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Abstract 

Quality management, business process engineering and other business management change 
tools of the late 20th century are often denigrated in knowledge management literature as fads, 
with no permanent value. Other authors credit these tools with being predecessors of 
knowledge management. 
The objective of this assignment is to investigate the origins, theory and practice of some of 
the process and technology-oriented fads, and to assess the extent to which they build the 
intellectual capital of the organisation and therefore can be classed as knowledge management 
tools. 
The time period covered by the study is 1960 – 1999, with most emphasis on the period 1975 
– 1995. This starting point has been selected because it coincides with maturation of business 
management as a science, evolving from economic and social science theories; wide 
acceptance of Penrose’s resource-based theories and early proliferation of information 
systems in business. The end point has been selected because it coincides with expansion of 
the global network – based on embedded information technologies, the Internet and the World 
Wide Web; diffusion of on-line, real-time, end-user-controlled computing and the maturity of 
knowledge management as a discipline. 
This assignment starts with a study of the historical origins and development of business 
management theory, including the evolution of business management as a science, the study 
of organisational behaviour, the development of strategic, environmental, competitive and 
internal analysis techniques. This is followed by a brief assessment of most important changes 
in the business environment during the period under review, including the adoption of 
information technology, and the development of globalisation 
An overview of several changes in business management in the period surveyed – including 
strategic management, organisational structure, information orientation, organisational 
learning, excellence, collaboration and innovation - is followed by more detailed reviews of 
two of the new methods (fads): quality management and business process reengineering and 
management. 
An introduction to intellectual capital, including some approaches to classifying and 
measuring it, is followed by evidence linking intellectual assets to knowledge resources, and 
that these resources are managed with knowledge management. This is followed by a 
presentation of evidence of the contribution of various fads to knowledge and knowledge 
management, with reference to reference models developed by Skyrme (1999) and Botha and 
Fouché (2002). By relating intellectual capital to knowledge, the author demonstrates that 
many of these fads have in fact provided a solid foundation for knowledge management. 
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Opsomming 
Gehaltebestuur, sakeprosesingenieuring en ander instrumente vir verandering in sakebestuur 
uit die laat 20ste eeu word dikwels in die kennisbestuursliteratuur afgekraak as foefies met 
geen standhoudende waarde nie.  Ander outeurs gee toe dat hierdie instrumente die voorlopers 
van kennisbestuur is. 
Die doel van hierdie werkstuk is om ondersoek in te stel na die oorsprong, teorie en praktyk 
van sommige van die proses- en tegnologie-gerigte foefies, en om te bepaal in watter mate 
hulle die intellektuele kapitaal van die organisasie opbou en dus as instrumente vir 
kennisbestuur geklassifiseer kan word. 
Die studie dek die tydperk 1960 – 1999, met die grootste klem op die tydperk 1975 – 1995. 
Hierdie beginpunt is gekies omdat dit saamval met die tydperk waarin sakebestuur as 'n 
volwaardige wetenskap beslag gekry het, nadat dit ontwikkel het uit teorieë in die ekonomiese 
en sosiale wetenskappe, wye aanvaarding van Penrose se hulpbrongebaseerde teorieë en die 
vroeë toename van inligtingstelsels in die sakeomgewing.  Die eindpunt is gekies omdat dit 
saamval met die uitbreiding van die wêreldnetwerk – gebaseer op vasgelegde 
inligtingstegnologieë, die internet en die wêreldwye web, verspreiding van aanlyn-, intydse 
rekenaargebruik wat deur die eindgebruiker beheer word en die vestiging van kennisbestuur 
as 'n dissipline. 
Hierdie werkstuk begin met 'n studie van die geskiedkundige oorsprong en ontwikkeling van 
sakebestuursteorie, met insluiting van die ontwikkeling van sakebestuur as 'n wetenskap, die 
studie van organisasiegedrag, en die ontwikkeling van strategiese, omgewings-, 
mededingende en interne ontledingstegnieke.  Dit word gevolg deur 'n kort beoordeling van 
die belangrikste veranderinge in die sakeomgewing tydens die tydperk wat bestudeer word, 
met insluiting van die ingebruikneming van inligtingstegnologie en die ontwikkeling van 
globalisering. 
'n Oorsig van verskeie veranderinge in sakebestuur in die tydperk wat bestudeer word – met 
insluiting van strategiese bestuur, organisasiestruktuur, inligtingsoriëntering, organisasieleer, 
uitnemendheid, samewerking en vernuwing – word gevolg deur 'n oorsig in meer 
besonderhede van twee van die nuwe metodes (foefies): gehaltebestuur en 
sakeprosesingenieuring en -bestuur. 
'n Inleiding tot intellektuele kapitaal, met insluiting van sommige benaderings tot die 
klassifisering en meting daarvan, word gevolg deur bewyse wat intellektuele bates koppel aan 
kennishulpbronne, en dat hierdie hulpbronne met behulp van kennisbestuur hanteer word.  Dit 
word gevolg deur 'n aanbieding van bewyse van die bydrae van verskeie foefies tot kennis en 
kennisbestuur, met verwysing na verwysingsmodelle wat ontwikkel is deur Skyrme (1999) en 
Botha en Fouché (2002).  Deur intellektuele kapitaal in verband te bring met kennis, toon die 
outeur aan dat baie van hierdie foefies inderdaad 'n vaste grondslag gelê het vir kennisbestuur. 
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1. Introduction 
1.1. Background / Rationale 
The author worked for IBM South Africa from 1982 – 2000 in a variety of staff positions, 

ranging from internal systems development through finance, planning and administration, to 

project and process management. During this time she encountered the following tools and 

techniques being widely used in the organisation: 

• Orientation (induction) training, New Manager training and regular company-wide events 

aimed at sharing the company’s vision and culture. 

• Electronic mail (long before it was called e-mail). 

• On-line topic-based collaboration tools (fora). 

• Use of electronic document management systems (EDMS) 

• Customer relationship management (CRM) 

• Quality management (TQM and ISO9000 certification). 

• Process documentation, improvement and re-design. 

• Process management (audit) and measurement (business controls). 

• A culture of project management and management by project. 

• Information assets security policies and processes 

• Strategic reorganisations and realignment. 

• Outsourcing of non-core processes. 

• Development and encouragement of leadership skills and styles. 

• Continuous training objectives (for development of technical and personal skills). 

• Regular, participatory, objective setting and evaluation.  

IBM was included in the companies rated by Peters & Waterman (1982) as demonstrating 

excellence. Even during its business slump in the 1980s, and subsequent reorganisation and 

turnaround in the 1990s (Gerstner, 2002) IBM has always been well-known as a source of 

innovative products, services and business models and an organisation with enormous 

intellectual capital. While working at IBM she never actually heard the term knowledge 

management used, but with my current knowledge she has no hesitation in describing it as a 

Learning Organisation and a Knowing Organisation using – as well as developing and selling 

- a wide variety of knowledge management tools.  
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In the course of her Knowledge Management studies, the author has seen all of the above 

tools and techniques discussed at some point, sometimes positively, reflecting their 

connection to KM, and sometimes negatively, as fads, in contrast to KM which is different, 

and here to stay. 

1.2. About Fads 
Carson (et al 1999) provides a useful historical review of fads: The concept of a fad varies, 

from the useless, trivial and short-lived idea with a narrow appeal, to the widely and 

sustainably useful thing of significant importance. They define a fad as managerial 

interventions which appear to be innovative, rational and functional, and are aimed at 

encouraging better organisational performance and observe that there is some point at which 

a fad may demonstrate its usefulness widely enough to be elevated from fad status to a more 

sustained and sustainable adoption, often known as a trend. If they become adopted into the 

operating philosophy and culture or organisations fads become part of the collective wisdom. 

The life of a fad may be shorter, but generally follows the same pattern as the life cycle of 

other management techniques:  

• Invention (emergence of literature and awareness) 

• Acceptance (Implementation, anecdotal support, increase in number of publications) 

• Disenchantment (Evaluation, identification of limitations and disadvantages, plateau in 

number of publications) 

• Decline (Abandonment, decline in number of publications), possibly to be replaced by 

another fad. 

The study by Carson et al (1999) indicated that fads of the 1950s and 1960s appeared to have 

longer life spans that those of more recent decades (though perhaps this implies that these do 

not qualify as fads). More recent fads had a shorter life-span: those of the 1970s and 1980s 

appeared to be in the same decline phase, and some of the 1990s were already past their 

prime. 

Nohria and Berkley (1994: 137) notes that a crisis often motivates pragmatic action that 

delivers solutions in far less time than normal – or ever thought possible. During the 2nd 

World War huge strides were made in the design and construction of ships and planes. After 

the war the rapid recovery of Japan, Germany and other European countries from physical and 

organisational damage was studied. These achievements were credited (sometimes 
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incorrectly) to the management techniques used, and stimulated the quality movement and 

other new ideas (Petersen 1999: 469). 

Nohria and Berkley (1994: 128) note that some companies are eager to be seen as progressive, 

innovative and committed to change, even if it includes an element of risk-taking. Others are 

keen to lift their reputations by differentiating themselves from others in the same 

marketplace.  

1950s Management by Objectives (MBO) 
Program evaluation and review technique (PERT) 
Employee assistance programmes (EAPs) 

1960s Sensitivity training and T-groups 
1970s Quality of work-life programmes 

Quality circles 
1980s Corporate culture 

Total quality management (TQM) 
ISO 9000 
Benchmarking 

1990s Employee empowerment 
Horizontal organisations 
Vision 
Re-engineering 
Agile strategies 
Core competencies 

Table 1-1: A chronology of management fads (Carson et al 1999: 326-327) 

Such organisations are most likely to adopt so-called fads, even if previous fad adoption 

initiatives have failed. Employees in such institutions may have become cynical, and tend to 

undermine interventions by passive resistance.  

The likelihood of fad adoption is influenced by the perceived ease of implementation (which 

may not reflect the reality) and the external marketing and promotion of the fad (perceived as 

popularity). It also depends on the extent that the fad is seen as an easy fit, not requiring 

radical change to the organisation. Fads that are seen to be too rigid and not in line with the 

organisation’s traditions are unlikely to be successful. Fads are more likely to evolve into 

trends or collective wisdom if they are relevant to fundamental and chronic problem areas, 

and have benefits that outweigh the costs in the short term as well as the long-term (Carson et 

al 1999: 328).  
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Unsuccessful fad implementations are not always discontinued: sometimes the organisation’s 

management is reluctant to admit their failure, and sometimes they do not know how to 

separate the good elements from the bad, and adapt the fad to meet their actual needs. 

Conversely, successful fads are not always continued: sometimes the fad becomes 

unfashionable in the marketplace and the company does not want to be perceived to be 

following outdated methods, or – apparently perversely – the fad becomes widely accepted 

and is discontinued by companies that want to be seen as innovative and cutting edge (Nohria 

and Berkley, 1994: 130) 

1.3. The origins of Knowledge Management 
Clearly, knowledge and expertise have been managed as long as work has been performed. 

But it is only in the latter part of the 20th century that it has been regarded as a serious topic 

for study (Wiig, 1997: 7) 

One of the briefest and clearest definitions of Knowledge Management is provided by 

Newman (1991 in Knowledge Management Forum 2002) Knowledge Management is the 

collection of processes that govern the creation, dissemination and utilisation of knowledge.  

In the same source, Denham Grey adds that Knowledge is the basis for, and driver of, our 

post-industrial economy and provides the only sustainable competitive advantage….. 

knowledge is value-added behaviour and activities. For knowledge to be of value it must be 

focused, current, tested and shared. He adds that Knowledge Management complements and 

enhances other organisational initiatives such as total quality management, business process 

reengineering and organisational learning, providing a new and urgent focus to sustain 

competitive position. 

Drucker (1993: 42) described the knowledge revolution as consisting of Knowledge being 

applied to knowledge itself. This produced professional managers who run organisations but 

do not own them. 

In the mid 1980’s individuals and organisations began to appreciate the importance of 

knowledge in the competitive environment. The first studies and reports on how to manage 

knowledge appeared as early as 1986, but it took a few years before the importance of 

systemic knowledge management was realised (Wiig, 1997: 6).  

Farago & Skyrme (1995) noted that many companies were desperately seeking both 

continuous improvement and breakthrough (innovation) for their processes and products. 

Many had tried initiatives such as Total Quality Management (TQM) and Business Process 
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Reengineering (BPR) with varying levels of success, but that the success or failure of these 

programmes depended to a great extent on human factors, such as skills, attitudes and 

organisational culture. 

Prusak (2001) claims to have been a co-organiser of the first conference specifically devoted 

to knowledge management, in Boston in early 1993. This corresponds with Tuomi (2002: 1), 

who maintains that the first generation of knowledge management originated in the time 

period around 1993 – 1996, and that it consists of the combination of four different disciplines 

that previously had been relatively independent. 

Like many changes, fad adoption may be preceded by environmental pressures. Where 

turbulence is present in the marketplace, environmental scanning and assessment may indicate 

the need to adopt a paradigm shift. Other considerations include regulatory or political 

pressures e.g. the  

KM cluster Focal root communities Primary object of intervention

Organisational 
information 
processing 

Information systems support, AI 
experts, software providers 

Information systems 

Business intelligence Corporate competitive 
intelligence professionals 
librarians,  

Strategic decision-making 
processes 

Organisational 
cognition 

Researchers on organisational 
sense-making 

Organisational knowledge 
processing 

Organisational 
development 

Competence strategists, 
innovation managers, human 
resource developers, finance & 
control 

Organisational capabilities and 
management practices 

Table 1-2: Sources of Knowledge Management (Tuomi 2002: 1) 

requirement for companies to adopt quality management programmes in order to compete in 

certain marketplaces.  Fad adoption may also be the result of pressure to conform, especially 

when an organisation has insufficient information about the potential outcomes of a specific 

course of action, and does not wish to be seen as a laggard, or to encounter sanctions 

associated with non-conformity in the marketplace. 

He adds that it appeared to be the next best thing after business process reengineering and 

total quality management. It overlapped with initiatives on competence management and 

organisational learning, gaining credibility from the daily news on the imminent arrival of the 
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knowledge society and the continuously expanding Internet. The early emphasis in knowledge 

management was on information systems. Then the focus shifted towards organisational 

development, intellectual capital management and competence management. 

Prusak (2001) observes that some skeptics may argue that consultants developed knowledge 

management to replace declining revenues from the waning re-engineering movement. Others 

may feel that knowledge management is just a re-badging of earlier information and data 

management methods. He adds that knowledge management, like any system of thought that 

has value, is both old and new, and its combination of new ideas with ideas that “everyone 

has known all along” should reassure practitioners rather than unnerve them. 

