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CORPORATE FAILURES:

Why Organisations Fail To Learn

Madhukar Shukla

XLRI, Jamshedpur (india) / ESADE, Barcelona {Spain)
[Note: A modified version of this articles was published in Productivity, 1994, 34(4), 629-639.]

L. INTRODUCTION

One of the prevalent concerns in the present times, for both management academics and practitioners, relates
to the principles which determine corporate successes and failures. Stated as a guestion, this concern can be
expressed as! In the present era of environmental turbuience, wh do some organisations prosper and grow

while others collapse and disintegrate?

Most efforts to answer this question have focused on the principles and practices which make the organisations
successful. Correspondingly, corporate success has been variously attributed to pursuit of excellence (Peters
and Waterman, 1982), mastering the art of corporate change and transformation (Tichy, 1983; Kanter, 1985),
transformational leadership {Tichy and Devanna, 1886), focus an core competence ( Prahalad and Hamel, 1990),
time-based competition and fast-cycle capabilities (Stalk and Hout, 1990}, achieving total customer satisfaction
(Horovitz and Panak, 1992), managing quality (Garvin, 1988), lean manufacturing technologies and continuous
improvements (Suzaki, 1987; Hayes, Wheelwright and Clark, 1988; Harmen, 1892), and so on. These insights are
also largely consistent with each other, and provide significant understanding about the dynamics of success.
However, in remaining primarily focused on the successful, they address the issue of corporate failures only by
exception, effectively implying that failures result from the absence of one or more of the above attributes.

This preoccupation with success is widely shared in the management literature {with some notable exceptions,
€.g., Cameron, Suttan and Whetten, 1988; Miller, 1984, Pauchant and Mitroff, 1992, efc.). While corporate failure
is an age-old reality, its study is a comparatively recent phenomenon, emerging as a reasonably noticeable fiefd
only during the 1980s, Cameron, Sutton, and Whetten (1988) found that about 75% of literature on
organisational decline and failure was published after 1978, possibly indicating greater consciousness, amongyg
the reseéarchers, about the increasing environmental threats 1o corporate survivat,

This paper aims to explore the reasons which make organisations fall and decline. There are two reasons for
adapting such an approach. Firstly, from the life-cycle and population ecology perspectives, organjsational
decline and death seems to be a natural process, and needs to be understood. In a study of US Corporations,
Nystrom and Starbuck (1984} found that ciose to 90% erganisations fail to survive beyond twenty years of their
inception. In India, investments worth Rs. 80 billions {about $1.9 bn} are held by about 2,000 sick smali and
medium scale units (Gopal, 1991). Another study (Pascale, 1990) reparted that after within five years of their
research, two.third of Peters and Waterman's 43 "excellent” companies were were no longer excellent on the six
financial criteria which were used for Identifying them; eight of them, in fact, were in deep trouble. Similarly, a
report In Forbes (Williams, 1988) found that only 22 of the 100 largest US companies of 1917 still figured in the
list in 1987, Makridakis (1991} listed out some interesting facts about the prevalence of organisational failures
from various reports, books and article, such as:

® On average, it takes 8 years until corporate ventures become successful, while a majority of new
ventures never rake a profit;

® For every successful corporate furnaround there are two that fail;

® There were close to haif a millien business bankruptcies in the world in 1988;
¢ Between 35 to 85 percent {depending on the specific study) 6f new preducts fail ever to make a profit; >
®  Within last 20 years, more than 380 major firms failed in the computer industry;

“# [n 1988, there were more than $7 billion losses among the top 200 world banks;
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® In the automobile industry alone more than 1,500 firms have failed in the past, and so on.

The fact that this aspect of business reality has been largely naglected is evidenced in Cameron and Whetten's
(1883) finding that only one out of the fen organisational life-cycle models which they reviewed considered the
phenomenon of organsational decline at all. The other nine seemed to assume, and indicate, an unending
growth curve, or at least stability - a fact, which in the light of the findings quoted above is open to question.
Corporate failures and declines are apparently quite prevalent and common, but are somehow hushed up.

