and qualitative assessments of reengineering initiatives will prove 
useful.. Clearly, much work remains to be done in order to improve the robustness 
off  the dimensions of organizational change and reengineering success and their 
operationalizationoperationalization into measureable constructs. Finally, future research on 
reengineeringg may include other dimensions. It would be particularly interesting 
too examine whether the chosen level of ambitions actually fits the requirements 
imposedd by the environment of the organization, since organizations should 
pursuee not only internal consistency but also external congruence in order to 
reachh a higher level of performance. 

Notes s 
1.. If they saw fit to do so, respondents were invited to add other indicators to this set of benefit 

categories.. At their specification, quality improvement, culture change and "others" were 
added. . 

2.. This procedure resulted in three groups consisting of ten, twelve, and eleven organizations, 
respectively.. The reason for this "skewedness" was that, at the line of demarcation between 
thee low and medium level of ambition, two organizations had exactly the same ambition 
score.. Both organizations were arbitrarily allocated to the medium level of ambition group. 

33 The definitions mentioned in figure 3.1 were slightly relaxed because the differences in the 
ambitionn scores of the organizations located near the lines that demarcate the ambition 
groupss were small. In other words, the highest ambition scores in a lower ambition group do 
nott differ greatly from the lowest ambition scores in the higher ambition group. For breadth, 
thiss means that organizations falling into the low and high ambition groups were allowed to 
redesign,, respectively, two (instead of only one) and four (instead of at least five) critical 
activities.. For depth, a match of four out of five organizational aspects still yielded a 
consistentt minipattern. With regard to planning and coordination, one misfit in the 
constituentt elements of the minipatterns was overlooked, that is, four out of five and two out 
off  three elements (respectively) had to match the ideal-type pattern. 
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Appendi xx Surve y Questionnaire : Selecte d Question s 

Thee original questionnaire consisted of sixteen pages in Dutch. The complete list of questions can 
bee found in Bouman et al. (1995). An outline indicating the main clusters of questions is given 
below. . 

A.. Level of Ambition 

1.11 Indicate on the following set of indicators which performance improvements were 
intended. . 

Iff  possible, quantify these intended improvements with a percentage: 

Intended d Quantifiedd (%) 
Cost t 
Cyclee time 
Leadd time 
Deliveryy reliability 
Price/performancee ratio 
Productivity y 
Timee to market 
Markett share 
Customerr satisfaction 
Informationn services 
Otherr (please specify) 

1.22 Did your business unit strive for a "breakpoint," that is, a competitive advantage? 

B.. Reengineering Success 

2.11 Indicate on the following set of indicators which performance improvements were 
achieved.achieved. If possible, quantify these realized improvements with a percentage: 

Cost t 
Cyclee time 
Leadd time 
Deliveryy reliability 
Price/performancee ratio 
Productivity y 
Timee to market 
Markett share 

Realized d Quantifiedd (%) 
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Customerr satisfaction 
Informationn services 
Otherr (please specify) 

Breadth h 

Indicatee which operational functions have been redesigned during the reengineering effort: 

00 Inbound logistics 
00 Procurement 
00 Production 
00 Outbound logistics 
00 Marketing & Sales 
00 Service 

Depth h 

Too what extent were the following design options applied? 

Stronglyy Decreased Not Increased Strongly 
decreasedd used increased 

Organizationall  structure 
Numberr of hierarchical layers 
Decentralization n 
Etc. . 

Processs knowledge 
Usee of activity-based costing 
Knowledgee of cycle time 
Etc. . 

Informationn technology 
Numberr of shared databases 
Workfloww management 
Etc. . 

Customerr approach 
Segmentationn into customer groups 
Frequencyy of customer needs research 
Etc. . 

Performancee measurement 
Usee of nonfinancial indicators by management 
Usee of financial indicators by work force 
Etc. . 

Planning g 

Howw was the reengineering initiative structured? 

00 One project; 0 Multiple projects; 0 One integrated change program 
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5.22 To what degree was the reengineering initiative specified? 

Wee used a 0 detailed, short-term project plan; 0 several midrange project plans; 0 an 
indicativee program plan; 0 Other (please specify) 

5.33 What methods and tools were used during the reengineering effort? 

00 SWOT analysis; 0 Customer research; 0 Competitive analysis; 0 Process modeling; 
00 Risk analysis; 0 Prototyping; 0 Process analysis; 0 Simulation; 0 Feasibility study; 
00 Repositories; 0 Benchmarking; 0 Project management tools; 0 Pilot studies; 0 Analysis 
off  core competences; 0 Milestone planning; 0 Other (please specify) 

5.44 Was the reengineering initiative carried out using a temporary governance structure? 

00 No, the initiative was carried out within the existing governance structure 
00 Yes, we used a formalized project organization stucture 

Thee formally assigned key roles were: 0 Project members; 0 Project leader(s); 0 Program 
leader;; 0 Steering committee; 0 Other (please specify) 

5.55 What was the role of senior management? 

00 Not involved in the initiative; 0 Supported the initiative; 0 Active ongoing leadership 

F.. Coordination 

6.11 Did periodical change reviews of the reengineering initiative take place? If so, indicate 
whoo participated in these periodical reviews. 

00 No; 0 Project members and project leader; 0 Various project leaders; 0 Program leader 
andd project leaders; 0 Other (please specify) 

6.22 Were these meetings standardized by written progress reports? 

00 No; 0 Yes, we used high-level progress reports; 0 Yes, we used detailed progress 
reports;; 0 Yes, we used both; 0 Other (please specify) 

6.33 How was the initiative communicated to those directly affected by the changes? 

00 People directly involved participated; 0 Several information meetings were held to 
introducee and discuss the initiative; 0 Formal information bulletins and memos were used 
too announce the news about the initiative; 0 Other (please specify) 
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44 BUSINES S REENGINEERING: 

AA CRITICAL ASSESSMENT 

Inn 1990, the concept of business reengineering was successfully launched as a 
neww management and organization concept. Under various headings - among 
others,, business reengineering (Hammer and Champy, 1993), process innovation 
(Davenport,, 1993), and business process improvement (Harrington, 1991) -, 
manyy organizations around the world began implementing radical or less radical 
changes.. Researchers have since concluded that these changes had varying levels 
off  success (Robinson, 1994; Bouman et al., 1995; Champy, 1995; Coulson-
Thomas,, 1996; Huizing et al, 1997). On the one hand, these experiences with 
reengineeringg have led to a search for a more thorough theoretical substantiation 
off  reengineering and to suitable methodologies to get a better grip on process 
orientedd organizational change (Kettinger and Grover, 1995; Guha et al., 1997). 
Onn the other hand, they have attracted scathing criticism (Mumford and 
Hendricks,, 1996; Strassman, 1994). Increasingly, this criticism is paving the way 
towardss finding possible successors to business reengineering. The "old" is being 
criticizedd to make way for the "new." 

Aree we witnessing reengineering's demise or wil l a more solid concept 
emergee out of this critical stage? In this chapter, the concept of reengineering is 
criticallyy assessed. We shall begin by giving a brief summary of this concept. 
Then,, twelve points of criticism stemming from diverse academic disciplines and 
elevenn answers of reengineering proponents are summarized under four 
denominators:: the (limited) strategic significance of reengineering, the (lack of) 
concernn for the human factor and change management issues, the (troublesome) 
relationshipp with information and communication technology, and (the 
inadequate)) theoretical substantiation and methodological support of 
reengineering. . 

Onn the one hand, it is concluded that many criticasters seem to have no 
reasonn to criticize reengineering other than commercial ones. This criticism is 
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oftenn solely based on the first and therefore relatively immature publications on 
reengineering,, and conveniently neglects the more recent theoretical 
improvementss made to this concept. On the other hand, the atheoretical start of 
reengineering,, the design engineering approach to people, organization, and 
changee management, and the naively optimistic expectations regarding the 
productivee possibilities of new information and communication technology have 
createdd a context in which it is difficult for reengineering to survive as a valued 
andd accepted management and organization concept. It is surprising, however, to 
discoverr that reengineering's main message - here captured as "customer and 
processs oriented organization" - is seldom criticized. It is therefore expected that 
thiss organizing principle will remain of value to organizations that need to 
improvee their performance. Nevertheless, it is also anticipated that business 
reengineeringg will be included in the long list of short-lived innovations in 
organizationn theory. It has become a too conceptually and emotionally charged 
conceptt to continue the role it once played. 

Reengineering' ss  Messag e 

Thee rapid emergence of business reengineering can be explained by its promise of 
orderr of magnitude performance improvements, operational excellence, and a 
sustainablee competitive advantage. It was argued (Hammer and Champy, 1993; 
Davenport,, 1993) that production or service provision could be simultaneously 
moree innovative and be done faster, better and cheaper. The result would be the 
achievementachievement of strategic objectives such as enhanced customer satisfaction, 
greatergreater market share, and increased productivity. Market leadership may even be 
ann option, if operational excellence and breakpoints in the performance in markets 
weree to be taken as the strategic imperatives for reengineering. These promises 
tiedd in with the needs at the time, resulting from increased pressure on the profit 
margins,, increased competition, more demanding customers, increasingly shorter 
productt life cycles at higher research and development costs, internationalization, 
deregulationn and technological innovations. Given the nature, intensity and 
dynamicss of these developments, organizations were advised to formulate a high 
levell  of ambition under the motto "who dares wins." Business reengineering was 
ass such presented as a strategic concept of change, with which organizations 
couldd properly prepare for new challenges. 
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Thee message went on to say that organizations, in order to achieve dramatic 
performancee improvements and breakpoints that define the market, would have to 
undergoo fundamental and radical changes. Essential in this respect was the 
adoptionn of a clear vision to define the organization in a limited number of core 
processes,, each aimed at achieving one or more strategic objectives. A core 
processs is "... a set of interrelated activities, decisions, information, and material 
flows,, which together determine the competitive success of the company" 
(Kaplann and Murdock, 1991). Examples of core processes are integrated logistics, 
andd order generation and fulfillment (Vantrappen, 1992). The characteristics of 
coree processes are that they are central to business functioning, relate directly to 
externall  customers and to the organization's core competences, and cross 
functional,, geographic, business unit, and organization boundaries (Hammer and 
Champy,, 1993; Jansen et al., 1995). Reengineering taken to its highest level, 
therefore,, cuts across all the different organizations that make up the value chain. 
Eachh core process can be unraveled into various business processes, which for 
examplee are engrafted onto the different customer groups or market segments. 
Thesee business processes also cross organizational boundaries. A business pro-
cesss in turn consists of work processes, which take place within departments or 
functionall  areas such as purchasing and production. 

Thee final part of the reengineering message stated that fundamental 
organizationall  change must be accompanied by radical changes to all 
organizationall  aspects associated with the core processes (Hammer and Champy, 
1993).. The core processes determine how business is done and value for the 
customerr is created. Therefore, all other organizational aspects need to be aligned 
withh these processes. That is, the organization members' knowledge and 
capabilities,, their roles, the organizational structure, the management systems, the 
informationn infrastructure, and people's attitudes, beliefs, and cultural norms 
aboutt what is important are shaped by the design and redesign of the core 
processes.. Among other things, customers(groups) have to be identified and their 
needss assessed (Harrington, 1991); the usual functional or product oriented and 
centralizedd structure must be changed to a customer or market oriented structure, 
wheree tasks, authorities and responsibilities are delegated to multidisciplinary, 
semi-autonomouss and result oriented teams (Shonk, 1992; Janz et al., 1997); and 
aa new performance measurement system needs to be developed, containing 
financiall  and nonfinancial performance indicators to govern the organization and 
itss processes better (Kaplan and Norton, 1992). 
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Inn particular, new information and communication technology was seen 
ass the main source of inspiration and the driving force behind reengineering 
(Davenport,, 1993). It was opined, that breakpoints in relevant value metrics could 
bee achieved if innovative technologies were combined with process innovation, 
neww organizational forms, and team-based working. Consequently, organizations 
weree stimulated to break as much as possible with the past to take maximum 
advantagee of the productive possibilities offered by new information and 
communicationn technology. That is, by rebuilding the organization from scratch, 
breakthroughh reengineering could become a reality. 

Inn this way, the adoption of the reengineering concept would result in 
integral,, radical and revolutionary organizational change (Hammer and Champy, 
1993).. This is based on reengineering's organizing principle, which can be 
summarizedd as "customer and process oriented organization." By putting the 
organization'ss core processes first in organizational change processes, we would 
seee radical changes in the division of labor and coordination, with a shift in focus 
fromm the structures by which organizations are usually described and analyzed 
-- functions, business units, regions, etcetera - to the way the organization 
functionss and value for the customer is created. In reengineering, therefore, the 
organizationall  structure, the behavior of its members, and to a certain extent even 
itss strategy, follow process, not the other way round. For organizations with a 
functionall  or product oriented and centralized structure, this requires a 
fundamentall  shift in the way the whole business or organization thinks and works 
(Earl,, 1994). Reengineering is therefore frequently referred to as revolutionary or 
transformationall  change (Hammer and Champy, 1993; Davenport, 1993). It was 
claimed,, that reengineering can help achieve operational excellence and 
breakpointss that provide new business opportunities, thus helping organizations to 
compensatee for the considerable effort invested in transforming themselves into 
flexible,, customer and process oriented entities. 

Onee organization which for the most part followed this line of thought 
successfully,, is Shell Nederland Verkoopmaatschappij (Steeman and Movig, 
1997).. Using a model of core processes, 70 percent of the processes within this 
organizationn were redesigned in the space of three and a half years. These 
processess are now backed up by an enterprise resource planning system, which 
replacedd 60 separate customer databases and 43 information systems. The project 
hadd a budget of 12 million Euro and took up 25,000 staff days. The improvements 
weree considered dramatic, echoing the beliefs of reengineering literature. In terms 
off  cost savings alone, the project was estimated to have recovered the costs in 
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threee years. This calculation does not include improved service provision, which 
wass clearly experienced. 

Thee Potentia l Advantage s of Busines s Reengineering 

Businesss reengineering has a number of potential advantages compared with more 
traditionall  approaches to organizational change (Broholm, 1995). If organizations 
cann genuinely be encapsulated in a limited number of core processes with 
strategicc objectives, a clear heading is provided for all change initiatives that are 
beingg considered and implemented. Furthermore, such initiatives would then be 
aimedd at chains of interrelated activities, which would prevent suboptimilization 
off  the functional components of the organization. Moreover, processes are always 
aimedd at customers, which produces an external orientation that systematically 
considerss the added value to the customer. Customer focus is therefore an 
overridingg factor in an organization's striving for operational excellence and 
competitivee advantage. This customer focus can be promoted further by 
integratingg the necessary functional tasks, authorities and responsibilities into 
multidisciplinaryy and empowered teams, by reducing the number of management 
layers,, and by introducing coaching leadership. Lastly, it is possible to enhance 
thee organization's result orientation by assessing and rewarding the performance 
off  managers and employees from financial and non-financial perspectives using 
cross-functionall  indicators such as customer satisfaction, lead time and time to 
market.. The resulting effect on organizational behavior can be strengthened by 
internall  or external benchmarking, where the performance of individual 
organizationn members or teams are compared with one another or with those of 
thee competition. 

Point ss of Criticis m and Defens e 

Itt soon became apparent that not all reengineering initiatives were going to be 
successful.. The potential advantages of business reengineering appeared more 
difficultt to achieve than anticipated in the literature. Various researchers 
uncoveredd numerous weaknesses in the reengineering concept, or pointed to 
shortcomingss in putting the concept into practice. Obviously, their criticisms 
elicitedd a strong response from reengineering proponents. In table 4.1, twelve 
pointss of criticism and eleven points of defense are highlighted, which will be 
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discussedd under the four denominators into which they can be grouped. These 
denominatorss are: 
1.. The lack of vision or strategic intent with which reengineering is deployed. 
2.. The insufficient attention paid to the human and change management 

aspectss of reengineering. 
3.. The troublesome relationship between reengineering and information and 

communicationn technology. 
4.. The inadequate theoretical substantiation and methodological support of 

reengineering. . 

PointsPoints of criticism 

11 Reengineering is deployed with modest 
ambitions s 

22 The depth and breadth of the change 
processs are limited 

33 Strategic management is not the same as 
operationall excellence 

44 Organizations are being perceived as 
reactivee systems 

55 There is hardly any attention for 
organizationall learning 

66 Reengineering suffers from a design 
engineeringg approach to people, 
organization,, and change 

77 There is a one-sided, short-term emphasis 
onn costs and efficiency 

88 The change process is seldom integrally 
structuredd and governed 

99 New information and communication 
technologyy are not the drivers for 
reengineeringg as imagined 

100 Information and communication technology 
iss seldom related to new working patterns 
andd learning methods 

111 There is no attention for the legacy problems 
connectedd with information and 
communicationn technology 

122 The theoretical substantiation and 
methodologicall support for reengineering is 
insufficient t 

PointsPoints of defense 

11 Disappointing results are partly explained by 
thee limited ambitions with which 
reengineeringg is being deployed 

22 Reengineering is carried out on a trial basis 
first,, before being expanded 

33 Organizations are becoming more process 
orientedd (irrespective of how the change is 
beingg labeled) 

44 Strategy and business reengineering 
complementt one another 

55 There are process oriented business 
strategies strategies 

66 The human and change management 
aspectss are essential if reengineering is to 
succeed d 

77 Reengineering can also enhance the 
organization'ss ability to change 

88 Business reengineering and the learning 
organizationn are growing towards one 
another r 

99 Information and communication technology 
iss offering increasingly better support to the 
processs oriented organization 

100 The process view on organization is helpful 
inn closing the gap between business and 
informationn and communication technology 

111 Research into information and 
communicationn patterns is offering new 
perspectives s 

Tablee 4.1 Points of criticism and defense 
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Strategy ::  the Criticis m 

Thee first point of criticism concerns the relatively low ambitions with which 
reengineeringg is being deployed. In practice, business reengineering is either 
deployedd sporadically or not at all to implement long-term strategic changes 
(Robinson,, 1994; Coulson-Thomas, 1996; Porter, 1996; Guha et al., 1997; 
Chatfieldd and Bj0rn-Andersen, 1997). Research carried out by CSC Index into 
4377 reengineering initiatives (Robinson, 1994) and the COBRA research project1 

intoo one hundred European reengineering and corporate transformation examples 
(Coulson-Thomas,, 1996) reveal that reengineering objectives are either 
completelyy bereft of any imagination and exceedingly modest in their set-up 
(usuallyy the case) or extremely bold and exceedingly ambitious (seldom the case). 
Thiss impression is confirmed by research carried out among 90 Dutch 
organizationss (Bouman et al., 1995; Huizing et al., 1997). In practice, the 
preachedd revolutionary innovation turns out to boil down to nothing more than 
evolutionaryy improvement. 

Thee second point of criticism is that the breadth or scope of change is 
usuallyy limited to a single business process within a certain business unit or even 
too a work process within existing functional units or departments. The COBRA 
researchh reveals that no strategic core processes are being formulated that can be 
usedd as an interpretative framework for change, that reengineering initiatives 
hardlyy ever - if at all - stretch beyond the boundaries of the organization, and that 
thee changes usually occur within national borders (Coulson-Thomas, 1996). 
Moreover,, large-scale, strategic changes are more likely to be referred to as 
"transformation""  rather than as "business reengineering." It appears therefore that 
reengineeringg is primarily being deployed at a local and operational level, where 
itt ends up competing with other change initiatives. This significantly reduces the 
likelihoodd of the external consumer or the competition in the market noticing any 
changess at all. The abovementioned Dutch research project (Bouman et al., 1995; 
Huizingg et al., 1997) concluded that the depth of change is also often limited. The 
termm "depth" refers to the degree to which radical changes are made to all 
organizationall  aspects simultaneously. Furthermore, if any radical change was 
beingg implemented, it often solely concerned the organizational structure and 
informationn technology aspects of change, while corresponding measures 
concerningg the customer approach, process knowledge, and performance 
measurementt fell by the wayside. 
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Anotherr point of criticism is that business reengineering will at best bring 
aboutt operational excellence, which is not the same as strategy making (Porter, 
1996).. Strategic management should be focused on distinguishing the 
organizationn from its competitors in order to achieve a sustainable competitive 
advantage.. According to Porter, that is simply not possible with commodified and 
thereforee relatively easy to imitate concepts such as business reengineering. If 
everyy organization ends up using the same concepts, all that remains are 
temporaryy and operational advantages. 

AA related issue is that reengineering literature reduces organizations to 
"spectators,""  able only to react to the dynamic and complex environment that 
repeatedlyy takes them by surprise. Organizations can however also be seen as pro-
activee entities, which are able to distinguish themselves from the competition and 
strivee for competitive advantage on the basis of their heterogeneous capabilities 
andd distinctive competences (Wernerfelt, 1984; Barney, 1991; Peteraf, 1993; 
Hamell  and Prahalad, 1993). Business reengineering is however only sporadically 
linkedd to this emerging, resource-based strategy literature. Although links 
betweenn reengineering and this type of literature have been suggested in the past 
(Davenportt and Short, 1990; Earl, 1994), this has not resulted in an appropriate 
modell  of strategic change for reengineering. 

Strategy ::  the Defens e 

Hee who aims low, should not expect miracles (Robinson, 1994; Bouman et al., 
1995;; Coulson-Thomas, 1996; Huizing et al., 1997; Guha et al., 1997). The fact 
remains,, that the higher the level of ambition set, the wider the process scope 
shouldd be, the more organizational aspects will have to be changed radically, and 
thee greater the demands placed on the organization's ability to change will be. In 
vieww of the mentioned points of criticism, it should come as no surprise that 
reengineeringg often only produces rather meager results. 

Analyzingg the abovementioned empirical research projects, it appears that 
mostt organizations are aiming low, and that only a handful need revolutionary 
andd radical change (Caron et al., 1994). There seem to be many reasons why 
organizationss are unable or unwilling to go the extra mile: the risks are considered 
tooo great, their ability to change is considered too limited, or they simply do not 
requiree radical change. However, this does not rule out the possibility of them 
graduallyy evolving into customer and process oriented organizations. It is quite 
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commonn to find reengineering being tried out in a smaller, relatively sheltered 
partt of the organization first, and, if successful, repeated and expanded. Many 
organizationss are therefore building up their experience with reengineering and 
learningg from it. This could be a wise policy for organizations whose thinking and 
actingg is far removed from the core principles of reengineering, and who are often 
confinedd to creating basic conditions on a small scale first before they can embark 
onn a more ambitious change program. Adopting a customer and process oriented 
organizationn may sound like a simple thing to do, but in practice it is often hard, if 
nott impossible. This has led to a discussion in the reengineering literature 
concerningg the relative advantages and disadvantages of revolutionary versus 
evolutionaryy change and the contrasting tactics for accomplishing both kinds of 
changess (Strassman, 1994; Stoddard and Jarvenpaa, 1995). Proponents of 
reengineeringg leapt on this discussion by distinguishing less ambitious types of 
reengineeringg in addition to the revolutionary breakthrough variant (Batelaan, 
1993;; Robinson, 1994). 

AA second line of defense is that critics tend to emphasize the label put on 
businesss reengineering and ignore what kind of changes are actually 
implemented.. This works two ways. First, it concerns organizations that are in the 
middlee of a large-scale transformation process, but which are consciously or 
unconsciouslyy choosing not to use the name of business reengineering. On closer 
inspection,, however, it transpires that the similarities with reengineering are more 
apparentt than the differences, and that the concepts of "processes," "customer 
orientation,""  "result orientation," and "working in multidisciplinary, empowered 
teams""  constitute a substantial proportion of the change for these organizations. 
Thee retail industry, for instance, is more likely to use terms such as "category ma-
nagement,""  "effective consumer response," and "value chain logistics" than 
businesss reengineering. Customer and process thinking can also be clearly 
recognizedd in electronic commerce and electronic business, facilitated by 
informationn and communication technology, without a direct or indirect reference 
too reengineering being made. Second, all kinds of changes are being implemented 
underr the heading of business reengineering, which in reality turn out to be 
nothingg more than classic automation projects or quality improvement programs. 
Thee concept of business reengineering has therefore been contaminated, which 
preventss a balanced assessment of the concept of reengineering. 

Inn reply to the criticism that business reengineering has hardly anything to 
doo with strategy making, the first line of defense is that reengineering can in fact 
bridgee the conventional rift  between strategy and operations (Edwards and 
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Peppard,, 1994; Westendorp et al., 1997). For instance, the often laborious and 
abstractt discussions on core competences and organizational capabilities could be 
crystallizedd if the organization began by describing itself in a number of core 
processess (Earl, 1994; Hammer, 1996). In this case, strategy and business 
reengineeringg would complement one another. Batelaan (1997) refers to this as 
"cyclicall  transformation," where strategy, fundamental organizational change and 
thee achieving of organizational objectives are governed as an active learning 
processs with relatively short, iterative cycles of change. The cyclical 
transformationn process ties in with the observation, that for many organizations 
changee has become a continuous process in which the strategic question "What do 
wee want?" has to constantly be related to the questions "What are we able to 
achieve?""  and "What do we have to achieve?" As such, the capabilities of the 
organizationn manifest themselves primarily in the organization's core processes 
andd information infrastructure, which reflect its core competences (Huizing et al., 
1994). . 

AA further point of defense is that determining new business strategies can 
showw a strong correlation with the process orientation of organizations. Table 4.2 
highlightss six ways in which organizations can set out process based business 
strategiess (Hammer, 1996). To quote an example: a few years ago, American 
Airliness was the market leader in the field of aircraft maintenance, and decided to 
offerr its process knowledge and expertise to other airline companies (see 
"conversion""  in table 4.2). Additional sources of income came in the shape of 
trainingg courses (to become a pilot or flight attendant) and flight bookings. Such 
organizationss are increasingly deriving their identity and market position from 
theirr core and business processes. In this view, the organization's processes are 
thee drivers of its core competences and, in this sense, of its strategy. 

11 Intensification: improving processes to be of better service to existing customers. 
22 Expansion: using excellent processes to penetrate new markets. 
33 Extension: extending processes to offer additional services to existing customers. 
44 Conversion: turning a profitable process into a product to serve other organizations. 
55 Innovation: apply successful processes to create and deliver other goods and services. 
66 Diversification: creating new processes to deliver new goods and services. 

Tablee 4.2 Process oriented business strategies (Hammer, 1996) 
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Thee Human Dimensio n and Chang e Management : the 
Criticis m m 

Inn addition to the criticism levied on a strategic level, business reengineering is 
alsoo being heavily criticized for the way in which theory and practice pay 
attentionn to the human dimension and the design and governance of change 
processes.. For instance, it is argued that few reengineering initiatives are aimed at 
thee development of a learning organization (Coulson-Thomas, 1996; Mumford 
andd Hendricks, 1996; Janz et al., 1997; Guha et al., 1997)). In both reengineering 
literaturee and in practice, organizational learning is for the most part ignored. As a 
result,, reengineering would hardly influence the attitudes, working patterns, 
learningg capacity, and the change capability of the organization, whereas in fact 
thiss could be a central source of distinctive competences and a competitive 
advantagee (Argyris and Schön, 1978; Cohen and Levinthal, 1990; Conner, 1991; 
Grant,, 1996). 