Farago & Skyrme (1995) observe that many of the business process initiatives failed because 

they were highly specialised, and catered for expected situations. Knowledge-related 

initiatives, including the adoption of learning organisation include flexibility to cope with 

customer needs in an environment of unexpected and continuous change. 

Barclay & Murray (1997) noted the connection between knowledge management and other 

well-known management strategies including change management, best practices, risk 

management [and] benchmarking and that many considered it to be an extension of business 

process reengineering.  Even as late as 1999, Foy (15-1) recognised that KM was still viewed 

by many as a buzzword; hype, a fad with no substance; information process redesign, an 

outgrowth of BPR; document retrieval; software; part of the knowledge economy; leveraged 

intellectual capital. 

David Skyrme (1997) states that the level of interest in Knowledge Management had grown 

because Existing initiatives only go so far. Total quality Management (TQM), business 

Process re-engineering (BPR) and other similar initiatives have helped organisations to 

become more efficient at what they do, but that many such initiatives did not make the best 

use of people’s skills and did not provide the organisations the competitive advantage they 

sought. He continues, to define knowledge management as the explicit and systematic 

management of vital knowledge and its associated processes of creating, gathering, 

organising, diffusion, use and exploitation. It requires the collection of individual knowledge 

into organisational knowledge that can be exploited for the organisation’s benefit.  

Karl Sveiby (1997: 110) states that there are two tracks of Knowledge Management: 

Management of Information, and Management of People, and two perspectives: the individual 
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perspective and the organisational perspective. He groups his collection of Knowledge 

Management initiatives into the following themes: 

• Gain info from customers 

• Offer customers additional knowledge  

• Create new revenues from existing knowledge 

• Build knowledge sharing culture 

• Capture, store and spread individuals’ tacit knowledge  

• Measure knowledge-creating processes and intangible assets 

• Create careers based on knowledge management 

• Support education with communication technology 

KMCI (2004) describes first generation knowledge management – that seeks only to enhance 

the integration of exiting organisational knowledge through strategies such as knowledge 

capture and sharing, and second generation knowledge management – that strives to improve 

knowledge integration and production. 

1.4. Preliminary literature study 
This study started with a re-read of the course readers from the Information Management and 

Knowledge Management modules, and follow up on the references cited in the most relevant 

extracts. The author deliberately sought out older works – both books and journal articles - 

written throughout the period surveyed, as well as some more recent articles on business 

management history and the roots of knowledge management. It is particularly useful that 

many books on newer topics include a historical review in their introductions, and that there 

are some journals specialising in the history of business management. 

1.5. Research problem and objectives 
The objective of this research is to investigate the origins, theory and practice of some of the 

process and technology-oriented fads and to assess the extent to which they build the 

intellectual capital of the organisation, and thus can be classed as knowledge management 

tools. 

The time period covered by the study is 1960 – 1999, with most emphasis on the period 1975 

– 1995. This starting point has been selected because it coincides with:  

• Maturation of business management as a science, evolving from economic and social 

science theories (CHE 2004). 
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• Wide acceptance of Penrose’s resource-based theories (Vinzant & Vinzant, 1999: 517). 

• Early proliferation of information systems in business (Davis, 1974). 

This end point has been selected because it coincides with: 

• Expansion of the global network – based on embedded information technologies, the 

Internet and the World Wide Web (Castells, 2000). 

• Diffusion of on-line, real-time, end-user-controlled computing (Castells, 2000; Stair & 

Reynolds, 2003).  

• The maturity of knowledge management as a discipline (Choo 1998 and others). 

Some of these tools (e.g. e-mail, on-line collaboration and CRM) have moved from the 

mainframe into the Internet world, have proliferated and are now widely known as knowledge 

management tools.  

Several others (e.g. TQM, BPR, process and project management) have developed over the 

years and are still actively marketed as essential business tools, usually without any explicit 

connection to knowledge management - although many of the terms used to describe them are 

the same as those used to describe characteristics of knowledge management. Using the 

framework described by Skyrme (1999: 179), they share at least most of the elements of: 

• Leadership (vision, structure, culture, environment) 

• Levers: processes, knowledge, measures, hubs and centres, market leverage. 

• Foundations: hard e.g. infrastructure, groupware etc.; soft e.g. roles, skills, development, 

rewards; tools and techniques. 

Since the outcome of knowledge management is to increase the intellectual capital of the 

organisation, the author argues that any tool which achieves an increase in intellectual capital 

is de facto a knowledge-management tool. This study demonstrates that the development of 

these tools and techniques in this period formed a foundation for what is now generally 

known as Knowledge Management, and argues that these fads should be included in 

mainstream KM thinking. 

1.6. Research Methodology & Design 
Structured literature study. 
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1.7. Outline of the remainder of the thesis 

Overview of the motivators of change 
This assignment starts with a study of the historical origins and development of business 

management theory, including the evolution of business management as a science, the study 

of organisational behaviour, the development of strategic, environmental, competitive and 

internal analysis techniques. 

This is followed by a brief assessment of most important changes in the business environment 

during the period under review, including the adoption of information technology, and the 

development of globalisation 

Changes in business management in the period surveyed 
A review of strategic management principles, followed by a review of some of the main 

influences on organisational culture: organisational learning, excellence, collaboration and 

innovation 

Detailed review of two of the new methods (fads) 
The origins and evolution of two fads are described:  

• Total Quality Management. 

• Business Process Reengineering 

The Outcomes and Conclusion 
This includes a brief introduction to intellectual capital, including some approaches to 

classifying and measuring it, then a link of intellectual assets to knowledge resources, and 

how these resources are managed in knowledge management. 

This is followed by a presentation of evidence of the contribution of various fads to 

knowledge and knowledge management, referring to reference models developed by Skyrme 

(1999) and Botha and Fouché (2002).  

By relating intellectual capital to knowledge, the author links the outcomes of these fads to 

the foundations of knowledge management. 

Marion Fogell March 2007 Page 9 of 69 



2. Overview of the Motivators for Change 
2.1. Business management theory 

2.1.1. Business management as a science  
The South African Council on Higher Education’s Higher Education Monitor: The State of 

the Provision of the MBA in South Africa (CHE 2004) included a useful chapter on the history 

of management education and the MBA, which is summarised below. This is supplemented 

by additional information from one of the early textbooks on Management Information 

Systems (Davis 1974), from Pindur et al’s 1995 article in the Journal of Management History, 

and from the perennial commentator on late 20th Century business management topics, Peter 

Drucker (1993). 

Early financial and planning techniques were used in the new industries developed after the 

Industrial Revolution, which started in the UK in the late 18th century. Major changes in the 

world economy in the late 19th century and early 20th were brought about by the influence of 

technology on the production of goods, the emergence of big business, and the 

internationalisation of trade. The traditional capitalist enterprise was largely replaced by a 

new form of business: organisations that are managed by professional managers and owned 

by other organisations or diverse groups of shareholders. The source of productivity and 

profitability moved away from labour and natural resources towards knowledge.  

Primarily in the United States, there was a systematic attempt to rationalise production, 

economics, and the conduct of the business enterprise. The start of this era is marked by the 

publication of Taylor’s Scientific Management in 1911 and the establishment of the first 

business schools. The American Assembly of Collegiate Schools of Business1 (AACSB) was 

formed in 1916 in order to accredit business schools.  

The economic crises of the 1920s and 1930s demonstrated to both governments and 

economists that national wealth and growth depended on social and political aspects of the 

economy, as well as the purely financial ones. 

During the commercial and educational upswing that followed World War II, business 

schools faced a new challenge to their legitimacy, as they did not conform to academic norms, 

and many offered vocational courses. The Ford Report, published in 1959 recommended that 
                                                 

1 Later changed its name to the Association for Advancement of Collegiate Schools of Business 
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business schools reduce the number of courses they offered, and reposition the business 

curriculum as the study of the art and science of management decision-making, with a new 

emphasis on quantitative and statistical methods. 

Management science tends to use economic and technical, rather than behavioural, criteria to 

solve operational problems and make tactical decisions. The use of mathematical and 

statistical techniques was most successful in areas such as inventory management, production 

scheduling, transportation routing and investment planning.   

Business education only started in Europe in the late 1940s and 1950s, and the first 

government-funded business schools in the UK, in London and Manchester, opened in 1965.  

Because of the political distortions, the history of the economy and business education in 

South Africa is not indicative of worldwide trends, and so is only worthy of a brief mention: 

Driven by a need for industrialisation and economic development and influenced by the 

United States models, the University of Pretoria first offered a business degree (the M.Comm, 

later the MBA) in the early 1950s. This was sponsored by the mining industry and used 

Harvard’s case studies and teaching materials. Business education in South Africa boomed 

during the 1960s, but slumped in the disruptive and uncertain years of the 1970s and 1980s, 

and only revived after the installation of democratic government. 

In the United States the AACSB commissioned a new report on the MBA, published in 1988, 

that questioned the direction of the MBA into the future. This time the criticism came not 

from academia but from business, who claimed that the degree bore no relation to actual 

business practices or problems. Other pressures for change in business, and hence also in 

business education, came from the IT revolution and the launch of the global economy. The 

globalisation of the business economy, and hence of management techniques meant that 

management education and certification needed to be global too. Changes in the accreditation 

requirements of the AACSB at this time meant an end to a homogenous product: business 

schools were permitted to diversify their missions and their markets and specialise in specific 

industry sectors.  

2.1.2. The study of Organisational Behaviour 
Management was invented many thousands of years ago, but only discovered after 
WW2 (Drucker, 1993: 44). 

The earliest known evidence of business management is from the Sumerians in Ur in 3000 

BCE who kept written records of business transactions. Other early evidence of management 
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techniques are found in Egyptian, Greek, Hebrew, Roman, Chinese and Hun histories (Pindur 

et al, 1995: 59) 

Whereas scientific management focused on employees and their tasks, it was realised in the 

1920s and 1930s that this was incomplete: The fields of administrative management and 

behavioural management arose that dealt with different aspects of the whole organisation 

(Pindur et al, 1995: 60).  

Chester I. Barnard wrote the pioneering work The Functions of the Executive in 1938, which 

includes theories of authority, the role of the informal organisation, and the importance of the 

decision-making process (Wolf, 1996: 5). 

The objective of the study of organisational behaviour is to provide knowledge to enable 

managers to organise large numbers of people to improve their performance. The analysis 

includes individuals, groups, organisations and groups of organisations. The concepts of 

organisational behaviour are derived from a wide range of fields, including sociology, 

psychology, economics, political science and anthropology (Lorsch, 1987: 1, 343). 

Peter Drucker was a German lawyer who came to the USA before the 2nd world war. He 

taught economics and wrote on economics and political science until 1943, when he was 

invited to make a study of General Motor’s management organisation and management 

structure. This opened the doors of many major companies to him, including General Electric 

where he met Harold Smeddy, the creator of management by objectives. Through his 

consulting assignments and further studies he wrote many more outstanding books, often 

appealing to both academics and practitioners (Wolf, 1996: 6).  

Mary Parker Follett produced some valuable early works on human relations, especially in the 

field of conflict management, and Maslow introduced his five-tiered needs hierarchy in 1943.  

The field of organisation behaviour gained structure and popularity in the 1960s (Lorsch, 

1987: 3, Pindur et al, 1995: 65-66). Publication milestones in this field include: 

• MacGregor’s Human Side of Enterprise in 1960, which established Theory X and Theory 

Y concepts. 

• Also in 1960, Chris Argyris published Understanding Organisational Behaviour which 

introduced an open-system theory of organisation.  

• Chandler’s Strategy and Structure in 1962, that established the connection between 

organisation form and business strategy.  
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• 1964: Crozier’s Bureaucratic Phenomenon clarified the relationship between 

organisation form and culture. 

• 1969: Bennis, Benne and Chin’s The Planning of Change provided a framework for 

understanding organisational change. 

• 1973: Mintzberg’s The Nature of Managerial Work focused attention on understanding 

what managers actually do.  

Pindur (et al, 1995: 69-74) describes the modern management approach, which continues to 

evolve from: 

• The process approach, proposed by Fayol and developed by Koontz, that sees 

management as a closed loop of plan, organise, lead and control.  

• The systems approach, developed by Barnard and expanded by Senge, that sees 

organisations as open systems that interact with their environments and involve non-

routine tasks. 

• The contingency approach is a problem-solving approach conceptualised by Lawrence, 

Lorsch and Schein, that promotes organisational effectiveness. 

• The strategic management approach that makes decisions to minimise competitive 

threats. This was redefined by Mintzberg in the late 70s, and also influenced the 

McKinsey 7S Framework. 

• The Japanese style management approach, which includes Deming’s quality management 

philosophy. 

• The Excellence approach, as first described by Peters and Waterman in 1982.  

2.1.3. Strategic, environmental and competitive analysis techniques 
The information in this section is summarised from Strategic and Competitive Analysis by 

Fleischer & Bensoussan (2003). 

One characteristic of a scientific discipline is processes that can be applied repeatedly with 

predictable results. From the era of Taylor’s Scientific Management, the followers of the 

management process school of thought sought out processes that could be applied to different 

businesses and consistently achieve positive results.  

From the late 1950s many US companies were headed up by MBA graduates who applied the 

techniques they had learnt. A feature of the 1960s was the combination of unrelated industries 

to form massive conglomerates of more-or-less independent strategic business units that 
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competed in unrelated marketplaces. Within a few years many of these conglomerates were 

experiencing profitless growth: the increasing pressure for funds for growth together with the 

US stock market crash of 1969 raised questions about the prevailing management theories and 

practices. Both the Boston Consulting Group and McKinsey & Co started to develop models 

for analysing the relative competitive positions and market strengths of SBUs, in order to 

prioritise investment and growth between them, and these were published in 1969 and 1971 

respectively. 

In 1971 Ken Andrews of Harvard discussed the concept of strategic fit between the firm’s 

resources and capabilities and the external environment. He pioneered the use of the 

Strengths, Weaknesses, Opportunities and Threats (SWOT) analysis technique which is often 

used to determine a niche strategy by which a firm can use its strengths to exploit 

opportunities.  