The second reason for exploring the reasons for corporate decline and failures relates to the very nature of
success. The systems view of organisation {Katz and Kahn, 1878} defines corporate success and effectiveness
in terms of the extent of alignment and fit between the organisation and its perceived and real operating
environments. There can, however, be numerous reasons and ways .

in which organisations may lose this alignment, and create conditions for failures. One may say, that while the
determining principles of corporate success are more or less simitar in all cases, the paths to failure are
different and varied. Correspondingly, this paper reviews the literature on the subject to identify broad
categories of reasons for organisational decline and failure. It also aims to highlight that organisational inability
to learn is a common theme which cuts across these categories.

It. REASONS FOR CORPORATE FAILURES

Mostly, when organisations fail (i.e., go bankrupt, lose market share, show low profits or losses for long
periods, etc.), one fends to assign some single, and very often an external, event (e.g., a long-drawn labour
strike, failure of a major preduct, a bad investment, ete.) as the root cause. In management literature, corporate
failures have been attributed to reasons which are both external {e.g., competition, changes in government
regulations, scarcity of inputs, efc.) and internal {e.g., managerial incompetence, stuctural rigidity, lack of
leadership, efc.). Various studies {e.g., Smith, 1966; Gohen, 1973; Argenti, 1976; Kibel, 1982; Lurie and Ahearn,
1990; Makridakis, 1991) have aiso [isted down a number of probable reasons which are likely to make
organisations prone to failures. A review of this literature brings out four broad (though not mutually exclusive)
categories of reasons, which are described below;

- 1. Decline is natural and predictab!e due to the industry and organisational life-cycles.

The .most .. ocbvious. reason.:for. organisational failure : is, - of . course, a ~change - in their - "environment
-niche™..(Cameron..and . Zammuto; ~1983),- making-it :no -longer -possible -for-them 4o -survive. ‘Not only do
organisations -have: life-cycles..i.e.;.they-are.born;.grow,.mature and-die - but-so-do- have ‘whole-sectors and
:.--....industries. . During- the industrial. revolution; . mass-scale -manufacturing - displaced - -agriculture as-the- primary
..mmeans.-of. creation-of .wealth...In  the-last. few decades, ‘service -and~information - sectors ‘have-emerged as
-replacements. for.mass-manufacturing -industries.-Similarly,-among industries; textiles gave way to more core
industries like chemicals, steel, construction, etc., which are now giving way to more high-tech industries, e.g.,
computers, bio-technology, etc,

It would be natural for organisations to follow the life cycle dictates of their respective industries. They probably
do not have much choice either, but to decline once they {and their respective industrial sectors) reach the
limits of their S-curve. Makridakis {1991) described this rise and fall of organisations and industries as a naturat
process of evolution and selection in a changing environment:

"As new technologies emerge, the growth patterns shift and new industries and firms appear
and prosper. At the same time, the older ones become less competitive and lose their real or
relative advantages. Although many of the older industries can operate for a Jong time after
new technologies appear or consumer attitudes change, they lose their dynamism and their
potentiat to generate adequate returns on investment, As they eventually siow down, they are
merged into other companies, are bought out, or stop operating aitogether.”

The components of increasing competition {and consequent decline of less competitive organisations) are,
thus, inherent in the life-cycle framework. Growth of an industry attracts more competition, both from new
entrants and the existing organisations. If one analyses the factors constituting the competifion, three basic
source canh be identified:

Firstly, competition comes from firms which compete around similar parameters {price, efficiency, cost,
volume). Competitive advantage depends on learning to do more of the same thing, but better than your
competitor - reduce costs for better profits, increase volumes for achieving economies of scale, provide more
efficiency to boost demand, and so on. The Boston Consulting Group's concept of "experienceflearning-curve®
also implies that a firm's capacity to stay ahead in competition depends.on its ability to learn by performing
mare of similar activities. To do s0, the organisation must evolve more complex and sophisticated capabilities
for information processing (Galbraith, 1873). That is, it must develop structures, systems and processes which
can scan and filter relevant information about competitive environment, draw appropriate picture of
opporiunities and threats, and match its internal planning and coordination decisions for gaining compefitive
advantage.
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The second source of competition is from the fragmentation of market by the new entrants, who carve out a
specialised segment for themselves. The oft repeated pattern is the emergence of formidable competition from
the lower end of the market. These new competitors focus on producing and selling low-price lowmargin
commodity products, an area usually negelected by the established players. For instance, the main competition
to Xerox copiers in the late 1970s, came not from Industry competitors like IBM and Kodak, but from new
Japanese companies like Canon and Sevin, who had nibbled away its monepoly starting from the lower end.
Similarly, in India, the dominance of established companies, ke HMV and Polydor, in the audio cassettes
market was challenged by a newcomer, Super Cassettes Industries, which started offering fow-priced music
cassettes to the fower-income group market, The price of Super's casseftes was about Rs 15418 (with a margin
of one rupee), which was one third of those sold by the established competitors, who had so far focused only
on the urban elites. In a period of a decade, by the end of 1880s, Super Cassettes had annual revenues of Rs
2.18 billions (about $67 million), and a 606% market share,