Relatingg to this, business reengineering is increasingly being criticized for 
thee often implicit, mechanistic assumptions concerning the changeability of 
organizations.. For example, Koster (1997), in her in-depth case study and 
Boonstraa (1997), in a quantitive-empirical research, identified numerous change 
managementt obstacles, which cause redesign initiatives to fail. These obstacles 
concernn limitations in organizational learning, opportunistic behavior and power 
politics,, management culture and style, the governing of change processes, and 
thee decision-making process. To quote a few examples: the inability to clearly and 
unequivocallyy formulate an organization's vision and objectives, the emergence 
off  a political struggle among "blood groups," and the absence of opportunities to 
test,, assess and improve actions. Within this broad framework of change 
managementt aspects, Davenport and Beers (1995) identify the inability to focus 
onn human issues - such as implementing a team based organization and 
empoweredd work groups - as the most negative correlate of reengineering 
success.. Apparently, organizations merely pay lip service to team empowerment. 
Moreover,, research carried out by Huizing et al. (1997) reveals that the limited 
correlationn between the ambition level aspired to, the depth and breadth of the 
changee process, and the change approach adopted can have negative implications 
onn the organization's change performance. This research also partly blames the 
failuree of reengineering initiatives on the fact that they neglect aspects of change 
management.. It is posed, for instance, that the need for senior management 
involvementt and the need for aligning projects into an organization-wide change 
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programm increase with the level of ambition set for the change process. Such 
measuress are however considered unnecessary for lower ambition levels, as the 
ever-scarcee change resources available should be deployed as efficiently as 
possible.. Mismatches between the level of ambition set and the change approach 
chosenn partly explain the failure of reengineering endeavors. 

Theree is no doubt that the human dimension and the change management 
aspectss of organizational change were underestimated in the early days of 
businesss reengineering. In Hammer's words: "I wasn't smart enough about that. I 
wass reflecting my engineering background and was insufficiently appreciative of 
thee human dimension. I've learned that's critical" (Wall Street Journal, 1996). The 
designn engineering approach to people, organization, and change is characterized 
byy a strong belief in the manipulability and feasibility of change processes. In 
particularr in the early days, business reengineering was portrayed as a top-down, 
rational,, and comprehensive change approach, where an independently operating 
designn team would start from scratch, making a blueprint for the new 
organization,, to be implemented by an implementation team. This mechanistic 
vieww on organizational change was often plagued by all manner of 
implementationn problems: unrest, resistance, poor communication, and lack of 
involvement.. Furthermore, adds Batelaan (1997), in many cases, massively 
orchestratedd changes simply take too long to implement. Moreover, if the 
environmentt is sufficiently dynamic, a detailed plan will usually be overtaken by 
reality,, with the risk that the change process remains stuck in the design phase. 

Thesee problems are heightened by the fact that business reengineering has 
oftenn been deployed as a cover to brutally reorganize activities and staff. The 
ZeitgeistZeitgeist of the early 1990s, gripped by a worldwide recession, has considerably 
influencedd the way in which reengineering has been interpreted and applied in 
practice.. Reengineering was part of a fundamental economic restructuring in 
capitalistt societies, the decline of product based competition in mature, saturated 
markets,, and its replacement, to some extent at least, by competition based on the 
wayy organizations operate (Robinson, 1994). As a result, the emphasis was often 
biasedd towards cost reduction, improved efficiency, and downsizing (Westendorp 
ett al., 1997). An increasingly heard criticism is that such pruning activities are 
leadingg to "corporate anorexia," to a hollowing-out of the knowledge and 
experiencee base necessary for innovation and growth (Mumford and Hendricks, 
1996).. Put otherwise, the short-term financial perspective should be 
complementedd or replaced by a long-term strategic perspective aimed at 
increasingg the organization's learning and change capabilities. Arguments such as 

9 6 6 



CHAPTERR 4 BUSINESS REENGINEERING: A CRITICAL ASSESSMENT 

thesee are paving the way for concepts such as knowledge management, which 
standss a very good chance of replacing reengineering as the next development in 
organizationn theory. 

Thee Human Dimensio n and Chang e Management : the 
Defens e e 

Inn acknowledgment of the fact that the first reengineering publications had 
focusedd too little on the human dimension and change management, a number of 
"repairs""  were carried out to the theoretical foundations of reengineering. As a 
resultt of these amendments and refinements, the sharp edges and the rather 
pompous,, rhetorical tones that epitomized reengineering's early days, have 
disappearedd and made way for more balanced and richer reengineering models 
(amongg others, Kettinger and Grover, 1995; Guha et al., 1997). As a result, the 
viewss on reengineering have become more realistic and feasible, with four lines 
off  reasoning being followed, usually in combination with one another. 

Thee first line of reasoning is that change processes would be better served if 
theree was greater participation from more stakeholder groups, both in the design 
andd implementation phase (Boonstra, 1997; Lambooij et al., 1997). Organizations 
needd to consider, which internal and external actors have what to say about which 
topicss in what phase of the change process. The envisaged advantages of 
increasingg the degree of participation are a greater sharing of the vision on the 
organization'ss objectives and strategy, signaling differences of opinion among the 
participantss sooner, and increased support for the changes. 

Thee second line of reasoning is that the "mental implementation" of each 
changee process requires as much attention as the physical implementation of new 
systemss and organizational structures (Conner, 1992; Kotter, 1995; Lambooij et 
al.,, 1997). The underlying thought is that radical changes will only make a lasting 
impression,, if the new ways of organizing and working are not only accepted, but 
alsoo internalized by the workforce. Mastering the new procedures can for instance 
bee stimulated by involving as many employees as possible during the diagnosis 
phasee of the change process, by immediate superiors setting a good example to 
theirr workforce, by visualizing the future situation, and by learning through small-
scalee experiments before the changes are implemented throughout the 
organization. . 

97 7 



O NN O R G A N I Z A T I O N : L O O K I N G B A C K O N R E E N G I N E E R I N G A N D A H E A D T O L E A R N I N G 

Thee third line of reasoning concerns the difference between revolutionary 
andd evolutionary change, coupled with the sharp distinction that is often being 
madee between the design and implementation phase in change processes. In many 
cases,, continuous and gradual change in short-term, iterative cycles is preferable 
(Stoddardd and Jarvenpaa, 1995). Taking incremental steps can also add up to 
radicall  change. In addition, the days of thinking before acting may have gone. As 
Batelaann (1997) points out, ambitious redesigns, requiring several months of 
thought,, easily entail an implementation period of several years. Such planning 
termss are no longer realistic in the dynamic environment in which so many 
organizationss operate. Implementing a clear long-term vision, crystallized in an 
annuall  and concrete planning or even shorter periods could be one solution 
(Batelaan,, 1997; Koster, 1997). That way, a fundamental change process is 
dividedd up into clear cycles, including more moments of deliberation and 
feedbackk opportunities, thereby increasing the ability to act in time and adjust if 
necessary.. In addition, "thinking and acting" flow into one another in a more 
iterativee way. Looking at it from this point of view, reengineering can also 
contributee towards the organization's change capability. 

Thee last suggestion under review involves replacing the usual top-down, 
formallyy planned, and control-driven change approach based on a pre-specified 
blueprintt with a learning or organizational development approach, where the 
organizationn slowly but surely learns to examine its way of working and structure 
thee changes itself (Boonstra, 1997). The experience, that reengineering often fails 
too go beyond the stage of improving existing business or work processes indicates 
thee difficulty of arriving at a genuinely innovative organization and work 
routines.. Real innovation requires continuous attention for the effects on people's 
attitudes,, their norms and values, the power relations, and the way in which 
organizationss and people learn (Argyris and Schön, 1978). In other words: it is 
nott the blueprint as such that is the ultimate goal (which changes all the time), but 
thee journey (read: increasing the learning and change capabilities of the 
organization).. Such considerations have led to more balanced and realistic change 
models,, where reengineering and change management are for instance explicitly 
associatedd with the organizational context in which the changes have to take place 
(Guhaa et al., 1997). Here, the effect of reengineering is not only dependent on 
processs and change management practices applied, but also on the degree to 
whichh top managers act as leaders in defining and communicating a vision of 
change,, the cultural readiness for change, the willingness to share knowledge, 
balancedd network relationships, and the capacity to learn. As a result, business 
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reengineeringg and organizational learning are growing increasingly towards one 
another. . 

Informatio nn Technology : the Criticis m 
Rightt from the very beginning of reengineering, a strong connection was 
establishedd between business reengineering and information and communication 
technology.. As it was contended, the automation of existing and often outdated 
processess would be of no use. Instead, organizations were advised to redesign 
theirr processes in the light of the opportunities provided by new technology: do 
nott automate, obliterate (Hammer, 1990). Modern information and 
communicationn technologies such as shared databases, expert systems, and 
telecommunicationss networks would be disruptive in that they can fundamentally 
changee the basic rules on which the business is based. Such disruptive 
technologiess could for instance radically improve the transactional, geographical, 
automational,, analytical, and informational capabilities of the organization 
(Davenportt and Short, 1990). In order to bring about these disruptive and 
enablingg effects, however, innovative information and communication technology 
wouldd have to be seen as the critical driver for process innovation, new 
organizationall  forms and work routines. In other words, organizations would have 
too radically change and be redesigned from scratch to gain maximum advantage 
fromm the productive possibilities of the new technologies and to achieve 
breakthroughh strategies. 

Reality,, however, paints a different, less optimistic picture of the impact of 
neww information and communication technology on organizational design and 
change.. Research hardly ever - if at all - identifies modern technology as the 
driverr behind business reengineering (Robinson, 1994). Rather, that role is 
reservedd for rising customer demands, increasing competition, dissatisfaction with 
internall  operations, declining profitability, and actual or expected regulatory 
changes.. The business is clearly the leading principle, not the available 
technologies.. Furthermore, in practice, there is seldom a direct correlation 
betweenn information and communication technology and new working patterns or 
learningg methods (Coulson-Thomas, 1996). The aforementioned underestimation 
off  the human dimension and the lack of attention for cultural antibodies to 
reengineeringg in the chosen change approach are partly to blame for this. 
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Inn addition, the presupposed driving force of information and 
communicationn technology is put into perspective by the seemingly troublesome 
relationshipp between reengineering and technology. For most organizations, 
redesigningg their processes without considering the available information systems 
andd architecture is simply not feasible or realistic. This means that the new 
informationn and communication technology must be fitted into the existing 
informationn provision, where organizations are often faced with legacy problems. 
Althoughh research reveals that often a combination of new technologies is 
deployedd in reengineering, it also points out that organizations are frequently 
embeddedd in their information systems, resulting in severe implementation 
problems,, and, particularly if concerning the information infrastructure, a 
substantiall  slowing-down of the change process (Bouman et al., 1995). 
Furthermore,, these implementation problems put reengineering's recommended 
changee strategy, where drastic performance improvements are linked to courage, 
determination,, and high ambitions, in a different perspective. Fundamental 
organizationall  change is not only a case of will and determination, but also of 
ability.. This can explain the relationship between the degree to which 
organizationss have their information infrastructure in order and reengineering 
successs (Huizing et al., 1994; Batelaan, 1997). 

Informatio nn Technology : the Defens e 

Increasedd experience with business reengineering leads to greater insight into 
informationn and communication technology enabling organizational innovation. 
Increasingly,, organizations are discovering the true meaning of customer and 
processs oriented organization and, correspondingly, the way in which technology 
shouldd and could support this organizing principle. Without claiming to be 
exhaustive,, we can identify four aspects where greater insight has been gained. 

First,, it is not only those applying information and communication 
technologyy who are learning from the experiences with reengineering, but also the 
worldd of automation. The market is witnessing an increasing number of 
applicationss that are better geared to customer oriented processes and working in 
multidisciplinaryy teams (Ciborra, 1996; Swets et al., 1997). Examples of these are 
trackingg and tracing systems, enterprise resource planning and workflow 
managementt for supporting intra- and interorganizational processes, customer 
relationshipp management supporting the organization's customer approach, and 
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groupwaree for teamwork. Although research does not identify new technology as 
thee direct enabler of organizational change, in the long term the mutual, 
bidirectionall  relationship between the two is often quite effective. Information 
andd communication technology frequently has a long incubation period. 

Second,, new methods and techniques for solving some of the 
aforementionedd problems are being developed within computer science. Object-
orientedd business and information modeling, for instance, is paving the way for 
creatingg flexible architectures, for dismantling legacy systems, and for fitting new 
systemss into the existing information provision (Snoeck and Dedene, 1997). In 
addition,, incremental and evolutionary system development methods, rapid 
applicationn development, and prototyping are offering greater flexibility in 
determiningg user information needs, specifying the functionality of information 
systems,, and the realizing of (parts of) these systems in short, quick cycles 
(Prakken,, 1997). Current automation developments and shifting change 
managementt insights appear to reinforce each another in this respect, as both 
emphasizee the importance of change in short, iterative cycles. In addition, the 
implementationn of standard software systems, such as for instance enterprise 
resourcee planning systems, can have a positive effect on the speed at which 
organizationss are able to change and on securing the new processes, organization 
andd work routines, because the new system prevents organizations from relapsing 
intoo their old habits and beliefs (Steeman and Movig, 1997). A word of warning 
though:: such new software systems could very well become the legacy systems of 
tomorrow. . 

AA third aspect concerns the oft perceived gap between business and 
technology.. Both worlds are characterized by their own dynamics and complexity 
andd by their own language and culture that need to be geared to each other in 
organizationall  change processes. Reengineering could narrow this gap, if the 
processs view on organization managed to grant business managers and computer 
expertss alike a better insight into the possibilities and impossibilities of 
informationn and communication technology in relation to the suggested business 
changess (Klein Klouwenberg and Huizing, 1993; Earl, 1994). Moreover, recent 
attemptss have been made to bridge the gap between the characteristics of an 
organizationn and the supporting technology by translating the desired strategic, 
design,, and operational aspects into changing information and communication 
patternss first before taking the plunge towards suitable technologies (Abcouwer et 
al.,, 1997). That way, it is also possible to provide greater insight into the 
relationshipp between changing working patterns and learning methods, and the 
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possibilitiess of information and communication technology. A typical example of 
thiss is De Vries (1997) and his generic information model for the front office of 
servicee organizations. He sees the front office as that part of the organization, 
wheree the customer and service provider can come to an agreement on the 
service(s)) to be provided, which is an information-intensive and sense making 
process.. This information model bridges the gap between on the one hand the 
marketingg strategy and the product strategy of the service provider and on the 
otherr hand the information needs raised for specifying the services in the front 
office.. Another example is provided by those authors who have identified a 
greaterr connectivity among people as a result of technology becoming available 
thatt can partly or wholly take away the restrictions of time, place, medium or the 
restrictingg characteristics of the communicating parties themselves, such as their 
accessibilityy (Tenkasi and Boland, 1996; Bouman and Willems, 1997). Such 
technologiess also allow the capture and dissemination of information to improve 
organizationall  processes, and can facilitate the sharing of information and 
learningg through a process of coordinated interaction among individuals. This 
couldd positively affect the organization's proclivity to change (Guha et al., 1997). 
Ass well as hindering the learning and change capabilities of an organization, 
technologyy can therefore also stimulate and facilitate. 

Thee fourth and final aspect is that information and communication 
technologyy not only influence individual organizations, but also the markets in 
whichh they operate. These markets can be seen as information processing 
mechanisms.. Ciborra (1997) uses this insight to reveal how information and 
communicationn technology on the one hand supports the differentiation of 
servicess on electronic markets (self-service of standardized services as is the case, 
forr instance, with the Internet), and customized services on the other. Both 
developmentss are not only impacting intraorganizational processes, but also 
interorganizationall  processes, which is often referred to as business network 
redesign.. More generally: new information and communication technology can 
helpp tear down the barriers, which until recently were the cause of business 
dilemmass such as differentiation versus integration, low cost versus 
customization,, or mass marketing versus niche marketing (Pine, 1993; Treacy and 
Wiersema,, 1994; Bouman and Willems, 1997). This may restore the strategic 
relationshipp between business and technology. However, this time information 
andd communication technology is no longer emphasized as the single resource 
thatt in and of itself is capable of creating a competitive advantage, as was 
generallyy assumed in the 1980s (demons and Row, 1991; Mahmood and Soon, 
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1991).. Instead, the emphasis seems to be put on the capabilities to use the 
organization'ss heterogeneous resources and technologies in productive and 
distinctivee combinations, and on learning to continually improve these 
capabilitiess (Barney, 1991; Grant, 1996). By using such resource-based 
arguments,, the importance of technology, which in the early days of 
reengineeringg was presented rather one-sidedly and simplistically, is now shown 
inn a more realistic and balanced light. 

Thee Futur e 
AA substantial number of consultants, journalists, training institutes, academics and 
computerr experts are claiming implicitly or explicitly that business reengineering 
hass "drawn its terminal breath." Cynics state that this belief is driven primarily by 
commerciall  considerations. After all, there are plenty who make a living out of 
thee "new" and therefore use the criticism levied on reengineering to their own 
advantage.. They find support with authors who seem to be more interested in 
followingg a different religion (for instance, strategic management, organizational 
learning,, sociotechnical theory) than pursuing a meaningful discussion aimed at a 
balancedd and honest assessment of reengineering in comparison with alternative 
changee concepts. Such authors tend to base themselves on the first, not entirely 
crystallized,, reengineering publications of Davenport and Short (1990), and 
Hammerr (1990), conveniently ignoring the changes undergone by the 
reengineeringg concept since those early days. In addition, the apparent failing of 
organizationall  change is often attributed to the reengineering concept and not to 
thee way in which this concept has been interpreted and shaped. For example, if 
reengineeringg is used in a real-life situation with modest ambitions (instead of to 
radicallyy change the entire organization), the concept of reengineering cannot be 
blamedd if order of magnitude improvements fail to occur. At most, it could then 
bee concluded that radical reengineering is only of value in specific situations, for 
example,, when an organization finds itself in deep crisis. To a certain extent, the 
samee applies to the criticism levied on reengineering's change management 
approach.. It is true that reengineering methodologies reflect the design 
engineeringg view on organization and change. These methodologies are 
systematic,, comprehensive, and rational. However, similar methodologies are 
oftenn used in practice and are offered by most consultancy firms whenever 
sweepingg changes need to be made. It is inappropriate to blame the reengineering 
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conceptt for this common practice. No concept can withstand such unjustified, 
inaccuratee and superficial criticism. 

However,, not all criticism on business reengineering is unjustified. 
Reengineeringg made its first appearance, and was initially primarily discussed in, 
thee popular management literature. This literature has as its advantage that 
relevantt developments are quickly seized upon and turned into (new) 
managementt concepts. The disadvantages are a lack of theoretical depth and 
dominancee of pragmatics, that arguments are predominantly hung on a small 
numberr of often repeated success stories, and that in order to make them as 
widelyy applicable as possible, the concepts are presented so vaguely that they can 
bee subjected to a whole range of interpretations. It is for this reason that 
reengineeringg has been called atheoretical (Guha et al., 1997). Davenport and 
Stoddardd (1994: 121) warned of this: "Unfortunately, the popular management 
literature,, by relying too much on hype and too littl e on research, common sense, 
andd the lessons of the past, has created more myth than practical methodology." 
Fromm the very beginning, reengineering suffered from a lack of sound theoretical 
substantiationn and methodological support, from its design engineering view on 
people,, organization, and change management, and from the overly optimistic 
picturee painted of the productive possibilities of information and communication 
technology.. In addition, reengineering emerged at a time of worldwide recession 
andd economic restructuring. Partly as a result of this, the concept has often been 
interpretedd one-sidedly as an instrument for downsizing and cost cutting, creating 
ann image of brutal reorganization. Since then, a number of attempts have been 
madee to enrich, adjust and clarify the concept of reengineering. However, the 
attemptss failed to dispel the negative connotations now associated with 
reengineering.. The damage has been done. For that reason alone, we can predict 
thatt business reengineering and all its synonyms wil l fade into the background, to 
bee added to the long list of short-lived organizational innovations. 

Att the same time, it is striking that the organizing principle of business 
reengineeringg - here captured as "customer and process oriented organization" -
iss seldom contested. Emphasizing customers, processes, results, and teamwork 
cann still lead to breakthroughs in the thoughts and actions of organizations, 
especiallyespecially in those organizations that had never looked at themselves that way. It 
iss therefore expected that the process view on organization will remain of value, 
especiallyespecially if combined with organizational learning and supported by new 
insightss into automation and alternative change management approaches. 
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Thee twelfth and final point of criticism on reengineering is that the 
theoreticall  substantiation and methodological support of reengineering's 
organizingg principle is still inadequate. Further research should therefore focus on 
findingg solid evidence for the relative advantages of changing organizations from 
aa functional or product oriented entity to a customer and process oriented unit, 
andd delegating authorities and responsibilities to multidisciplinary and 
empoweredd teams. Decisions such as these have such far-reaching consequences, 
thatt they deserve being anchored in solid theories and proven methodologies. 

Inn the meantime, a number of potential successors to business 
reengineeringg are being identified. Champy referred to this as "business 
transformation,""  a combination of reengineering, and strategic and cultural 
change,, before going on to say: "I'd like to find a better label" (Wall Street 
Journal,, 1996). Other noteworthy concepts are "the intelligent organization" and 
"organizationall  agility." If these ideas and concepts have a universal theme, it 
wouldd have to be the following: increasing the learning and change capabilities of 
organizations.. This could result in more sustainable competitive advantage, 
becausee the heterogeneous capabilities of an organization based on its members' 
knowledge,, experiences, and skills are much more difficult to imitate than 
reengineeringg or specific technologies. Knowledge management ties in with this 
notionn (Kettinger and Grover, 1995; Nonaka and Takeuchi, 1995). Davenport, 
however,, has already issued a warning on the new hype that is likely to come: 
"Thee next big thing will get us into trouble" (Wall Street Journal, 1996). By that 
stage,, we will have hopefully learned from our experiences with business 
reengineering. . 

Note e 
1.. COBRA is an abbreviation of Constraints and Opportunities in Business Restructuring - an 

Analysis.. The COBRA-project is financed by, and carried out by order of, the European 
Commission. . 
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55 KNOWLEDGE AND LEARNING, MARKETS AND 
ORGANIZATIONS::  MANAGING THE 
INFORMATIONN TRANSACTION SPACE 

Thee field of knowledge management lacks a comprehensive analysis from the 
economicc perspective. While numerous benefits are claimed in literature, for 
instance,, increased productivity and the creation of innovative products and 
services,, it is broadly acknowledged that the business or strategic value of 
knowledgee management is hard to demonstrate (Davenport et al., 1998; Zack, 
1999). . 

Thee aim of this chapter is to help develop an economic foundation for 
knowledgee management. We view knowledge management as an organizational 
disciplinee bridging information demand and supply in support of learning 
processess within organizations. The fundamental task of organizing is generally to 
achievee purposeful, coordinated action from organizations that consist of many 
specializedd individuals and other resources that can be deployed in different ways 
andd for different purposes (Douma and Schreuder, 1991; Grant, 1996). To better 
exploitt the potential productivity of these resources and to learn from the 
experiences,, a vast network of information exchange is necessary. We call this 
complexx and chaotic network of human interaction "the information transaction 
space""  and see it as the object of knowledge management. It represents the set of 
alll  possible information exchanges - economists say "transactions" - available to 
anyy actor at any time1. 

Thee productive possibilities of resources can be enhanced through 
exchange.. In economics, exchange performs two roles. It can improve efficiency 
ass it enables the continual reallocation of resources to more productive uses, and 
itt can rearrange the bundle of resources economic actors have at their disposal, 
whichh can stimulate the perception of new, productivity-enhancing combinations 
amongg these resources (Penrose, 1959; Moran and Ghoshal, 1999). Regarding 
knowledge,, exchange allows actors to better exploit existing knowledge by 

111 1 



O NN O R G A N I Z A T I O N : L O O K I N G B A C K O N R E E N G I N E E R I N G A N D A H E A D T O L E A R N I N G 

reallocatingg it to better-known uses, and it can improve their ability to access, 
deploy,, and develop this knowledge, that is, to learn and innovate. The first role 
off  exchange is related to "allocative efficiency"; the second, to "adaptive" or 
"dynamic""  efficiency (Williamson, 1999). 

Transactionn cost economics (Coase, 1937; Williamson, 1975, 1985) and 
agencyy theory (Jensen and Meckling, 1973; Fama and Jensen, 1983) address 
coordinationn as the fundamental organization problem from a cost perspective and 
emphasizee allocative efficiency. In both economic theories of organization, 
competitivee advantage results from capturing economic rents2 stemming from 
organization-levell  efficiency advantages. In knowledge-based views of the firm 
ass outgrowths of resource-based thinking, coordination is seen as a dynamic 
managementt task, which requires learning-by-doing (Grant, 1999a). In this view, 
managers'' coordinating and learning capabilities are the primary sources of a 
competitivee advantage and of adaptive efficiency. 

Wee develop a dynamic framework for managing the information 
transactionn space that incorporates the considerations of all these economic 
theories,, integrating the coordination, cost, and learning perspectives. It intends to 
helpp managers orient their knowledge policies, decisions, and practices as well as 
too advance knowledge-based views of the firm. The framework goes beyond the 
usuall  market-hierarchy dichotomy inherent in economic theories by developing 
fourr governance structures for knowledge management: the market, the organized 
market,, the extended organized market, and the firm. These alternatives are based 
onn the three generic information problems inhibiting any process of information 
exchange:: (1) the relevant questions have to be posed unambiguously, (2) reliable 
informationn sources have to be found, and (3) the information acquired has to be 
interpretedd and translated to a unique social practice. These information exchange 
problemss limit the organizations' rent generating potential as they restrict the free 
floww of knowledge and cause exchange inefficiencies. The goal of knowledge 
managementt is to help solve these problems. Its rationale is to increase the 
allocativelyy and adaptively efficient use of the information transaction space. 

Thee essence of strategy is to maximize economic rent over time through 
creatingg and sustaining sources of competitive advantage (Boisot, 1999). For that, 
organizationss have to be allocatively and, in particular, adaptively efficient. We 
arguee that such economic development is dependent on management's 
"interpretativee flexibility"  (Spender, 1996) while managing the information 
transactionn space. Managers have to continually assess and reassess the 
knowledgee domains into which the information transaction space can be divided, 
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decidee which of the four governance structures is the most efficient for each 
domain,, and use investment opportunities to adjust cost structures leading to 
productivee organizational change, while acknowledging the organization's 
contingencyy factors and path dependencies. Organization members learn, and 
managerss have to learn how they learn best. In that sense, the dynamic ability to 
makee the best use of the information transaction space is a defining competitive 
dimensionn of any organization. 

Criticis mm of Knowledg e Managemen t 

Thee way knowledge management is represented in theory and applied in practice 
iss subject to growing criticism. Four arguments summarize this criticism. First, 
knowledgee is frequently seen as a relatively static phenomenon, not capturing the 
ongoingg cycle of action taking and knowledge acquisition found in learning 
theoriess (Crossan et al., 1999). In today's dynamic world, however, learning 
processess constitute organizational learning, rather than the time-limited 
knowledgee that is accumulated as a result of these processes (Dixon, 1997). Best 
practicee descriptions, for instance, can lead to learning traps when conditions 
changee (Lant and Mezias, 1990). Knowledge from others may therefore inform 
people'ss thinking, but it cannot replace it. 

Second,, the prevailing notion of knowledge often rests on a naively 
objectivistt model of learning (Leidner and Jarvenpaa, 1995; Tenkasi and Boland, 
1996;; Cook and Seely Brown, 1999). Knowledge is dealt with as an "it" or a 
disembodiedd object that is made up of discrete and transferable granules of 
understandingg that can be added to an existing heap of knowledge (Spender, 
1996;; Davenport et al., 1998). Equating learning with making information 
available,, and information and communication technology as primarily used to 
automatee the information delivery function, is typical for this kind of reasoning. 

Third,, many knowledge initiatives are biased towards the supply of 
informationn (Manville and Foot, 1996; Alavi and Leidner, 1999). The main 
problemm addressed is how to structure reality into generalized representations and 
too "push" that information to the users who will uncritically absorb it. This 
approachh underestimates the active role users play in seeking and creating 
knowledge.. It also negates the fact that, increasingly, information demand, and 
nott supply, is the scarce factor in knowledge economies (Pine and Gilmore, 
1999).. User attention is the currency of the information age (Davenport and 
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Prusak,, 1998). Hence, there is a need to rebalance the demand and supply sides in 
knowledgee management, based on a reexamination of the notions learning, 
knowledge,, and information. 