In the 1970s evidence appeared that the profitability of an industry depended on the power of 

the marketplace. Michael Hunt of Harvard introduced the concept of strategic groups, and his 

strategy theories were considerably expanded by his colleague Michael Porter, as what is now 

widely known as Porter’s Five Forces model, in his 1980 book Competitive Strategy: 

Techniques for Analyzing Industries and Competitors, This was followed in 1985 by Porter’s 

Competitive Advantage in which he described the use of Value Chain Analysis to identify 

opportunities to secure cost advantage or product differentiation.  

The military services developed the concepts of competitor analysis and management 

profiling: now these are often applied to the corporate sector. In both of the above-mentioned 

books, Porter identified the importance of competitor analysis, as an essential component of 

finding a unique and differentiated customer value relative to rivals.  

Customer segmentation analysis was first proposed by Edward Chamberlain in 1933, and 

revived by Wendell Smith in 1956, but did not achieve widespread adoption until the 1980s 

and 1990s with increasing competitive pressures from globalisation and the wealth of 

consumers.  

Environmental issues have been researched since the late 1950s, and various perspectives are 

used: the STEEP (social, technological, economic, ecological, political / legal) categorization 

model is very effective and popular. 
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Scenario analysis, also borrowed from the military, was adopted by corporate planners in the 

1970s. This overcomes some of the pitfalls of inaccurate forecasting by defining hypothetical 

situations and reviewing the causal processes, decision points and alternatives.  

2.1.4. Internal analysis techniques (financial, resources, core competencies) 
The information in this section is summarised from Strategic and Competitive Analysis by 

Fleischer & Bensoussan (2003). 

Functional capability and resource analysis evolved from the work of economists (particularly 

Edith Penrose in 1959) who described the firm as a collection of heterogeneous resources, 

only some of which could be effective in capturing economic rents. In 1961 Daniel developed 

the concept of Critical Success Factors: internal resources - not only physical ones but also 

the capabilities, activities and processes applied to them – that are important factors in 

achieving profitability. However internal strengths and weaknesses received less attention 

than the external influences on the firm through the 1970s and 1980s, but were revived in 

1990 as Prahalad and Hamel’s core competencies. 

The learning curve, which shows increased efficiencies over successive repetitions of a task, 

was first observed in the US aircraft manufacturing industry during World War II. This was 

modified to use cumulative values and published by Bruce Henderson of the Boston 

Consulting Group in 1968 as the Experience Curve. 

Joel Dean is generally credited with the origination of Product Life Cycle analysis in 1950, 

although this was extensively researched and developed over the next couple of decades. This 

uses the product’s position in its life cycle to provide perspective on the development of both 

product and marketing strategies. In 1975 Utterback and Abernathy developed this theme into 

the Technology Life Cycle which plots the rate of innovation against the stage of 

development of the technology being used.  

2.2. Environmental change 

2.2.1. Information Technology 
This overview is compiled from Castells (2000), Stair & Reynolds (2003) and Davis (1974). 

Although early uses of electronics for communications and information processing date back 

as far as the late 19th century, it was the major technological breakthroughs in electronics after 

the Second World War that enabled the foundation for the IT revolution. The movement 

accelerated through the 1960s as micro-electronic devices got faster and cheaper; a giant leap 

forward in miniaturisation and reliability was taken with the invention of the microprocessor 
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in 1971, followed by the development of (relatively) cheap micro-computers, and software for 

them, a few years later. Electronic communications technologies developed in the same 

period, with the invention of digital switching, optical fibre transmission, and early 

communication networks.  

Information technology was applied widely in business organisations from the late 1960s, 

initially for processing accounting information, the automation of repetitive administrative 

tasks and the production of management reports. By 1974 there were 100,000 computers in 

the USA and a similar number in the rest of the world. Early computerised systems imitated 

the manual processes by processing each application separately, using separate files. This 

provided processing and control efficiencies, but lead to duplication of information and 

inevitable inconsistencies. The concept of integrating processing and data to increase data 

accuracy and the potential for analysis was well-known in this period, but not always 

practiced because of the high cost of the computing power required to implement it. For the 

same reason batch processing prevailed over real-time, online processing and although 

management information was available on request, immediate response was seen as an 

enhancement, not a fundamental requirement. There were also areas of controversy over the 

use of computer-based systems for management information and support, including 

centralisation vs decentralisation of resources (which affects the distribution of authority and 

power), and the readiness of management to accept and use advanced information technology 

vs delegating this role to specialised staff. Information quality was another problematical 

issue: although with manual processing and duplicate data storage there may be a high chance 

of errors, there is also a high probability that they will be noticed and corrected. It is more 

difficult to notice and correct poor quality information in systems, and the integration of data 

files can result in errors having much greater impacts on the organisation. The centralisation 

and depersonalisation of information also provides increased opportunity for security 

breaches and fraud, as well as accidental and deliberate loss of data.  

The wide use of computers for organisational information systems was starting to affect 

society in general, and there was increasing concern and debate about changing patterns of 

employment, reduction in privacy, and the effects of non-responsive systems.  

As the implementation of computer-based information systems influenced organisational 

structures and decision-making processes there followed a phase of experimental use to 

improve business efficiency, including the development of matrix organisations, where 

responsibility and authority for operations is often shared.  
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From the late 1980s, IT was used for the redesign of business applications and processes 

(business process reengineering) based on mobile, versatile networks of cheap micro-

computers providing interactive, decentralised information and control. 

After the major economic shake-up of the capitalist world, including the oil crisis, in the mid-

1970s, IT capabilities played a fundamental role in the restructuring of the capitalist system 

from 1980 onwards. At the same time, this technological revolution was itself shaped by the 

interests of advanced capitalism, especially in terms of reorganisation, deregulation and 

integration of telecommunications.  

2.2.2. Globalisation 
Peter Drucker (1993) states that since the end of World War II the sovereign nation-state has 

been losing its position as the sole organ of power. Regional and non-governmental 

organisations are becoming more powerful within countries, and transnational communities 

are taking over many functions previously performed solely by single governments.   

Aided by the information and communications technological revolution, many previously 

Third World nations have transformed themselves very rapidly into fast-growing economic 

powers.   

The contemporary change in paradigm may be seen as a shift from a technology based 

primarily on cheap inputs of energy to one predominantly based on cheap inputs of 

information (Christopher Freeman, 1988 in Castells 2000). 

Castells (2000: 77) describes the new economy that emerged in the last quarter of the 20th 

century as informational, global and networked: 

• Informational because the productivity and competitiveness of organisations depend on 

their capacity to generate, process and apply knowledge-based information, 

• global because core activities and components are organised on a global scale,  

• and networked because productivity and competition occur across an interaction of global 

business networks. 
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3. Developments in business management in the period surveyed 
3.1. Strategic management 
The main aim of strategic management is to help organisations adapt and respond to 

environmental changes. It includes planning, resource allocation and implementation, and 

developed from early planning initiatives to become a comprehensive management approach. 

Strategic Management helps organisations to identify goals, and then set their direction in 

order to accomplish strategic change. The business management theories and tools that were 

developed early in this period provided new conceptual frameworks with which to manage 

organisations (Vinzant & Vinzant, 1999: 517). 

The resource-based approach to management originates from the processes identified by 

Edith Penrose in her ground-breaking 1959 book The Theory of the Growth of the Firm. She 

discusses how all the resources available to an organisation can, correctly managed, produce a 

sustainable competitive advantage for the firm.  

Penrose says A firm may achieve rents not because it has better resources but rather the 

firm’s distinctive competence involves making better use of its resources. The term rent refers 

to ongoing economic benefits from the use of a resource, and distinctive competence as 

management’s vision and unique abilities. She also observes that All the evidence we have 

indicates that the growth of a firm is connected with attempts of a particular group of human 

beings to do something (Penrose 1959: 2). 

Penrose described the firm as a bundle of human and non-human resources, under 

administrative and authoritative co-ordination, producing products for sale in the market for a 

profit. Her focus on value creation and long-term success through innovation is still 

considered important by modern analysts (Pitelis 2004: 524).  

While acknowledging that there is ambiguity about the interpretation of her work, and some 

disagreement on the exact definitions of key concepts, Rugman & Verbeke (2002: 770) 

recognise that the main contribution of Penrose on the resource-based view is the way in 

which she brings together the disciplines of economics, organisation science, and strategy 

itself to the development of strategic management. 

Michael Porter’s 1980 book Competitive Strategy and his subsequent publications on this 

topic introduced new ideas on strategic thinking and strategic management, which was 

followed by a great deal of research on various perspectives of strategic management. Hax 

(1990 in Vinzant & Vinzant, 1999: 519) identified six views of strategy: 
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• Strategy as a coherent, unifying and integrative pattern of decisions 

• Strategy as a measure of establishing an organisation’s purpose in terms of its long-term 

objectives, action programs and resource allocation priorities 

• Strategy as a definition of a firm’s competitive domain 

• Strategy as a response to external opportunities and threats and to internal strengths and 

weaknesses as a means of achieving competitive advantage 

• Strategy as a logical system for differentiating managerial tasks at corporate, business 

and functional levels 

• Strategy as a definition of the economic and non-economic contributing the firm intends 

to make to its stakeholders. 

Hax suggests that a comprehensive definition of strategy consists of a combination of all of 

these.  

Deming’s definitions of the essential concepts of quality management (working with 

customers, continuous improvement, performance measurement, cultural transformation and 

employee involvement) also had a significant influence on strategic management concepts 

and practices (Vinzant & Vinzant, 1999: 521).  

Porter (in Hammonds 2001: 3) states that strategic management is an essential differentiator: 

companies that try to succeed on operational effectiveness alone will not succeed. Since the 

goal of strategic management is competitive advantage and profit, and it is about making 

choices and trade-offs in a rapidly changing environment, a flexible strategy is essential – but 

this is not the same as a fixed strategy, or no strategy at all.  

Nonaka (1998: 40) describes strategy as organisational intent and specifies it as an enabling 

condition for organisational knowledge creation.  

Bryson’s model (1995, in Vinzant & Vinzant, 1999: 518) of the strategic planning process 

consists of ten steps: 

• Development of a plan for planning 

• Identification of organisational mandates 

• Clarifying organisational mission and values 

• External and internal environmental assessment 

• Strategic issue identification 

• Strategy formulation 
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• Strategy and plan review and adoption 

• Development of a description of the organisation in the future – its vision of success 

• Implementation 

• Strategy and planning process improvement  

A critical study of popular management tools published by Ernst and Young stated that the 

practice of explaining the corporate strategic plan to employees, customers and suppliers 

consistently benefits every organisation.  

In summary, the principles and practice of strategic management - which include: 

• Identification of stakeholders and their requirements 

• Scanning and adapting to the competitive environment 

• Setting long-term objectives 

• Integrated decision-making 

• Identification and prioritisation of resources 

• Review and improvement 

were embedded in the planning processes of all successful organisations by the 1990s.  

3.2. Organisational Structure and Leadership 
An organisation is a formal collection of people and other resources established 
to accomplish a set of goals. An organisation is a system. Money, people, 
materials machines and equipment, data, information, and decisions are 
constantly in use in any organisation. The goods or services produced by the 
organisation are of higher relative value than the inputs alone. Through adding 
value or worth, organisations attempt to achieve their goals. (Stair & Reynolds, 
2003: 38) 

There are six widely-accepted management functions: planning, organising, staffing, 

directing, coordinating and controlling, and three levels: strategic planning, management 

control and operational control (Davis 1974). 

An organisation is more than just a structure: it consists of processes which may cut across the 

structure. The study of organisational design began to emerge in the late 1960s, and soon 

became a course offered by most management schools (Lorsch, 1987: 343). 

Botha & Fouché (2002: 283) cite Hellreigel and Slocum (1978: 485-488): an organisation is 

composed of four inter-related forces: task, structure, people and technology, each of which 

has an internal and external dimension. Change in the organisation can only be accomplished 

by modifying these forces, and changes in one force usually results in a change in one or more 
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of the others. Knowledge leadership is about promoting flexibility - about change 

management – as opposed to operational management which seeks stability.  

Contingency approaches to organisational design recognise two dimensions to the 

environment: Simple / Complex and Stable / Changing, and alternative management systems 

are recommended for each (Hellreigel & Slocum 1982: 290ff): 

• Simple / Stable: mechanistic management system 

• Simple / Changing: hierarchical organisation 

• Complex / Stable: hierarchical or mechanistic organisation 

• Complex / Changing: organic management system 

The organic management system is decentralised, based on expert power, flexible, with long-

range objectives and low levels of regulation. Matrix management and project teams feature 

strongly in organic management systems. 

The nature of the environment has changed considerably over the period surveyed, so that 

most organisations now operate in complex and changing environments. Lorsch (1987: 11) 

supports this by recognising that unpredictability is high in organisations, and managers must 

work continuously to make sense of unpredictable environments. While stating that actions 

are required to produce order, he warns against those that are automatic, copied from other 

organisations, learned in management school, or carried forward by tradition and are 

justified retrospectively.  

Weick (in Choo, 1991: 15) states that organising consists of interpreting the events that 

constitute and surround the organisation, bringing out their meanings, and assembling 

concepts to resolve equivocality. It involves behaviours, processes – especially information 

processes - and the environment, and that an organisation can only be defined by the process 

of organising.  

Choo (1991: 17) identified two perspectives for organisational analysis and insight, both of 

which should be used in analysing and understanding organisations:  

• The decision-making perspective: this views organisations as rational, decision-making 

systems. The organisation is designed to control the information that influences the 

members' behaviours in order to reduce uncertainty, as individuals’ decision-making 

skills are bounded by cognitive limitations. 
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• The enactment perspective: this views organisations as social, loosely-linked systems. 

Individuals create the environment in which the organisation acts, and the purpose of the 

organisation is to develop a shared interpretation of the environment, and a shared 

response. Information is used to reduce equivocality. Actions are often taken and then 

interpreted retrospectively.   

March and Olsen's view of ambiguity and choice describes how individuals in an organisation 

have only modest control of their world, which is more complex and less understood than that 

described by standard theories of organisational choice and therefore their roles are to be 

problem-solvers and decision-makers (Choo, 1991: 16). 

By the end of the period surveyed, most organisations appreciated the increasing complexity 

of the environments in which they operated, and the need for flexible organisation structures - 

and leadership rather than management - in order to respond and remain successful.  

3.3. Information Orientation 
The company is a living organism: it can have a collective sense of identity and 
fundamental purpose. In the knowledge-creating company, inventing new 
knowledge is not a specialised activity: it is a way of being in which everyone is a 
k-worker, i.e. an entrepreneur. (Choo, 1995: 25) 

Earl (2000: 75) states that no business strategy is complete without an information strategy 

that should include information technology (the how), information systems (the what), 

information management strategy (the who), business management strategy (the why), and the 

fifth domain – information – which answers where are we going?  He adds that modern 

business operations are dependent on information systems, managers are information 

processors, value chains are virtual as well as physical, and that entrepreneurial success 

depends on use of information.  