The high volumes possible at the lower-end also provide the new enfrants with ample learning experience of
technologies, markets, and managerial practices, which is necessary for gradual forays into other higher
segiments of the market. For the established firms, the counter-competitive strategy would revolve around
capitalising on their long experience in the market, i.e., on developing a more differentiated perception of the
marketenvironment, deriving unique and realistic criteria for segmentation of the market, and learning about the
specific needs of the particular segments. Grganisations which fail to survive and thrive through this kind of
competition are those which are unable to translate their learning into markatable products and/or services.

Lastly, the third kind of competition comes from substitutes which replace the existing products and
technologies. These constitute competitive products, services and technolagies, which emerge out of
technological advances, and serve the market needs in a more efficient, but different, manner. Many established
and successful companies often ignore the new developments as a passing fad. For instance, the Swiss watch
manufacturing company, SSIH, went Into a decline because it was unable to recognise that the technological
advances had shifted the base of manufacturing technelogy from mechanical to electronic. Simitarly, the
Ramington Rand of India Lid., a one time market leader in the typewriter market, lost out to competition during
1980s - and registered losses - because of its failure to recognise the shift of the technological base from
mechanical to electronics and word-processing. New and technologically advanced products initiate a
qualitative change in the structure and shape of competitive environment, Companies fare better against this
kind of competition, if thay (a} learn, develop and maintain a pool of technological assets, (b) are able to
combine different types of technologies and use technological interdependences, {¢) conduct more and early
experifiiéntation in the field, and (d) keep up with the technology trends (ltami, 1987).

As one would note, the key to withhold against the decline (determined by the competitive forces inherent in the

life-cycle perspective) is in the ability of the organisation te scan the environment for potential threats and

opportunities, analyse this information for better control and coordination of its functioning, and take decisions

which “ean focus on the muitiptexity of the environment. A study of 107 successful and 54 unsuccessful

companies showed that the former were consistently better in their use of information (scanning, analysis,

* . controly-communication, decision-making, etc.) than their counter parts (Miller and Friesen, 1983). Moreover,

this differenice was apparent across all stages of organisational lifecycie (birth, growth, maturity, revival and

decline). In other words, cofporate success depends on learning from the environment, one's competitors and

- ane's pwn actions, Or as De Geus (1368) observed: “the ahility to learn faster than your competitors may be the
only sustainable competitive advantage.”

2. Organisations tend to get trapped in their past successpatterns, and lose their Aexibility to change and adapt.

It would not be entirely accurate to describe organisations as failure-prene. ironically, the underlying strategies
and processes to both corporate successes and failures are often substantially similar (Hedberg, 1981; Miller,
1830). Miller (1992) noted: :

“In fact, it appears that when taken to excess the same things that drive success - focused,
tried-andtrue strategies, confident leaders hip, galvanized corporate cultures, and especially the
interplay of all these elements - also cause decline.”