Fourthh and last, knowledge initiatives often take place within 
organizationall  boundaries or within a limited network of organizations that may 
runn counter to the borderless learning behavior of information seekers. Presented 
withh questions, problems, ambiguities, or uncertainties, information seekers do 
nott passively wait for ideas or experiences to be broadcast by the supply side. 
Instead,, they actively search for or "pull" information and create meaning from it 
forr themselves. They learn their way into the future. For that, they participate in 
alll  kinds of social networks constituting distinct communities socialized in unique 
practicess (Spender, 1996; Choo, 1998; Wenger, 1998), both formal and informal, 
withinn and outside their organizations. While there can be legitimate reasons to 
partiallyy seal up an organization - for instance to protect precious knowledge 
(Liebeskind,, 1996) - the pitfall of an inward-looking perspective on knowledge 
managementt is that organizations become blind to valuable and perhaps more 
efficientt external knowledge sources. 

Vieww on Knowledg e Managemen t 
Facedd with such criticism, what can knowledge management possibly mean for 
organizations?? We view knowledge management as an organizational discipline 
bridgingg information demand and supply in support of learning processes within 
organizations.. Learning occurs if information is used to construct new 
understandingss to guide actions (Berger and Luckmann, 1967; Dixon, 1997) or if 
itt changes the range of potential behavior (Huber, 1991; Anderson, 1995). 
Knowledgee is defined as the relatively permanent record of the experience 
underlyingg learning (Anderson, 1995). This definition of knowledge is 
intentionallyy broad. It encompasses declarative (facts), procedural (know-how) 
andd conditional knowledge (knowing under what circumstances the knowledge 
applies),, in both its implicit and explicit dimensions. Our view implies that 
informationn can contribute to people's knowledge through learning. It 
acknowledgess that information has littl e meaning in and of itself and has to be 
interpretedd in processes of construction and reconstruction to make sense out of it, 
andd convert it into knowledge (Berger and Luckmann, 1967; Weick, 1995). In 
thatt sense, knowledge cannot be managed. One person's knowledge is just too 
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subjective,, fluid, and context-specific to be more than another's information3. 
Whatt can be managed are the processes of information exchange between 
informationn demand and supply, which are crucial to learning. We therefore see 
thesee processes of information exchange as the basic units of analysis in 
knowledgee management. 

Thee Dual Role of Exchang e 
Inn resource- and knowledge-based views of the firm, it has become conventional 
too distinguish knowledge from other resources (Spender, 1996). On their own, 
feww resources - defined as all tangible and intangible means potentially 
contributingg to the satisfaction of human needs such as skills, computer systems, 
andd brands - are productive. Productive activity requires that heterogeneous 
resourcess are combined and coordinated to transform them into higher value 
productss and services. Most resources, however, can be used in different ways 
andd for different purposes. Consequently, the value-adding processes of an 
organizationn and its products and services depend on how resources and resource 
combinationss are viewed, which is a function of the knowledge applied to them 
(Tsoukas,, 1996). The more an organization learns about the different ways of 
coordinatingg and leveraging resources, the greater the potential productivity of 
anyy given set of resources and the attendant prospects of successful action will be 
(Penrose,, 1959). 

Learningg about deploying resources includes understanding how 
exchangee can enhance their productive possibilities. Resources are scarce and 
shouldd therefore be used and developed efficiently. In this regard, exchange 
performss two roles. The first role is that exchange is seen as a principal 
mechanismm to improve efficiency as it enables the continual reallocation of 
resourcess to more productive uses. Another role of exchange is that it rearranges 
thee set of resources that people and organizations have at their disposal, which 
cann stimulate the perception of new, productivity-enhancing combinations among 
thesee resources (Penrose, 1959; Moran and Ghoshal, 1999). In a Schumpeterian 
sense,, new combinations can intendedly or unintendedly lead to the creation of 
moree productive resources or more efficient ways of creating resources. 
Regardingg knowledge, exchange not only allows actors to better exploit existing 
knowledgee by reallocating it to better-known uses, it can also improve their 
abilityy to access, deploy, and develop this knowledge, that is, to learn and 
innovate.. In particular, this latter role of exchange - sometimes referred to as 
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"adaptive""  or "dynamic" efficiency (Moran and Ghoshal, 1999; Williamson, 
1999)) as opposed to the "allocative" efficiency related to the first role of 
exchangee - is essential to value creation or rent generation. 

Objec tt  of Knowledg e Management : The Information  Transactio n 
Space e 
Ideally,, all possible information exchanges that could be expected to increase the 
organizationn members' knowledge on how resources can be deployed in an 
allocativelyy and adaptively efficient manner should take place. The more 
informationn within an actor's reach, the more productive possibilities there will 
be.. All knowledge resides in humanity, but no one knows everything and 
everyonee knows something (Levy, 1997). To fully exploit the productive 
possibilitiess of resources and resource combinations, a vast network of 
informationn exchange is needed, as unfettered as possible. We call this network of 
humann interaction "the information transaction space," representing the set of all 
possiblee information exchanges available to any actor at any moment in time. It 
cann be seen as a "market for knowledge" where navigating information seekers in 
searchh of explicit and tacit information, insights, and understanding of others 
reachh mutual agreements with information providers and information brokers4. 
Thiss information transaction space is thee object of knowledge management. 

Too determine what is productive and to affect the possibilities likely to be 
seenn as such, organizations can delineate the information transaction space by 
definingg a number of knowledge slices. These slices are the knowledge domains 
offeringg the most opportunities to enhance the organization's strategic capabilities 
andd the productive possibilities of its resources. They are the constraints shaping 
thee human interactions that bind the organization's resources together. The 
consultancyy firm Ernst & Young, for instance, has twenty-two knowledge 
networkss focused on industries, consulting approaches, and key technology areas 
(Davenportt et al., 1998). Another example is a traditional dairy food producer that 
hadd to develop knowledge of fast-moving consumer goods when making the 
transitionn to a food company focusing on brands instead of products. To help 
realizee the new business models, it explicitly defined knowledge slices: 
marketing,, logistics, distribution, and research and development business 
functions. . 
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Rational ee and Goal of Knowledg e Managemen t 
Whetherr or not knowledge slices are defined, in practice only a traction of all 
possiblee information transactions wil l ever be made. Unrestricted information 
exchangee maximizing the productive possibilities of resources and resource 
combinationss is a fiction. As a result, there is always and everywhere a gap 
betweenn what is possible and would be productive and what is realizable at any 
givenn time. The economic rationale for knowledge management is to narrow this 
gap.. Its goal should be to help smooth the three fundamental and generic 
informationn exchange problems contributing to the existence of the gap and 
causingg inefficiencies in any process of information exchange: (1) the relevant 
questionss have to be posed in terms that can not be misunderstood, (2) 
knowledgeablee and trustworthy information sources have to be found (internal or 
externall  people, Web sites, or databases), and (3) the information gathered has to 
bee interpreted to create meaning from it and applied to the context-specific 
practicee of the information user. Whether individually or collectively, people 
learnn through social interaction. For knowledge management to be instrumental in 
thesee learning processes, all knowledge initiatives should be related to at least one 
off  the three information exchange issues. 

Knowledg ee and Strateg y 

Muchh of the current interest in knowledge management can be explained from the 
economicc perspective. The phrase "i f we only knew what we know" implies that 
actorss can benefit from knowledge of others but that they have difficulty in 
locating,, accessing, interpreting, and applying it. These frictions hamper the free 
floww of information and cause exchange inefficiencies. As a result, they limit the 
potentiall  of actors for future development and economic rent generation. The 
essencee of strategy is to maximize economic rent over time through creating and 
sustainingg sources of competitive advantage (Boisot, 1999). Due to competition, 
organizationss have to continually renew their sources of competitive advantage. 
Forr that, they need to be allocatively and, in particular, adaptive ly efficient. 
Viewedd as such, adaptation is the central problem of economic organization5. 

Thee prospect of efficiency gains, new resource combinations, and 
ultimately,, competitive advantage strengthens the view that the primary role of 
knowledgee management is to draw information demand and supply together. It 
alsoo lends this view strategic importance: insofar as economic growth is 
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increasinglyy fueled by ideas and knowledge and less by traditional resources 
(Drucker,, 1983; Tenkasi and Boland, 1996; Quinn et al., 1999), the dynamic 
abilityy to make the best use of the information transaction space is a defining 
competitivee dimension of any organization. At the end of the chapter, we return to 
thiss argument and relate it to resource- and knowledge-based views of the firm. 
Beforee we do that, however, we first explore the opportunities for knowledge 
managementt provided by transaction cost economics and agency theory. 

Organizin gg Exchang e 

Transaction-costt economics (Coase, 1937; Williamson, 1975, 1985) and agency 
theoryy (Jensen and Meckling, 1973; Fama and Jensen, 1983) are economic 
theoriess of organization. Together, they permit a comparative assessment of 
market,, organizational, and hybrid forms of organizing knowledge management, 
explainn inefficiencies in information exchange, and show the relevant cost 
componentss to balance in knowledge decisions. 

Everyy exchange or transaction has to be coordinated. That raises the 
questionn whether there are different ways to coordinate exchanges, and if so, what 
formm of organization or governance structure is the most expeditious and least 
costly.. A governance structure is a set of rules and institutions for administering 
exchangee relationships. It is a means by which to infuse order into a relationship 
wheree potential conflict threatens to undo or upset opportunities to realize mutual 
gainss (Williamson, 1999). Transaction-cost economics claims that there are two 
governancee modes: transactions may take place across markets or within 
organizations.. Markets use the price system as the coordination mechanism and 
organizationss have an array of nonprice devices available, such as authority, the 
standardizationn of skills, and mutual adjustment6. This view opposes conventional 
neoclassicall  economics, which states that perfect markets are maximally efficient 
(Hayek,, 1945; Douma and Schreuder, 1991). Perfect competition means, among 
otherr things, that all the information needed to make decisions is collected and 
communicatedd to all economic actors by the price system and that any piece of 
neww information is instantaneously reflected in a price change. Hence, it is 
assumedd that everybody is always perfectly informed. Organizations are 
representedd as reactors responding to price changes (Rowlinson, 1997), as "black 
boxes""  transforming the factors of production into output with the sole objective 
off  maximizing profits or the organization's market value (Jensen and Meckling, 
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1973).. The costs of generating and marketing the output - the production or 
operationss costs - is thus the only relevant cost component in the neoclassical 
theory. . 

Transaction-costt economics acknowledges that markets do not function 
perfectly.. It accounts for the fact that in the real world, information is unevenly 
distributedd among actors. These information asymmetries indicate that nobody is 
perfectlyy informed. Two key features of human actors explain market 
imperfections:: people are boundedly rational and sometimes also display 
opportunisticc behavior (Williamson, 1975, 1985). Bounded rationality means that 
aa human being's capacity to formulate and solve complex problems is limited. As 
aa result, people tend to aspire to what is acceptable rather than what is optimal. 
OpportunismOpportunism implies that, just to take advantage of particular situations, 
informationn can be manipulated, concealed or distorted. Both these human 
characteristicss cause markets to operate inefficiently, for they prevent information 
fromm flowing freely. Consequently, transaction costs occur, which are the costs 
associatedd with the inefficiencies in exchange processes7. To put it differently, 
transactionn costs are the costs involved in using imperfect markets to coordinate 
thee exchange (Coase, 1937; Williamson, 1975, 1985). Examples are the costs of 
acquiringg information from alternative knowledge brokers and negotiating a deal 
withh them. Economic analyses should therefore not only include operations costs, 
ass is assumed in neoclassical economics, but also transaction costs8. 

Agencyy theory focuses on organizational problems arising from 
informationn asymmetries between actors and on how these problems can be 
overcomee (Jensen and Meckling, 1973; Fama and Jensen, 1983). Agency 
relationshipss exist in any situation where one actor - the principal - depends on 
thee action of another actor - the agent. Agents (e.g., employees) are supposed to 
performm services on behalf of the principal (e.g., managers). However, the 
behaviorall  assumptions underlying agency theory predict that they wil l not 
alwayss fulfil l the agreements made with principals. They will rather try to 
maximizee their own individual utility, paying littl e attention to the welfare of the 
principall  or to nonpecuniary virtues such as honor and integrity. As in 
transaction-costt economics, information asymmetries can lead to opportunism9. 
Thee neoclassical view of the organization as a unified "black box" with a single 
brainn is therefore rejected. It does not allow for an analysis of situations in which 
thee behavior of organization members is inconsistent with profit maximization. 
Instead,, an organization is seen as a nexus of contracts between self-interested 
individuals.. The costs incurred as a result of the goal divergence between these 
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individuals,, or, better, the internal coordination costs to bridge these conflicts of 
interests,, are called agency costs10. An example is the costs to adjust the general 
evaluationn and compensation structure in an organization to discourage the 
hoardingg of information. 

Hence,, information asymmetries causing exchange inefficiencies play a 
pivotall  role in economic theories of organization. Organizations and any 
organizationall  arrangement, including knowledge initiatives, surface as solutions 
too these information exchange problems that cannot be resolved by the price 
system.. They are seen as substitutes for the market mechanism in coordinating 
exchange.. In practice, however, organizational and market governance structures 
aree usually mixed (Malone et al, 1987; Douma and Schreuder, 1991), leading to a 
market-firmm continuum of different combinations of price and nonprice 
coordinationn mechanisms. The actual mix as found in any situation depends on 
thee information requirements of that situation (Douma and Schreuder, 1991; 
Gurbaxanii  and Whang, 1991; Ciborra, 1993). 

Beloww we identify four ideal types of governance structures based on the 
threee generic information exchange problems mentioned above, which also have 
theirr roots in information asymmetry. Given their bounded rationality and the 
hazardss of opportunism, whenever information seekers enter the information 
transactionn space, they are faced with the problems of asking the relevant 
questions,, finding reliable information sources, and interpreting and applying the 
informationn acquired to specific contexts. These information exchange problems 
inhibitt the reallocation of information to more productive uses and the ability to 
envisagee new combinations with this information. Organizations can help their 
memberss by organizing knowledge initiatives that wil l address one or more of the 
threee information exchange problems. Which information exchange problems are 
tackledd determines which of the four governance structures applies. These 
governancee structures are the market, the organized market, the extended 
organizedd market, and the firm. We wil l explore these alternative ways of 
coordinatingg information exchange and their different allocative and adaptive 
efficiencyy properties. Before turning to this subject, however, we first specify the 
costt components that have to be dealt with in knowledge management. 
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Relevan tt  Cost Component s 
Itt follows from the preceding section that organizations and organizational 
endeavorss are alternative governance structures for the market, created to reduce 
thee sum of transaction costs, agency costs, and operations costs. In terms of 
allocativee efficiency, the economic rationale for knowledge management is to 
minimizee these costs. Note that these costs are mainly information costs, for the 
essencee of coordination involves communicating and processing information 
(Maloneetal.,, 1987). 

Transactio nn Cost s 
Inn a knowledge setting, transaction costs are the coordination costs associated 
withh using the market mechanism to organize information exchange. Consider a 
companyy hiring a consultancy firm to help implement a groupware system. This 
companyy incurs search costs when collecting and interpreting information on the 
market,, possible candidates, prices, and other terms of doing business. Further 
inquiriess into track records, suggested consultancy approaches and so on, lead to 
communicationn processes with a selected number of candidates. This results in a 
varietyy of transaction-specific information-processing costs: communications 
costscosts to better understand the situation, which include costs of 
miscommunicationss and opportunity costs due to delays in communications and 
poorr or misinterpreted information, and documentation costs to record the 
informationn gathered. These costs are partly out-of-pocket expenses and partly 
opportunityy costs, which are costs that are foregone by not putting the 
organization'ss resources to their best uses. Reaching an agreement with a 
consultancyy firm further entails contracting costs — the costs to negotiate, write, 
andd enforce a contract. 

Moreover,, there are redundancy costs, which we define as the costs of 
needlesslyy repeating the same exchange activities as a result of not sharing 
information.. Due to specialization, differentiation, and departmentalization, 
organizationn members frequently are unaware of the existence or whereabouts of 
informationn possessed or stored by others (Huber, 1991). This lack of information 
cann result in costs to reinvent the wheel which could have been avoided if the 
informationn had been shared in one way or another. Parts of this are opportunity 
costss due to inventing square wheels, which result from someone acting upon 
poorr or misinterpreted information while a colleague in the organization had 
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superiorr yet undisclosed knowledge. Finally, not sharing information promotes 
thee recurrence of mistakes leading to yet another kind of cost. 

Tablee 5.1 includes the five types of transaction costs relevant to 
knowledgee management. All these costs are closely related to bounded rationality 
andd opportunism. While search is fundamental to intelligent behavior (Newell, 
1990),, bounded rationality limits the time and effort people spend on searching. 
Thiss increases the chance for decisions to be made on the basis of inferior or 
incompletee information. Another example is contracting costs, the main purpose 
off  which is to prevent the other party from acting opportunistically. Yet, 
transactionn costs do not add value to the business. They are inefficiencies in 
informationn exchange. Organizations can economize on bounded rationality and 
mitigatee the hazards that come with opportunism by taking transactions out of the 
markett and organizing them internally (Williamson, 1999). To proceed with the 
examplee of hiring a consultancy firm, organizations can choose from a whole 
arrayy of organizational arrangements. They could, for instance, store knowledge 
inn standard operating procedures or routines, collect experiences with consultancy 
firmsfirms into an easily accessible organizational memory, and appoint internal 
consultantss who partly take over the external experts' job. Each of these 
organizationall  measures has the intention of significantly reducing transaction 
costs. . 

CostCost Components 
Transactionn costs 

Agencyy costs 

Operationss costs 

TypesTypes of Costs 
Searchh costs 
Communicationss costs 

Costss of communications and miscommunications 
Opportunityy costs due to delays in communications and poor or misinterpreted 
information n 

Documentationn costs 
Contractingg costs 

Costss of negotiation and writing contracts 
Costss of enforcing contracts 

Redundancyy costs 
Costss of reinventing the wheel 
Opportunityy costs due to inventing square wheels 
Costss of recurring mistakes 

Monitoringg costs 
Bondingg costs 
Residuall loss 
Costss of information representation: acquiring, refining, storing, and 
disseminatingg information 
Protectionn costs 

Tablee 5.1 Three Cost Components 
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Agenc yy Cost s 

Thee second relevant cost component is agency costs. Knowledge management is 
repletee with agency problems. One source of these problems is shareholder-
managementt conflicts. Knowledge management often leads to the creation of a 
specializedd business function that can consist of multiple levels of new roles such 
ass the chief knowledge officer, knowledge reporters, and network facilitators 
(Davenportt and Prusak, 1998). New business functions may evoke a whole range 
off  new coordination issues. For instance, knowledge managers, like any manager, 
cann suffer from the "empire-builder" syndrome (Gurbaxani and Whang, 1991) 
andd overconsume organization resources at the expense of the shareholders. To 
them,, a large budget, a large staff, the finest computer equipment, and a large 
office,, for example, can be signs of power and career success. 

Otherr sources of agency problems are manager-employee conflicts and 
conflictss between peers. Information exchange is often seen as an unnatural act 
(Davenportt et al., 1998; Quinn et al., 1999). Organization members may be 
reluctantt to share their tacit and explicit information because they see it as crucial 
too maintaining their value as employees. Without any concrete compensation in 
return,, they may be unwilling to spend precious time in helping colleagues. They 
mayy hoard information to advance their careers. A struggle to get organization 
memberss to contribute to repositories or use discussion databases, and rivalry 
betweenn all tasks and activities demanding attention would fit in this picture. As 
manyy organizations have experienced, rewarding and recognizing knowledge-
sharingg behavior to combat opportunism is a major concern of knowledge 
managementt (Hackett, 2000). Moreover, conflicting interests between the 
knowledgee management function and other business functions may give rise to 
agencyy problems. 

Agencyy structures have two major devices for overcoming agency 
problems:: monitoring and bonding (Fama and Jensen, 1983; Douma and 
Schreuder,, 1991). The costs associated with both ways of ensuring that agents act 
inn the interests of principals are agency costs. By definition, they add bureaucratic 
costss (Williamson, 1999). Monitoring costs are costs of observing the behavior of 
agentss and bonding costs are costs agents incur in reporting and documenting 
theirr activities, consuming resources that could have been spent on other, value-
addingg activities. Examples are investigations into information use patterns, and 
thee introduction of performance-based compensation schemes and other 
motivationall  instruments. In addition, a residual loss remains, which means that 
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opportunisticc behavior cannot be completely banished by monitoring and bonding 
activities,, thus leading to partial welfare losses for principals. 

Operation ss Cost s 
Thee third and last relevant cost component - operations costs - can be divided 
intoo costs of information representation and protection costs. Knowledge must be 
representedd in some fashion to be used, told, or thought (Newell, 1990). Best 
practices,, for instance, are representations abstracted from reality. They contain 
knowledge,, yet they are not the knowledge itself. The costs of information 
representationrepresentation are the costs of making representations involving single 
identifiablee processes comprising linked sets of activities to acquire, refme, store, 
andd distribute information (Gurbaxani and Whang, 1991; Meyer and Zack, 1996; 
Choo,, 1998). These typical information management costs include costs to 
developp and use information systems, products, and services that add value to the 
representedd information and assist users in asking better questions, finding better 
informationn sources, making better sense of situations, and taking more effective 
action. . 

Finally,, there are protection costs when organizations choose to protect 
partss of their knowledge from appropriation or imitation by their competitors 
(Liebeskind,, 1996). Inserting confidentiality clauses into employee contracts, 
implementingg computer protection systems, and establishing employee conduct 
ruless are examples of adding to these costs. 

Fourr  Governanc e Structure s for Knowledg e Managemen t 
Wee distinguish four ideal type governance modes for knowledge management on 
thee basis of the three generic problems in information exchange: the market, the 
organizedd market, the extended organized market, and the firm. As mentioned 
above,, a governance structure is a set of rules and institutions for administering 
exchangee relationships. In the market, these rules and institutions refer to market 
coordination,, which implies that the exchange relationships are mainly shaped by 
informationn demand and supply forces. The organizing principle is "self-
organization""  as organizations consciously or unconsciously refrain from 
deliberatee knowledge initiatives or outsource them. The rules and institutions in 
thee other three governance modes increasingly relate to organizational 
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coordination.. In the organized market, the organizing principle is "paving the road 
too experts," meaning that knowledge management is solely deployed to help solve 
thee information exchange problem of finding reliable information sources. The 
twoo remaining information exchange problems are left to market governance. 
Whenn organizational coordination is also focused on helping information seekers 
askk the relevant questions unambiguously and on "guiding information asking" by 
clarifyingg and specifying information needs, we speak of the extended organized 
market.. Finally, in the firm, the organization of the information transaction space 
iss directed toward all three information exchange problems. In this case, the 
organizingg principle also includes "facilitating information interpretation" in 
orderr to promote information use and feedback. 

Thee following sections elaborate on the four governance structures for 
knowledgee management, which are summarized in table 5.2. On the basis of 
economicc theories, coordination as the fundamental task of organization is 
approachedd from a cost and a learning perspective. We then continue to explore 
thee different allocative and adaptive efficiency properties of the four governance 
modes.. Finally, the strategic relevance of managing the information transaction 
spacee is addressed. 

Thee Market 
Thee information transaction space can be viewed as a "market for knowledge" 
wheree information seekers, providers, and brokers reach mutual agreements. 
Thesee agreements can involve the exchange of money, but often information is 
transactedd freely. Free exchange, however, does not mean that the market 
mechanismm is not at work (Douma and Schreuder, 1991; Davenport and Prusak, 
1998).. Maximizing one's utility can also include the exchange of intangible 
scarcee factors such as favors, reputation, and affection. Bounded rationality and 
opportunismm indicate that people act on the basis of perceived self-interest and 
expectt to financially or nonfinancially benefit from the information transactions 
theyy engage in. These two human characteristics also explain inefficiencies in 
informationn exchange and the resulting relatively high transaction costs. They are 
thereforee crucial in understanding how knowledge markets operate. Even if social 
relationshipss are based on trust, it is important to realize that people rarely give 
awayy valuable information without expecting something in return11. 
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Organizingg principle 

Coordination n 
mechanisms s 

findingg reliable 
information n 
sources s 

askingg the 
relevantt questions 
unambiguously y 

understandingg and 
applying g 
information n 

Exampless of 
practices s 

Transactionn costs 
Agencyy costs 
Operationss costs 

Relationship p 
betweenn learning 
andd the rent-
generatingg potential 
off the organization 

Contingencyy factors 

TheThe Market 

Self-organizing g 

Market t 
mechanisms s 

Market t 
mechanisms s 

Market t 
mechanisms s 

Communitiess of 
practice, , 
knowledgee brokers 

++++ + 
+ + 
+ + 

Performancee is 
bestt served with 
employees s 
shapingg their own 
learningg processes 

TheThe Organized 
Market Market 
(1)) Paving the road 
too experts 

Nonmarket t 
mechanisms, , 
outsourcedd market 
mechanisms s 

Market t 
mechanisms s 

Market t 
mechanisms s 

Strategic c 
communities, , 
expertt directories, 
portals,, agents. 
libraries s 

+++ + 
++ + 
++ + 

(1)) Performance 
cann be improved 
byy paving the road 
too reliable experts 

Degreee of bureaucratization 
Degreee of "politicalness" 
Degreee of individualism 
Degreee of knowledge fluidity 
Degreee of dispersion of information sources 

TheThe Extended 
OrganizedOrganized Market 
(1),, plus (2) 
guidingg information 
asking g 

Nonmarket t 
mechanisms, , 
outsourcedd market 
mechanisms s 

Nonmarket t 
mechanisms, , 
outsourcedd market 
mechanisms s 

Market t 
mechanisms s 

"Frequentlyy asked 
questions", , 
meaning-based d 
searchh engines, 
interactivee guiding 
systems s 

++ + 
+++ + 
+++ + 

(1),, Plus (2) 
performancee can 
bee enhanced by 
guidingg employees 
inn their search 
processes s 

TheThe Firm 

(1)) and (2), plus (3) 
facilitating g 
information n 
interpretationn and 

Nonmarket t 
mechanisms, , 
outsourcedd market 
mechanisms s 

Nonmarket t 
mechanisms, , 
outsourcedd market 
mechanisms s 

Nonmarket t 
mechanisms s 

Feedbackk systems 
suchh as learning 
historiess and 
storytelling g 

+ + 
++++ + 
++++ + 

(1)) and (2), plus (3) 
performancee can 
bee increased by 
helpingg employees 
interprett and use 
information n 

Thee designations ++++, and so on, refer only to relative comparisons between columns, not to absolute values. 

Tablee 5.2 Framework for managing the information transaction space 

Givenn that organizations exist, market governance means that organizations 
followw a laissez-faire approach to knowledge management, which implies that 
theyy do not take specific knowledge actions to back their members. Organizations 
thatt have not yet considered knowledge initiatives, or expect no benefits from 
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them,, fall into this category. This mode can also attract organizations that are 
convincedd it is the best strategy to nurture individual and collective learning 
processes.. Refraining from deliberate knowledge initiatives does not imply that 
organizationn members wil l not learn. In fact, they learn all the time as they 
constantlyy pull information from different sources, make sense of it by 
themselves,, and use it for purposeful actions. To satisfy their information needs, 
theyy actively contribute to formal networks and informal communities of practice, 
bothh within and across organizational boundaries. Moreover, they use existing 
informationn systems and channels, improvise, install new systems, and share the 
outcomee of their information organization with others. 