Marchand (2000: 107) describes Information Orientation as consisting of: 

1. Strategy - gives a company direction and vision 

2. Structure - defines people's roles and responsibilities 

3. Processes - define the business's activities  

4. Culture - includes the values and behaviours that influence how people link their own 

performance to the company's 

5. Knowledge management - creation and application of knowledge 

6. Information management - the way in which companies sense, collect, organise, process 

and store information 
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7. Information technology - not as a necessity, but as a lever for business change 

Choo (1998: 47) maintains that information creation, acquisition, storage, analysis and use 

form the intellectual latticework that supports the growth of an intelligent organisation and 

notes that when information resource management or information technology management 

are confused with information management the users’ needs are often omitted. 

Marchand (2000: 109) describes the four ways that information can be used to create business 

value: to manage risk, to reduce costs, to create value, and to innovate.  

Effective information management requires accurate answers to two inseparable questions: 

what information is needed, and why is the information needed and how will it be used? 

(Choo, 1995: 29). 

Successful organisations have realised the value of information to their organisations, and its 

importance for competitive advantage. Many organisations use information innovatively to 

add value to their “traditional” products, while others have developed new information 

products. Information systems - to process, manage and disseminate the information - have 

also become vital components of even the smallest and simplest organisations. 

3.4. Organisational Learning  
A man, viewed as a behaving system, is quite simple. The apparent complexity of 
his behaviour over time is largely a reflection of the complexity of the 
environment in which he finds himself. (Simon, 1981: 65) 

Although it may not have been the first use, the term organisational learning was introduced 

into the management lexicon by Chris Argyris’ 1960 book Understanding Organisational 

Behaviour (Örtenblad 2001). 

Lorsch takes Choo’s first perspective of organisations as decision-making systems. They are 

capable of sensing changes in their environment, evaluating internal and external information 

to find appropriate responses, and choosing actions from a limited set of options (Lorsch 

1987: 7, Choo 1991: 17). 

Choo (1991: 14) describes four characteristics of the organisational decision-making process: 

quasi-resolution of conflicts, uncertainty avoidance, problemistic search and organisational 

learning.  

According to Stair & Reynolds (2003: 51) organisational learning is closely related to 

organisational change: organisations adapt to changes in their environments and alter their 

practices, based on their experience and new ideas.  
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While successful businesses become very good at doing things relentlessly, repetitively and 

routinely they can be profitable, but their long-term sustainability depends on the ability to 

adapt to changes in the environment, and the speed at which they do it (Laudon & Laudon, 

1998: 26). Activities are almost always being performed in organisations, but there may be a 

major problem with non-profitable activity: activity that is misdirected, fruitless, incorrect or 

non-cumulative activity (Lorsch, 1987: 11). 

All organisations learn, whether they choose to or not, and this is essential for continued 

existence. Those organisations that deliberately promote organisational learning will make 

progress in line with their objectives; those that make no effort to learn will probably acquire 

habits that are counterproductive (Kim 1993: 37). 

Kim (1993: 38) also notes that organisational learning can have two functions: 

• The acquisition of skill or know-how, which implies the physical ability to produce some 

action 

• The acquisition of know-why, which implies the ability to articulate a conceptual 

understanding of an experience  

Farago & Skyrme (1995) identify four enablers for learning in an organisation:  

• Learning culture – an organisational climate that nurtures learning. There is a strong 

similarity with those characteristics associated with innovation. 

• Processes - that encourage interaction across boundaries. These are infrastructure, 

development and management processes, as opposed to business operational processes 

(the typical focus of many BPR initiatives). 

• Tools and techniques – methods that aid individual and group learning, such as creativity 

and problem solving techniques. 

• Skills and motivation – to learn and adapt 

Shani & Mitki (1998 in Sena & Shani, 1999: 10) describe organisational learning as a system 

of principles, activities, processes and structures that enable an organisation to realise the 

potential inherent in its human capital's knowledge and experience.  

Organisational learning is closely linked to the discipline of systems thinking, which grew out 

of the application of feedback theory to the social sciences by Jay Forrester in the 1950s. 

Peter Senge’s 1990 book The Fifth Discipline introduced the term learning organisation, and 
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contributed greatly to this field by outlining the five competencies of a learning organisation 

(systems thinking, personal mastery, shared vision, team learning, mental models) (Pegasus). 

For many years the terms organisational learning and learning organisation were used more 

or less interchangeably, but there is a widely-accepted distinction: a learning organisation is a 

form of organisation, and so needs directed efforts, while organisational learning is an activity 

or process that exists without any specific efforts (Örtenblad 2001: 126). 

Garvin (1993 in Marchand 1998: 254) lists the five main activities of a learning organisation 

as: systematic problem-solving, experimentation with new approaches, learning from their 

own experience and past history, learning from the experiences and best practices of others, 

and transferring knowledge quickly and efficiently through the organisation.  

Kim (1993: 38) describes a variety of learning processes: 

• Experiential learning models’ cycle of processes 

• The Deming cycle of plan,  – do – check – act 

• Schön’s cycle of learning consisting of discovery – invention -  production – 

generalisation 

• Kofman’s version with observe – assess – design – implement 

Choo (1995: 27) also describes the learning process, as a continuous cycle of activities: 

• Sensing is collecting information about the internal and external environment. 

• Memory is derived from experiences. 

• Perception is recognition and development of events using the knowledge in memory. 

• Interpretation attempts to explain what is really going on here?  

• Adaptive behaviour is where the organisation makes decisions and takes actions that 

result in effects and outcomes.  

This initiates a new cycle of learning.  

The learning process is often complex: Simon's principle of bounded rationality states that the 

capacity of the human mind for formulating and solving complex problems is very small 

compared with the size of the problem whose solution is required for objectively rational 

behaviour in the real world - or even for a reasonable approximation to such objective 

rationality. Choo notes that the administrative man cannot handle all the options and so seeks 

a course of action that is good enough and then constructs a simplified model of the real 

world in order to deal with it (Choo, 1991: 13). 

Marion Fogell March 2007 Page 25 of 69 



Organisational learning can include learning from the past – reviewing completed projects 

and activities to derive lessons learned; it can also include unlearning about the past, and 

changing routine responses to given situations. Because the environment is growing in 

complexity and volatility, organisations need to learn enough about the current and likely 

future conditions of the environment and to use this knowledge to change their own behaviour 

in a timely way (Choo, 1995: 23). 

Standard operating procedures, best practices and other routines are often considered to be 

valuable intellectual assets that enable effective problem-solving. However, they are 

dangerous if they continue to be followed slavishly while the internal and external 

environment, and customers’ needs are changing. Organisations must continuously review 

and revise their procedures and practices in order to build new ones to sustain their 

competitive advantage (Kim 1993: 41, Malhotra 2002). 

March and Olsen (1975) identify four cases where incomplete or distorted organisational 

learning occurs: 

• Role-constrained learning, where individual learning has no effect on individual action 

because of the constraints of the individual’s role, 

• Audience learning, where individual action is not accurately transformed into 

organisational action, 

• Superstitious learning, where there is no link between organisational action and 

environmental response, and  

• Learning under ambiguity, where organisational learning takes place but causal 

connections are not made to individual learning. 

Kim (1993: 46) describes three more potential failures in the organisational learning cycle: 

• Situational learning, where individual learning takes place, but this is not codified or 

transferred, so that no organisational learning takes place, 

• Fragmented learning, where there is no link between individual mental models and shared 

mental models, and  

• Opportunistic learning, where organisational actions are taken based on an individual’s (or 

small group of individuals’) actions, as it is not expedient or desirable to change the 

organisation’s routines.  
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It is essential that processes and systems have organisational learning embedded in them. 

Single loop learning increases organisational effectiveness, in that correction of an error takes 

place within current norms and procedures. Double-loop learning ensures organisational 

growth and survivability by challenging assumptions and linking error detection and 

correction to new norms and practices (Choo 1998: 221). 

To summarise: all organisations learn, whether they try to or not. But in those that do not try 

to organise and structure their learning, its value is likely to be lost – or worse still – used 

against the organisation’s benefit, as change will take place in ways that are not in line with 

strategic direction. In the Learning Organisation, learning is enabled, encouraged and directed 

in order to align the organisation’s operations with its strategies, improve the overall quality 

of organisational decision-making, to adapt the activities in line with changes in the 

environment, and to maximise the overall value added by experience. 

The intelligent organisation is a learning organisation that is skilled at creating, 
acquiring and transferring knowledge, and at modifying its behaviour to reflect 
the new knowledge and insights.  Failure to learn often means a failure to survive 
(Choo, 1995: 25) 

3.5.  In Search of Excellence 
The physical and organisational damage done during the Second World War disrupted the 

economies of many of the world’s major industrial nations, with the notable exception of the 

US, who mistakenly credited their established management methods for the subsequent 

economic boom. They were not prepared for the recovery of the Japanese, the Germans and 

other European nations in the 1960s and 1970s and their increasing world-wide market share, 

and responded with management seminars and the use of management consultants with 

specialised skills in marketing, finance and information systems. It soon became clear that 

traditional approaches, including general systems theory, was not effective and approaches 

based on behavioural science  became popular, including Ouchi’s 1981 book Theory Z argued 

that for Americans to copy the Japanese approach would not work because of the cultural 

differences (Petersen 1999: 470) 
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Figure 3-1: McKinsey's 7S Model 

In Search of Excellence: Lessons from America’s Best-Run Companies was the title of Tom 

Peters and Robert Waterman’s 1982 popular book. In 1985 Peters, in collaboration with 

Nancy Austin, followed this with A Passion for Excellence, a collection of inspirational case 

studies. 

Peters & Waterman started by studying existing strategic management theories. They  

explored, and then went beyond Alfred Chandler’s 1962 theories on Strategy and Structure; 

they took the contradiction of the rational model of organisations that was started in the 1930s 

by Chester Barnard and Elton Mayo, and revived and expanded by Karl Weick and James 

March in the 1970s. They reflected on Andrew Pettigrew’s research into the politics of 

strategic decision-making that showed that companies often held on to faulty assumptions 

about their environments for as long as ten years and emphasised that excellent companies 

were not constrained by structure and past history – even if successful: such companies were 

innovative and built skills that had value to the marketplace that their competitors just did not 

possess.  

Peters & Waterman’s research identified seven variables that were essential to organising: 

these became known as the McKinsey 7-S Framework.  

To get to the root of management excellence, they chose a double meaning for the word 

innovation and asserted that innovative companies are not only good at producing 

commercially viable new products; innovative companies are especially adroit at continually 

responding to change of any sort in their environments. This concept of innovation defined 

the task of the truly excellent manager or management team, and they continued their research 

into continuously innovative big companies, backed by McKinsey. 

They distilled their data into eight characteristics of excellent, innovative companies: 

1. A bias for action: Companies do not wait for analysis before action: they come up with 

ideas, implement them, and learn from the results. 

2. Close to the customer: They listen to what customers want and provide them with it, in 

terms of differentiated products, and in unparalleled quality, service, and reliability. 

3. Autonomy and entrepreneurship: These companies foster creativity and experimentation 

throughout the organisation. They encourage practical risk-taking. 

4. Productivity through people: The excellent companies treat their people at all levels as 

their most important assets, as the source of their quality and productivity advantages. 
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5. Hands on, value driven: This involves a focus on achievements, rather than resources. 

Leaders regularly visit and interact with the shop floors. 

6. Stick to the knitting: Excellent companies do not diversify into businesses that they do not 

know: once they have found a successful market, they stick closely to it. 

7. Simple form, lean staff: These companies do not have complex matrix, or tall hierarchical 

structures; they have short and simple organisational structures, with relatively very few 

people at the top levels. 

8. Simultaneous loose-tight properties: They hold tightly to their core values and principles, 

and then allow decentralised and autonomous decision-making at the shop floor. 

These characteristics are impressive in their simplicity, and have a great deal in common with 

Total Quality Management which was gaining in popularity at the same time. Petersen (1999: 

471) claims that the eclectic mix of approaches used by consultants included derivatives of 

traditional behavioural science, including empowerment as well as elements of quality 

management but the resulting brew lacked cohesion and sometimes did more damage. At the 

same time the TQM gurus claimed that they did not go deep enough and were not sufficient 

for business transformation. 

Although Watson’s studies were dismissed by many as airport reading, the concept of 

business excellence has since been the topic of research and more serious books, including 

Porter and Tanner’s Assessing Business Excellence (1996, 2nd edition 2004), and the journal 

Measuring Business Excellence (from 1997).  

Porter and Tanner (1996) claim that most excellence models are more holistic in nature than 

the earlier models of TQM, and that the core themes of excellence include leadership, 

customer focus, strategic alignment, organisational learning, innovation& improvement, 

people focus, partnership development, fact-based process management, results focus and 

social responsibility.  

Although some practitioners are dogmatic about definitions and boundaries it appears that to a 

considerable extent the concepts of excellence and quality have become difficult to separate 

and that the futures of both will be closely linked. Even though the concepts of excellence 

have rarely been explicitly included in formal change management initiatives, most of 

Watson’s eight characteristics will be found in successful organisations of the 1990s onwards. 
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4. Detailed review of two of the new methods (fads) 
Don’t start an improvement project to improve customer satisfaction or employee 
morale. It will do that, but the real reason you need an improvement project is to 
increase profits! (Harrington 1995) 
 
The battle-weary could be excused for taking a rather jaundiced view of this ever-
lengthening list of “quality” offers, but, by and large, they fit into an integrated 
approach to organisational improvements (Porter and Tanner 1996). 

4.1. Total Quality Management (TQM) 
(This overview is summarised from Vinzant & Vinzant, 1999 and Porter & Tanner 2004.) 

Total Quality Management is an approach that focuses on improving the organisation’s 

effectiveness, efficiency and responsiveness to customers’ and other stakeholders’ needs by 

improving organisational performance.  

TQM is based on continuous improvement principles to enable constant and progressive 

change to improve business processes. TQM implementations may include statistical quality 

control, benchmarking, supplier partnerships, performance management, cross-training and a 

programme of rewards and recognition. 

In TQM each step of the production process is seen as a relationship between a customer and 

a supplier (whether internal or external to the organisation). Suppliers have to meet 

customers’ agreed requirements, formal and informal, at lowest cost, first time every time. 