For instance, the phenomenal growth of People Express in the early 1980s was built on its entrepreneurial
strategies, and unusal culture. it expanded its market share by following a lowmargin high volume strategy. it
created an informal organisation, with only three hierarchical layers, and keeping the employees motivated by
making them share-holders, and by following a strict policy of promotion from within. in a matter of just five
years, it had become the fifth largest domestia airlines in US, with an annuat sales of $1 billion. However, when
competition came, these same qualities which had borne it to success, aiso became the reason for its crash
landing, its low margins arid entrepreneurial acquisitions did not leave much resources to invest on the
infrastructure and match competitors on quality. The policy of internal promotion left the organisation with
inexperienced people with little technical expertise to handle critical functions like scheduling, maintenance,
ete. And under the pressure of campetition, its informal culture could net maintain efficiencies. In 1986, five and
a half year after its first flight, People Express had piled up huge losses, and had to be sold off for just $300
millions (Byrne, 1983},

To understand why success breeds failure, it is necessary to look at how organisations use their success.
Success is & learning experience for organisations: it reinforces behaviours which they must practice to
succeed. Correspondingly, organisations "programme” themselves around their successful strategies and
processes so that they can consistently replicate their success experiences. One way in which this
programming takes place, is at the informal cultural levei. Corporate success produces strong euitural norms,
based on the belief in the correctness of one's actions. Such strong cultures, however, are also resistant to

http://www.geocities .com/madhukar_shukla/corpfailures. html 3/16/2004



Organisational Learning, Corporate Failure Page 4 of 10

change, and reduce the flexibility of organisational responses. Kotter and Heskeit (1992) found that low
performing cultures generally were quite strong, and invariably had a history of past success. As Weick (1586)
noted: .

"A coherent statement of who we are makes it harder to become something else. Streng
cultures are tenacious cultures. Because a tenacious culture can be a rigid culture that is slow
to detect changes in opportunities and slow to change once opportunities are sensed, strong
cultures can be backward, conservative instruments of adaptation.”

H

The other way in which programming of success takes place is through bureaucratisation. Successful
organisations formalise their effective practices and procedures, start operating around assured markets
segments, standardise their successful products and services, make capital investments in tried and tested
technology to achieve economies, and so on. They also create inventories, buffers and slack resources to
insulate their core activities from getfting affected by environmental fluctuations. This process of
bureaucratisation is further enhanced because success brings growth, and to cope with growth, organisations
need to bring in people who can rationalise and stabilise organisation’s activities. Thus, they hire and select
people whose major competence is in maintaining status quo, rather than in bringing about change (Kotter and
Heskett, 19982).

In either case, the prograrmming of success-routines has an unforfunate consequence for the organisation: it
reduces the need to make a conscious analytical response to environment, and so, organisations lose touch
with their envirenment. They become less sensitive to the competitive demands and appear to operate in an
imagined environment. For the successful companies, their past learning becomes a hinderance to new
learning necessities - they must "unlearn to learn” (Nystrom and Starbuck, 1984). Even when they petceive a
need te change, they are constrained by their self-programming, and by their belief in the rightress of their
approach (Starbuck, Greve and Hedberg, 1978). This is true not only of the bureaucratised companies, but also
of the highly entrepreneurial organisations. Positive past performance seems te be a major stumbling block in
the process of strategic reorientation (Lant, Milliken and Batra, 1992). Hyderabad Allwyn, an Indian company, for
instance, was a pioneering organisation, which was the first in the country to preduce double decker buses,
refrigerators, and quartz watches. It had technical collaborations with companies like Mitsubishi, Hitachi, Seiko
and Nissan, and had an impressive product portfolio comprising of buses, watches, refrigerators, sewing

- machines, LPG cylenders, compressors, office furniture, etc. Having learnt that success. lies.in diversifying and
.growth, the company kept folllowing a target of 30% growth, even though, in the process, it spread itself too
thip, and started facing problems of coordination and integration of its operations. By 19853, its various divisions
were in loss, and the company was up for sale. ’

3. Inappropriate sfrategic biases and "mental models" hamper with the processes of strategic flexibility and

reorientation,

Mental models are-an essential feature of any-kind-of strategic action; They help-one in making sense of and
«coping-with . complex.and -abundent -data. While- they :provide -a-focus-and-cognitive-anchoring for perceiving,

- analysing -and deciding :about- strategic.issues;.strongly- held mental -models also influence. the. managers to
overlook important environmental changes.