Communitiess of practice, in particular, have recently gained attention in 
managementt literature as the new "organizational frontier" (Wenger, 1998; 
Wengerr and Snyder, 2000). Such communities are self-organizing and informal 
groupss of people sharing experiences and knowledge in free-flowing creative 
wayss to better deal with never-ending new developments, exploring potential 
solutionss to structured and unstructured problems, and developing and 
implementingg new ideas. They are organic, spontaneous, and informal market 
placess where people coordinate their information exchanges to learn from each 
otherr and build new socially constructed knowledge around knowledge slices 
attractingg all the group members. Allegedly, the best way to learn is to engage in 
sociall  practices with people sharing similar interests and goals (Wenger, 1998; 
Storckk and Hill , 2000). 

Hence,, even if organizations adopt a laissez-faire market approach to 
knowledgee management, bottom-up and self-organizing initiatives emerge which 
cann intentionally or unintentionally result in allocative and adaptive efficiency 
gains.. Organizations adhering to this view see their employees as professionals 
performingg best without too much supervision, interference, and topdown 
structures.. They act on the belief that the professionals themselves know best how 
too shape their own learning processes, put the greatest trust in their abilities to 
deall  effectively with the intricacies and subtleties of bounded rationality and 
opportunism,, and take the relatively high transaction costs for granted. 

Thee high transaction costs of the free market approach offer rich business 
opportunitiess for external knowledge brokers. These infomediairies have the same 
reasonn for being as do internal knowledge initiatives: they interfere in free market 
interactionn and create physical and virtual market places to reduce transaction 
costs.. These developments are spurred on by information and communication 
technology,, which facilitate the creation of new markets where none existed 

127 7 



O NN O R G A N I Z A T I O N : L O O K I N G B A C K O N R E E N G I N E E R I N G A N D A H E A D T O L E A R N I N G 

beforee or improve existing ones (Ciborra, 1993). As a result, external and internal 
knowledgee structures increasingly compete with each other for the attention of 
informationn users, information providers and their organizations. In some cases, 
organizationss can put resources to more productive use if they access them 
throughh outsourcing (Williamson, 1999). We wil l elaborate on this subject in the 
followingg sections. 

Thee Organize d Market 
Thee relatively high transaction costs of market coordination can inspire 
organizationss to consider internal knowledge initiatives. Information seekers often 
havee difficulties in finding the right information sources, in reaching these 
sources,, and in assessing their quality and reliability. In their turn, information 
providerss are frequently not aware of whom their information could benefit, and 
soo do not share or store it. In this governance mode, knowledge management is 
confinedd to this generic information exchange problem, which specifically causes 
searchh and redundancy costs to be high12. Choosing this mode implies that 
knowledgee management is viewed as a means of keeping track not so much of the 
informationn itself, but of who possesses it and how to access them (Alavi and 
Leidner,, 1999). Such a view fits organizations that see their members as 
professionalss responsible for what they need to learn and how, but whose 
productivityy can be substantially improved by helping them find their way 
(Morelandd et al., 1996). 

Pavingg the road to experts involves accessibility, availability, quality, and 
reliabilityy issues. To address these issues, many exchange-enhancing 
arrangementss can be applied. For instance, managers can create dedicated 
informationn transaction spaces for communities of practice or "strategic 
communities""  that wil l enhance the organization's strategic capabilities, and 
stimulatee every employee to join them. Strategic communities are communities of 
practicee that have a defined relationship to formal organizational objectives 
(Storckk and Hill , 2000). The social and affective bonds in both types of 
communitiess constitute information channels that reduce not only the amount of 
timee and investment required to gather information (Nahapiet and Ghoshal, 
1998),, but also uncertainties about the quality and reliability of the information 
andd its sources13. Identifying and cultivating communities and defining their 
knowledgee domains are organizational capabilities maximizing such "economies 
off  communication." 
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Otherr arrangements intend to create information-transfer infrastructures 
leveragingg human interactions. They often combine organizational, behavioral, 
andd technological measures. Elements of such infrastructures are "registration 
systems""  - such as competence databases (or expert directories), document 
scanningg and management systems, libraries, and calendaring and scheduling 
systemss - and "communication systems" - like corporate portals offering 
personalizedd single points of access to multiple information sources, desktop 
videoconferencingg systems, and intra- and extranets. As mentioned above, people 
havee to be motivated to contribute to such systems and to be available for 
information-seekingg colleagues. This governance structure therefore results in 
higherr operations and agency costs, which should be counterbalanced with the 
decreasingg transaction costs. 

Iff  applied, all these arrangements to some extent organize the knowledge 
market.. They partly replace market governance with organizational coordination. 
Inn communities, "mutual adjustment" in collegial networks is the primary 
coordinationn mechanism, agency problems suggest the use of "authority," and 
"standardization""  is the effect of information-transfer infrastructures and the 
relatedd motivational instruments. In the latter case, organization members are 
suggestedd to use preselected and tested information sources, and tailored search 
toolss and patterns are suggested to help solve the generic problem of finding 
reliablee information sources. The other two information exchange problems 
remainn the responsibility of the actors involved. That is, the problems of asking 
thee relevant questions unambiguously and that of interpreting and applying the 
informationn to context-specific practices are left to market coordination. This 
optionn is thus a hybrid governance structure, a mix of market and organizational 
coordinationn devices. 

Thee transparency of knowledge markets can also be increased by external 
infomediairies.. In their role as expert, information source, or producer (Choi et 
al.,, 1997), they categorize, filter, and prune the information supply. Technological 
developmentss such as meaning-based search engines and intelligent agents and 
filtersfilters share this intention, and application service providers offer opportunities to 
outsourcee software and databases. Initiatives to draw information seekers and 
providerss together abound on and off the Internet. On the Internet, there are 
knowledgee fairs based on the idea to "sell what you know, buy what you don't," 
communityy builders where questions asked are routed to the right expert's door, 
auctionss to exchange any imaginable knowledge product, and interactive plaza's 
fosteringg dialogues between knowledge experts. Many of these initiatives can be 
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seenn as new market mechanisms intended to put fair market values on knowledge. 
Byy facilitating the sharing of dispersed information, the Internet enables the 
emergencee of such "communities of knowing" (Boland and Tenkasi, 1995). 
Similarr infomediairies emerge off the Internet. The services they provide range 
fromfrom simple information transactions to complex and specialized knowledge 
brokering. . 

Thee Extende d Organize d Market 
Anotherr hybrid governance structure emerges when organizations not only correct 
markett imperfections related to finding reliable information sources, but also to 
askingg the right knowledge questions unambiguously. In particular, when people 
facee ambiguous problems or opportunities, find themselves in highly uncertain 
situations,, or merely have some indeterminate feelings that something should be 
done,, articulating information needs can be a difficult search process in itself. As 
aa result of posing vague or wrong questions, people can learn something 
incorrectlyy or can correctly learn something incorrect, even if the answers 
receivedd are representative (Huber, 1991). Organizations realizing that such 
difficultiess in information exchange may occur can choose this option to further 
increasee the productivity of employees and the organization's performance. 

Organizationall  arrangements directed toward this second generic 
informationn exchange problem focus on guiding organization members in their 
searchh processes. We call such arrangements "interactive systems" to indicate that 
genuinee guiding requires real-time interaction in successive questions and 
answers.. Practices vary from search engines capable of first verifying what the 
informationn seeker means before presenting the search results and expert-system 
softwaree programs for more structured searches, to enhanced library functions and 
expertss employed for every designated knowledge slice to help with unstructured 
searches.. In its simplest form, organizations can create databases with "frequently 
askedd questions" and past search results. Depending on the percentage of 
repetitivee questions, such organizational coordination can lead to substantial 
informationalinformational economies of scale: the average costs per information exchange 
wil ll  be lower for high-frequency transactions. In other words, the value of 
informationn increases as more people use it. In all these cases, mutual adjustment 
andd standardization are used as the coordination mechanisms to reduce 
transactionn costs. This reduction will be at least partly offset by the costs incurred 
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forr the necessary investments in and maintenance of the interactive systems, and 
forr the monitoring and bonding activities. 

Guidingg services to help information seekers pinpoint their information 
needss before they are referred to the right information source are also provided by 
externall  knowledge brokers. An example is Teltech - Research and Knowledge 
Managementt Services. This broker provides a technical referral service 
connectingg over 3,000 technical experts and thousands of online databases with 
clientss who occasionally have questions or problems in technical knowledge 
slices.. When a client calls Teltech, he or she gets assistance from a knowledge 
analyst.. They collaboratively browse appropriate databases, elicit the client's true 
informationn needs, and discuss the search results. Especially when questions are 
nott articulated well, client and knowledge analyst together engage in such 
dialogues,, which may extend over a couple of days. Among others, by effectively 
guidingg the client to information, Teltech adds value to information14. Whether 
thee client understands the information gathered and is capable of using it in his or 
herr context, remains the client's responsibility. It is also the realm of the last 
governancee structure for knowledge management distinguished by us, the firm. 

Externall  infomediairies such as Teltech can be so efficient that 
outsourcingg becomes an alternative road to travel in attempts to economize on 
transactionn costs. It complicates the trade-offs to be considered in knowledge 
decisions.. The costs of internalizing information transactions have to be compared 
nott only with the costs of transacting on the market, but also with the costs of 
outsourcing. . 

Thee Firm 
Thee last governance structure is directed towards all three generic information 
exchangee problems. Compared to the extended organized market, it also includes 
thee problem that information has to be understood to be able to formulate 
statementss and actions that are meaningful and purposeful for the practices in 
whichh organization members collectively work. The intention is to ease 
informationn interpretation in order to support information use and feedback. It is 
forr organizations viewing learning as essential to rent generation and future 
development,, but that also believe it does not come about spontaneously or that it 
cann be more efficiently coordinated internally. Here we encounter the issue of 
organizationall  learning: individual people learn, but we cannot be sure that 
organizationss learn as well. Individuals learn as they develop their unique 
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knowledgee bases by constantly constructing new understandings to guide actions. 
Whetherr organizations learn depends on their abilities to synergistically use and 
integratee these distinct knowledge bases. That requires a process of mutual 
perspectivee taking to exchange individual knowledge among organization 
memberss (Tenkasi and Boland, 1996), mutual engagement and a shared repertoire 
(Wenger,, 1998), the construction of collective meaning (Dixon, 1997), or uniform 
understandingss across organization members of possibly different interpretations 
(Huber,, 1991). For any coordinated action to take place, it is essential to (partly) 
knoww what others know. The issues involved in these delicate processes 
constitutingg learning and adaptive efficiency are, among others, the stickiness of 
knowledgee (Szulanski, 1996) and proprietary and political concerns related to 
agencyy problems. 

Mostt knowledge projects aim at organizational learning. As stated in the 
beginningg of this chapter, however, these projects can often be characterized as 
supplier-focused,, centralized approaches pushing commodified information to 
users,, which hardly facilitate learning at the organizational level. In terms of the 
coordinationn mechanisms applied, most initiatives strive for efficiency gains 
throughh the "standardization of knowledge." Inviting one expert to write a "best 
practice""  for all colleagues to copy is an example of such standardization. If 
informationn could be used in this way, it would greatly reduce transactions costs 
andd lead to substantial informational economies of scale. However, as a study of 
thee best practice databases we conducted in three large organizations has shown, 
"standardd solutions" contain too littl e information to come close to what is needed 
forr mutual perspective taking. Typically, they lack information on historical 
contexts,, situational factors, assumptions used, personal reflections, and on their 
validityy and generalizability. The study has also demonstrated that sometimes 
sensitivee yet crucial information is excluded from best practice descriptions, and 
thatt intermediary "knowledge officers" are often focused more on the 
maintainancee side of the information systems than on raising the value of the 
informationn stored. We argue that knowledge projects relying on standardization 
resultt in a less than expected decrease of transaction costs and higher agency costs 
duee to "not-invented-here-syndromes" and increased reluctance to use standard 
solutions. . 

Managerss can cultivate learning, but they cannot force it. Instead of 
havingg knowledge officers trying to control for quality, organizations can give the 
learnerss themselves control of their learning processes (Leidner and Jarvenpaa, 
1995)) and support them in pulling the information they need. Rather than relying 
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solelyy on centralized information delivery, they can create situations that help 
groupp members learn from each other (Storck and Hill , 2000) and develop 
practicess that make use of information in new and more productive ways (Cook 
andd Seely Brown, 1999). In particular, people learn by giving and receiving 
feedbackk information showing how actions can reinforce or counteract each other 
(Senge,, 1990). Mutual perspective taking often boils down to knowing how others 
deployy resources and relate organizational actions to outcomes. To ensure the 
collectionn and analysis of such feedback and to increase its accuracy, 
organizationss can use "feedback systems" such as learning histories (Kleiner and 
Roth,, 1997), storytelling (Boyce, 1996; Barry, 1997), scenarioplanning (Van der 
Heijden,, 1996), and open discussion spaces (Tenkasi and Boland, 1996). Al l these 
recentt developments in organization theory indicate that organizational learning 
onlyy occurs in relatively small groups or communities sustaining close relations of 
mutuall  engagement based on trust and freely exchanging explicit and tacit 
informationn to achieve benefits for all. We therefore prefer to speak of collective 
insteadd of organizational learning. Organizations consist of many groups or 
collectivities,, each situated in unique practices and demanding tailored learning 
processes. . 

Inn this governance structure of the firm, the function of the external 
knowledgee market is largely taken over by the organization itself, for the 
allocationn of resources and the abilities to access, deploy, and develop them are 
primarilyy seen as internal affairs. There are, however, infomediairies which 
facilitatee rather than standardize individual and collective learning processes. 
Thesee expert networks are always specialized on particular industries, knowledge 
domains,, or professionalisms, place high demands on those who may call 
themselvess experts, and offer space for rich conversations between information 
demandd and supply. In contrast to the knowledge exchanges, knowledge 
communities,, and knowledge auctions mentioned above, they constantly 
intervenee in these conversations to stimulate learning processes and share 
responsibilityy for the quality of the information exchanged. An example is the 
Cambridgee Information Network, an online community of 4,000 senior ICT-
executivess from around the world. Outsiders such as consultants, scientists, 
journalists,, lower management, and employees are excluded. Due to this 
closeness,, members can openly collaborate, share experiences or questions, and 
gleann advice from colleagues. The organization's staff is highly active in 
maintainingg and extending the community. They start, moderate, and close 
discussions.. They conduct surveys and provide members with in-depth research, 
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whitee papers, and columns. In other words, expert networks promote members to 
givee and receive feedback information to support their learning processes. 

Ass to the cost effects of this governance structure, collective learning 
requiress regular interaction and mutual interest in groups of limited size. This 
impliess that information exchange is mainly coordinated by mutual adjustment 
withinn and between all groups to be distinguished within the organization (Grant, 
1996).. Compared to standardization, mutual adjustment leads to higher 
governancee costs as it greatly reduces the potential informational economies of 
scale.. Mutual adjustment enhancing adaptive efficiency, therefore, may result in 
lesss allocative efficiency. That, however, is the consequence of combining push 
andd pull strategies for knowledge management, of believing that collective 
learningg requires intense and reciprocal social and affective bonds that facilitate 
mutuall  understanding taking a long time of sustained effort to build, which cannot 
bee bought, and can be destroyed "in a second." 

Managin gg the Informatio n Transactio n Space 

Thee Coordinatio n and Cost Perspective s 
Thee four ideal type governance structures for knowledge management are 
differentt solutions to the information problems inherent in information exchange 
processes.. They have different allocative and adaptive efficiency properties. 
Whichh of the four options is to be preferred under what conditions? 

Fromm a cost perspective, the answer would be that this is determined by 
thee relative cost of transacting using these alternatives. Based on transaction-cost 
economicss and agency theory, we have argued that there are three cost 
componentss relevant to knowledge management: transaction, agency, and 
operationss costs. Both theories emphasize building a competitive advantage 
throughh capturing economic rents stemming from fundamental organization-level 
efficiencyy advantages. To comparatively assess the four governance structures, 
thee costs of market imperfections (i.e., transaction costs) should be compared with 
thee costs of internalizing information transactions (i.e., agency and operations 
costs).. Moreover, if other organizations are capable of organizing the same 
informationn exchanges, the costs of outsourcing alternatives should also be 
considered.. Such comparative assessments between governance structures should 
bee conducted for every knowledge slice distinguished by the organization to 
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enhancee its strategic capabilities and the productive possibilities of its resources. 
Thiss implies that the coordination mechanisms used can be attuned to the specific 
conditionss met in each knowledge domain. 

Ass figure 5.1 shows, the transaction costs decrease while the agency and 
operationss costs increase as organizations rely more heavily on internal 
coordination.. The optimal point for any organization is located where the sum of 
thesee costs is minimized15. In this way, the boundaries between the alternative 
governancee structures are set by the economics of exchanging information. The 
exactt location of this point cannot be given in general, for it depends on the 
specificc cost structure of the organization, which in itself is contingent upon 
factorss such as the degree of bureaucratization, of "politicalness," of 
individualism,, of dispersion of information sources, and of knowledge fluidity16. 
If,, for instance, the organization's culture is characterized as relatively 
bureaucratic,, political, or individualistic, agency theory predicts that the agency 
costss wil l be comparatively high in that organization. This could lead to a shift 
towardd more market coordination to avoid the high agency costs, or toward 
specificc actions and investments to fight these costs. If the relevant information 
sourcess are geographically dispersed or if knowledge is highly fluid, the 
transactionn costs will be relatively high, which might stimulate organizations to 
coordinatee the information transactions internally. Hence, in practice the shapes 
off  the cost curves can deviate from those depicted in figure 5.1 and should 
thereforee be investigated if knowledge decisions are to be made from a cost 
perspective. . 

High High 

Costs Costs 

Low Low 

LowLow High 
RelianceReliance on internal knowledge initiatives 

Figuree 5.1 Minimization of total costs 

Agencyy costs and 
operationss costs 
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Soo far we have used a static analysis to assess comparative economic 
organization.. By incorporating three intertemporal considerations into our 
frameworkk for managing the information transaction space (see table 5.2), it 
becomess dynamic11. First, investments can change the underlying cost structures 
off  the organization and its knowledge slices. To some extent, managers can 
choosee the cost components they want to minimize. For instance, cost-effective 
informationn and communication technology can reduce transaction costs and can 
leadd an organization to increase its use of markets. However, it can also be 
deployedd to decrease agency and operations costs, suggesting more organizational 
governance.. Examples are intranets supporting information sharing, and tools to 
monitorr the agents' performance, respectively. In all, therefore, the net effect of 
investmentss on the boundaries between the four options is not so obvious and 
dependss upon other factors. 

Second,, managers have to continually assess and reassess the strategic 
knowledgee domains they want to excel in. For instance, in 1995 the Internet was 
nott important to most organizations. By the year 2000 it was. Consequently, 
knowledgee slices continually compete with each other for the attention of 
managerss and employees. 

Third,, managers have to dynamically decide which governance structure 
iss the most appropriate for each distinguished knowledge slice. Learning from 
failedd knowledge projects, changing opinions and beliefs as to what is and what is 
nott feasible with knowledge management, the emerging of innovative 
technologies,, and new services offered by external knowledge brokers can all 
changee the relative desirability of governance structures. What was efficient 
yesterdayy may not suffice today. Hence, in each knowledge slice, the four options 
forr knowledge management are continually involved in a dynamic process of 
competition.. These dynamic considerations affect not only the organization's 
allocativee efficiency, but also its adaptive efficiency. 

Thee Coordinatio n and Learnin g Perspective s 
Resource-basedd and knowledge-based theories of the firm follow a different logic. 
Inn the resource-based view, superior performance is based on developing 
competitivelyy unique (and therefore scarce) resources and capabilities, deploying 
themm in a well-conceived strategy, and protecting them from imitation (Grant, 
1999a;; Teece et al., 1999). Resources are generally seen as the source of 
capabilitiess and capabilities as the source of competitive advantage and the 
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organization'ss rent generating potential. Originally, the issues of value or rent 
appropriationn (i.e., sustaining the existing competitive edge) and its distribution 
(i.e.,, shareholder value) were emphasized (Moran and Ghoshal, 1999). More 
recently,, the focus has been broadened to include the issue of rent creation, that is, 
thee continual renewal of competitive advantage through learning and innovation 
andd the development of new resource bundles and capabilities (Spender, 1996; 
Teecee et al., 1999; Grant, 1999a). The essence of strategy, then, is to dynamically 
balancee rent creation and rent appropriation. Strategy formulation should not be 
concernedd as much with the maximization of current rents as with the 
maximizationn of rents over time (Boisot, 1999). 

Inn knowledge-based theories as outgrowths of the resource-based view, 
performancee differences among organizations are a result of their different 
knowledgee bases and differing capabilities in developing and deploying 
knowledgee (Bierly and Chakrabarti, 1999). Thus, differential allocative and 
adaptivee efficiency between organizations is the key. The attention is particularly 
focusedd on the largely implicit knowledge and skills required to coordinate 
heterogeneouss resources in distinct, organization-specific resource bundles in 
suchh a way that current capabilities are leveraged and new ones created (Tsoukas, 
1996;; Spender, 1999). As in transaction-cost economics and agency theory, 
achievingg purposeful, coordinated action from organizations consisting of many 
specializedd individuals and other resources is the fundamental problem of 
organizationss and their management. Perfecting such coordination requires 
learningg through repetition (Grant, 1999a). Hence, managers' coordinating and 
learningg capabilities are seen as the principal sources of a competitive advantage 
andd of adaptive efficiency. 

Thee coordination and learning perspectives are reflected in our 
frameworkk (see table 5.2). The four options for knowledge management show that 
organizationss can achieve equally efficient, yet differentiated approaches to 
coordinationn and learning. We expect most organizations to require a mixture or 
"institutionall  pluralism" (Moran and Ghoshal, 1999), not just a single form. All 
fourr governance structures are needed for allocatively and, in particular, 
adaptivelyy efficient economic development. That is, for each distinguished 
knowledgee slice, managers have to determine what relationship between the rent 
generatingg potential of the knowledge domain and learning will be most fruitful, 
andd apply the corresponding (mix of) coordination mechanisms. If, for instance, 
intellectuall  property rights are an issue, strategic considerations can lead to the 
internalizationn of the associated knowledge activities and the erection of 
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knowledgee barriers as isolating mechanisms, thus improving the possibilities to 
protectt valuable knowledge from appropriation or imitation by competitors 
(Liebeskind,, 1999). For other knowledge slices, however, access to broader 
knowledgee bases may be needed to keep abreast of cutting-edge developments 
andd increase the organization's flexibilit y to create new competitive opportunities 
(Bierlyy and Chakrabarti, 1999). In one situation, collective learning demands 
specificc organizational and motivational actions, while in other situations self-
organizingg communities of practice offer a better way to adopt this role18. In the 
markett option, transaction costs can be pervasive, distorting perceptions of the 
naturee of available resources and their accessibility, quality, and usability. On the 
otherr hand, in the firm option, any disregard of market incentives can be 
inefficient,, leading to, for example, relatively high agency costs to increase the 
efficiencyy of information exchange. Therefore, from the perspective of the total 
organization,, both "spontaneous adaptation" through markets and "cooperative 
adaptation""  through internal coordination are needed. In this regard, it is essential 
too realize that learning cannot be mandated, implying that whatever option for 
knowledgee management is applied, command-and-control structures are highly 
inefficientt means to foster learning processes (Grant, 1999b; Spender, 1996). To 
createe a climate of openness and trust, more can be expected from actions 
enhancingenhancing unencumbered communication and free information exchange between 
informationn demand and supply (Smith et al., 1996), which we have mentioned 
beforee as the goal of knowledge management. 

Differentiatingg knowledge approaches according to the knowledge slice 
underr consideration, however, is just one facet of managing the information 
transactionn space. Organization members learn and managers have to learn how 
memberss learn best. Management's dynamic capabilities to manage the 
informationn transaction space relate to their "interpretative flexibility " (Spender, 
1996)) to define and redefine strategic knowledge slices, explore and exploit 
institutionall  pluralism, and use investment opportunities to adjust cost structures 
leadingg to productive organizational changes, while acknowledging the 
organization'ss contingency factors and path dependencies. The ability to manage 
thee information transaction space is to configure and reconfigure the total mix of 
governancee structures to better fit  the organization's competitive context. This 
open-endedd process of coordinating and learning from the experiences gained 
mayy be more important in creating and sustaining a competitive advantage and 
economicc rent than the specific knowledge acquired. In that sense, management's 
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dynamicc ability to make the best use of the information transaction space is a 
definingg competitive dimension of any organization. 

Notes s 
1.. Although they focus on exchange in general and not on information transaction as we do, we 

aree indebted to the work of Moran and Ghoshal (1999) for this line of argument. 
2.. The term 'rent' is used in the academic literature due to the ambiguity associated with 

accountingg definitions of profit. Rent is the abnormal return to resources, which is the 
surpluss of revenue over the "real" or "opportunity cost" of the resources used in generating 
thatt revenue (Grant, 1999a). 

3.. Although we adhere to this distinction between information and knowledge as much as 
possible,, the term "knowledge" is so ingrained in the business parlance that we will use both 
conceptss interchangeably in this paper. 

4.. A resource is exchanged whenever the right to use it is transferred. 
5.. Transaction-cost economics has been criticized for being a static theory that needs to be 

madee dynamic (Douma and Schreuder, 1991; Liebeskind, 1996; Moran and Ghoshal, 1999). 
Wee agree with Williamson (1999) who argues that there are no fundamental impediments to 
thee inclusion of dynamic, intertemporal considerations into the transaction cost economics 
project.. While he acknowledges that intertemporal issues have not been worked out in a 
satisfactoryy way yet, they are considered to be central to this project. 

6.. Originally, coordination mechanisms in transaction-cost economics were confined to the 
"hierarchy,""  that is, to vertical coordination based on authority (Williamson, 1975). We 
followw Douma and Schreuder (1991), who argue that Williamson and other proponents of 
transaction-costt economics took too narrow a view on nonmarket coordination and adopt the 
sixx organizational mechanisms proposed by Mintzberg (1989). Authority or direct 
supervisionn is but one of the organizational coordination devices. Therefore, we prefer 
speakingg about "organizations" or "firms" instead of "hierarchies." See also Grant (1996). 

7.. Nobel Prize winners D. North and J. Wallis have estimated the magnitude of transaction 
costss to be 45 percent of total costs (Carroll, 1998). 

8.. Transaction-cost economics has been criticized for focusing on transaction costs and 
ignoringg production costs. Later, however, this bias has been corrected (Riordan & 
Williamson,, 1985). 

9.. Transaction-cost economics and agency theory have been criticized for excluding trust as a 
basiss for lasting social relations (Douma and Schreuder, 1991; Davenport and Prusak, 1998; 
Liebeskind,, 1999). Without trust it would be difficult to understand how people can 
cooperatee within and across organizational boundaries. However, to concede opportunism is 
nott to celebrate it (Williamson, 1999). In other words, transaction-cost economics and 
agencyy theory are positive theories describing "what is." Publications on trust, on the other 
hand,, are always normative, advancing "what should be." If trust is seen as the absence of 
opportunism,, both views are not mutually exclusive. 

10.. Reseachers of transaction-cost economics and agency theory do not fully agree on the 
definitionss of "operations costs," "transaction costs" and "agency costs" (Gurbaxani and 
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Whang,, 1991). Even economists complain that if you cannot understand it, it must be 
transactionn costs (Rowlinson, 1997). Our use of the three terms is based on the opposite 
directionss these cost components take if information exchanges are taken out of the external 
markett and are organized internally; see the following sections. 