One of the critical success factors of TQM is strong leadership. Leaders need to be able to 

motivate and empower people to engage in TQM. The essential concepts of TQM are: 

• working with customers to define quality 

• workers continuously analysing (their own and others’) work processes 

• working with suppliers to ensure that they are meeting the organisation’s needs 

In the 1980s many Western organisations realised that quality was a strategic differentiator 

and not just a function of someone in the quality control section. The emphasis shifted from 

quality control to quality assurance, and the emergence of company-wide quality control 

initiatives.  

Measurements of the achievement of business or organisational excellence are essential to 

quality management. If they are not captured on a regular basis it becomes very difficult to 

maintain motivation, momentum and commitment to the programme and, more importantly, 

the desire to achieve ever higher performance standards.  
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4.1.1. The development of Quality Management 

Shewhart 
Walter Shewhart developed statistical process control methods and the control chart in the 

1920s. This was the secret weapon that allowed the USA to mass-produce the vast quantities 

of high-quality weapons that defeated Japan in the Second World War. Shewhart was 

Deming’s mentor, and provided him with a sound theoretical grounding (Petersen, 1999: 

472). 

Deming 
Deming was an engineer, mathematician and physicist who worked on statistical sampling 

during the Second World War, and taught it afterwards. In 1950 he was invited to train 

Japanese research workers and engineers in statistical quality control. After giving advice on 

statistics, he was asked how to actually improve the measured results. He developed his views 

about good management practice and quality management in collaboration with his Japanese 

clients.  

One of Deming’s main thrusts was that variation [from standards] is the enemy of quality. He 

separated two causes of variation: that caused by the system - which is management’s 

responsibility - and that caused by individual workers. Deming presented Shewhart’s three 

step cycle of specification, production and inspection to the Japanese in 1950, since when it 

has become known as the Deming cycle (Petersen, 1999: 480).  

When growth in Japan threatened the USA’s economy in the 1970s, US organisations started 

to notice Deming’s approach. In the early 1980s companies including Ford, General Motors, 

Dow Chemical and Hughes aircraft had used Deming’s assistance to implement quality 

improvement programmes and just a few years later a customer-focussed management 

revolution was in progress. This was assisted by the search for Excellence and the 

proliferation of management consultants (Petersen, 1999: 469).  

Deming argued that improvements in quality will result in: increases in productivity, 

decreases in cycle time, increases in capacity, lower production costs, improved profits, 

happier customers, greater market share, more jobs, fewer customer complaints and less 

litigation. He insisted that his clients apply all of his methods, not just selected parts. He 

refused to work with other consultants, and - while he had a passion for speaking to audiences 

- did not take criticism well and refused to debate his concepts with other quality specialists.  
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Customer value analysis (CVA) 
Inherent in the philosophy of value analysis is full retention for the customer of 
the usefulness and aesthetic functions of the product. Identifying and removing 
unnecessary cost, and thus improving value must be done without reducing in the 
slightest degree quality, safety, life, reliability, dependability and the features of 
attractiveness that the customer wants…. No reduction whatsoever in needed 
quality is tolerated in professional work. Experience shows that quality is 
frequently increased as a result of developing alternatives for the accomplishment 
of use and aesthetic function (Miles, 1972 in Fleischer & Bensoussan, 2003) 

Customer value analysis was developed in 1947 by Lawrence Miles while working in General 

Electric’s planning department. His approach represented a significant new idea as it placed 

the customer in the centre of business strategy. From the 1950s to the 1970s most corporate 

strategy was tuned to the push economy i.e. products were developed and produced, followed 

by a concerted effort to sell the results at a profit. The pull economy developed as consumers 

became more informed and sophisticated in their demands as a result of increased global 

competition and businesses had to change their approach. 

Early implementations of TQM focussed on quality as an end in itself, with the emphasis on 

improved business processes rather than on the customers’ needs. Customer value analysis 

defined customer value as being the desired and affordable product and service quality from 

the customers’ viewpoint. The three main concepts of CVA are: 

• service quality as a complement to product quality 

• total cost to the customer  

• quality is defined by the customer, not the company. 

While the ideas of CVA and TQM developed separately, they have become closely linked 

since the mid-1990s, as each model has strengths that complement weaknesses in the other 

(Fleischer & Bensoussan, 2003).  

Feigenbaum 
Feigenbaum developed the measurement of quality costs in the 1950s, focusing his efforts on 

ten benchmarks that measure the improvement effort. 

Feigenbaum wrote in the Harvard Business Review the way out of the dilemma imposed on 

businessmen by increasingly demanding customers and by ever-spiralling costs of quality… 

was a new kind of quality control, which might be called total quality control. This was 

followed by Total Quality Control which was prepared under Feigenbaum’s leadership as a 
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General Electric internal manual in 1960 and published by McGraw Hill in the following 

year.  

Feigenbaum was corporate manager of Quality Control Services at General Electric – said at 

the time to be the most diverse manufacturing corporation in the world - in the 1960s and 

early 1970s. This enabled him to study and direct the development of quality control in the 

organisation on a vast array of products, services and techniques across the USA and the rest 

of the world. His work also influenced the thoughts of Ishikawa and others.  

In the early 1950s General Electric decentralised, establishing business operating managers 

with considerable autonomy. Their success was measured by meeting production goals, return 

on investment and profitability. Although each operating unit had a quality control function 

reporting to the business operating manager, they were free to use or ignore the input of 

experts, including the quality control consultants, especially if it seemed to conflict with their 

primary targets. Finding that many units were putting quality targets below cost and time 

targets, Feigenbaum had to find a way to motivate the managers to use his quality tools and 

techniques. In 1964 Total Quality Control: Revised was published, and this included the 

concept of quality costs. The most important element that grabbed the attention of the 

business managers was that attention to quality in manufacturing could actually reduce costs 

and increase profits. GE used its excellent management training system to deliver a series of 

courses across the country based on the Total Quality Control manual. Feigenbaum and his 

colleagues were already working on improving quality in the design function and they 

published Quality Engineering Techniques in 1968, and Quality Systems Design in 1970. To 

address the diverse products produced by independent and geographically remote 

organisations, and a general suspicion of imposed methods not invented here they defined the 

General Electric Quality System, a systematic approach that did not take issue with any 

particular traditions or methods. In the years since his first publication, the Quality training 

programme had already penetrated and changed the corporate culture into one that was ready 

to accept his suggestions for organisation-wide total quality control (Huggins 1998). 

Crosby  
Crosby’s book Quality is Free, published in 1979 reinforced the concept of quality making 

good financial sense. He used four decades of experience as a corporate quality management 

professional to found the Quality College which became the world’s largest TQM consulting 

firm in the 1980s.  
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His philosophy about quality is summed up in his four absolutes:  

• The definition of quality is conformance to requirements 

• The system of quality is prevention 

• The performance standard is zero defects 

• The measurement of quality is the price of non-conformance. 

He developed 14 steps focused on motivating the individuals, making them sign pledge cards 

to document their commitment to quality, and by measuring progress (Petersen, 1999: 474).  

Juran 
Juran was an electrical engineer who developed quality management concepts at Western 

Electric. After the Second World War he became Professor of Administrative Engineering at 

New York University, and researched, wrote and consulted about quality management, 

publishing the Quality Control Handbook in 1951. He developed the continuous quality 

improvement approach, fostering a belief that an improvement effort is driven by many small 

step-by-step improvements. He conceptualised the Pareto principle and used it to define and 

solve a few critical quality problems. Juran developed a trilogy of quality planning, quality 

control and quality improvement which is followed by lessons learned before the cycle is 

repeated, as well as the triprol of three roles: customer, processor and supplier. He maintained 

that quality management needs as much attention to detail as financial management usually 

has (Petersen 1999: 473).  

Ishikawa  
Ishikawa was the leading quality expert from Japan and the originator of the quality circle 

concept. He stated that the best way to improve performance is through the enlightenment and 

empowerment of the employees. These concepts fuelled the explosion in problem-solving and 

other employee skills training: he took quality management out of the factory into all aspects 

of managing a business.  Although Deming and Juran are given credit for the miraculous 

transformation of Japan’s production, some believe that Ishikawa was the real genius because 

he took a variety of concepts, put them together and implemented them effectively 

(Harrington 1995: 32). 

*  *  * 

By the late 1980s TQM was reported to be working effectively in a wide variety of industries, 

including government agencies. 12,000 companies requested applications for the first round 
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of Baldridge Awards in 1987: in 1991 167,000 companies applied. (Vinzant & Vinzant, 

1999). 

4.1.2. Approaches to Quality Management 
Deming demanded a total transformation of the business rather than incremental 

improvements.  

He described the following 14 points as a basis for quality management (Vinzant & Vinzant, 

1999: 521; Petersen, 1999: 483):  

• Create a constancy of purpose 

• Adopt a philosophy of quality improvement by attention to the process 

• Cease dependency on mass inspection 

• Stop awarding business on the basis of cost alone and establish a long-term relationship 

with suppliers 

• Improve all systems constantly and forever 

• Institute comprehensive training 

• Emphasise leadership 

• Drive out fear and create trust 

• Break down barriers between departments  

• Eliminate slogans, goals and targets for workers 

• Eliminate numerical quotas and stop management by objective 

• Remove barriers to pride in workmanship 

• Institute a vigorous program of education and retraining 

• Involve everyone in the transformation 

J. Peters (1994, in Cao et al, 2000) suggested a five-level road map for the implementation of 

TQM: 

• Operational sub-process improvement 

• Intra-process improvement 

• Inter-process relationship improvement 

• Process redesign 

• Total process reconception  
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As can be expected, all quality management initiatives – including Total Quality Management 

implementations – have common elements. But in the details there are almost as many 

variants as consultants advocating it and organisations adopting it. Deming actually refused to 

acknowledge the term Total Quality Management, especially if someone mistakenly implied 

that it was the subject of his work. The major differences between TQM (as generally 

accepted) and the Deming approach are: 

• Deming insisted that his approach was used entirely or not at all: TQM is a philosophy 

that can be tailored to the environment 

• Both approaches require commitment from top management. But Deming would not 

hesitate to abandon a customer if he thought that management’s commitment was 

insufficient. 

• TQM is pragmatic and adaptable: Deming’s approach insists on a constancy of purpose. 

• The Deming approach adopts a new philosophy that is intended to transform the western 

style of management.: TQM has no such philosophy 

• TQM emphasises process improvement: the Deming approach demands total 

transformation 

• Deming intended to initiate transformation then depart: many TQM consultants seek 

long-term relationships. 

• Deming believed that a company’s profits should not be excessive and that it had a duty 

to its employees and its community: TQM has no such moral tone (Petersen, 1999: 485). 

4.1.3. Quality standards 
The International Organisation for Standardisation’s ISO 9000 certification was established in 

1979 to define a model for quality. This was quickly adopted by many major companies in the 

USA and Europe, including Motorola, Hewlett-Packard, Ford and Chrysler. By the end of 

1995 more than 127,000 ISO 9000 certificates had been issued in 99 countries (Mobil Survey 

in Guerrero-Cusumano & Selen, 1997).  

A major limitation of ISO 9000 is that it only guarantees a consistent level of output quality, 

not necessarily a high-quality product. It is also considered to be too general to be useful to 

some specific industries. Questions arose about the quality of ISO 9000 administration and 

accreditation programmes in some countries. The cost and time required for the registration 

and accreditation processes are very high for smaller companies.  
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Many governments and other major customers demanded that their suppliers be ISO 9000 

registered, but enforcement of this standard was seen as a barrier to trade in several quarters. 

In 1994 the big three USA automakers announced QS9000 as their improved version of 

ISO9000 specifically for the automotive industry, incorporating elements from ISO 9000 and 

Ford’s, Chrysler’s, and General Motors’ own quality standards.  

The French automobile makers Renault, Peugeot and Citröen together created a new standard 

which became the Référential d’Evaluation d’Aptitude Qualité Fournisseurs (EAQF) in 1990, 

and resulted in non-conforming suppliers being eliminated. 

The German Verband der Automobielindustrie: Band 6 (VDA 6) was developed in 1993, 

based on parts of ISO 9000, with the addition of product safety and reliability and also 

addressing the cost of quality. 

Although there were considerable differences in detail between these three standards, they 

were substantially equivalent, and mutual agreements were reached in the industry for 

acceptance of certifications. A review and comparison by Guerrero-Cusumano & Selen in 

1997 indicated that future development and agreement was likely to be based on QS 9000, as 

it was more complete than the other requirements.  

The best-known and most established cross-industry quality awards are: 

• The Japanese Deming Prize, established 1951 

• The American Malcolm Baldrige National Quality Award, established 1988 

• The European Foundation for Quality Management’s Excellence Award, established 

1991 

For each of the award criteria consists of a framework of standardised items against which an 

organisation can measure its performance. While winning an award is highly prestigious, 

many applicants state that most business benefit is gained from the assessment process itself 

(Porter & Tanner, 2004: 9). 

4.1.4. Leadership, culture and TQM 
Porter & Tanner (2004) describe organisational culture as a set of values and beliefs shared by 

members of an organisation, which provides a foundation for the organisation’s management 

system. There are many commonalities between a learning organisation, TQM philosophy 

and the organisational culture: the involvement of people in continuous improvement of 

business processes is a common theme that runs through quality improvements, process 
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improvement and excellence approaches. By definition this requires an understanding of how 

superior performance can be achieved, and measurements for it. Assessing business 

excellence or organisational excellence is an essential part of a learning and measurement 

process. 

Schein (1993) describes the critical role of leadership in applying any change to an 

organisation’s culture. 

Despite Cao et al’s claim (2000) that TQM pays little attention to the organisational structure, 

or to people and cultural aspects, the importance of leadership and culture appear in most 

TQM implementation models. 

Pool (2000) and Buch & Rivers (2001) support the idea that employee empowerment and 

teamwork are important drivers of TQM, as are high levels of leadership vision, commitment 

and support. Both TQM and learning organisation initiatives depend on teamwork, a 

systematic approach, adapting to one’s environment and the ability to learn as an 

organisation. Both allow organisations to examine how they systematically perform tasks, 

develop and implement new insights, and transmit new knowledge through the organisation.  

Research done by Pool (2000) found a strong correlation between a supporting organisational 

culture and successful implementation of TQM, implying that practitioners should examine 

the organisational culture to ensure that it is ready – and transform it if not - before 

implementing new business concepts. Both organisational culture and TQM contribute to a 

learning organisation.  