As would be apparent, strategic biases and "mental models" also result from past successes. It is usefuf to treat
this point separately, however, since they can also arise out of other factors, e.g., CEQ's personality,
composition of top management team, corporate history, ete. {Bantel and Jackson, 1989; Wiersema and Bantel,
1992; Lant, Miilllken and Batra, 1992). The research on human cognition also suggests that there are human
limits to accurate comprehension of the reality, and it is natural (and inevitakble) for people to create models of
reality to interact with. Kelly {1955), for example, found that most people use just about fifteen personal
constructs (mental/ perceptual pigeen holes) in making sense out of reality. Similarly, Miller (1956) proposed the
"magic number seven plus minus two" as the limiting capacity of number of variables a person can attend to at
a time. In the context of managerial decision-making, one of the unsettling implication of March and Simon's
(1968) concept of "bounded rationality” is that, not only managers do not, but also can not, make decisions
based on & complete and accurate picture of the reality. Rather their decisions are based on their, to use March
and Simon's phrase, "limited, approximate, simplified model” of the reality.

There are three ways in which mental models, held by managers in the strategic apex, influence organisational
decisions, and can create mismatch between the environmental demands and strategic action. Firstly, mentai
models determine the nature of "relevant” information, which should be considered for strategic action.
Managers focus their attention on information which supports, or is relevant in terms of, their current mentat
madel, while ignoring other potentially important environmental changes (Kiesler and $proull, 1982; Whetten,
1988). For example, in focusing all its efforts on the mainframe market, IBM failed to acknowledge the market
potential of personal computing, and, during the 1980s, lost its dominance to new newcomers like Apple and

Compaq.

Secondly, mental models defermine how the received information will be analysed and interpreted. Thus, if
mental models so dictate, even if changes in external environment are noticed, they may be interpreted as
“temporary fads" not requiring strategic change (Dutfon and Jackson, 1987; Sapienza, 1987}, When Singer's
sewing machines’ sales dipped down, for Instance, company's incumbent management found it difficult to
believe that the nature of market had changed. Even when the trend was repeated in Europe, it was attributed to
the communist victory in France, and was seen as a passing phenomenon {Gopinath, 1991).

And lastly, mental models also {imit the range of options which managers can exercise in the change process.
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They describe what actions are "possible", "important”, or “necessary", and so circumscribe the range of
alternative managerial and strategic solutions (Bateman and Zeithamel, 1989: Buhaime and Schwenk, 1985;
Dutton, Fahey and Narayanan, 1983; Mintzberg, Raisinghani and Theoret, 1976). Atari's success in the video-
games market during the late 1970s, for instance, was buiit on a mental modef which gave importance to
marketing and sales: promotion. Faced with increasing competition, it recruited more marketing people, and
gradually increased its advertising revenue from $6 millions

in 1977 to $126 millions in 1882, In the process, it neglected the engineering, software and product-development
functions. It lost to its competitors because of its inability to bring out new products in time, and in 1982, for the
first time since its meteoric rise since 1977, it registered losses of more than $100 miilions {Hector, 1983).

Obviously, organisational dectine follows when mental models fail to change in response to the feedback
coming from the environment (Hedberg, Nystrom and Starbuck, 1978; Hedberg and Jonasson, 1977). ©ne must
admit that often it is difiicult for the members of the strategic apex to decipher whether a downward
performance trend is due to cyclical dip or to qualitative change in the environment. For instance, Premier
Automabiles (India) was amongst the worst recession-hit companies during the early 80s because of its inability
to detect the early warning signals of change. Even when sales dropped, it kept up the production. In fact, it
even invested in increasing its capacity, which became a financial bottleneck later for producing diesel-driven
cars, for which the market was opening. This resulted in large inventories, cash-flow problems; a loss of mora
than Rs 200 millions, and a loss of market share from 23% to 11%.

There are also a number of reasons why mental models are resistant to change. It often requires dramatic
changes in the environment to force organisations to question and scrutinise their mental madels (Ginsberg,
1988; Starbuck and Milliken, 1988). This, unfortunately, is not always possible, since, mental models often
remain well-protected by the environment and the organisation. Often a munificent or benevolent enviropment
may shield the models and confirm outdated solutions and actions. Hambrick and D*Aveni {1988), for instance,
noted that significant weaknesses were apparent in failing companies even 10 years before they go bankrupt;
but they would go unnoticed because the environment remained either munificent of benign. Often shertterm
growth and profitability can hide significant weaknesses, and in the process, confirm and strengthen outmoded
models.