11.. We agree with the idea that trust can positively affect the allocative and adaptive efficiency 
off  knowledge markets, which should therefore be cultivated. However, we do not agree with 
researcherss who criticize transaction-cost economics and agency theory for not paying 
attentionn to the issue of trust. Fighting opportunism is to build trust. See also note 9. 

12.. Search entails both "scanning" and "focused search." Scanning is the sensing of the 
organization'ss external environment, while focused search occurs in a narrow segment of 
thee organization's internal or external environment, often in reaction to actual or suspected 
problemss or opportunities (Huber, 1991). 

13.. Uncertainty about the quality of information stems from information asymmetry between 
actors.. It can result in the withdrawal of high-quality information from the market, leaving it 
withh low-quality information. This so-called "lemons problem" arises in markets when it is 
difficultt to assess the quality of products, services, or information prior to their use or 
purchasee (Choi et al., 1997). 

14.. For more information on Teltech, see http://www.teltech.com or 
www.bus.utexas.edu/kman/telcase.htm m 

15.. Economists say that the optimal point is located where the marginal cost of organizing an 
additionall  transaction internally equals the marginal cost of executing the same transaction 
onn the market, and equals the marginal cost of organizing the same transaction in another 
organization. . 

16.. Except for the degree of knowledge fluidity, these contingency factors closely relate to the 
notionn of path dependency. This notion expresses that the organization's previous 
investmentss and its repertoire of routines constrain its future behavior (Teece et al., 1999). 

17.. See note 5. 
18.. Resource- and knowledge-based theorists commonly state that knowledge and capabilities 

aree generally inappropriable by means of market transactions (Grant, 1996, Teece et al., 
1999),, that market contracts are unlikely to achieve the stability of long-term relationships 
neededd for learning and are likely to cause all the problems of opportunism that transaction-
costt economics and agency theory predict (Grant, 1996; Hodgson, 1998), and that 
organizationss exist because they can more efficiently coordinate collective learning 
processess than market organization is able to (Foss, 1996; Grant, 1996). We agree with these 
argumentss if only "markets" and "firms" are allowed as alternative governance structures, if 
thee price is the only market coordination mechanism, and "authority" the only 
organizationall  coordination mechanism. However, when these assumptions are relaxed, a 
richerr framework emerges in which more autonomously governed structures (like a market) 
cann be compared with more purposely governed ones (like a "hierarchy"). Moreover, as 
illustratedd before, problems of opportunism also occur within organizations. It is not 
opportunismm in the outside world versus altruism inside organizations. 
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66 TOWARDS A LEARNING-BASE D THEORY OF 
THEE FIRM 

Thee significance of learning for the economic development of firms is hardly 
contested.. On the contrary, it is widely acknowledged that differential learning 
withinn and between firms is key: learning matters (Williamson, 1999). There is, 
however,, a debate on how to incorporate learning-based considerations into an 
empiricallyempirically sound, predictive theory of economic organization while preserving 
thee theory's plausibility and relevance. Central to this debate are the contributions 
madee from the governance and competence perspectives on organizing economic 
activityy (among others, Williamson, 1985; Conner, 1991; Kogut and Zander, 
1992;; Foss, 1993; Grant, 1996; Spender, 1996; Teece et al., 1997). 

Learningg and knowledge as rich economic, cognitive, behavioral, and 
sociall  phenomena are most fully addressed in the competence perspective, in 
particularr in its resource-based and knowledge-based variants (Zack, 1999; Dosi 
ett al., 2000; Choo and Bontis, 2002). In this literature, the firm's knowledge is 
increasinglyy being considered the principal strategic resource, and the ability to 
createe and apply it the core competence for building and sustaining competitive 
advantagee or economic rent. As such, it points to important issues that are 
undervaluedd in the governance perspective. It carries through the emphasis in 
strategicc management on a firm's competitive advantage as realized through 
superiorr productive activity (Conner & Prahalad, 1996), it stresses the need to 
incorporatee intangible assets such as knowledge (Liebeskind, 1996), and it 
contendss that competence deals with dynamic efficiency, where dynamic 
efficiencyy is essentially about learning and innovation (Hodgson, 1998). On top of 
that,, the governance theory of the firm has been called an "act of faith" (Simon, 
1997),, implying that it is remiss in dealing with the structure and complexity of 
reall  world organizations. 

Respondingg to such criticisms, Williamson (1999) admits that there is a 
needd to go beyond generic governance to address strategy issues faced by rent-
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seekingg firms, to include learning with which transaction cost economics makes 
onlyy limited contact, and to see adaptation and achieving dynamic efficiency as 
thee central problems of economic organization. Nevertheless, Williamson replies, 
sayingg that is much easier than doing it. He asserts that the competence 
perspectivee suffers from obscure and often tautological definitions of key terms, 
andd from failures of operationalization. "There being no apparatus by which to 
advisee firms on how to reconfigure their core competences, the argument relies on 
exx post rationalization: show me a success story and I will show you (uncover) a 
coree competence" (ibid.: 1093). In the end, however, he concludes that the 
considerationss made in the competence perspective are unarguably important and 
shouldd be incorporated into an enriched theory of economic organization that goes 
beyondd ex post rationalization by advancing predictions and confronting the data. 

Thee objective of this chapter is to take tentative steps towards a predictive 
learning-basedd theory of the firm that advances a separate and empirically 
relevantt answer to the question: why do firms exist? Building on, in particular, 
transactionn cost economics, knowledge-based views of the firm, and social 
constructivism,11 it is based on two premises that differentiate it from alternative 
theoriess of the firm. The first premise is that learning, defined as the construction 
off  new meanings to guide actions (Berger and Luckmann, 1967; Dixon, 1997), 
fundamentallyy differs from other economic activities due to the stickiness of 
knowledgee and the limited controllability of learning. Every organization needs to 
sharee meanings, for the knowledge to run a business can never be collected by a 
singlee mind (Hayek, 1945). However, the stickiness of knowledge implies that the 
outcomess of meaning sharing are highly uncertain, because commonality of 
meaningg cannot be guaranteed. Moreover, the controllability of learning is limited 
inn that it results from an interplay between organization and self-organization, and 
fromm the interaction among local, experiential knowledge developed in firms and 
moree disembodied, global knowledge embedded in wider scientific and non-
scientificc "economies of meaning" (Wenger, 1998). Consequently, modesty is 
requiredd as to the possibilities of organizing learning. That is, firms can only 
indirectlyy affect the production of individual and collective meaning by 
facilitatingg information exchange supportive of learning and by providing an 
institutionall  context in which the potential value of learning can be realized. Most 
theoriess of the firm ignore these idiosyncratic attributes of learning. They either 
confusee information with knowledge or the ownership of information assets with 
thee construction of meaning. As a result, they overestimate the manageability of 
learning. . 
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Thee second premise in this chapter is that a learning-based theory of the 
firmm needs to integrate the exchange and production aspects of organizing 
learningg and the associated learning capabilities. It should combine both aspects 
ass learning involves the exchange of information and the production of individual 
andd collective meaning. Such an integrative approach, however, is not common in 
economicc theory. By taking the transaction as the basic unit of analysis, 
transactionn cost economics reflects the neoclassical preoccupation with exchange 
ass the predominant economic activity (Williamson, 1985; Grant, 2001). It 
essentiallyy ignores how resources, resource combinations, and (core) capabilities 
cann best be deployed and developed to create and realize value. By contrast, most 
knowledge-basedd theorists present the firm as a dynamic, knowledge-bearing 
institutionn that enjoys the unique advantage of being able to organize economic 
activityy in ways that markets simply cannot (among others, Foss, 1996a; Spender, 
1996;; Ghoshal and Moran, 1996; Hodgson, 1998). That is, they assert that the 
productionn activities of the firm, including those related to learning, cannot be 
understoodd from the logic of markets. Knowledge-based theories of the firm thus 
focuss on the production aspects of organizing economic activity, and tend to 
undervaluee the relations between exchange and economic development (Madhok, 
2002). . 

Thee point is, however, that knowledge and learning capabilities are not 
onlyy difficult to assemble by means of market exchange, but also difficult to fully 
obtainn through firm organization, in particular in dynamic, complex, and 
uncertainn environments. From a learning perspective, therefore, both markets and 
firmss are needed. Markets exist, because they embody an enormous variety of 
organizationall  forms and sizes offering plentiful contexts facilitating all kinds of 
learning,, which helps in discovering and evaluating new ways of creating and 
realizingg value in manners that single firms cannot. On the other hand, firms 
exist,, because they act as formative beacons on these markets guiding the 
imaginationn and creativity of their members, and provide institutional contexts for 
realizingg the potential value of their ideas and understandings in ways that 
marketsmarkets cannot. They are the institutions in which the global knowledge 
embeddedd in economies of meaning can be efficiently combined with the firm's 
locall  knowledge, and in which the planned and emergent learning structures can 
productivelyy interact, to economize on individual and collective learning. 

Subsequently,, this chapter attempts to operationalize the abovementioned 
learning-basedd view of the firm through development of predictive theory. 
Sometimess learning across the market will be preferred, while in other situations 
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thee firm will enjoy the advantage. A predictive theory of the firm needs to unfold 
thesee differences between both modes of organization. As in transaction cost 
economics,, therefore, the strategy for deriving propositions is comparative 
institutionall  analysis. Given a choice between the market and the firm, which is 
better?? The above discussion, however, suggests that transaction cost economics' 
bilaterall  alignment between transactions and governance structures be extended to 
aa triangular alignment among the attributes of learning, the attributes of 
informationn exchange, and the attributes of the alternative modes of organization. 
Thee discriminating alignment hypothesis is that learning economies will be 
achievedd when these attributes are properly attuned to each other. On this basis, 
severall  propositions are advanced identifying the factors responsible for market or 
firmfirm advantage. Finally, the steps taken in this chapter toward a learning-based 
theoryy of the firm are captured in three implications for economic theory and for a 
widerr theory of performance differences between firms, which is a major concern 
inn both strategic management and resource-based theory. Some consequences of 
thesee implications are highlighted, indicating the future research agenda. 

Learnin gg and Economic s 

Learningg is defined as the construction of new meanings to guide actions (Berger 
andd Luckmann, 1967; Dixon, 1997) or as changes in the range of potential 
behaviorr (Huber, 1991; Anderson, 1995), and knowledge refers to the relatively 
permanentt record of the experience underlying learning (Anderson, 1995). Before 
addressingg the implications of these definitions for economic organization, this 
sectionn explores the relations between learning, knowledge, the use of resources, 
andd economic growth. In economic terms, knowledge is whatever enables 
economicc actors - be it societies, firms or individuals - to choose among the 
alternativee ways of deploying and developing resources, while learning is a 
competence22 deeply affecting an actor's economic development, which is 
regardedd as an iterative process of creating and realizing value through resource 
combinationss and exchanges. 

Resource ss and Capabilitie s 
Economicc growth is a process that involves the use of resources (Moran and 
Ghoshal,, 1999). Resources - defined as bundles of potential services (Penrose, 
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1959)) - are scarce and should therefore be used as efficiently as possible. The 
moree firms succeed in doing that, the higher their productivity. On their own, 
however,, few resources are productive. Living in a world characterized by labor 
divisionn and specialization, productive activity requires that heterogeneous, 
tangiblee and intangible resources are combined and coordinated to transform them 
intoo higher-value services. Most resources, however, can be used in different 
wayss and for different purposes, and can provide a variety of different services. 
Thatt presents an economic problem, which is "... a problem of choosing 
efficientlyy among alternative ways to use resources, whether the resources are 
dollars,, a bowl of whipped cream, available time, or even a reputation for honesty 
andd skill" (Stigler, 1988: 193). Consequently, the value-adding processes of a 
firmfirm and its services depend on how resources and resource combinations are 
viewed,viewed, which is a function of the knowledge applied or the meanings attached to 
themm (Tsoukas, 1996). That is, resources and, in particular, the more composite 
resourcee combinations are not "ready made" in that they do not inherently contain 
productivee services that only have to be extracted. Rather, they are what people 
perceivee them to be as they are constructed and reconstructed in individual 
thoughtt or in the collective interactive processes of practically situated 
conversation.. Such perceptions emerge and change in learning processes with 
peoplee actively making sense of what they hear, see, do or otherwise experience, 
reflectingg on what they have achieved, and working out appropriate adaptations. 
Thee more firm members learn about the different ways and purposes of 
coordinatingg and leveraging resources, the more they will be capable of finding 
value-addingg answers to the economic problem of putting resources to efficient 
use,, and the greater the potential productivity of any given set of resources and 
thee attendant prospects of successful action will be (Penrose, 1959; Mahoney and 
Pandian,, 1992). 

Resource-basedd theorists expand the logic of combining resources by 
suggestingg that the potential value of the resources can be leveraged even more 
whenn they are integrated into competences and core competences (Amit and 
Schoemaker,, 1993; Grant, 1999a). Resources are seen as the source of 
competencess and core competences as the source of a firm's competitive 
advantagee and rent generating potential. Competences are defined as "... the 
capabilitiess of an enterprise to organize, manage, coordinate, or govern sets of 
activities""  (Dosi and Teece, 1998: 284), and core competences as "... the sets of 
activitiess that a firm can organize and coordinate better than other firms." 
Moreover,, a core competence needs to be understood "... as a reflection of 
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distinctivee organizational capabilities to coordinate and learn" (ibid.). Just like 
anyy resource combination, (core) competences are constructions depending on the 
knowledgee applied to them. 

Economicc growth, however, not only requires that heterogeneous 
resourcess and knowledge are combined, but also that some of the resulting 
potentiall  is realized.3 Value has to be created and realized (Moran and Ghoshal, 
1999).. Value creation implies enhancing the firm's "productive possibility," 
whichh involves exploring new resource combinations. Value realization, on the 
otherr hand, means exploiting the firm's "productive opportunity," which occurs 
whenn the firm members not only see the resources' productive possibilities, but 
aree also willing and able to act upon them (Penrose, 1959). As a result, not all 
potentiallyy value-adding combinations that would be productive are realizable. 
Firmm members, for instance, cannot access the requisite resources, do not see how 
theyy can profit from them, or otherwise lack the opportunity to make the 
combination.. In every firm at any given time, therefore, a gap exists between its 
productivee possibility and its productive opportunity. Harmonizing both sides, 
thatt is dynamically balancing value creation and realization to maximize rents 
overr time, can be seen as the essence of strategy (Boisot, 1999; Grant, 1999a). 

Exchang e e 
Inn addition to combining resources, exchanging them is a well-known source of 
economicc development (Douma and Schreuder, 1991). In this regard, exchange 
playss two roles.4 In its role of enabling the continual reallocation of resources to 
moree productive uses, exchange is a principal mechanism through which most of 
thee resources' potential value becomes realized. Through exchange, resources are 
putt within the reach of those who can press them into services. As such, it 
narrowss the firm's productive possibility-opportunity gap. However, in its second 
role,, exchange widens this gap as it rearranges the firm's set of resources, which 
cann stimulate the perception of new combinations between these resources. In a 
Schumpeteriann sense, new combinations can intendedly or unintendedly lead to 
thee creation of more productive services or more efficient ways of creating 
services,, that is to learning and innovation resulting in new sources of potential 
value.. The first role of exchange is referred to as "allocative efficiency," and the 
secondd role as "adaptive" or "dynamic efficiency" (Moran and Ghoshal, 1999; 
Williamson,, 1999). Learning about using resources efficiently thus includes 
understandingg how exchange can affect the firm's productive possibility-
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opportunityy gap, and, in that way, the dynamic balance between value creation 
andd realization. 

Inn summary, economic growth is an iterative process of creating and 
realizingg value through resource combinations and exchanges. Learning is an 
intermediatingg competence deeply affecting this growth process, for it implies 
thatt firm members reflect on their capabilities to access, combine, exchange, and 
developp resources, and take appropriate adaptive actions. It is an intermediating 
competencee because it is not a goal in itself, but a means to increase the firm's 
earningss through greater productivity. This perspective suggests that it is not 
resourcess per se, but the capabilities to use resources and to continually improve 
thesee capabilities through learning that are central to economic growth and 
adaptation.. It also indicates the interdependences between the production and 
exchangee aspects of organizing economic activity. 

Attribute ss of Learnin g 

Thee social constructivist theory of learning stresses the act of making meaning 
andd the importance of the socio-cultural context (Dixon, 1997; Wenger, 1998). 
Thesee characteristics distinguish learning from other economic activities. Two 
fundamentall  differences need clarification: the stickiness of knowledge and the 
limitedd controllability of learning. 

Thee Stickines s of Knowledg e 
Thee larger part of the knowledge used by firms is tacit or "sticky," which cannot 
bee moved or bought like physical products or commodities (Polanyi, 1983; 
Jussawallaa and Braunstein, 1993; Spender, 1996; Grant, 2001). As a result, the 
marginall  cost of sharing knowledge is high (Szulanski, 1996). Nevertheless, 
sharingg knowledge is needed, because the knowledge to run a business can never 
bee collected by a single mind (Hayek, 1945). As differentiated and spread 
throughoutt the entire firm it may be, it needs to be combined to generate products 
andd services, and invent new ones. Integrating this dispersed and 
multidisciplinaryy knowledge, however, requires an ongoing process of mutual 
perspectivee taking to construct a shared system of meaning (Tenkasi and Boland, 
1996)) or uniform understandings across the firm members of possibly different 
interpretationss (Huber, 1991). 
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Obviously,, there is considerable potential value in individuals having 
innovativee ideas, the basis of all knowledge production. These ideas, however, 
createe value that has yet to be realized. Firm members have to appreciate the 
novell  productive possibility, and must be willin g and able to collectively act upon 
it.. That is, new ideas create or enlarge "a surplus of meaning" (Ang, 1996), 
implyingg that the firm becomes richer in meaning production than it is currently 
ablee to master. Hence, new ideas need to be communicated to others in ways that 
theyy can be understood, agreed upon, and accepted to realize their potential value. 
Thiss does not mean that each firm member has to learn what every other member 
knows,, but rather that divergent meanings, which always exist, must be 
coordinatedd into a collective learning process. Learning to deploy and develop 
resourcess efficiently is thus not only an individual, cognitive process, but also a 
sociall  process of collective meaning production, exchange, and negotiation. 

However,, the outcome of collective learning is fundamentally uncertain, 
becausee commonality of meaning can never be taken for granted. No one can 
guaranteee that the information exchanges and communication efforts essential for 
collectivee learning will result in common meanings and no one can predict what 
thosee meanings wil l be. Varying degrees of divergence between intended and 
generatedd meanings may arise due to a number of factors. Amongst others, people 
appropriatee information in ways that suit the practices in which they engage and 
interprett it subjectively (Putnam, 1983; Weick, 1995; Choo, 1998); their 
absorptivee capacities are finite (Stiglitz, 1985; Cohen and Levinthal, 1990); they 
bringg various competences, attitudes, intentions, expectations, and emotions to 
communicativee situations (Fiske, 1991); the meaning they attach to themselves, 
theirr experiences, and their tasks is context-sensitive (Choo, 1998; Wenger, 
1998);; the quality of human relationships interferes with information 
interpretationn featuring issues of trust, loyalty, opportunism, and power 
(Williamson,, 1985; Ciborra, 1993; Simon, 1997); the medium can affect the form 
andd content of a message (Trevino et al., 1990); yes, even how people are dressed 
cann be important (Fiske, 1991). All these factors can be barriers to meaning and 
knowledgee sharing. Consequently, not success, but failure to learn should be 
consideredd "normal" in a learning-based theory of the firm. It is the 
"...commonalityy of meaning, not its absence, which needs to be accounted for" 
(Ang,, 1996: 167). 

Understandingg organizational learning thus requires a sound grasp of how 
learnerss collectively construct meaning as a basis for coordinated action and 
decisionn making. This consequence of social constructivism can help explain why 

152 2 



CHAPTERR 6 TOWARDS A LEARNING-BASED THEORY OF THE FIRM 

learningg frequently strikes economists as an enigma. Without the need to generate 
meaning,, learning would be effortless and accurate, as is for instance assumed in 
neoclassicall  economics. In that case, however, learning could never offer rent 
opportunities;; it would provide no economic relevance whatsoever. Neither is 
knowledgee a public good, as is often suggested (Fuller, 2002). Being a public 
goodd implies that once the knowledge has been produced, there is no marginal 
costt in diffusing it widely. However, while information assets - for instance 
digitalizedd books - may be infinitely reproducible and distributable at low cost, 
thee stickiness of knowledge indicates that the construction of meaning itself does 
nott come cheap. It always takes time, experience, and mental efforts to turn 
informationn into meaningful knowledge (Sveiby, 1997). The economic value of 
learningg therefore resides in the capabilities of firms to arrive at individual and, in 
particular,, collective meanings to guide actions as to the most productive ways of 
creatingg and realizing value. 

Thee Limite d Controllabilit y of Learnin g 
Anotherr difference between learning and other economic activities relates to the 
limitedd controllability of meaning production. Learning flags constraints to 
managementt and organizational design because of two factors: self-organization 
andd the wider "economies of meaning" - that is, the socially, culturally, 
historically,, and politically situated contexts in which people's knowledge is 
embeddedd (Wenger, 1998). Self-organizing people actively search for information 
too maintain their competences and create meaning for themselves, mediated or 
unmediatedd by the firm. They roam the information transaction space that 
representss the set of all possible information exchanges available to any actor at 
anyy given moment in time (Huizing and Bouman, 2002). In a quest for identity 
(Wenger,, 1988) and economy (Boisot, 1998; Nahapiet and Ghoshal, 1998), they 
participatee in all kinds of social practices constituting distinct communities, both 
formall  and informal, within and outside their firms. Self-organization, therefore, 
impliess that learners are hard to domesticate, shape their own learning structures, 
crosss organizational boundaries as they see fit, and generate their own meanings. 
Evidently,, this emergent and borderless behavior of learners can lead or 
contributee to a surplus of meaning in firms. 

Onn the other hand, people's autonomy is always relative as learning is 
embeddedd in broader scientific and non-scientific economies of meaning. Always 
andd everywhere, different meanings are dynamically produced worldwide and 
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competee for acceptance. Hence, what is considered knowledge is dependent not 
onlyy on personal competences and experiences in local practices, but also on how 
peoplee orient themselves to wider conceptual frameworks. That is, experiential, 
locall  knowledge and more disembodied, global knowledge interact as people 
learn.. A learning-based theory of the firm should allow for this epistemological 
pluralismm (Boisot, 1998; Fuller, 2002). 

Learningg resulting from interactions between locally produced meanings, 
self-organization,, and wider economies of meaning implies that it is resistant to 
managementt in the traditional sense of planning, control, and hierarchy (Arthur, 
1996;; Spender, 1999). "It cannot be designed; it can only be designed for - that is, 
facilitatedd or frustrated" (Wenger, 1998: 230). Most theories of the firm confuse 
informationn with knowledge or the ownership of information assets such as 
digitalizedd books with the construction of meaning. As a result, they are overly 
optimisticc about the manageability of learning. Even intellectual property rights 
viaa patents, copyright, and trademarks do not confer overall power to control 
information,, let alone to the meanings attached to this information. More 
generally,, knowledge evokes issues of ownership, valuation and appropriation. 
Treatingg it as an alienable commodity or as a resource tradable like any resource 
iss therefore troublesome. 

Organizin gg Learnin g 
Yet,, there is a need for designs that provide institutional support for learning. 
Accordingg to Ashby's law of requisite variety (1956), the complexity and speed 
off  a firm's response need to increase with the complexity and speed of change in 
thee environment. Greater variety in the environment necessitates the processing of 
moree information in shorter periods of time. When firm members succeed in 
doingg that, a surplus of meaning emerges that enhances the fundamental 
uncertaintyy of achieving commonality of meaning as more ideas will compete for 
acceptance.. The challenge of organizing learning is not to get rid of the meaning 
surpluss reducing this uncertainty, but to create it and simultaneously realize its 
potentiall  value by seeing it as the engine that can drive the firm towards a higher 
levell  of complexity and speed. Adaptive firms need uncertainty as a built-in 
featuree to be able to change to more varied kinds of order. For that, firm members 
-- employees and managers alike - have to be more sophisticated and skilled in 
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theirr individual and collective meaning making capabilities. They have to learn, 
andd they have to learn how to improve their learning. 

Putt otherwise, both employees and managers develop three learning 
capabilitiess (see table 6.1). Employees individually produce specialized 
knowledgee and share this knowledge within their work practices as they learn. 
Moreover,, they generate regulatory knowledge relating to their individual and 
collectivee learning processes as they learn to learn. Likewise, managers produce 
andd share governance knowledge relating to the running of a business and 
combiningg the dispersed and multidisciplinary knowledge of the employees with 
thee firm's resources (learning), as well as regulatory knowledge relating to their 
ownn learning processes (learning to learn). Employees and management, 
therefore,, are specialized bodies of knowledge in themselves, situated in firm 
practicess and embedded in wider economies of meaning. 

ThreeThree learning 
capabilities capabilities 
Individuall learning 

Collectivee learning 

Learningg to learn 

Employees Employees 
Firmm members 

Management Management 

Productionn of specialized knowledge 

Sharingg of specialized knowledge 

Productionn of governance knowledge 

Sharingg of governance knowledge 

Regulatoryy knowledge relating to the Regulatory knowledge relating to the 
individuall and collective learning individual and collective learning 
processess of employees processes of management 

Tablee 6.1 Six kinds of learning processes 

Firmss considering organization for learning should aim for more efficient 
organizationall  design (Wenger, 1998), advancing all six kinds of learning. That is, 
organizingg learning serves to economize on the production and convergence of 
meaningg within the context of the firm. Learning economies are achieved when 
fewerr resources are needed to create a similar output in terms of individual and 
collectivee meaning or when superior learning results from using the same 
resources.. As mentioned previously, learning is not a goal in itself, but, 
ultimately,, a means to increase the firm's earnings through greater productivity. 

However,, the stickiness of knowledge and the limited controllability of 
learningg require modesty on behalf of the organizational designer. Due to these 
idiosyncraticc attributes of learning, firms can only indirectly affect the 
constructionn and convergence of meaning. They can (1) facilitate information 
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exchangee supportive of learning, and they can (2) provide a receptive context that 
helpss to scope, direct, and motivate the nature and content of learning. In other 
words,, access to information through efficient communication channels is as 
importantt in supporting learning as are institutional contexts where the potential 
valuee of learning can be realized. Whether some or all of this potential value will 
bee appropriated is not just dependent on the designs that are created in the service 
off  learning, but also on how firm members respond to these imposed structures. 
Designingg for learning does not cause meaning production; at best, it evokes 
learning.. It is this interaction between the planned and the emergent that 
determiness the actual degree of learning and the efficiency with which it takes 
place.. Below, both information exchange supportive of learning and firms as 
institutionall  contexts facilitating the production and convergence of meaning are 
addressed.. Central to this discussion is the development of a learning failures 
framework,, which illustrates the problems of economic organization connected to 
adaptationn and learning. 

Thee Informatio n Transactio n Space 

Althoughh different in many respects, all learning theories view the availability of 
informationn as a necessary, albeit insufficient condition for learning. Faced with 
ambiguouss problems, challenges, uncertainties or even indeterminate feelings that 
actionn is needed, learners actively gather information and learn their way into the 
future.. They constantly exchange information to increase their understanding of 
howw to create and realize value in an ever-changing environment. Information 
exchangee performs the same dual role as exchange in general. In an allocative 
sense,, it enables the continual reallocation of information to other and potentially 
moree productive uses; in a dynamic sense, it can help in better accessing, 
deploying,, and developing existing information and knowledge as to the most 
productivee ways of using resources and resource combinations. These resource 
combinationss include (core) capabilities, which "...are based on developing, 
carrying,, and exchanging information through the firm's human capital" (Amit 
andd Schoemaker, 1993: 35). 