Table 4.1 (page 39) indicates the differences between the traditional organisation and the 

TQM organisation (Gonzalez-Benito et al 1999: 348).  

Dimension Traditional organisation TQM organisation  

Top 
management 

Top management tends to focus on 
the use of financial measures to 
evaluate process performance. 
They are rarely involved in 
making process improvements 

Top management is heavily involved in 
applying and stimulating the TQM 
approach and accepts responsibility for 
the product and service offering. They 
provide the necessary leadership to 
motivate all employees.  

Customer 
relationships 

Customer satisfaction is not the 
aim of all members of the 
organisation.  

The needs of customers and consumers 
and their satisfaction is the focus of 
attention of all employees. A number of 
mechanisms are in place to identify these 
needs and their level of satisfaction. 

Supplier Supplier selection is Quality is more important than price in 
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relationships fundamentally based on price, 
other criteria are given scant 
consideration 

selecting suppliers. Long-term 
relationships with suppliers have been 
established and the company collaborates 
with them to improve the quality of 
products / services. 

Workforce 
management 

Employees have low levels of 
empowerment and autonomy, and 
teamwork is rarely used. 

Workforce management is guided by the 
principles of training, empowerment of 
workers and teamwork. Adequate plans 
of personnel recruitment and training 
have been implemented to give 
employees the necessary skills to 
participate in the improvement process. 

Employee 
attitudes and 
behaviour 

The relationship between 
employees and management is 
antagonistic. Employees do not 
identify their aims with that of the 
organisation. 

Management has stimulated positive 
work attitudes, including loyalty to the 
organisation, pride in work, a focus on 
common organisational goals and the 
ability to work cross-functionally.  

Product 
design 
process 

This is the responsibility of the 
design department and other 
departments are rarely consulted. 

All departments participate in the design 
process and work together to achieve a 
design that satisfies the requirements of 
the customer, according to technical, 
technological and cost constraints. 

Process flow 
management 

The main emphasis is on detection 
and control activities. The use of 
quality management tools and 
techniques is given minimal 
consideration. 

Housekeeping along the lines of the 5S 
concept. Statistical and non-statistical 
improvement instruments are applied, as 
appropriate. Efforts are made to mistake-
proof processes. Self-inspection is 
undertaken. 

Quality data 
and reporting 

Departments do not share 
information. Records about quality 
are sparse. Quality costs are not 
known.  

Quality information is readily available 
and the information is part of the visible 
management system. Records about 
quality indicators are kept, including 
scrap, rework and cost of quality data. 

Role of the 
quality 
department 

Inspection Quality department has open access to 
top management and provides guidance 
on TQM. They facilitate the continuous 
improvement concept across the 
company. 

Benchmarkin
g 

Benchmarking is not recognised A benchmarking policy for key processes 
is in place. 

Table 4-1 - Traditional Organisations vs Quality Organisations 

4.1.5. Rumours of the death of quality management are greatly exaggerated 
Improvement is not part of the game – it is the game today. Everyone wants things 
to change for the better. Top management wants employees to stop making so 
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many errors. Engineering wants marketing to give it better forecasts. Marketing 
wants sales to improve its sales record. Sales wants manufacturing to product 
better products so they will be easier to sell. Manufacturing wants engineering to 
give it designs that are more manufacturable. (Harrington 1995: 31) 

President Bush (Senior) endorsed TQM in the 1980s, stating that it is a new style of working, 

even a new style of thinking… it is a way of life, and President Clinton continued to endorse 

quality improvement at a national level (Vinzant & Vinzant, 1999). By the 1990s TQM was 

seen as a new paradigm for public administration (Harrison and Stupak 1993 in Vinzant & 

Vinzant, 1999). 

Having changed corporate quality in a fundamental way, the movement has lost some of its 

early visibility as quality practices become a routine part of other improvement projects, as 

well as into standard operational processes.  

Management has limited resources to apply to the improvement effort, and there are many 

other methodologies all competing for these limited resources (including total cost 

management, total productivity management, total quality management, total resource 

management and total technology management). Although all of these approaches can 

increase profits, TQM is the only one that will have direct benefits to the customers who, after 

all, fund the organisation’s operations.  

All improvement is change, but not all change is improvement: the total interaction of all 

changes must be evaluated before the change is implemented. Generally the later in the 

production process quality initiatives are introduced, the higher the cost and the longer the 

time required to improve the product. There is a challenge to improve response and cycle 

times to meet the needs of the global economy.  

 Winning organisations balance the improvement focus between all of these aspects and build 

a portfolio of synergistic Total Improvement Management activities, including top 

management involvement, team problem solving, process improvement methods, strategic 

planning, and education (Barkley & Saylor, 2001: xviii, Harrington 1995: 33). 

Six Sigma is a later quality management methodology designed to improve the way 

enterprises address customer and user requirements. It was first developed at Motorola, 

adapted by General Electric for use by service enterprises and later adopted by the ASQ 

(Gartner 2003). This uses statistical methods to measure and then reduce the difference 

between the average customer’s experience and customer’s requirements. To implement Six 

Sigma, the objectives of key business processes have to be determined, and measures of their 
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effectiveness and efficiency determined. While some authors believe that this is just another 

fad, others claim that this has resurrected quality and taken it to a new level…. quality has 

become exciting again (Swinney, 2005)  

Many companies adopted quality programs to solve problems that extended beyond quality 

and later revised their strategies to replace quality programs with other business process 

improvement projects As well as transforming the organisation’s way of thinking, quality 

management also leads to a pro-active approach: its focus changes from problem-solving to 

problem prevention. Many studies have suggested a strong and identifiable link between a 

quality approach and superior financial performance: customer perceived quality is directly 

correlated with profitability (Dory and Scheir in Al-Mashari 2002, Petersen 1999: 487). 

4.2. Business process reengineering, management and measurement 

4.2.1. Business processes 
A business process is a specific ordering of work activities across time and place. 
It has a beginning, an end, and clearly identified inputs and outputs (Davenport 
1993). 

This succinctly summarises previous partial definitions, for instance Davenport and Short 

(1990) put forward the principle that business processes have defined outcomes and cut across 

organisational boundaries, and Rockart and Short (1988 in Ahmed & Simintiras 1996) state 

that a business process must add value. 

Ould (1995 in Lee & Dale, 1998: 215) says that there are two kinds of processes: 

• The sort that starts when necessary and finishes some time in the future 

• The sort that is constantly running 

The process approach to business has been around for some time, at least since Frederick 

Taylor’s work studies (from 1911), although Taylor’s organisational efficiencies were 

vertically-focussed, creating functional specialisations. Experience has shown that work can 

also be controlled and structured horizontally: this is usually more intuitive and effective and 

provides flexibility to meet customers’ needs. The process approach also emerged from 

manufacturing, and has been applied to operations, innovation, quality, supply chains and 

other networks. In some ways the only new aspect in the modern definition is the addition of 

Information Technology as an enabler. (Ahmed & Simintiras 1996: 75; Earl 1991, Mintzberg 

1979 in Ahmed & Simintiras 1996: 75)  

IBM (1997) states that effective and efficient processes share a common set of characteristics: 
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• Definable – Processes should be documented, and requirements and measurements for 

each process should be established. 

• Repeatable – Processes are sequences of repeatable activities. They should be 

communicated, understood, and followed consistently. 

• Predictable – Processes should achieve a level of stability that ensures that if the process 

activities are followed, the desired results will be achieved.  

Melnyk & Denzler (1996 in Jordaan & Pellissier, 2000: 83) describe the features of effective 

processes: 

1. Process steps should have a natural sequence 

2. Work should be performed at the most sensible location 

3. Multiple versions of a process should be developed, rather than multiple processes. 

4. Checking should be minimised and resources controlled 

5. Reconciliation of inconsistencies should be minimised.  

4.2.2. Business process improvement 
Although she did not use present-day terminology, the concept of business process 

improvement was described by Edith Penrose in 1959:  

… an examination of the forces inherent in the nature of firms which at the same 
time create the possibilities for, provide the inducements to, and limit the amount 
of the expansion they can undertake or even plan to undertake in any given period 
of time. 
It will then be shown that this limit is by its nature temporary, that in the very 
process of expansion the limit recedes, and that after the completion of an 
optimum plan for expansion a new “disequilibrium” has been created in which a 
firm has new inducements to expand even further…) 

Business process improvement is now widely accepted as essential for a business to stay 

competitive in response to changes in the environment. While uncoordinated ad hoc 

improvement to activities, tasks and processes can be performed, the most successful results 

are achieved when a formal and disciplined methodology is followed. There are two main 

approaches to business process change: 

• Continuous and incremental process improvement. 

• Radical redesign of all (or a large sub-set of) the processes performed in an organisation.     

In continuous process improvement key process flows are described and documented to 

provide a stable basis for operations, teams are established to assess opportunities for 
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improvement in terms of quality, cost or cycle time. Corrections to the process are then 

designed, tested and implemented. (Barkley & Saylor, 2001: xxiii) 

Radical process redesign, frequently known as reengineering, usually involves the complete 

meltdown and remoulding of business processes, organisational cultures and structures, and 

information systems with the objective of achieving a breakthrough in business results. The 

outcomes of reengineering may be reductions in delivery time, increased product and service 

quality, enhanced customer satisfaction, and increased revenues and profitability (Stair & 

Reynolds 2003: 51) 

The 1990s saw the emergence of techniques such as business process re-engineering (BPR) 

and, later, the balanced scorecard. Both these techniques challenged basic assumptions about 

business strategy and management, changing the focus from top-down financial planning and 

control to one where strategic quality and customer satisfaction goals drive the business, and 

staff are informed, motivated and empowered to embrace a new culture of constant change in 

search of excellence (Porter & Tanner 2004). 

4.2.3. Business Process Re-engineering (BPR) 
The birth of business process re-engineering is generally accepted to have been in 1990 with 

the publication of two papers: The new industrial engineering information technology and 

business process redesign by Davenport & Short in the Sloan Management Review (Vol. 31 

No.4, pp. 11-27) and Hammer’s Re-engineering work: don’t automate, obliterate in the 

Harvard Business Review (Vol. 68 No. 4, pp. 104-112). 

BPR is characterised by the following three basic features: 

• It is a planned and deliberate endeavour to achieve dramatic improvements in 

performance 

• It involves a radical departure from existing modes of practice and organisation 

• It is usually enabled through the application of information technology 

The fundamental principle of BPR is that there is radical rethinking and structural redesign. 

The objective of BPR is dramatic improvement. It is necessary to adopt a totally new mindset, 

breaking free from history in technological, human and operational aspects. There are three 

important stages that precede true BPR: Vision, Strategy and Actualisation (specification).  

Successful BPR initiatives were undertaken at Ford, Texas Instruments, IBM, and Wal-Mart 

(Ahmed and Simintiras 1996, Hammer & Champy 1993 in Jordaan & Pellissier, 2000: 83, 

Gonzalez-Benito et al, 1999: 345).  
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Particularly important in BPR is the human side of the organisation. People in organisations 

often respond to changes in flow diagrams, organisation charts and procedure manuals with 

resistance: if the resistance is not adequately managed the whole effort can be undermined. 

The human side of the organisation needs to undergo a major overhaul to produce a new 

organisational culture: people are likely to find themselves trained, evaluated, recognised, 

rewarded, grouped, titled and managed differently. There is a need to train people to the new 

way of working, to create excitement and enthusiasm, and to win their trust and commitment. 

(Ahmed and Simintiras 1996:86). 

There are three essential components of BPR: a process-based approach to organisational 

design, the desire and commitment to radical change, and integration of both human and 

technical considerations in the change (Ahmed & Simintiras, 1996: 73). 

BPR became popular in a short period of time, promising amazing results very quickly 

compared with incremental change, and even with Total Quality Management. The 

protagonists of BPR argued that the focus on processes rather than departments would enable 

improvements to the business that would enable a sustained competitive advantage. Many 

companies experienced famous and expensive failures in their BPR projects: most of the 

failures were blamed on lack of focus on the human aspects (Gonzalez-Benito et al 1999: 347, 

Ahmed & Simintiras 1966: 73). 

4.2.4. Approaches to BPR 
The BPR project may be approached from either a structured or a creative viewpoint. 

Advocates of the creative approach state that a fresh approach is required which must not be 

restrained by past practices. The use of formal devices such as benchmarking will inhibit the 

process, which must be imaginative and visionary, and only based on experience.  

The structured school believes that an in-depth understanding of current practice, together 

with best practice benchmarks and systematic analysis will provide the best results. . (Ahmed 

& Simintiras, 1996: 74) 

Tinnila (1995: 44-48) describes three perspectives to BPR:  

• IT is an enabler of business processes , improving operative efficiency 

• The potential of business processes in redesign of organisations 

• Business processes are units of strategic planning 

The original perspective was to use IT as an enabler in improving operational efficiency.  The 

risk of this approach is that existing inefficient or obsolete processes are automated. 
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The organisational perspective focuses on the core and critical processes for the company, and 

the development of these processes in line with customers, suppliers and products. Adoption 

of horizontal business processes has enabled the redesign of flatter and also virtual 

organisations, where the organisation design follows the process flow. 

Although some proposed that business process redesign should be linked to business strategy, 

and that processes are redesigned around strategic capabilities, this appears to have received 

less attention in practice and is often a cause of failure of the BPR project. Among the 

strategic aspects of process re-engineering are developing and prioritising objectives, defining 

the process structure and the assumptions, identifying trade-offs between processes and 

developing a human resources strategy. Sometimes it is necessary to perform one process in a 

sub-optimal way in order for another to be performed more optimally. 

In Gonzalez-Benito ( et al, 1999:349) ten essential stages of the BPR project are described: 

• Top management commitment 

• Creating a team 

• Evaluating the environment 

• Assessing the organisation 

• Defining the changes needed 

• Determining the technical and human resources needed 

• Testing (when appropriate) 

• Implementation 

• Evaluation of the results 

While BPR can bring about a better process design (e.g. Gonzalez-Benito et al, 1999), it may 

not be the best, so the re-engineered processes can be further optimised with the use of TQM 

or other continuous improvement practices.  

4.2.5. The role of information technology in BPR 
Although information technology is an important enabler of BPR, simplifying the storage, 

control and retrieval of information and adding efficiency, it does not mean that the BPR has 

to be designed with a specific orientation to information, or information technology.  

Choo (1991: 20) defines four different roles for information technology in organisational 

information processing: 

1. IT may be used to reinforce and shape the decision premises of an organisation.  
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2. IT may change the perception of information sources. 

3. IT may be used to augment the information processing capacity of organisations. 

4. IT may alter the organisational structures used to coordinate economic activity.  

The ability to sense changes and respond to them quickly and flexibly are essential for 

business competitiveness. Access to relevant and timely information will enable organisations 

to assess market conditions, improve quality and serve customers better (Stair & Reynolds, 

2003 :395). 

Many new enterprise systems are very effective at collating and processing highly-structured 

transaction data, but not enough of this data is transformed into information or knowledge 

(Davenport, 2000: 63). The traditional approach to IT implementation was to develop IT 

systems to replicate and support existing business processes. A newer approach, especially 

when enterprise-wide software packages are used, is to select a software package then change 

business processes to fit the software (Jordaan & Pellissier, 2000: 88). 

Malhotra (1997: 3) appreciated that the Institutionalisation of 'best practices' by embedding 

them in an information technology might facilitate efficient handling of routine, 'linear' and 

predictable situations during stable or incrementally changing environments. However, when 

this change is discontinuous, there is a persistent need for continuous renewal of the basic 

premises underlying the 'best practices' stored in organisational knowledge bases.  

Continuous learning, unlearning and revision of the processes and the systems supporting 

them will always be required. Jordaan & Pellissier (2000: 88) described the Second wave 

approach where after strategy informs the information technology, followed by process 

redesign, there needs to be feedback into business strategy and the development of a 

continuous improvement cycle. 

Deloitte Consulting (1998 in Jordaan & Pellissier, 2000: 81) define enterprise resource 

planning (ERP) as many information systems working together towards the organisational 

goal of coordinating efforts throughout the organisation in order to share information, 

automate processes and produce and access information in a real-time environment.  

Enterprise resource planning (ERP) software is an integrated set of modules that meets a wide 

variety of business needs. Adoption of an ERP system in an organisation enables the 

replacement of a large number of separate systems with a single, integrated, information 

processing system. ERP vendors gather the requirements of leading companies in an industry, 

combine them with research findings and benchmarks from research institutions and 
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consultants, and define the best business practices in a specific industry. A suite of application 

modules is then designed and developed to support these best practices in the most efficient 

and effective way.  

ERP enables real-time monitoring of business functions, and monitoring of key factors such 

as quality, availability, customer satisfaction, performance and profitability. Financial and 

operational systems are integrated, so that when something happens in one process that affects 

a business situation, information is produced to alert management to take the appropriate 

responsive action (Stair & Reynolds 2003: 395). 

Thus, the benefits to an organisation that purchases and implements an ERP system include 

the elimination of old, inefficient and poorly integrated IT systems, standardisation of the IT 

platform, adoption of best practice work processes, and – most importantly - improved access 

to information for strategic and operational decision-making, (Stair & Reynolds, 2003 :395). 

However there is the persistent danger that the new best practices embedded in the ERP 

system will soon cease to be optimal, and that continuous improvement to both the processes 

and the information systems is still required. 

4.2.6. Synergy between Business Process Reengineering and Total Quality 
Management 

Many authors consider that re-engineering and TQM are compatible: some believe that TQM 

is an enabler or precursor of re-engineering; some that the two fields are complementary and 

that re-engineering needs to include quality aims to be successful. One of the outcomes of 

BPR may be to establish mechanisms to ensure continuous improvements of the redesigned 

process (Childe et al. 1994: 30 in Gonzalez-Benito et al, 1999:350). 

Process orientation is included in quality standards e.g. the European Foundation for Quality 

Management and the Malcolm Baldrige National Quality Award.  

Both BPR and TQM projects are similar in that they affect the entire company and have 

cross-functional impacts. The costs and benefits are often similar. Re-engineering places more 

emphasis on equipment and technology: continuous change places the emphasis on the 

people. Generally IT is considered important for re-engineering, and useful for TQM.   

Although BPR is dictated by top management and TQM is generally initiated at a lower level, 

the co-operation of all levels in the organisation is essential for success with either type of 

initiative. Insufficient buy-in from staff for BPR, and lack of top management commitment to 

TQM are often cited as the causes of project failure.  
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Both types of project tend to provide employees at all levels with more information and thus 

empower decision-making at lower levels. The employees of any company that has gone 

through a successful major change project will be more sensitive to the need for ongoing 

improvement to maintain competitive advantage. Thus a company that has been through 

TQM or BPR is more ready for future change.  

BPR links improvement efforts to strategic goals. TQM needs to become part of the company 

strategy to be successful and for improvement to be sustained. Thus a re-engineered 

organisation will tend to have improvement and quality objectives in its strategic planning 

process and objectives.  

The communications channels, and training infrastructures that are set up for one major 

change project are also useful for any other change projects. The process documentation, 

analysis, awareness and measurement of efficiency and customer satisfaction performed for 

either initiative will benefit any other management approach that has a process focus.  

On the other hand, a badly executed major change project, or a BPR project with significant 

downsizing consequences, can present a barrier to further change, as employees are likely to 

have lost their trust in management. Trust can be regained to some extent by making 

guarantees to staff about continued employment, or if the promised significant business 

growth actually materialises (Gonzalez-Benito et al, 1999: 350-353). 

Most organisations are attempting to move towards proactive and customer-focused 

performance improvement, and believe that BPR can be integrated within a total quality 

philosophy, or can be an integral part of their management practices (Miroglio 1998). 

4.2.7. Business Process Management 
 Much of the hype over re-engineering was exactly that, a fad that resonated with 
firms feeling the tight economy, pressured to reduce costs, and wanting to see 
better returns on their major information technology investments. Consultants 
repackaged old methodologies and printed glossy brochures and charged 
thousands for their “proprietary” solutions to “fundamental” business problems. 
So in some way, the ideas of Hammer, Champy, Davenport among others came at 
just the right time, when there was a hunger for such solutions. However, despite 
the failure of a large number of initial process change projects, the concepts and 
ideas have survived. (Grover 2003) 

By the mid 1990s there was a growing scepticism about the effectiveness of BPR: although 

major cost savings – up to 80% - were claimed by some, there was doubt about the veracity of 

some of the claims, and studies showed that up to 70% of projects were dismal failures. 
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(Hammer and Champy 1993 in Al-Mashari and Zairi 1999, Ahmed & Simintiras 1996: 73, 

Tinnila 1995: 44-48) 

In response to intensive debates on whether BPR was dead, in 1997 Deakins and Makgill 

surveyed the published literature on BPR. They concluded that although BPR was not actually 

dead, there had been very little academic research on the topic and that it was suffering from 

neglect, especially in the vital area of people issues.2  

In later years the radicalism of BPR was somewhat relaxed (Grover and Malhotra 1997 and 

others in Gonzalez-Benito et al, 1999) and a new field, Business Process Management, which 

integrates a variety of approaches to analysis and improvement of business processes, has 

emerged and appears to be a more sustainable option. Al-Mashari (2002) observes that BPM 

acknowledges the interdependence of all processes and addresses the interdependence of 

strategy, people, processes and technology in achieving business objectives and that BPM 

includes elements from TQM and BPR. 

Generally, large changes are riskier, more complex and more expensive than continuous 

improvement. Some believe that because re-engineering can be so destabilising, continuous 

improvement maintains stability and the commitment of employees, carries less risk and is 

therefore a better way of making changes in the organisation. 

Zairi (1997 in Lee & Dale, 1998) provides five rules for disciplined business processes: 

• Pervasiveness – an understanding of BPM principles throughout the organisation.  

• Ownership – all processes should have a clearly defined owner who reviews process 

performance and is responsible for their continuous improvement. 

• Documentation – all processes should be modelled from end to end to link customers to 

the process, and the standards of documentation are defined and support the needs of the 

process participants. This includes in-process controls and a description of how to 

complete the process. 

• Measurement – process measures are classified into cost, quality and time parameters. All 

key processes are tracked with in-process and results measures taken at critical steps in 

the process to meet customer requirements, prevent errors, reduce variability, improve 

cycle time and increase productivity. 

                                                 
2 Ahmed and Simintiras 1996: 87 claim that there is “a rich history of research that BPR can 
draw on” but do not cite a source or examples. 
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• Inspection – process owners should monitor performance and identify gaps through 

regular reviews and then close the gaps. This principle also embraces the need to reduce 

variability. 

- and another set of rules for the process management process: 

• Major activities have to be properly mapped and documented 

• BPM creates a focus on customers through horizontal linkages between key activities 

• BPM relies on systems and documented processes to ensure discipline, consistency and 

repeatability of quality performance. 

• BPM relies on measurement activity to assess the performance of each individual 

process, set targets and deliver output levels which can meet corporate objectives. 

• BPM has to be based on a continuous approach to optimisation through problem solving 

and reaping out extra benefits. 

• BPM has to be inspired by best practices to ensure that superior competitiveness is 

achieved.  

• BPM is an approach for culture change and does not result simply through having good 

systems and the right structure in place. 

Harrington (1995) proposed five major phases for BPM projects: organising for quality, 

understanding the process, streamlining the process, implementation, measurement and 

controls, and continuous improvement; and IBM (1997) developed a 10-step process 

improvement methodology: 

1. Select process for improvement 

2. Prepare process improvement plan 

3. Talk with the process customer 

4. Walk the process 

5. Identify specific areas for improvement 

6. Benchmark the process 

7. Develop solutions 

8. Plan for implementation 

9. Pilot improvements 

10. Roll-out and completion 
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Culture change is identified by many (Corrigan 1996 in Lee & Dale, 1998, Al-Mashari and 

Zairi 1999) as one of the most persistent barriers to successful business process improvement: 

threats to individuals’ job stability and promotion prospects cause a high resistance to change. 

This aspect is often forgotten, with most of the focus on tools, methodologies and IT systems. 

DeToro and McCape (1997 in Lee & Dale, 1998: 214) argue that BPM is re-emerging rather 

than something new, and there is general consensus that a given set of processes never meets 

every need, and that combinations, recombinations and changes are always needed. (Lee & 

Dale, 1998: 214)3

For an organisation to survive in today’s competitive environment, there must be 

improvement efforts in both the continuous and breakthrough improvement methodologies. 

Management needs to make the correct business decisions so that the correct products are 

available at the time that they are needed, while making the most of everyone’s efforts 

(Harrington 1995: 43).  

4.2.8. Balanced Scorecards 
For many years, top managers measured business success with financial reports, including 

revenue, profit, return on investment and earnings per share. These were developed for 

regulatory and financial reporting purposes, to report on the stewardship of the money rather 

than for strategic or management purposes. 

In the increasingly competitive environment of the later 20th century it became clear that these 

did not enable measurement or management of the continuous improvement of skills and 

competencies that companies were adopting. The rise of the Total Quality Management 

(TQM) movement, especially in the USA drew managers’ attention to the importance of 

providing products to meet the customers’ needs. 

Some believed that process improvement itself would lead to improved financial 

performance, but this did not enable analysis of causes and effects, or identification of 

corrective action to be taken to correct unsatisfactory performance.  

Kaplan and Norton (1992) undertook a year-long research project in 1990 with 12 leading-

edge companies and devised a balanced scorecard – a set of measures that give top managers 

                                                 
3 DeToro and McCabe (in Lee & Dale, 1998) also add that BPM can help organisations avoid 
falling prey to “the hype of a new business fad”. 
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a fast but comprehensive view of the business. Other authors, including Maskell, Eccles and 

Pyburn were expressing similar ideas at about the same time.  

The balanced scorecard includes financial measures (which reflect the results of action 

already taken), and adds to them operational measures of customer satisfaction, internal 

processes, innovation and improvement that will drive future financial performance.  

They described the balanced scorecard as being like the dials in the airplane cockpit: it gives 

managers complex information at a glance. Managers, like pilots, cannot rely on just one 

indicator, but must be able to measure and manage several variables at the same time. 

While Kaplan and Norton realised that mangers needed information from several 

perspectives, there was also a potential danger of information overload and complexity, so the 

number of scorecards was limited to four, with a total of no more than about 20 measures. 

Kaplan & Norton followed their 1992 article with others in the same vein in 1993 and 1996, 

and a book The Balanced Scorecard: Translating Strategy into Action also in 1996.  

They provided guidance to companies on how to create their own balanced scorecards, based 

on their specific strategic requirements. For example, customers’ concerns usually fall into 

four categories: time, quality, performance and service, and cost. By finding out their specific 

customers’ requirements for each of these criteria, the customer satisfaction scorecard can be 

developed with defined metrics of and specific targets for each of these. Often the definition 

of the requirements by management is complicated and contentious, although the process of 

debating and agreeing on these has its own value.  

The customer-based and internal business process scorecards recognise the company’s 

performance in the current environment. But a successful organisation recognises internal and 

external change and the needs to make continuous improvements to sustain competitive 

advantage. The innovation and improvement scorecard links current performance to future 

performance. The measures on this card may be product or process-focussed – usually a 

combination of both. 

Although financial measurements had fallen into disrespect because of their inadequacy at 

measuring business performance, some analysts had argued that financial measurements 

should be abandoned completely, and that an otherwise well-run company would always 

deliver satisfactory financial performance. Kaplan and Norton disagreed with this and 

asserted that appropriately aligned financial targets would enhance business performance, 

especially if these are supported by effective information systems.  
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The scorecard is based on strategy and vision – not controls. While traditional measurements 

focused on controlling employees’ behaviour, the scorecard focuses on results, assuming that 

employees will know – or find out how to achieve the desired results. This empowers and 

motivates staff to perform. 

Companies that improve their quality and response time reduce the work activities needed to 

inspect and correct defective goods and services. This can be a threat to the staff who are 

actually improving the performance. Layoffs of staff are a poor reward for improving the 

company’s competitiveness, and clearly demotivating for the remaining staff. Clearly the 

most effective use of the (otherwise redundant) capacity is for expansion of the business with 

new products or to new markets, resulting in increased revenue and profitability.  

Young (1998) points out that the implementation of balanced scorecards is an expensive 

operation for a large organisation, and a large investment of time from top management - and 

all levels in the organisation - to agree on the indicators and measurements is essential for 

success.  

The connection of strategy to scorecard has become an effective tool for maintaining 

alignment between strategy and operations. The scorecards can be used for setting 

departmental, team and individual goals, planning budgets and allocating resources and 

rewards. It is an effective change management tool if everyone in the organisation 

understands it and sees its value. It empowers employees at all levels to look for opportunities 

for incremental improvements to their own work processes and practices (Letza 1996, Young 

1998). 

 Initially the scorecards were paper-based, but it was not long before an industry of desktop 

and web-based software tools were developed to collect and analyse data (Young 1998). 