Ideally,, all possible information exchanges that could be expected to 
assistt value creation and realization should take place. The more information 
withinn an economic actor's reach, the more productive possibilities and 
opportunitiess of resources and resource combinations will be perceived. To fully 
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benefitt from these possibilities and opportunities, a vast network of information 
exchangee is needed, as unfettered as possible. Without the free flow of 
information,, learning will be limited (Dixon, 1997). We have called this network 
representingg the set of all possible information exchanges available to any actor at 
anyy point in time "the information transaction space" (Huizing and Bouman, 
2002).. It can be seen as a market where independent and autonomous actors 
exchangee information on an arm's length basis (Milgrom and Roberts, 1992).5 

Sometimess information is exchanged at a price, often it is transacted freely. Free 
exchange,, however, does not imply that the market mechanism is not at work as it 
cann also entail the exchange of intangible factors such as favors, reputation, and 
affectionn (Douma and Schreuder, 1991; Davenport and Prusak, 1998). This view 
onn human behavior does not intend to exclude altruism. However, when building 
aa learning-based theory of the firm it is important to realize that people rarely give 
awayy valuable information unremittingly without expecting something in return. 

Threee Behaviora l Assumption s 

Inn the real world, however, only a fraction of all possible information exchanges 
wil ll  ever be made. As any market, the information transaction space does not 
functionn perfectly causing exchange inefficiencies. Two human features 
explainingg these imperfections are widely accepted in received theory: bounded 
rationalityy and opportunism. Bounded rationality means that a human's capacity 
too formulate and solve complex problems is limited (Simon, 1976). As a result, 
peoplee tend to aspire to what is acceptable rather than what is optimal. 
Opportunismm implies that people can strategically manipulate information or 
misrepresentt their intentions, just to take advantage of particular situations 
(Williamson,, 1975). Both human features prevent information from flowing 
freelyy and, in this way, limit people's learning capabilities and the efficiency of 
learning.. Bounded rationality restricts people's capabilities to seek, evaluate, 
comprehend,, store, and retrieve all information surrounding them, and 
opportunismm relates to people's willingness to share the information germane to 
all. . 

Freee and open information exchange, however, is constrained not only by 
boundedd rationality and opportunism, but also by communication limits impeding 
meaningg production and convergence. As mentioned previously, information 
exchangee not necessarily includes the sharing of meaning. Meaning is not solely 
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createdd by the information provider, which is then conveyed to the information 
receiverss who will uncritically absorb it. Rather, information receivers are 
relativelyy autonomous in constructing meaningful representations. They 
assimilatee new information to pre-existing notions and social contexts, which 
alloww them to organize their experiential world. Consequently, the meaning 
intendedd by the information provider does not have to correspond to the meaning 
generatedd by the information receiver. Social constructivism points to differences 
inn cognitive and social frames of reference as a main cause for such 
miscommunications.66 That is, miscommunications can occur because parties to an 
informationn exchange actively engage in the production of meaning in a different 
"rituall  order" (Ang, 1996). In these cases, information is neither misinterpreted 
norr misunderstood; it is just processed in another logic. 

Inn addition, the difficulties people face in representing what they know, 
mean,, and intend can limit communication. Knowledge or a lack thereof must be 
representedd in some fashion to be used, told, or thought (Newell, 1990). However, 
peoplee may experience shortcomings in their abilities to unambiguously express 
themselvess in language, images, demonstrations or other means of 
communication.77 For information seekers, for instance, framing and articulating 
informationn needs can be a difficult search process in itself. In particular during 
thiss process, they are prone to misinterpretations and misunderstandings. Similar 
too the differences in cognitive and social structures mentioned above, 
representationn difficulties leave ample room for miscommunications and 
divergentt meanings. 

Itt is not that both kinds of communication limits are troublesome in all 
circumstancess at all times. Miscommunications can also stir people's imagination 
andd creativity, and can lead to new ideas, insights, and understandings offering 
potentiall  value. Nevertheless, to the extent that value realization requires mutual 
perspectivee taking to construct a shared system of meaning, they can hinder 
individuall  and collective learning and thus present a problem of economic 
organization. . 

Thee communication limits described - differences in cognitive and social 
structures,, and representation difficulties - extend the human features that explain 
whyy the information transaction space is an imperfect market. They have 
explanatoryy power of their own in that miscommunications can occur even if 
conditionss of bounded rationality and opportunism do not obtain. That is, 
commonalityy of meaning is not secured even when all communicating actors have 
identicall  and complete information, a problem that is compounded if information 

158 8 



CHAPTERR 6 TOWARDS A LEARNING-BASED THEORY OF THE FIRM 

disparitiess do exist. The behavioral and transaction cost theories of the firm do not 
makee provision for the differences between information and meaning. They are 
focusedd on information asymmetry, which is defined in terms of information 
unevenlyy distributed among the exchange parties, and the costs to achieve 
informationn parity (Williamson, 1975). Placed in a learning perspective, however, 
boundedd rationality, opportunism, and communication limits are jointly 
responsiblee for conditions of information and, in particular, meaning asymmetry. 
Meaningg asymmetry refers to situations in which multiple interpretations and 
opinionss of actors co-exist. Such a surplus of meaning can lead to confusion, 
conflicts,, inertia, political behavior or higher management interventions if the 
jointt actors do not succeed in coordinating it into a collective learning process. 
Therefore,, meaning asymmetry curtailing the adaptive capabilities of economic 
actorss is seen as a core problem of economic organization in general and of 
organizingg for learning in particular. 

Thee Learnin g Failure s Framewor k 
Thee problems of economic organization posed by bounded rationality, 
opportunism,, and communication limits are put in sharper focus if they are 
coupledd with environmental factors. As can be seen from figure 6.1, bounded 
rationalityy is mainly associated with environmental uncertainty, opportunism with 
aa small-numbers condition, and communication limits with both environmental 
factors.. This framework is meant to apply to market and firm organization alike, 
implyingg that the human and environmental factors impeding information 
exchangee across markets are similar to those limiting information exchange 
withinn firms. 

Communicationn limits are interesting only to the extent that these limits 
aree reached, which happens when the environment is sufficiently dynamic or 
complex,, and thus uncertain. Given a simple and stable environment, there would 
bee much less room for interpretation differences to emerge and, when they do, 
amplee time and opportunities to realize their potential value. As the 
communicationn limits are exceeded, however, the economic actors' adaptive and 
learningg capabilities are constrained, both in the sense of being able to recognize, 
appreciate,, and coordinate divergences in interpretation, and of finding the 
appropriatee representations and communication means to negotiate collective 
meaning.. The same reasoning applies to bounded rationality. A sufficiently 
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dynamicc and complex environment implies that the actors' information receiving 
andd processing capabilities are reached, which contributes to a condition of 
informationn and meaning asymmetry. There can be so many environmental 
uncertainties,, for example, that they cannot all be considered. These problems are 
compoundedd if people are known to vary in their rationality and their 
communicationn skills. 

Figuree 6.1 The learning failures framework 

Ass to the pairings of communication limits and opportunism with a small-
numberss condition, an organization dilemma occurs. Allegedly, collective 
learningg is best done in small groups sustaining close relationships of mutual 
engagementt based on trust, dialogue, and free information exchange, in particular 
iff  it involves double-loop or generative forms of learning (Argyris and Schön, 
1978;; Fiol and Lyles, 1985; Senge, 1990). Communication limits are quickly 
reachedd when group size increases, because that is when meaning sharing and 
representationn difficulties progressively build-up. However, small groups valuing 
thee continuity of the internal relationships are more susceptible to opportunistic 
behaviorr than larger groups in which the identity of members is less important 
(Williamson,, 1975). In the information transaction space, for instance, 
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competitionn among large numbers of information providers renders opportunistic 
proclivitiess relatively ineffective. If dissatisfied in whatever way, information 
seekerss can turn to alternative exchange parties, immediately or at a later stage 
whenn contracts have to be renewed.8 The dilemma is that small groups may be 
neededd in collective learning respects, but that it is in the interest of all or some of 
itss members to seek terms most favorable to them, which can promote 
opportunisticc representations, haggling, and strategic behavior in the construction 
andd sharing of meaning. It thus involves a trade-off between the intensity of 
learning,, group size, and the hazards of strategic behavior, which is further 
complicatedd by the difficulty of telling ex ante who is inclined to behave 
opportunisticallyy and who is not. This trade-off explains why trust attracts so 
muchh attention in the learning literature (Senge, 1990; Adler, 2002; Nonaka, 
2002).. Establishing institutional and personal trust relations is one important way 
too economize on learning. They can reduce not only the amount of time and 
investmentt required to gather information, but also perceived uncertainties about 
thee quality and reliability of the information and its sources (Huizing and 
Bouman,, 2002). As lubricants of any social structure, therefore, trust relations can 
bee extremely efficient.9 Opportunistic behavior, however, can destroy them "in a 
second." " 

Inn addition, another organization dilemma can occur if the limits to 
communicationn are paired with the numbers condition. Knowledge and meanings 
mustt be surfaced, abstracted, and codified to share them among the firm and 
appropriatee their returns (Boisot, 1998; Zack, 1999; Grant, 2001). However, the 
significancee of the limits to communication will increase as the group of people 
involvedd in collective learning becomes larger. The current popularity of 
knowledgee management can be understood in this fashion. The role attributed to 
thiss concept is to help overcome and economize on the meaning sharing and 
representationn difficulties in collective meaning construction. If successful, 
substantiall  informational economies of scale are achieved, implying that the 
averagee costs per information exchange is diminished as the same information is 
moree often exchanged (Huizing and Bouman, 2002). The dilemma is that 
codifyingg knowledge may be needed to realize or increase its value, but that such 
aa policy also turns this knowledge into a subject of appropriation by other firms, 
reducingg or eliminating its (competitive) value (Liebeskind, 1996; Zack, 1999). 
Theree is another side to this dilemma: if knowledge is not or cannot be made 
explicit,, it is confined to a relatively small group of people, which may constrain 
itss value as well. Potential efficiency gains and informational economies of scale 
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resultingg from commodification and "standardization of knowledge" often drive 
codificationn of knowledge. However, standardization, while conducive to 
meaningg sharing, is less useful for knowledge creation and heterogeneity in 
organizationall  learning as it may induce simplicity and rigidity imposing 
constraintss on information interpretation (Argote, 1999). Consequently, 
organizingg learning here involves a trade-off between the stickiness of 
knowledge,, the number of people that needs to be engaged in developing and 
deployingg this knowledge, the intensity and variety of learning, and the benefits 
off  codifying knowledge. The decisions made regarding this trade-off determine 
whichwhich side of the dilemma prevails. 

Learnin gg Failur e 
Inn summary, bounded rationality, opportunism, and communication limits can 
leadd to conditions of information and meaning asymmetry. Meaning asymmetry 
referss to surpluses of meaning that can contribute as well as impede the creation 
andd realization of value, depending on the capabilities of the actors involved to 
coordinatee their differences of understanding in a process of collective learning. 
Meaningg asymmetry is, therefore, a troublesome source of behavioral uncertainty 
thatt necessarily goes with the construction of a meaningful order. Learning 
failuress occur when correspondence in meanings as a basis for coordinated action 
andd decision making is needed, but somehow does not arise. They reflect that 
communicativee practices do not have to arrive at common meanings at all. It can, 
forr instance, be prohibitively complex, time-consuming, or costly to share 
meanings.. If so, the adaptive capacity of economic actors is impaired resulting in 
aa larger productive possibility-opportunity gap and less potential for economic 
growthh than otherwise would be the case. 

Informationn and meaning asymmetry is the derivative condition in the 
learningg failures framework. Whether the problems of economic organization 
associatedd with this condition wil l actually arise depends on the specific 
constellationconstellation of the human features in combination with the environmental 
factors.. The problems would vanish if conditions of unbounded rationality, 
altruism,, unrestricted communication, large numbers, and environmental certainty 
wouldd prevail. In that case, market-mediated information exchange would be 
preferredd for reasons of allocative and adaptive efficiency, both presently and 
prospectively.. If, however, all of these conditions change, the advantage may shift 
too firm organization. The significance of this discussion is that learning failures 
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posee interesting comparative institutional choices. Given the attributes of 
learning,, learning structures may be devised that prospectively attenuates the 
behaviorall  uncertainties associated with information and meaning asymmetry by 
assigningg information exchanges or related sets of information exchanges to one 
modee of organization instead of another. 

Firm ss as Beacon s in an Ocean of Informatio n 

Accesss to information is but one condition for learning; offering a receptive 
contextt for the production of individual and collective meaning is another. 
Completelyy on their own, people would probably just stare in the information 
transactionn space, overwhelmed by the possibilities it embodies. As 
anthropologistss tell us, institutions such as a family, a game, or a ceremony 
overcomee individual thought, do a lot of thinking on the behalf of individuals, and 
fixx identities. As systems of interpretation specifying what people should and 
shouldd not do, they are "organizers of information" (Douglas, 1986) guiding 
humann interaction and information exchange, whether that guidance is intentional 
orr not (Moran and Ghoshal, 1999). The point is that institutions facilitate or 
economizee on meaning production and convergence. 

Al ll  firms provide an institutional or formative context, which is defined 
ass "the set of preexisting institutional arrangements, cognitive frames and 
imageriess that actors bring and routinely enact in a situation of action" (Ciborra 
andd Lanzara, 1994: 61). The firms' mission, strategy, structure, routines, rituals, 
artifacts,, and beliefs limit people's choice sets by indicating what is likely to be 
seenn as viable or productive, and define the implications of their choices. They 
affectt what people try to understand, what problems they attempt to address, and 
howw they direct their imagination and learning toward the yet unknown and 
unusedd productive services of resources and (core) capabilities. Firms can 
thereforee be understood as institutions that carve out an area of their own in the 
informationn transaction space and act as subsidiary beacons in this ocean of 
informationn (see figure 6.1). They are not only systems of tradable resources or 
governancee structures regulating contractual relations as, for instance, in 
transactionn cost economics, but also systems of interpretation that help explain 
whyy there is not more heterogeneity in meaning production. 

Thee institutional context of firms can be made more supportive of 
learningg by implementing microlevel arrangements. Firms can, for instance, 
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createe parallel learning structures "...that exist outside of the formal hierarchy and 
thee role of which are to promote learning and innovation with a view to changing 
thee formal structure in order to improve its effectiveness" (Grant, 2001: 163). Any 
organizationall  design promotes deploying and developing certain kinds of 
knowledgee and undervalues other kinds. A functional division of labor, for 
example,, is not attuned to building up knowledge around customers and cross-
functionall  business processes (Hammer and Champy, 1993). Exploring and 
exploitingg such knowledge involves a different type of activity requiring a 
differentt coordinating structure. Designating capabilities and core capabilities as 
subsetss of organizational activity so that the future will also have to be organized 
aroundd them, are typical examples of such parallel structures. As organizational 
innovations,, they create additional fields of identification, exchange, and 
negotiationn that have the purpose and effect of economizing on learning. 

Furthermore,, firms can support learning by their human relations policy. 
Theyy can - among others - discuss firm member's capabilities and what personal 
developmentt is needed or desired, and provide a mix of incentives promoting the 
participationn of firm members in parallel learning structures and increasing trust 
andd open information exchange among them. In addition, they can improve their 
informationn infrastructure fostering the learner's process of selecting, organizing, 
andd integrating information, or making experts more easily accessible. That is, 
bothh the technology of acquiring, storing, and distributing information and the 
contentt of information that flows through these channels can be objects of value. 

Thiss discussion illustrates that learning is a multi-layered concept. On the 
onee hand, a large part of a firm's knowledge is developed in specialized form 
(marketingg knowledge, engineering knowledge, and so on). Learners settle into 
suchh professional areas of expertise for reasons of efficiency and identity, and 
individuallyy and collectively build up capabilities and the underlying routines as 
theyy learn, and learn to learn (see table 6.1). The institutional context provided by 
thee firm and its core capabilities as its strategic knowledge domains help shape 
thee scope, direction, and motivation of these learning processes. On the other 
hand,, the firm's context, core capabilities, capabilities, and routines themselves 
aree objects of learning, constituting four layers of learning (Ciborra et al., 1996). 
Followingg Penrose (1959), the governance knowledge and skills to construct and 
reconstructt these objects and the learning processes perfecting them are often 
regardedd as the firm's management most important function10 and the principal 
sourcee of competitive advantage (Spender, 1999). In this view, competitive 
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advantagee comes from management knowledge combining the specialized, unique 
knowledgee of the employees with the firm's resources. 

Toward ss a Learning-Base d Theor y of the Firm 

Too summarize the argument so far, learning poses interesting problems of 
economicc organization. Considering institutional support for meaning production 
andd sharing is tempting as economic actors adapt to a changing and non-
predictablee environment through learning and innovation (Dodgson, 1993). That 
is,, learning and innovation shape the behavior of economic actors to the extent 
thatt their environments are dynamic, complex and uncertain. However, the 
possibilitiess of providing learning support are constrained due to the stickiness of 
knowledgee and the limited controllability of learning. While any organization 
needsneeds a shared system of meaning for coordinated action and decision making, the 
stickinesss of knowledge implies that the outcomes of collective learning are 
fundamentallyy uncertain, because commonality of meaning cannot be secured. 
Furthermore,, learning is difficult to administer, govern, or control, for it results 
fromfrom interactions between locally produced meanings, the wider economies of 
meaning,, the guidance offered by institutions, and self-organization, the 
complexityy of which can obscure the determination of the exact reasons for 
learningg success or failure, even in hindsight. This "causal ambiguity" (Mahoney 
andd Pandian, 1992; Amit and Schoemaker, 1993), which is related to Polanyi's 
(1983)) notion of irreducible uncertainty, demands modesty as to the possibilities 
off  organizing learning. Based on social constructivism, it was subsequently 
arguedd that firms can only indirectly affect the production of individual and 
collectivee meaning through facilitating information exchange and providing a 
formativee and adaptive context in which the potential value of learning can be 
realized. . 

Thiss view on learning implies that a learning-based theory of the firm 
needsneeds to integrate the exchange and production aspects of organizing learning and 
thee associated learning capabilities. As intuitively appealing as this may sound, 
suchh an integrative approach to economic organization is far from common in 
economics.. Transaction cost economics is focused on exchange relations and 
basicallyy ignores the productive possibilities of resource combinations and (core) 
capabilitiess (Williamson, 1985; Grant, 2001), while resource-based and 
knowledge-basedd theorists emphasize the production aspects of organizing 
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economicc activity at the expense of the exchange aspects (Foss, 1996a; Spender, 
1996;; Hodgson, 1998). A basic premise in this chapter is that both perspectives 
aree needed if we are to arrive at more comprehensive theories of economic 
organizationn and a learning-based theory of the firm (cf, Madhok, 2002). Crucial 
too this assumption is the idea that knowledge and learning capabilities are not 
onlyy difficult to appropriate by means of market exchange, but that they are also 
difficultt to fully obtain internally, in particular in dynamic, complex, and 
uncertainn environments. More prominence should therefore be given to the 
interdependencee between the exchange of information and the production of 
meaningg and learning capabilities. 

Theoriess of the firm are conceptualizations and models of organizations 
explainingg and predicting their structure and behavior (Grant, 1996). 
Developmentt of predictive theory requires operationalization of the key terms 
usedd in the foregoing sections (Bacharach, 1989). With the market and the firm as 
thee polar modes of organization, we begin to operationalize such a theory if the 
followingg question is addressed: given the idiosyncratic attributes of learning, 
whatt are the consequences for learning if information exchanges are assigned to 
thee alternative modes of organization in a discriminating way? Information 
exchangess differ in their attributes, and modes of organization (or governance 
structures)) differ in their competences and costs to support learning. 
Consequently,, some information exchanges will be better suited to the market and 
otherss to internal organization within a firm. That is, sometimes learning across 
thee information transaction space will be preferred, while on other occasions the 
firmfirm will enjoy the advantage. To determine the factors responsible for a 
productivityy advantage of one mode of organization versus the other, a learning-
basedd theory of the firm needs to unfold these differences among the 
distinguishedd modes of organization and needs to discriminately align them with 
thee attributes of information exchange and with the attributes of learning. 

Ass in transaction cost economics, therefore, the strategy for deriving 
propositionss is comparative institutional analysis or discriminating alignment. 
Givenn a choice between the information transaction space and the firm, which is 
better?? The above discussion, however, implies that transaction cost economics' 
two-wayy alignment among transactions and governance structures be extended to 
aa three-way alignment between the attributes of learning, information exchange, 
andd modes of organization. Accordingly, the principal attributes of information 
exchangess need to be identified along with the defining adaptive and formative 
attributess of the alternative modes of organization. Moreover, the distinctive 
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strengthss and weaknesses of each generic mode have to be described. In 
combinationn with the attributes of learning, which already have been discussed in 
thee previous sections, these descriptions are the basis for the discriminating 
alignmentt hypothesis, according to which learning economies can be achieved by 
attuningg the attributes of learning, information exchange, and modes of 
organizationn (see figure 6.2). This hypothesis wil l allow us to advance several 
propositionss that indicate which alignments are efficient and which are not. 

Attributess of learning 

11 Stickiness of knowledge 
22 Limited controllability: 
•• interaction between the planned and the emergent 
•• interaction between the local and the global 
33 Uncertainty 

Attributess of information exchange \ \ Attributes of organization modes 

11 Knowledge specificity <T y 1 Learning support 
22 Intensity of interdependence \ i 1 / • fields of identification 

•• incentive intensity 
•• accessibility of information (sources) 
22 Adaptation 

Figuree 6.2 The three-way alignment hypothesis 

Attribute ss of Organizatio n Modes 

Marketss and firms are alternative modes of organization that differ in discrete 
structurall  and formative ways. Both institutions are internally consistent packages 
off  complimentary attributes, implying that each has distinctive strengths and 
weaknessess (Williamson, 1999). The principal attributes for describing modes of 
organizationn and distinguishing alignment differences are: 

11 Learning support: in contrast to markets, firms can facilitate learning 
byy providing 
a.. fields of identification, including parallel learning structures 
b.. incentives 
c.. accessibility of information and information sources 
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22 Adaptation: firms are more apt to effect purposeful, cooperative 
adaptation,, whereas the advantage accrues to markets in supplying 
spontaneous,, autonomous adaptation. 

Comparedd with markets, firms can apply a wide array of organizational 
arrangementss fostering learning. The many microstructure arrangements available 
cann be summarized under three headings. First, firms entail common 
identification,, which motivates to work for firm goals (Kogut and Zander, 1996). 
Byy contrast, markets involve exchanges between anonymous and independent 
economicc actors, whose identities are unimportant because new exchange 
relationshipss are easily arranged. Second, the identification with firms and 
colleaguess can be increased by replacing the high-powered, net receipts incentives 
off  markets with a mix of low-powered incentives enhancing relations of mutual 
adaptationn and trust among firm members (Williamson, 1975). Third, firms can 
helpp their members find their way in the information transaction space in manners 
thatt markets do not. Moreover, due to these differences in learning support, firms 
andd markets have differing capacities in effecting cooperative and autonomous 
adaptationn to unforeseen environmental changes. 

Thee relative advantages of firms and markets are based on these attributes 
off  organization modes. They all relate to the problems of economic organization 
identifiedd in the learning failures framework (see figure 6.1). By providing fields 
off  identification orienting the practices and identities of the actors involved, firm 
organizationn advances the emergence of a common language, common 
knowledge,, and convergent expectations, which creates superior conditions for 
overcomingg meaning asymmetry and developing learning capabilities, and 
reducess the volume of communication and coordination needed in these respects. 
Inn this way, firms economize greatly on bounded rationality and the limits to 
communication,, and diminish the environmental uncertainties resulting from 
interdependentt actors making independent decisions with regard to the ever-
changingg environment. On top of that, creating fields of identification attenuates 
thee propensities to behave opportunistically, which particularly play a role in 
smalll  groups depending on the quality of their internal relationships. Likewise, a 
complementaryy incentive policy and information infrastructure can facilitate 
learningg and the development of learning capabilities. Another prospective 
advantagee of firms over markets is that they can protect their knowledge from 
appropriationn by their competitors (Liebeskind, 1996), which promotes that 
investmentss in generative learning and innovation by relatively small teams are 
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sustained,, because, if needed and possible, the knowledge they create can be 
abstractedabstracted to share it across larger parts of the firm to realize its potential value. 
Finally,, firms enjoy the advantage of dealing with environmental uncertainty in 
thatt they allow decision making in an adaptive, sequential fashion (Williamson, 
1975).. Consequently, learning can evolve gradually, which further economizes on 
boundedd rationality and communication limits. 

Hence,, one way to think about economic organization is to view firms as 
organizationall  devices economizing on the production and convergence of 
meaning.. Without the urge to be complete, alternative knowledge-based views of 
thee firm are provided in table 6.2. Some of these prominent contributions seek 
complementaritiess to received theory, in particular to transaction cost economics 
(Liebeskind,, 1996; Foss, 1996a, b, c; Grant, 1999b; Conner and Prahalad, 1996), 
whilee others try to depart from them (Kogut and Zander, 1992; Hodgson, 1998; 
Morann and Ghoshal, 1999). Opportunism is sometimes rejected as a behavioral 
assumptionn (Kogut and Zander, 1992; Conner and Prahalad, 1996), whereas 
boundedd rationality is beyond discussion. Nonetheless, they all criticize 
transactionn cost economics for focusing on the exchange aspects of organizing 
economicc activity and obscuring the production aspects.11 Instead, the firm is 
presentedd as a dynamic, knowledge-bearing institution that enjoys the unique 
advantagee of being able to organize economic activity in ways that markets 
simplyy cannot. That is, it is often argued that the production activities of firms, 
includingg those related to learning, cannot be understood by using the logic of 
markets.. In doing so, however, the emphasis in transaction cost economics on 
exchangee as the predominant economic activity is replaced by an equally one-
sidedd focus on production. As a result, both transaction cost economics and 
knowledge-basedd thinking tend to undervalue the interdependence of exchange 
andd production relations (Madhok, 2002). 

Knowledgee and learning capabilities, however, are difficult to fully obtain 
throughh markets as well as through internal organization. Without information 
fromm the outside world, the production of individual and collective meaning and 
off  the associated capabilities wil l be severely limited. Put otherwise, organizing 
learningg within the firm is not all gain as there are circumstances in which the 
informationn transaction space is the preferred mode of organization. The relative 
advantagess of markets over firms relate to the added burdens of bureaucracy 
resultingg from organizing learning internally, the potential disincentive properties 
off  firms, and the greater capacity of markets to adapt spontaneously to 
environmentall  developments. The ramifications of these prospective advantages 
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aree illustrated in the next section, in which information exchanges are aligned 
withh the different modes of organization and the attributes of learning. 