Changes in the company’s strategic vision reflecting the changing environment means that the 

organisation has to effectively manage its own measurement system: the targets on each 

scorecard will have to be revisited and refined regularly, and the content of each scorecard 

needs to be re-evaluated and redesigned periodically in order to maintain its value as a 

measure of business performance. 

When designing a scorecard for the organisation, care has to be taken that good measurement 

of performance is not confused with good performance. Although the measurements should 

be meaningful and unequivocal, the value is not in the measurements, but in what the 

measurements indicate (Letza 1996). 
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Provided the large corporation can reform itself, transforming its organisation 
into an articulated network of multifunctional decision-making centres, it could 
actually be a superior form of management in the new economy. (Castells, 2000: 
178) 

Figure 4-1 - Three Business Process perspectives (Tinnila 1995: 47) 
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5. The Legacy of the Fads 
5.1. Intellectual capital 
Traditionally, an organisation’s resources were considered to be land, labour and capital. 

Later the definition of resources was broadened to include intangible resources and may be 

broadly classified as Physical, Financial, Human, Technical, Organisational and Intangible. 

These resources contribute to the profit and growth of the company but many of them are not 

included in the balance sheet.  

Penrose (1959: 25) observes that the human resources in a firm represent a substantial 

investment on the part of the firm, and that for some purposes these can be treated as more or 

less fixed or durable resources, like plant or equipment. Even though they are not owned by 

the firm, the firm can suffer a significant loss when they leave.  

Although all resources may contribute to the profitability of the company, not all will 

contribute to a long-term competitive advantage. Resources whose value is greater then the 

cost of their acquisition or development, have a major impact on profitability and are long 

lasting are known as strategic assets. Strategic assets that may meet these conditions include 

copyrights, patents, brands, processes and systems, capabilities, databases and highly skilled 

staff. The most important aspect of these resources is that they are difficult for others to 

replicate, and thus they present an effective barrier to entry in the market (Strategic Assets)  

Until the 1980s, the value of a business was generally considered equal to the balance sheet 

value of the fixed and long-term assets. When businesses were bought and sold for an amount 

exceeding this the difference was accounted for as goodwill and generally written off shortly 

afterwards. Only more recently has this difference been described as intellectual capital, and 

attempts have been made to measure it.  

Some of these are described by Rodov & Leliaert (2002), Marchand (1998), Edvinsson 

(1997), and Kaplan & Norton (1992): 

• The invisible balance sheet, which was designed by the Konrad Group (including Karl-

Erik Sveiby) in 1988. It is an extension of human resource accounting and divides the 

company’s intellectual property into individual capital and structural capital. This method 

is qualitative and fails to quantify the value of intellectual capital (IC). 

• The intangible assets monitor (IAM) (Sveiby, 1997) aims to measure IC by using custom-

designed indicators, and is useful for internal use for audit or a management information 

system. It has similarities to the Balanced Score-Card. 
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• The Balanced Score-Card (BSC) was published by Kaplan and Norton in 1996. This 

provides a consistent means to monitor progress in building capabilities and acquiring 

intangible assets and thus showing the extent to which the strategy of the company has 

been implemented. It presents goals and measures within four perspectives: financial, 

customer, internal business, and innovation and learning. 

• The Skandia navigator (Figure 5.1). 

In the late 1980s the management of Skandia AFS realised the need for a holistic perspective 

for measuring the value of the company, and created an Intellectual Capital function headed 

by a Director. Initially intellectual capital was defined as the possession of knowledge, applied 

experience, organisational technology, customer relationships and professional skills that 

provide Skandia AFS with a competitive edge in the market (Edvinsson 1997: 368). They 

identified and analysed the different types of intellectual capital in the organisation, and 

developed the Skandia value model which was used for measurement and reporting: 

Figure 5-1: The Skandia value scheme (Edvinsson 1997) 
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• Intellectual capital is the value of the company (by the stock market) that cannot be 

measured financially. 

• Human capital is the value that goes home every night and structural capital is that which 

is left behind in terms of processes, databases and relationships etc. 

• Customer capital is the value of customer relationships and contracts, and organisational 

capital is the balance. 

• Process capital is the value in information systems and processes, and innovation capital 

is the balance. 

• Intellectual property is the value of brands, patents, trademarks etc. and intangible assets 

are the balance. 

In was not essential to work out precise financial values for all of these; other measures were 

used, mostly indicating the rate of growth in each asset.  

Rylatt (2003) breaks down intangible assets (know-how) into the following components: 

• Customer capital: the value of relationships, contracts, customer satisfaction and 

customer learning. 

• Human capital: the measurement of the know-how of the people belonging to the 

organisation, and the value lost when someone leaves the organisation.   

• Intellectual capital4: the perceived value of patents, copyrights, brand-names, franchises, 

rights, secrets and licences. 

• Relationship capital: the value of strategic alliances, collaborative relationships, joint 

ventures and industry associations that help build an organisation’s reputation.  

• Systems performance: The organisation’s systems and processes that directly relate to 

productivity and profitability by speeding up production and service cycle times, 

reducing wastage etc.   

5.2. Knowledge resources 
A firm is basically a collection of resources. Consequently, if we can assume that 
businessmen believe that there is more to knowledge about the resources they are 
working with than they do know at any given time, and that more knowledge 
would be more likely to improve the efficiency and profitability of their firm, then 
unknown and unused productive services immediately become of considerable 

                                                 
4 This component is more often called intellectual property. 
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importance, not only because the belief that they exist acts as an incentive to 
acquire new knowledge, but also because they shape the scope and direction of 
the search for knowledge (Penrose, 1959). 

The intellectual capital approach to knowledge management is also known as the asset-based 

approach, and flow from the resource-based theories of Penrose and Porter.  

Zack (1999) defines knowledge management as purposefully and systematically enhancing 

and exploiting the intellectual resources available to an organisation, to increase the firm’s 

value. Companies compete by using unique resources that competitors find hard to imitate.  

Traditional (tangible) resources are easy to imitate: intellectual resources - even the 

knowledge of how to combine tangible resources - can be unique and provide a sustainable 

competitive advantage.  

Leading firms of today proactively seek to be ahead of the market by collaborating with 

customers and vendors, or attempting to create their markets. The more a firm knows, the 

more it can learn: even if its experiences are the same as its competitors, it can interpret them 

differently.  

Successful organisations use SWOT or similar strategic analysis tools, not only on their 

tangible capabilities, but also on the information and knowledge that they possess, and they 

include improvement activities in their strategic plans. Context-specific knowledge developed 

from experience is embedded in business processes and quality programs: process and quality 

management tools can also be applied to information, learning and knowledge processes to 

optimise them. 

5.3. Knowledge Management 
In describing his Knowledge Initiative Framework, Skyrme (1999: 193) explains that 

successful knowledge management depends on simultaneously driving and aligning factors 

across several dimensions. Characteristics form an action-focussed framework in three layers:  

• Enabling layer (leadership) = vision, structure, culture, environment 

• Levers = processes, knowledge (tacit, explicit), measures, hubs and centres, market 

leverage 

• Foundations = Hard infrastructure (intranet, groupware etc.) + Soft infrastructure (roles, 

skills, development, rewards) + Tools and techniques 

Botha & Fouché (2002:21) develop a comprehensive summary of the key factors of 

knowledge management and develop this into a framework. Citing Marchand et al., 
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Davenport and Prusack,  Alee, Skyrme and others they indicate the following common 

elements:  

• Knowledge leadership, which includes vision, strategy, inspirational motivation, and 

continual links to the business imperative. 

• Knowledge-oriented culture: this includes trust, openness, communication and 

collaboration, empowerment, incentives and continuous learning. 

• Structure, which includes the formal (official) structure, the temporary matrix structures 

of team-work, and the informal (hidden) structures of personal relationships and 

communities of practice. 

• Knowledge processes, which include the methods and systems for creating, acquiring, 

integrating and using knowledge for the benefit of the organisation  

• Technology, which includes the tools used to support the knowledge processes and 

communications. 

• Measures, which include audits, surveys and critical assessment of the knowledge 

management practices. 

While both models could be useful for assessing the readiness of an organisation to embark 

on a knowledge-based strategy, Botha’s model is more focused on knowledge flows and 

efficiencies rather than the financial valuation of stocks of intellectual capital.   

Skyrme’s model is more appropriate for the current assessment of intellectual capital, 

especially to enable the evaluation of its contribution to the enablers, lever, and foundations of 

knowledge management. 

A third-generation knowledge-managed organisation would have organisational 
learning, knowledge creation and innovation processes built into its structure…. 
Creative destruction inside the focal organisation, putting it into a constant state 
of instability and unpredictability. Managers should then learn to manage with 
limited control and incomplete information. To limit the associated risk, new 
organisational and institutional structures will be needed. (Tuomi 2002: 11) 

5.4. The contribution of the fads to Knowledge and Knowledge Management  

5.4.1. Enablers 
According to Drucker (1993: 44), the original definition of a manager is one who is 

responsible for the work of subordinates: the early '50s definition is one who is responsible 

for the performance of people, and the then current definition is one who is responsible for the 

application and performance of knowledge.  
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Strategic management techniques can provide a culture for innovation. Flexible organisational 

structures and information orientation empower employees to take decisions and manage their 

own output. Excellence and quality management tools enable employees to evaluate their own 

output, and process improvement tools enable them to improve it. These will improve 

efficiency, effectiveness and job satisfaction 

In a learning organisation existing knowledge is used to create new knowledge through 

externalisation, conversion and sharing (Choo 1998: 15). This includes information from 

process measurements and quality programmes. 

Drucker observed as early as 1993 that continuous learning was a prerequisite for productivity 

in knowledge work and service work, and that as knowledge is continuously changing its 

sustainability  depends on continuous learning. He stated that improving the flow of work and 

knowledge in order to improve the productivity of knowledge workers would require 

fundamental changes in the structure of organisations: re-engineering, and the elimination of 

most layers of management. 

5.4.2. Levers 
Strategic management, organisational structure and leadership can enable adaptive 

management and innovation, which contribute to an increase in process capital. An 

information orientation can encourage research and effective use of information technology. 

Organisational learning can enable productivity gains, including the reuse of knowledge, and 

reduce time to market.  

Excellence and quality management tools can enable responsiveness to customer needs, cost 

reductions and quality increases. Business process change can also reduce costs and reduce 

response times. 

Botha & Fouché (2002) cite Skyrme (1999) to indicate that most organisations  are weakest at 

critically assessing their own knowledge management abilities and practices, and that 

knowledge management cannot develop into a organisation-wide core competence without 

formal measurement, benchmarking and assessment. In so far as benchmarks and 

measurements are key elements of quality and process management, the continuous cycles of 

implementation, monitoring, evaluation and improvement provide a strong indicator of the 

organisation’s readiness to implement a knowledge-based strategy. 
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5.4.3. Foundations 
Strategic management can include strategic partnerships with customers, suppliers and even 

competitors to improve service delivery. A collaborative organisational structure and a culture 

of organisational learning can enable cross-functional teamwork, which will further encourage 

the information and knowledge orientation of the organisation.   

Excellence and quality management techniques provide quality circles and communities of 

practice, and integration of the supply chain. 

Business process reengineering can provide the technical infrastructure for information 

orientation and collaboration both within the organisation and within the supply chain. 

Figure 5-2: A knowledge management framework (Botha & Fouché 2002) 
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Figure 5-3: A Knowledge Initiative Framework (Skyrme 1999b) 
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6. Conclusion 
Wiig (1997: 9, 13) distinguishes the information revolution, with its focus on operational 

excellence and product leadership, from the knowledge revolution, with its focus on customer 

intimacy. He went on to state (1997: 13) that knowledge management differed fundamentally 

from fads such as TQM, BPR,  and downsizing in both scope and objectives, by being broad, 

multi-dimensional and covers most aspects of the enterprise’s activities. This was contrasted 

with fads which are attractive, popular  - and weak – because of the simplification of the 

scope and depth of the problems addressed. He seems to have missed the point that customer 

relationships feature highly in most excellence and quality management approaches. Even 

small and apparently disjointed change initiatives can still have useful value, especially in 

modifying the organisation’s culture, processes, and technological infrastructure, and 

preparing them for full knowledge management,  

Sveiby (1997: 140) states that Business Process Reengineering promised huge rewards if 

companies exchanged their people for computerised processes but this led to an erosion of the 

(people-centred) knowledge-base, and that happily BPR is now consigned to the dustbin. 

While badly-executed BPR initiatives could indeed have replaced people with computer 

systems, this is certainly not a fault of the theory, but of the implementers’ strategies. People 

– with knowledge – are required to perform processes, and process management, and to 

ensure continuous improvement. The process capital inherent in documented and highly 

structured processes is a form of explicit knowledge, which is ready for sharing. 

Skyrme (1999: 44) states that knowledge management is seen by many companies as a natural 

adjunct to other business transformation initiatives such as TQM and BPR, and provides the 

example of the property and insurance company CIGNA that re-engineered its underwriting 

process, incorporating the knowledge of its best underwriters.  

There are those who claim that knowledge is more than intellectual capital, and those who 

claim the reverse. For example, Edvinsson (1997: 372) claims that:  

• the goal of knowledge management is to improve the company’s value through the more 

effective use of knowledge 

• the goal of intellectual capital is to improve the company’s value generating capabilities, 

which includes value creation and value extraction. 
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It appears that these differences relate only to the definitions of knowledge and intellectual 

capital used – investigation of the underlying concepts rather than the words uncovers a 

convincing degree of commonality. 

Some clarity is provided by Choo & Bontis (2002: 13), who agree that the concepts of 

organisational learning, knowledge management and intellectual capital overlap significantly. 

They distinguish between intellectual capital as the stock of knowledge that exists, and 

knowledge management as the  management of this stock. They add that organisational 

learning represents the processes and behaviours at individual, group and organisational level 

by which the knowledge stocks change and grow. 

Penrose prophesied the importance of knowledge management when she emphasised that not 

only is the firm a repository of productive knowledge, but it is also an institution that develops 

and manages this knowledge and that the two processes of developing and managing 

knowledge may be hard to separate, both in practice and conceptually. She also recognised 

that managers learn from their actions and thus create opportunities that they can use to the 

firm’s advantage.  (Foss 1998: 3).  

 

Since this study has demonstrated that the fads contributed materially to intellectual capital, 

and that intellectual capital IS knowledge, the fads should be given the recognition they 

deserve as true pioneers and precursors of knowledge management.  
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