Penrosee (1959) 

Grantt (1996, 1999b, 2001) 

Spenderr (1996, 1999) 

Liebeskindd (1996) 

Kogutt and Zander (1992, 1996) 

Connerr and Prahalad (1996) 

Fosss (1993; 1996a, b, c) 

Teeceetal.. (1997) 

RationaleRationale for the existence of the firm 
Thee firm is a bundle of resources; its economic growth is largely 
dependentt on the coordinating capabilities of its management to 
makee better use of these resources 
Thee firm exists because of the superiority of intrafirm relationships 
inn integrating the knowledge of specialized individuals 
Thee firm exists because it can better develop the collective 
knowledgee and skills required to coordinate the resources into a 
viablee bundle 
Thee firm is a vehicle of organizing knowledge transactions 
internallyy to protect valuable knowledge from appropriation or 
imitationn by its competitors 
Thee firm exists because it provides a social community of 
voluntaristicc action structured by organizing principles that are not 
reduciblee to individuals 
Thee firm is an efficient vehicle for cultivating and offering a shared 
framee of reference - a stock of organizational knowledge -
whereass markets cannot develop and offer a cognitive frame that 
iss equally fine-grained 
Thee firm exists because it can more efficiently coordinate 
interdependent,, collective learning processes than market 
organizationn is able to 
Thee firm exists because it has distinctive capabilities to make 
betterr use of their resources that cannot be readily assembled 
throughh markets 

Hodgsonn (1998) The firm exists because it enjoys efficiency advantages in relation 
too markets because of the relative intensity and longevity of 
interpersonall relations within the firm and the group and institution-
basedd characteristics of much of the learning and knowledge 
withinn that firm 

Boisott (1998) The firm is the locus of interaction between tacit personal 
knowledgee and explicit impersonal knowledge 

Zackk (1999) The firm is a vehicle for creating, integrating, storing, and applying 
knowledge e 

Morann and Ghoshal (1999) The firm can be seen as the primary yards where society's 
resourcess are gathered, developed, and used to initiate and 
harnesss the processes of economic development; firms bridge 
missingg markets 

Tablee 6.2 Knowlede-based rationales for the existence of the firm 
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Attribute ss of Informatio n Exchang e 
Thee key attributes for characterizing information exchanges are: 

11 Knowledge specificity 
22 Intensity of interdependence 

Knowledgee specificity refers to the investments undertaken to facilitate the 
informationn exchanges that sustain the production of local, context-specific 
knowledge.. Firm members can invest in the development of context-specific and 
context-genericc knowledge. Context-specific knowledge encompasses all the 
meaningss that cannot be redeployed for use in another context without 
appreciablee loss in productive value. As opposed to context-generic knowledge, 
therefore,, it is restricted to specific uses in space and time (Boisot, 1998). Such 
local,, experiential knowledge is developed in firm practices, in which 
idiosyncraticc information is exchanged, requiring "special purpose investments" 
(Williamson,, 1985) on behalf of both the firm and its members. Examples are 
learning-on-the-job,, specialized training, and parallel learning structures. 
Potentiall  benefits of such customized investments are communication economies, 
greaterr cooperative adaptability, and thus improved learning efficiency. There are, 
however,however, risks involved. For the firm, the risks are - amongst others - that firm 
memberss leave the organization and that it takes time and new investments for 
newcomerss to become good substitutes, while the firm members, for instance, run 
thee risk of developing situated knowledge that cannot be transferred to another 
employerr without incurring a substantial loss of its value. An advantage of firm 
organizationn is that it can persuade firm members to run this risk and make the 
necessaryy investments by offering the security of an employment contract, 
personall  development opportunities, and a protective context of confidence and 
trustt in which that knowledge is valued and can be further enhanced. Market 
exchangeexchange does not need such persuasion as it entails morally independent and 
facelesss parties meeting for a moment to exchange nonidiosyncratic information. 
Thee proposition is that information exchanges wil l be taken out of the market and 
organizedd internally as the degree of knowledge specificity deepens. Furthermore, 
too the extent that the environment becomes more uncertain, the prospective 
benefitss of firm organization will proportionally increase with the need to support 
learning. . 

Thee intensity of interdependence relates to the degree to which the 
constructionn and convergence of meaning entails highly interrelated information 
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exchangess among various parties. Not all information exchanges are given to 
informationn and meaning asymmetry to the same degree. The total of 
complementaryy interactions necessary for a learner to acquire the knowledge that 
Amsterdamm is the capital city of the Netherlands is much less than that needed to 
understandd Einstein's relativity theory. Therefore, the more tacit, complex, and 
unfamiliarr the information being exchanged and the knowledge it tries to transfer, 
thee larger the set of interdependent information exchanges and the set of the more 
compositee learning processes wil l be (Foss, 1996a). Likewise, the more 
informationn there is and the larger the surplus of meaning, the more productive 
possibilitiess there wil l be; the more parties there are, the greater the likelihood 
thatt these possibilities wil l be productively realized. To fully exploit these 
possibilities,, however, more exchange is needed, which makes it more likely that 
anyy exchange will involve interdependent information transactions and learning 
amongg several parties (cf., Moran and Ghoshal, 1999). The corresponding 
propositionn is that the firm is needed to coordinate and leverage these 
interdependencess between information exchanges, learning processes, and the 
partiess involved, whereas the coordination of relatively independent information 
exchangeexchange conveying codified knowledge can be left to markets. 

However,, the abovementioned propositions are not fully satisfactory in 
thatt they can only partially explain and predict people's borderless learning 
behaviorr and the variety of organizational forms observed in practice supporting 
thiss behavior. Learners do not cross the boundaries of their firms just to collect 
independentt information items from anonymous and decentralized parties, as the 
propositionss developed so far implicate. Rather, they also engage in formal and 
informall  "communities of knowing" (Boland and Tenkasi, 1995) embedded in 
widerr economies of meaning, in which the identity of the exchange parties is 
relevant.. The various ways in which these hybrid communities are organized 
suggestt conditions of organizational failure and market advantage. Examples are 
academicc networks, professional communities, special interest groups, Silicon 
Valley-likee personal and institutional networks, training and education facilities, 
communitiess of practice, and the many recent "spontaneous emergences of order 
andd structure" (Cilliers, 1998) on the Internet mediating information demand and 
supplyy (Huizing and Bouman, 2001). While most infomediairies on the Internet 
followw the previously mentioned propositions in that they mainly assist in the 
exchangeexchange of nonspecific, independent, and codified information between faceless 
parties,122 the other hybrid examples do not seem to fit  the predictions. Academic 
networks,, for instance, are presumably as capable of providing learning support in 
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thee three dimensions of offering fields of identification, incentives, and access to 
informationn and information sources as firms are. Allowing such hybrid modes of 
organizationn into the discussion, however, requires an additional 
conceptualizationn of the market. 

Anothe rr  View on the Market 

Soo far, the market was conceptualized in ideal terms - that is, as separate 
individualss on an arm's length basis whose identity is unimportant for exchange 
relationss to occur. However, the market can also be seen as an abstract 
representationn of firms and other organizations interacting with one another 
throughh this market (Milgrom and Roberts, 1992). Then, the decision to 
internalizee or externalize information exchanges is not between an ideal market 
andd one firm, but is between at least two autonomous actors (A and B) and a 
singlee firm combining the learning support activities of A and B. As Williamson 
(1999:: 1097) indicates with regard to transactions in general: "That issue is never 
addressed,, much less worked through, in a comparative institutional way." This 
issuee has become known as "the firm size puzzle" (Williamson, 1985), which 
admittedlyy is more concerned with the size and scope of the firm than with 
explainingg its existence (Foss, 1996b). Nevertheless, we will use it to refine our 
explanationn of why firms exist. 

Withh this additional conceptualization of the market, a new, adapted 
questionn needs to be posed: given that all modes of organization can be supportive 
off  learning, which modes, under what conditions, are more (or less) competent in 
deployingg their institutional capabilities to support which kinds of information 
exchanges?? That is, how are learning activities distributed among the firm and 
otherr forms of organization operating in the information transaction space? 
Answerss can be found in the bureaucratic disabilities of the firm, its disincentive 
properties,, and the advantage accruing to markets in effecting spontaneous 
adaptation. . 

Takingg information exchanges out of the market and organizing them 
internallyy unavoidably adds bureaucratic costs. There is a trade-off involved 
betweenn the relatively high transactions costs of market exchange on the one 
hand,, and the relatively high production and agency costs of firm organization on 
thee other hand.13 It is advantageous for a firm to organize learning internally if the 
costss of doing so are lower than those within any other organization and lower 
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thann those through the ideal market. In other cases, learning across the 
informationn transaction space is to be preferred. 

Moreover,, the advantage of organizing learning may shift to the market 
whenn the firm shows significant disincentive properties. Firm members may 
preferr learning through external organizations or communities if, for instance, the 
firm'ss culture is highly political, individualistic or unappreciative of learning. An 
additionall  argument relates to the risks of the special purpose investments 
supportingg the development of local, context-specific knowledge. In some 
circumstancess - for instance, training employees in specific job-related tasks -, 
thee information needs of learners and the outcomes of learning can be specified in 
advance,, which simplifies calculating a return on this investment. In other 
situations,, however, they cannot easily be predefined. In particular if the property 
rightss for knowledge are weak, this uncertainty can induce firms to resort to more 
generall  purpose investments driven by informational economies of scale, such as 
thee implementation of an intranet or a document management system, which 
leavess the selection and interpretation of the information, and turning it into 
action,, to the self-organizing capabilities of the learners. However, the more a 
firmfirm relies on general purpose investments to facilitate learning, the more 
competitionn it can expect from other organizations offering similar or superior 
learningg support in the information transaction space. Differential learning 
supportt capabilities between the firm and the market could therefore help explain 
successs or failure of firm investments in information sharing and learning. 

Finally,, markets are generally considered to be superior in supplying 
autonomouss adaptation (Williamson, 1975, 1985; Grant, 1996). It is their role of 
embodyingg new options and making initiative easier and potentially more 
rewarding,, which makes them such flexible devices for adapting to unanticipated 
changess (Foss, 1996a; Evans and Wurster, 1997). Firm members presumably 
engagee in communities of knowing and shape their own learning structures to 
keepp abreast of cutting-edge developments in their fields of expertise, to keep 
trackk of the latest ideas and insights of the best experts in these fields, and to 
participatee into a congenial group of peers sharing similar interests. If so, they 
participatee into the development of global, context-generic knowledge, which, if 
moldedd productively with their knowledge of firm particulars, could result in the 
detectionn of innovative productive possibilities for the firm in which they are 
employed.. Therefore, both markets and firms are needed for adaptively efficient 
economicc development (Moran and Ghoshal, 1999). The information transaction 
spacee is needed, because it provides an enormous variety of organizational forms 
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andd sizes offering plentiful contexts fostering all kinds of learning, which helps in 
discoveringg and evaluating new ways of creating and realizing value in manners 
thatthat individual firms cannot. On the other hand, firms exist, because they are the 
formativee beacons in this information transaction space guiding the imagination 
andd creativity of managers and employees alike, and provide the institutional 
contextss for realizing the potential value of their new ideas in ways that markets 
cannot.cannot. They are the platforms where the context-generic knowledge of the 
informationn transaction space can be efficiently combined with the firm's unique 
context-specificc knowledge, and where the plannedd can productively interact with 
thee emergent, to economize on individual and collective learning. 

Additiona ll  Proposition s 
AA proposition is that firm members prefer to learn across the information 
transactionn to develop and deploy their context-generic knowledge, which 
maintainss their own utility or market value as professionals, whereas internal 
organizationn is given preference for developing and deploying context-specific 
knowledge,, which sustains their value as employees. This could help explain 
why,, for instance, MBA-programs are usually left to the educational market. It 
couldd also account for the increasing importance of Hofstede's (1991) 
individualism-collectivismm dimension of cultural variability in that firm members 
and,, in particular, knowledge workers no longer offer undivided commitment and 
loyaltyy to their employers. Compared with industrial workers, whose knowledge 
oftenn is connected to a specific physical environment, knowledge workers are 
muchh less dependent on their current job as they build professional competences 
thatt are closely related to specific economies of meaning outside the firm (Sveiby, 
1997). . 

Anotherr proposition is that avoiding the risks of specific purpose 
investmentss in customized learning designs will result in increased competition 
fromm the information transaction space. That is, firm organization gives way to 
markett coordination as the relative degree of learning support needed to keep up 
withh the fluidity of knowledge diminishes. The successful existence of many 
communitiess of knowing could fit  in this picture. Moreover, insofar as economic 
growthh is increasingly propelled by ideas and learning and less by traditional 
resourcess (Drucker, 1983; Tenkasi and Boland, 1996; Quinn et al., 1999), the 
threee learning capabilities of creating a surplus of meaning, achieving 
commonalityy of meaning, and learning to learn become more important as 
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potentiall  sources of economic growth, which at least partially explains, for 
example,, national programs promoting the knowledge economy and the ongoing 
dematerializationn of economic activity. Finally, the more dynamic, complex, and 
uncertainn the environment, the more the development and deployment of the three 
learningg capabilities will require that local and global meanings, and that planned 
andd emergent learning structures productively interact to economize on the 
productionn and convergence of meaning. Consequently, firms and firm members 
becomee more dependent upon the wider economies of meaning, in which they 
formallyy or informally participate. The upshot is that a theory of the firm should 
reflectt this epistemological pluralism and the interdependence between 
organizationn and self-organization. They are part of the rationale for the existence 
off  firms. 

Discussio n n 

Ass mentioned in the introduction, the objective of this chapter was to take 
tentativee steps towards a learning-based theory of the firm. Extending on, in 
particular,, transaction cost economics, knowledge-based views of the firm, and 
sociall  constructivism, the steps taken suggest at least three implications for 
economicc theory and for a theory of performance differences between firms, 
whichh is a major concern in both resource-based theory and strategic 
management.. This concluding section serves to briefly highlight these 
implications,, each of which indicates important avenues for future research. 

Meanin gg Asymmetr y 
Thee first implication relates to the differences between learning and other 
economicc activities that were probed in this chapter. Based on social 
constructivism,, it was explained that these differences bear on the stickiness of 
knowledgee and the limited controllability of learning. Most existing theories of 
thee firm ignore these idiosyncrasies of learning. In the behavioral and transaction 
costt approaches, the emphasis is on problems of economic organization resulting 
fromm conditions of information asymmetry. However, achieving commonality of 
meaningg is not secured even when all parties have identical and complete 
information.. As a result, learning is constrained not only by bounded rationality 
andd opportunism, but also by communication limits - that is, by differences in 
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cognitivee and social frames of reference among the communicating parties and by 
thee representation difficulties they may experience in expressing themselves. 
Fromm a learning perspective, therefore, a logical next move in the development of 
economicc theory would be to add communication limits as the third feature of 
humann behavior, and assume meaning asymmetry, which refers to surpluses of 
meaningg that can generate as well as obstruct economic growth, depending on the 
capabilitiess of the actors involved to coordinate their differences of 
understandingss in a process of collective learning. Social constructivism could 
thuss provide the deeper behavioral insights "a richer theory of economic 
organizationn awaits" (Williamson, 1985: 392). In this chapter, these deeper 
behaviorall  insights were specifically related to organizing learning. A truly richer 
economicc theory, however, would also include the organization of other economic 
activities.. Part of the future research agenda is therefore to explore the relations 
betweenn meaning asymmetry and economic activity in general: what are the 
implicationss of assuming fundamental uncertainty as to achieving commonality of 
meaningg for a comprehensive theory of economic organization? Moreover, in this 
chapter,, the impact of meaning asymmetry on the firm size puzzle has only been 
scratched.. What are the implications for the size and scope of firms? 

Productio nn and Exchang e 
AA second implication for economic theory relates to the assertion that a learning-
basedd theory of the firm needs to integrate the exchange and production aspects of 
organizingg learning. It is only recently that attempts are being made to synthesize 
bothh aspects into a more comprehensive theory of economic organization 
(Madhok,, 2002), which is also reflected in the definition of economic growth as 
ann iterative process of creating and realizing value through resource combinations 
andd exchanges (Moran and Ghoshal, 1999). As to organizing learning, following 
ann integrative approach to economic organization implies that knowledge and 
learningg capabilities are considered difficult to obtain through market exchange as 
wellwell as through firm organization. This argument is central to our criticism of 
mostt existing knowledge-based theories of the firm (see table 6.2), which tend to 
ignoree the interaction between learning and the external communities of knowing 
embeddedd in economies of meaning in which context-generic knowledge is 
constructed.. One consequence of this argument is that all modes of organization -
markets,, firms, and hybrids - are needed for learning and for adaptively efficient 
economicc development. That is, it is implied that the choice of mode is not just a 
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casee of choosing between markets or firms or hybrids, as, for instance, transaction 
costt economics implicates, but increasingly also an issue of comparatively 
assessingg different combinations of modes, which all differ in their costs and 
competences,, and of choosing the most productive one. This latter choice is 
contingentt on the information exchanges and the learning activities to be 
organized,, but it is an area of future research to illuminate the exact conditions 
underr which a particular form of organization should be viewed as a substitute 
andd when as a complement (Cohen and Levinthal, 1990; Huizing and Bouman, 
2002).. Another consequence is that the two-way alignment of transaction cost 
economicss needs to be replaced with a three-way alignment, implying that 
economizingg results can be achieved by attuning the attributes of learning, of 
informationn exchange, and of the distinguished modes of organization. This 
relativelyy new approach to economic organization also requires further research. 
Forr instance, if employees and managers are mainly engaged in developing and 
deployingg specialized knowledge and governance knowledge respectively, how 
aree they interrelated? Furthermore, what are the interdependences among costs 
andd capabilities (Madhok, 2002)? 

Strateg yy Theor y 
Thee third implication of the steps taken in this chapter relates to the 
correspondencee between a theory of the firm and a theory of performance 
differencess between firms in that the factors identified creating a difference in the 
productivityy advantage of a firm over market organization - a theory of the firm -
couldd be a subset of the factors explaining why some firms outperform other firms 
andd other organizations (Conner and Prahalad, 1996). In contrast to transaction 
costt economics, resource-based and knowledge-based approaches are concerned 
nott only with the question of why firms exist, but also with the strategic 
managementt issue of why firms differ or, more specifically, why some firms 
achievee a competitive advantage and others do not. In this literature, knowledge is 
increasinglyy being considered the principal strategic resource, and the ability to 
createe and apply it the core competence for building and sustaining a competitive 
edge.. If so, the learning-based considerations discussed in this chapter could 
informm strategic management as well as resource-based theories of firm-level 
strategy.. Firms differ in the extent to which they offer learning support and in 
theirr adaptive capacity. They all provide a unique institutional context and, 
consequently,, vary in their capabilities and costs to arrive at individual and 
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collectivee meanings to guide actions as to the most productive ways of creating 
andd realizing value. As can be seen from figure 6.2, a more detailed analysis of 
performancee differences would delve into the microlevel arrangements relating to 
thee fields of identification offered, the mix of incentives applied, and the 
accessibilityy of information and information sources. Even more details could be 
obtainedd if the analysis would also include the different learning processes of 
employeess and managers (see table 6.1), and the institutional context, the core 
capabilities,, the capabilities, and the routines as the four layers of learning. The 
resource-basedd tests of value, durability, appropriability, limited substitutability, 
andd inimitability (Barney, 1991; Amit and Schoemaker, 1993) can be used to shed 
lightt on the specific resource combinations and capabilities that are or could be 
thee sources of competitive advantage. 

Althoughh learning is generally associated more with value creation than 
withh value realization, it involves creating new sources of competitive advantage 
ass well as exploiting current ones. Both are needed for an effective firm strategy 
(Boisot,, 1999) and for allocatively and, in particular, adaptively efficient 
economicc development. However, as Moran and Ghoshal (1999) point out, the 
knowledgee about how to reconcile the creation and sustenance of competitive 
valuee is still limited. Our argument suggests that headway on this matter awaits 
deeperr insights into the interrelations between the firm's knowledge and the wider 
economiess of meaning in which it is embedded, and into the interdependences 
amongg organization and self-organization. Increasingly, the challenge of 
organizingg learning is to recognize the growing importance of the emergent 
learningg structures shaped by the firm's members, within and outside their firms, 
andd to productively combine these structures with everyday business by seeing 
themm as the engines that can drive the firm's economic development. 
Thee subtitle of this dissertation is: looking back on reengineering and ahead to 
learning.. In this section, the future research agenda with respect to learning has 
beenn made clear, which intends to contribute to replacing Williamson's 
"contractuall  man" with "learning man." Key to this development is the degree to 
whichh we succeed in capturing "learning man" in appropriate and realistic 
assumptionss regarding human behavior. That would be helpful in making 
economicc theory more relevant to the study of organization, while preserving the 
rigorrigor it urges us to apply. 
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Notes s 
1.. While this is not the place to delve into much detail, there are many kinds of learning theories 

(Anderson,, 1995; Wenger, 1998). Each learning theory focuses on different aspects of learning 
andd is therefore useful for different purposes. The purpose of using social constructivism as a 
basiss for this chapter is to explore particular learning aspects that are often ignored in the 
existingg theories of the firm, but nevertheless seem highly relevant to economic organization: 
thee capabilities of learners to mentally construct meaning of their own environment through 
activee participation in socially, culturally, historically, and politically situated contexts, and to 
shapee their own learning. This choice does not have the intention to exclude other learning 
theoriess in the development of a learning-based theory of the firm, nor to state that other 
learningg theories are incompatible with social constructivism. 

2.. In this chapter, the notions of capability and competence are used interchangeably. 
3.. Moreover, this value realization has to exceed the costs of withdrawing resources from the 

productivee uses they have served so far. Exploiting new sources of value implies some certain 
losss in currently realizable value and some less certain gain in potential value (Moran and 
Ghoshal,, 1999). 

4.. Resources are exchanged whenever the right to use it is transferred. 
5.. This conceptualization of the information market resembles the perfect model of neoclassical 

orthodoxyy in many respects, but relaxes the assumption of perfect information and does not see 
pricess as sufficient statistics. 

6.. In social constructivism, the assumption of meaning transparency underlying the idea of 
communicationn as information transmission is rejected. Communication has therefore more to 
doo with meaning production than with information exchange. 

7.. In contrast to his later work, Williamson initially included language limits in his definition of 
boundedd rationality, by which he meant "...the inability of individuals to articulate the 
knowledgee or feelings by the use of words, numbers, or graphics in ways which permit them to 
bee understood by others" (1975: 22). However, we see these language limits as part of a 
broaderr category of representation difficulties, and prefer to use the notion of bounded 
rationalityy as it was originally intended (March and Simon, 1958; Cyert and March, 1963). 

8.. Williamson (1975) relates bounded rationality constraints and opportunistic behavior to ex ante 
andd ex post contracting difficulties to illustrate the problems of economic organization. While 
explicitt and implicit contracting can also be applied to information exchange, this line of 
argumentt is not pursued here. 

9.. Transaction cost economics has been criticized for excluding trust as a basis for lasting social 
relationss (Douma and Schreuder, 1991; Liebeskind, 1996). However, we do not agree with this 
criticismm and see trust and opportunism as sides of the same coin. Fighting opportunism is to 
buildd trust. More generally, as transaction cost economics, the above analysis of the problems 
off  economic organization can be criticized for its unattractive view on human nature. However, 
theree is sound logic in departing from a "worst-case scenario" when developing a learning-
basedd theory of the firm. It is not that all economic actors will behave as indicated at all times. 
Rather,, it is to say that human behavior is fundamentally uncertain and that organizational 
designerss had better consider this ex ante. Moreover, the critics of economic theories seem to 
bee more concerned with organizational arrangements stimulating people in a positive way than 
withh "human nature as we see it." That is, they prefer to emphasize "positive" values such as 
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commitmentt and trust instead of "negative" ones resulting in control-driven organizational 
measuress such as monitoring and administrative controls. While we agree with this latest 
argument,, we contend that authors differ more on the normative consequences they attach to 
theirr theories than on the assumptions imputed on human behavior. To return to trust as a 
typicall  example: why else is this issue attracting so much attention in the literature? 

10.. Calling this a management function does not necessarily mean to say that it can only be 
performedd by managers. In other forms of organization, for instance self-managing groups or 
communitiess of practice, managers play a less prominent role. However, within firms, the 
institutionall  context, (core) capabilities, and routines generally fall under (top) managers' 
responsibility. . 

11.. Although the relations between transaction costs and production costs have been addressed 
(Riordann and Williamson, 1985), it can still be said that the comparative institutional choice is 
mainlyy determined by a transaction costs assessment (Williamson, 1985). 

12.. What these infomediairies enabled by Internet technology basically do, is to create more 
complexx and varied economies of meaning by increasing the availability of information. 

13.. This trade-off is worked out in Huizing and Bouman (2002). Transaction costs are the costs 
associatedd with information exchange, such as search, communication, documentation, 
contracting,, and redundancy costs. The production costs involve the costs of information 
representationn and protection costs, whereas the agency costs result from the monitoring and 
bondingg activities needed to ensure that the firm members and the specialized business 
functionss responsible for the organization of learning act in the interests of the firm's 
principals.. By definition, the production and agency costs add bureaucratic costs. 
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Inn deze dissertatie zijn 18 artikelen verwerkt die ik in de afgelopen tien jaar heb 
gepubliceerdd en een nieuw artikel dat zijn weg naar publicatie nog moet vinden. 
Inn de jaren 1993-1997 stond het management- en organisatieconcept business 
reengineeringg centraal in mijn onderzoek, terwijl de aandacht de laatste jaren 
uitgaatt naar leren in organisaties. De hoofdstukken 2, 3 en 4 gaan over 
reengineeringg en de hoofdstukken 5 en 6 over leren. Elk hoofdstuk heeft een eigen 
vraagstellingg en kan als een zelfstandig verhaal worden gelezen. Er is echter ook 
eenn tweede manier waarop de hoofdstukken kunnen worden benaderd. Als 
businesss reengineering wordt beschouwd als een aanbeveling te "organiseren 
langss klantgerichte processen" en leren als "organiseren rond kennis en het 
construerenn van betekenis", dan kunnen beide onderwerpen worden opgevat als 
ontwikkelingenn in de organisatietheorie. Het eerste hoofdstuk gaat daarop in. Een 
overzichtt van de publicaties waarop dit proefschrift is gebaseerd, is opgenomen in 
hett voorwoord. Dat is ook de plaats waar ik al diegenen bedank die op een of 
anderee manier betrokken zijn geweest bij het totstandkomen van deze publicaties. 

Busines ss Reengineerin g 

Dee publicaties over business reengineering zijn verdeeld over drie hoofdstukken 
diee overeenkomen met de fasen in de levenscyclus van dit management- en 
organisatieconcept.. Hoofdstuk 2 - Business Reengineering: The Early Days - is 
eenn samenvatting van vijf artikelen die in de jaren 1993-1995 zijn gepubliceerd en 
beschrijftt de opkomst van reengineering. Nadat de kenmerkende elementen van 
reengineeringg zijn toegelicht, wordt ingegaan op de noodzaak tot het 
fundamenteell  veranderen van organisaties. Daarna worden de strategische 
aspectenn van dit concept behandeld en gerelateerd aan organisatie-ontwerp en 
veranderingsmanagement.. In dit kader worden de klantgerichtheid, kernprocessen, 
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dee rol van informatietechnologie, menselijke en veranderingskundige aspecten, 
methodologiee en de rol van veranderingsmanagers in het kort besproken. Anders 
gezegd,, reengineering wordt opgevat als een integraal 
organisatieveranderingsconcept,, waarmee diverse ideeën en inzichten uit de 
modernee management- and organisatieliteratuur kunnen worden samengesmeed 
tott een coherent geheel. Deze bespreking mondt uit in het organisatieprincipe van 
reengineering,, dat wordt samengevat als "het organiseren langs klantgerichte 
processen",, waarna een voorbeeld volgt van een organisatie die dit principe met 
success heeft toegepast. 

Vervolgenss wordt een reengineering-typologie op basis van drie 
verschillendee procesdefinities gepresenteerd. In de praktijk is gebleken dat niet 
allee organisaties behoefte hebben aan fundamentele verandering en zogenoemde 
"breakthroughh reengineering". Door twee minder vergaande vormen van 
reengineeringg te onderscheiden wordt hieraan tegemoet gekomen. Het 
organisatieprincipee van reengineering wordt daarmee gedifferentieerd naar het 
ambitieniveauu dat met de beoogde veranderingen samengaat. Gesteld wordt dat 
elkk van de drie onderscheiden reengineering-typen gepaard gaat met een 
verschillendd risiconiveau en andere maatregelen rond organisatie-ontwerp en 
veranderingsmanagementveranderingsmanagement verlangt. Elke organisatie die overweegt reengineering 
toee te passen, staat dan ook voor de taak het type van reengineering te kiezen dat 
pastt bij het ambitieniveau dat door haar omgeving wordt ingegeven en dient dit 
ambitieniveauu te vertalen naar geschikte en adequate acties rond organisatie-
ontwerpp en veranderingsmanagement. Dit begrip van "gebalanceerde 
verandering""  wordt vervolgens voor de drie reengineering-typen op hoofdlijnen 
uitgewerktt tot ideaaltypische veranderingspatronen of veranderingsarchetypen. De 
stellingg van het hoofdstuk is dat deze veranderingsarchetypen kunnen helpen bij 
hett vormgeven en sturen van reengineeringstrajecten en dat afwijkingen van de 
geschetstee ideaaltypische veranderingspatronen ineffectieve 

veranderingsprocessenn kunnen helpen verklaren. 
Hett hoogtepunt van reengineering in termen van bekendheid en 

toepassingg in de praktijk vond plaats rond 1995. In dat jaar is een kwantitatief-
empirischee studie verricht naar Nederlandse ervaringen met dit concept, waarover 
hoofdstukk 3 - Balance in Business Reengineering: An Empirical Study into Fit 
andand Performance - bericht. Dit hoofdstuk is een integrale herdruk van een artikel 
datt eerder is gepubliceerd (Huizing et al., 1997). Dit artikel, en daarmee dit 
hoofdstuk,, is representatief voor alle publicaties die naar aanleiding van deze 
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studiee zijn verschenen (nogmaals, voor een overzicht van deze en andere 
publicatiess wordt verwezen naar het voorwoord). 

Inn hoofdstuk 3 staat de relatie tussen gebalanceerd veranderen en de 
effectiviteitt waarmee reengineering wordt toegepast centraal. De drie 
veranderingsarchetypenn uit hoofdstuk 2 worden geoperationaliseerd en 
geanalyseerdd met behulp van een vragenlijst. De aandacht gaat daarbij uit naar de 
wijzee waarop organisaties in de praktijk hun ambitieniveau voor de veranderingen 
hebbenn vertaald naar concrete maatregelen rond organisatie-ontwerp en 
veranderingsmanagement.. De hypothese is dat organisaties die veranderen 
volgenss één van de drie aangegeven archetypen beter zullen presteren dan 
organisatiess die een daarvan afwijkend en dus inconsistent patroon volgen. De 
conclusiee van het hoofdstuk is dat deze hypothese niet kan worden verworpen op 
grondd van de verrichte studie. Het blijkt dat organisaties die "in balans" 
veranderenn over het algemeen succesvoller zijn dan organisaties die 
inconsistentiess in hun veranderingsproces vertonen. De resultaten die met 
reengineeringg worden geboekt, blijken bovendien samen te hangen met het aantal 
afwijkingenn of "misfits" van de gehanteerde ideaaltypische veranderingspatronen. 
Daarnaastt komt uit de studie naar voren dat slechts een minderheid van de 
onderzochtee organisaties erin slaagt het ambitieniveau om te zetten in bijpassende 
actiess van organisatie-ontwerp en veranderingsmanagement. Ook lijk t er een 
discrepantiee te bestaan tussen de literatuur (Hammer, 1990; Davenport and Short, 
1990;; Kaplan and Murdock, 1991), waarin de nadruk ligt op het belang en de 
potentiess van "breakthrough reengineering", en de praktijk, waarin 
veranderingsprocessenn met zulke hoge ambities relatief weinig voorkomen. 

Inn hoofdstuk 4 - Business Reengineering: A Critical Assessment - wordt 
dee neergang van reengineering beschreven op basis van een kritische evaluatie 
vann dit concept. Voortbordurend op een viertal eerdere publicaties rond dit 
onderwerpp worden twaalf kritiekpunten vanuit diverse wetenschappelijke 
discipliness en elf antwoorden van voorstanders van reengineering onder vier 
noemerss samengevat: (1) de weinig visionaire of strategische wijze waarop 
reengineeringg in het algemeen wordt ingezet, (2) de onderbelichting van de 
menselijkee en veranderingskundige kant van reengineering, (3) de moeizame 
relatiee tussen reengineering en informatie- en communicatietechnologie, en (4) de 
gebrekkigee theoretische onderbouwing en methodologische ondersteuning van 
reengineering. . 

Aann de ene kant wordt in dit hoofdstuk geconstateerd dat de kritiek op 
reengineeringg veelal lijk t te worden ingegeven door commerciële motieven. Deze 
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kritiekk wordt meestal gebaseerd op de eerste, relatief onvolwassen publicaties 
overr reengineering, waarbij "gemakshalve" wordt voorbijgegaan aan de 
theoretischee ontwikkeling die dit concept de afgelopen jaren heeft doorgemaakt. 
Aann de andere kant hebben de a-theoretische start van reengineering, de 
mechanistischee kijk op mensen en veranderingsmanagement, en de naïef 
optimistischee verwachtingen omtrent de productieve mogelijkheden van nieuwe 
informatie-- en communicatietechnologie een context gecreëerd, waarin het 
voortbestaann van reengineering als een gewaardeerd en geaccepteerd 
management-- en organisatieconcept uiterst onzeker is. Daarnaast is reengineering 
inn de praktijk dikwijl s geïnterpreteerd als een hard saneringsinstrument, waardoor 
hett inmiddels bij velen een negatieve connotatie oproept. Naar verwachting zal 
hett etiket business reengineering en alle synoniemen daarvoor alleen al daarom 
vann de voorgrond verdwijnen. Tegelijkertijd is het verrassend te ontdekken dat het 
organisatieprincipee van reengineering - het organiseren langs klantgerichte 
processenn - zelden wordt bekritiseerd. Het procesgericht organiseren lijk t niet 
meerr weg te denken, al blijf t er een behoefte bestaan aan verder onderzoek om dit 
organisatieprincipee beter te onderbouwen. 

Leren n 
Dee hoofdstukken 5 en 6 gaan over kennismanagement en leren in organisaties. 
Hoofdstukk 5 - Knowledge and Learning, Markets and Organizations: Managing 
thethe Information Transaction Space - is een volledige herdruk van een eerder 
verschenenn publicatie (Huizing en Bouman, 2002). Op basis van inzichten uit 
diversee economische organisatietheorieën wordt een raamwerk ontwikkeld met 
vierr manieren om leerprocessen in organisaties te ondersteunen. Hoofdstuk 6 -
TowardsTowards a Learning-Based Theory of the Firm - borduurt hierop voort en zet 
stappenn naar een nieuwe, op leren gebaseerde economische organisatietheorie. Dit 
hoofdstukk is nog niet elders gepubliceerd. 

Inn hoofdstuk 5 wordt eerst beargumenteerd dat kennis en leren zich 
moeilijkk laten organiseren. Wat tot op zekere hoogte wel kan worden 
georganiseerd,, zijn processen van informatie-uitwisseling tussen 
informatievragerss en -aanbieders. Individueel of collectief, mensen leren door 
informatiee te delen in sociale interactie. Kennismanagement wordt dan ook niet 
letterlijkk opgevat, maar beschouwd als een organisationele discipline die 
informatievraagg en -aanbod bijeenbrengt ter ondersteuning van leerprocessen in 

190 0 



CHAPTERR 7 NEDERLANDSE SAMENVATTING 

organisaties.. In deze visie komt kennismanagement neer op het soepel afstemmen 
vann informatievraag en -aanbod door het coördineren van menselijke interactie. 

Hett object van kennismanagement wordt de "informatietransactieruimte" 
genoemd.. Daarmee wordt gedoeld op alle informatie-uitwisselingen die voor elke 
economischee actor op enig moment in de tijd openstaan. Deze 
informatietransactieruimtee kan worden opgevat als een markt die perfect werkt als 
allee informatie die op enig moment beschikbaar is, vrijelijk wordt gedeeld met 
allee actoren die deze informatie productief kunnen benutten. Informatiedeling 
vindtt dan voortdurend en zonder enige frictie plaats, waardoor iedereen te allen 
tijdee volledig is geïnformeerd. Zulke perfecte markten zijn volgens de 
neoklassiekee economische theorie maximaal efficiënt en zijn bijgevolg een 
ideaalbeeldd waarnaar kan worden gestreefd. 

Dee informatietransactieruimte werkt echter niet als een perfecte markt. 
Marktimperfectiess doen zich voor. Deze imperfecties kunnen worden verklaard 
doorr drie generieke informatie-uitwisselingsproblemen, die samenhangen met de 
beperktee rationaliteit van de mens en zijn neigingen informatie opportunistisch te 
gebruiken.. Vanuit het perspectief van de informatievrager geformuleerd zijn deze 
informatie-uitwisselingsproblemen:: (1) het vinden van geschikte en betrouwbare 
informatiebronnen,, (2) het op ondubbelzinnige manier stellen van relevante 
vragen,, en (3) het interpreteren van het antwoord en het vertalen ervan naar 
concretee praktijksituaties. Deze generieke problemen zorgen ervoor dat processen 
vann informatie-uitwisseling en daarmee leerprocessen inefficiënt verlopen. Het 
doell  van kennismanagement is zulke inefficiënties te helpen verminderen. De 
genoemdee informatie-uitwisselingsproblemen vormen daarvoor de 
aanknopingspunten. . 

Vervolgenss wordt een raamwerk voor het managen van de 
informatietransactieruimtee ontwikkeld, dat is gestoeld op inzichten uit diverse 
economischee organisatietheorieën: de transactiekostentheorie, de agency-theorie 
enn de meer recente resource-based of knowledge-based theorieën. Dit raamwerk 
overstijgtt de gebruikelijke dichotomie tussen markt en intern organiseren door 
vierr potentieel even efficiënte, maar verschillende organisatievormen voor 
kennismanagementt te onderscheiden. In elke organisatievorm wordt een ander 
organisatieprincipee gehanteerd om informatie-uitwisselingsprocessen te 
ondersteunen. . 

Tott slot wordt beargumenteerd dat de economische ontwikkeling van 
organisatiess mede afhankelijk is van de "interpretative flexibility" (Spender, 
1996)) waarmee managers omgaan met de informatietransactieruimte. 
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Organisatieledenn leren en managers staan voor de taak te leren hoe zij het beste 
leren.. Anders gezegd, het organiseren van informatie-uitwisselingsprocessen is 
zelff  een object van leren. Dit continue leerproces zou wel eens belangrijker 
kunnenn zijn voor het creëren en instandhouden van een concurrentievoordeel dan 
dee specifieke kennis die wordt opgedaan. Zo beschouwd is het managen van de 
informatietransactieruimtee een concurrentiefactor die voor elke organisatie van 
belangg is. 

Inn hoofdstuk 6 worden stappen gezet naar een nieuwe, op leren 
gebaseerdee economische organisatietheorie die een alternatieve verklaring geeft 
voorr het bestaan van organisaties. Twee assumpties ten aanzien van leren wijzen 
daarbijj  de af te leggen weg aan. De eerste assumptie is dat leren, gedefinieerd als 
hett construeren van nieuwe betekenissen die sturing geven aan het dagelijks 
handelenn (Berger en Luckmann, 1966; Dixon, 1997), fundamenteel verschilt van 
anderee economische activiteiten als gevolg van de moeizame overdraagbaarheid 
vann kennis en de beperkte beheersbaarheid van leren. Een gevolg van deze 
assumptiee is dat de mogelijkheden van het organiseren van leren relatief beperkt 
zijn.. Bescheidenheid ten aanzien van dit organisatievraagstuk is dan ook op zijn 
plaats.. Anders gezegd, organisaties kunnen de productie van individuele en 
collectievee betekenis slechts indirect beïnvloeden door (1) informatie-
uitwisselingsprocessenn tussen informatievraag en -aanbod te ondersteunen en (2) 
doorr een institutionele context te bieden waarin de potentiële toegevoegde waarde 
vann leren kan worden gerealiseerd. 

Dee tweede assumptie is dat het organiseren van leren zowel betrekking 
heeftt op het uitwisselen van informatie als op het produceren van individuele en 
collectievee betekenis. Een op leren gebaseerde economische organisatietheorie 
dientt daarom de uitwisselings- en productie-aspecten van het organiseren van 
leeractiviteitenn te integreren. Een dergelijke integrale benadering is echter niet 
gebruikelijkk in economische theorieën. Door de transactie als eenheid van analyse 
tee nemen, reflecteert de transactiekostentheorie de neoklassieke preoccupatie met 
ruill  of uitwisseling als de voornaamste economische activiteit (Williamson, 1985; 
Grant,, 2001). Het gaat daarmee goeddeels voorbij aan het vraagstuk hoe 
resources,, resource combinaties en (kern-)competenties het beste kunnen worden 
ontwikkeldd en benut om waarde te creëren en te realiseren. Omgekeerd ligt de 
nadrukk in de zogenoemde knowledge-based theories of the firm op de productie-
aspectenn van het organisatievraagstuk, waardoor de relatie tussen uitwisseling en 
economischee ontwikkeling wordt onderschat (Madhok, 2002). 
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Voorr het ontwikkelen van kennis en de daarmee verbonden 
leercompetentiess is dus zowel de markt, waarop informatie wordt geruild, als 
internee organisatie van belang. Leren zonder dat daarbij informatie uit de 
buitenwereldd wordt betrokken, is niet goed denkbaar. Omgekeerd kan leren ook 
gebaatt zijn bij interne organisatie. De markt bestaat in deze visie, omdat zij een 
rijkee schakering aan organisaties biedt die tezamen een grote variëteit aan 
leerprocessenn kunnen ondersteunen. Deze rijke schakering kan het ontdekken en 
beoordelenn van nieuwe mogelijkheden tot waardecreatie en -realisatie faciliteren 
opp een manier die voor individuele organisaties niet is weggelegd. En organisaties 
zijnn nodig, omdat zij de nodige sturing geven aan de verbeeldingskracht en 
creativiteitt van hun medewerkers en een context bieden waarin de potentiële 
waardee van hun ideeën en inzichten gerealiseerd kan worden. De efficiëntie van 
individuelee en collectieve leerprocessen kan daardoor worden verhoogd. 

Inn het tweede deel van hoofdstuk 6 wordt een aanzet tot 
operationaliseringg van de hiervoor genoemde visie op markten en organisaties 
gegeven.. In sommige situaties zal leren via de markt de voorkeur verdienen, 
terwijll  in andere situaties interne organisatie het voordeel geniet. Een op leren 
gebaseerdee theory of the firm dient deze verschillen tussen beide 
organisatievormenn te expliciteren. Wanneer kunnen leerprocessen beter via de 
marktt plaatsvinden en wanneer beter via interne organisatie? Voor het 
ontwikkelenn van proposities wordt dus, net zoals in de transactiekostentheorie, de 
wegg van "comparative institutional analysis" oftewel "discriminating alignment" 
bewandeld.. De hypothese is dat leerprocessen efficiënter verlopen als de 
attributenn van leren, informatie-uitwisseling en organisatievormen goed op elkaar 
zijnn afgestemd. Deze attributen worden beschreven, waarna diverse proposities de 
revuee passeren die aangeven in welke situaties de markt dan wel interne 
organisatiee de voorkeur geniet. Tot slot worden drie implicaties voor 
theorievormingg beschreven op basis waarvan een agenda voor toekomstig 
onderzoekk wordt samengesteld. Deze implicaties betreffen niet alleen de 
economischee organisatietheorie, maar hebben ook betrekking op strategisch 
managementt en het resource-based denken. 

Organisere n n 

Alss business reengineering wordt opgevat als een aanbeveling te "organiseren 
langss klantgerichte processen" en leren als "organiseren rond kennis en het 
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construerenn van betekenis", dan kunnen beide onderwerpen worden gezien als 
bijdragenn aan de organisatietheorie en vanuit dit perspectief met elkaar worden 
vergeleken.. De vraag die in hoofdstuk 1 - Introduction - centraal staat is: wat 
kunnenn we leren van de onderwerpen business reengineering en leren in 
organisatiess als we ze plaatsen in de bredere context van organisatietheorie en het 
debatt tussen "rigor and relevance" dat in deze context plaatsvindt? 

Inn dit inleidende hoofdstuk wordt eerst een overzicht gegeven van de 
academischee disciplines waarin organisatievraagstukken worden bestudeerd. 
Daarbijj  wordt een onderscheid gemaakt tussen "organization studies" and 
"organizationall  economics". Er wordt ingegaan op enkele inhoudelijke verschillen 
tussenn deze organisatietheorieën alsook op het rigor versus relevance debat dat 
tussenn en binnen deze theorieën wordt gevoerd. Vervolgens worden de vijf 
hoofdstukkenn ingeleid en samengevat. Tot slot trek ik enkele conclusies uit mijn 
ervaringenn met de onderwerpen business reengineering en leren in organisaties. 

Doorr diverse theoretici wordt beweerd dat de organisatietheorie zich in 
eenn slechte staat bevindt (Pfeffer, 1993; Spender, 1998; Grant, 2001). Zo wordt 
onderr meer opgemerkt dat innovatieve ideeën en concepten eerder ontstaan in 
adviesbureauss of binnen organisaties dan in de academische wereld. Daarnaast 
wordtt gesteld dat de ontwikkelingen in het vakgebied zo snel gaan dat de 
capaciteitenn van academici om erover te theoretiseren stelselmatig tekortschieten. 
Academicii  zouden daardoor continu achter de feiten aanlopen. Bovendien zou er 
nauwelijkss worden samengewerkt binnen en tussen de betrokken 
wetenschappelijkee disciplines. In plaats van samen te werken wordt het vakgebied 
eerderr gekenmerkt door gespecialiseerde theoriegroepen die gescheiden 
optrekken.. En wanneer deze groepen hun gefragmenteerde theorieën met rigor 
bouwen,, gericht op de top wetenschappelijke tijdschriften, dan wordt 
geconstateerdd dat men zich daarmee steeds verder verwijdert van de praktijk van 
managerss en organisatie-adviseurs die men zegt te willen ondersteunen. In de 
woordenn van organisatietheoreticus Pfeffer (1993: 1): "...there are thousands of 
flowersflowers blooming but nobody does any manicuring or tending." In zijn ogen 
ontbreektt het aan "a grand theory of organization" en een scherp ontwikkeld 
paradigmaa waarmee velen uit de voeten kunnen. Hij stelt vervolgens voor de 
economischee wetenschap met haar formele en mathematische precisie te 
gebruikenn als rolmodel voor organisatietheorie. 

Terugkijkendd op business reengineering ("looking back on 
reengineering")reengineering") herken ik veel van de genoemde kritiek op de stand van zaken in 
organisatietheorie.. Reengineering was een nieuw concept dat is gecreëerd en in 
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eerstee instantie vooral is ontwikkeld door organisatie-adviseurs. Bovendien 
duurdee het inderdaad enige jaren voordat er rijkere, al dan niet gevalideerde 
modellenn uit de academische wereld werden gepubliceerd. Het verrichten van het 
onderzoekk dat daarvoor nodig is duurt veelal lang en daarbovenop komt nog eens 
dee lange doorlooptijd van de topwetenschappelijke tijdschriften, waarin dit soort 
publicatiess meestal worden opgenomen. Het gevolg is dat dergelijke publicaties 
dikwijl ss (te) laat verschijnen. De publicatie die in hoofdstuk 3 is overgenomen 
vormtt hierop helaas geen uitzondering. Ook kan worden gezegd dat een 
gebrekkigee samenwerking met andere theoriegroepen reengineering parten heeft 
gespeeld.. Dit concept is bij mijn weten nergens buiten de management- en 
organisatieliteratuurr besproken, niet in andere organization studies, noch in de 
economischee organisatietheorie. Er werden weliswaar raakvlakken met andere 
vakgebiedenn gesignaleerd, onder andere met het resource-based denken 
(Davenportt and Short, 1990; Earl, 1994), maar deze suggesties zijn niet of 
nauwelijkss opgepikt en uitgewerkt. Terugblikkend kan dan ook worden 
geconstateerdd dat er collectief allerlei kansen onbenut zijn gebleven, wat 
ongetwijfeldd heeft bijgedragen aan de neergang van reengineering. 

Eenn verschil tussen reengineering en leren is dat het laatstgenoemde 
onderwerpp al decennia lang wordt bestudeerd in diverse academische disciplines. 
Mett de recente ontwikkeling van knowledge-based theories of the firm strekt deze 
studiee zich ook uit tot de economische organisatietheorie. Dit doet Spender (1998: 
x)) opmerken dat "...when it comes to making managerial sense of the concept of 
knowledge,, the academics have a head start." Het is de vraag of dat wat uitmaakt. 
Eenn antwoord op de bovengenoemde gang van zaken in organisatietheorie is dat 
academicii  zich met name zouden moeten bezighouden met de meer fundamentele 
onderwerpen.. Leren is zo'n onderwerp. Van reengineering kunnen we evenwel 
ookk opsteken dat uiteindelijk wellicht geen enkel concept het zonder een gedegen 
theoretischee onderbouwing en methodologische ondersteuning kan stellen. Het 
belangg van goede theorievorming wordt nog duidelijker als we de hype rond 
Internett erbij betrekken. De effecten van zulke ontwikkelingen, of dat nu 
reengineering,, kennismanagement of Internet betreft, zijn zonder uitzondering 
ingrijpendd te noemen, zowel op macro- als microniveau. Stevige theorieën en 
bewezenn methodologieën zijn dan geen overbodige luxe. Dat betekent in ieder 
gevall  dat academici zich niet volledig zouden moeten terugtrekken op de meer 
fundamentelee onderwerpen. 

Reagerendd op de veronderstelde povere stand van zaken in 
organisatietheorie:: er wordt inderdaad weinig samengewerkt tussen en binnen de 
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verschillendee wetenschappelijke disciplines. Een "grand theory of organization" 
behoortt daardoor vermoedelijk tot de onmogelijkheden. Maar anders dan Pfeffer 
(1993)) zie ik de vele verschillen tussen de disciplines en de individuele theoretici 
niett als een teken van zwakheid. Ook ben ik geen voorstander van rigiditeit in 
onderzoeksmethoden.. Integendeel, al doen de hoofdstukken 3 en 6 wellicht anders 
vermoeden.. We hebben juist behoefte aan diversiteit en creativiteit alsook aan 
verschillendee soorten onderbouwing van de vele ideeën en inzichten die worden 
gepresenteerd.. Wat dit betreft, zou het rigor versus relevance debat wel eens 
onproductieff  kunnen zijn. Het is niet "of maar "en" waaraan behoefte bestaat: 
"rigor""  en "relevance". Ik ben het dan ook van harte eens met Robey en Markus 
(1998:: 14) die concluderen dat: "If academies and practitioners go their separate 
ways,, we anticipate an impoverished future for both parties". Dat betekent dat we 
rigorr en relevance moeten weten te combineren. 

Vooruitkijkendd naar leren {'Hooking ahead to learning") sta ik dus voor 
dezee taak. Ik heb ervoor gekozen te vertrekken vanuit economische 
organisatietheorieën,, omdat ik word aangetrokken door de "rigorous habitat" in 
ditt vakgebied, de centrale positie die hierin is weggelegd voor mensen en hun 
gedragg en de taal die door economen reeds is ontwikkeld. Er blijf t echter nog veel 
werkk te verzetten, vooral als het gaat om de relevantie van de knowledge-based of 
learning-basedd views of the firm, die nog incompleet zijn en behoefte hebben aan 
eenn dieper inzicht in menselijk gedrag. Als het waar is dat kennis steeds 
belangrijkerr wordt voor de ontwikkeling van (supra-)nationale economieën en 
individuelee organisaties, dan vindt de vervanging van de neoklassieke "economie 
man""  door Simon's "administrative man" en de vervanging van "administrative 
man""  door Williamson's "contractual man" een logisch vervolg in het vervangen 
vann "contractual man" door "learning man". Organization studies kunnen daarbij 
behulpzaamm zijn; samenwerking is dus nodig en gewenst. Op deze persoonlijke 
wijzee reageer ik op de staat waarin de organisatietheorie zich momenteel bevindt. 
Ikk zou echter niet durven beweren dat dit de beste manier is voor iedereen. Laat 
daaromm die 1000 bloemen maar bloeien en ons gezamenlijk via een gezond debat 
uitmakenn welke voor- en nadelen elke bijdrage heeft. 

Referentie s s 
Berger,, P.L., and T. Luckmann (1967), The Social Construction of Reality: A Treatise in the 

Sociologyy of Knowledge, New York: Anchor Books. 

196 6 



CHAPTERR 7 NEDERLANDSE SAMENVATTING 

Davenport,, T.H., and J.E. Short (1990), The New Industrial Engineering: Information Technology 
andd Business Process Redesign, Sloan Management Review, Summer: 11-27. 

Dixon,, N.M. (1997), The Hallways of Learning, Organizational Dynamics, Vol. 25, No. 4, Spring: 
23-34. . 

Earl,, M.J. (1994), The new and the old of business process redesign, Journal of Strategic 
Informationn Systems, 3, 1: 5-22. 

Grant,, R.M. (2001), Knowledge and Organization, in: I. Nonaka and D. Teece (eds.), Managing 
Industriall  Knowledge, London: Sage, pp. 145-169. 

Hammer,, M. (1990), Reengineering Work: Don't Automate, Obliterate, Harvard Business Review, 
68,44 (July-August): 104-112. 

Huizing,, A., E. Koster, and W. Bouman (1997), Balance in Business Reengineering: An Empirical 
Studyy of Fit and Performance, Journal of Management Information Systems, Vol. 14, No. 1: 
93-118. . 

Huizing,, A , and W. Bouman (2002), Knowledge and Learning, Markets and Organizations - Managing 
thee Information Transaction Space, in: C.W. Choo & N. Bontis (eds.), The Strategic 
Managementt of Intellectual Capital and Organizational Knowledge, New York: Oxford 
Universityy Press: 184-204. 

Kaplan,, R.B., and L. Murdock (1991), Core process redesign, The McKinsey Quarterly, no. 2: 27-
43. . 

Madhok,, A. (2002), Reassessing the Fundamentals and Beyond: Ronald Coase, The Transaction 
Costt and Resource-based Theories of The Firm and The Institutional Structure of 
Production,, Strategic Management Journal, 23: 535-550. 

Pfeffer,, J. (1993), An Interview with Jeffrey Pfeffer, Organization and Management Division 
Newsletter,, Winter, 1, 5. 

Robey,, D., and M.L. Markus (1998), Beyond Rigor and Relevance: Producing Consumable 
Researchh about Information Systems, Information Resources Management Journal, Vol. 11, 
No.. 1 (Winter): 7-15. 

Spender,, J.C. (1996), Organizational knowledge, learning and memory: three concepts in search of a 
theory,, Journal of Organizational Change, Vol. 9, No. 1: 63-78. 

Spender,, J.-C. (1998), Foreword, in: M.H. Boisot, Knowledge Assets: Securing Competitive 
Advantagee in the Information Economy, Oxford: Oxford University Press: vi-x. 

Williamson,, O.E. (1985), The Economic Institutions of Capitalism: Firms, Markets, Relational 
Contracting,, London: Free Press/Collier MacMillan. 

197 7 





| | 

i i 

' • , - ; ; 

' l » » 


	Cover
	Titlepage
	CONTENTS
	PREFACE
	1 INTRODUCTION
	2 BUSINESS REENGINEERING: THE EARLY DAYS
	3 BALANCE IN BUSINESS REENGINEERING: AN EMPIRICAL STUDY ON FIT AND PERFORMANCE
	4 BUSINESS REENGINEERING: A CRITICAL ASSESSMENT
	5 KNOWLEDGE AND LEARNING, MARKETS AND ORGANIZATIONS: MANAGING THE INFORMATION TRANSACTION SPACE
	6 TOWARDS A LEARNING-BASED THEORY OF THE FIRM
	7 NEDERLANDSE SAMENVATTING
	Cover