Moreover, the organisational infoermation processing mechanisms often filter useful information which can
bring changes in the operating models. In formalising their information processing and reporting procedures,
organisations inevitably tend to focus on discrete, quantifiable, and communicable events of certain magnitude
and nature. This limits the probability of relevant information from reaching the managers and foreing them to
change their mental models. Starbuck, Greve and Hedberg (1978) noted that the efforts to focus only on tangible
and quantifiable information often cause a neglect of more relevant issues:

RSN

“Many unanticipated events are never perceived at all; others are perceived only after they
have been developing for some time... organisations tend to overlock the earliest signs that
crises are developing, because the earliest signs are poorly observed variables and they are
communicated orally in informal reports.”

Organisations fall, thus, when they are unable to add to, change or develop new and different mental models in
corespondance with a changing environment, Or in other words, the failure of organisations is often rooted in
their failure to learn new ways of perceiving the reality in which they operate.

4. When_faced with threatening circumstances, organisations respond b adaptin

decreases their chanee for successful adaptation and survival.

One would anticipate that an experience of a crisis or threat would normally encourage, or even force, an
organisafion to review its strategies, processes and practices. In fact, many a times this does happen, For
instance, the tough competition which Xerox had to face during 1876-85, made it more conscious of quality and
customer needs. More often, however, organisations respend to crisis by behaving in just the opposite manner; .
they become more rigid, and predisposed to rely more and more on previously learned dominant response
patterns (Staw, Sandelands and Dutton, 1984). While this may be a useful sfrategy to meet the demands of an
incrementally changing environment, in conditions of radical change, this proves o be maladaptive, and further
infensifies the threat.

Organisational responses to threatening conditions are very similar fo how individuals and groups respond to
crises. This is also natural, since, after all, organisations consist of pecple, and their actions are determined by
individuals who constitufe them, specially those who form the power coalition in the strategic apex. To
understand how organisations respond to threats and crisis, it is necessary to understand the behaviour of
individuals and groups under similar conditions,

One major impact of environmental threat on individuals and groups is on their information processing
capacities. Numerous experimental and field studies on human cognition (e.g., Postman and Bruner, 1948;
Postman and Brown, 1952; Menninger, 1952, 1954; Easterbrook, 1959; Broadbent, 1971; Eysenck, 19786, etc.)
have shown that under stressful conditions, individuals find it difficult to differentiate and discriminate among
elements of their experienced reality. They tend to narrow their range of perception, ignore cues which are
peripheral {i.e., "peripheral” to what the they consider central), and perceive and respond to the unfamiliar
reality in terms of their previously-held "internal hypotheses”, which may no longer be applicable under the new
circumstances. Studies on policy making behaviour during international crisis (e.g., Snyder and Paige, 1968;
North et al, 1963; Holsti, 1964, 1971; Paige, 1972; Smart and Vertinsky, 1877, efc.) alse substantiate these
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findings. They showed that under crisis situation, policy makers tended to simplify and sfereotype their
assessment of the situation, considered fewer alternatives and consulted very selectively, soliciting information
only from those who had similar perceptions and information-sources as themselves.

Studies on greup dynamics under stressful conditions {e.g., Schacter et ai, 1954; Janis, 1872) also replicate
simitar pattern. They showed that against an impending threat, groups tend to centralise their leadership and try
to maintain cohesiveness by self-censering those beliefs and information inputs, which are divergent to the
group norms (even though these inputs may actually be critical for effective action by the group). Staw,
Sandelands and Dutton {1981) suggested that under an external threat, groups operate with an assumption that
it is neccessary to remain cohesive and to have a leader; this creates impediments in the free-flow of
information among members, and a constriction of freedom of individual members. They noted:

“The group will seek consensus and in so doing will generally support the policies and
position of existing leadership. Reaching consensus, however, will often entail the resfriction
of information, ignoring divergent solutions and downplaying the role of deviant pesitions.
Consensus seeking also involves a constriction of control, such that the opinions of dominant
members may prevail and their influence may become centralised. Such changes in
information and contrel processes may, of course, lead to faulty group decision making
processes.”

it is not difficult to see how these individual and group level processes get transferred to organisational levef
functioning. Many studies (e.g., Rubin, 1977; Pfeffer and Leblebici, 1978; Starbuck, Greve and Hedberg, 1978,
etc.} have shown that faced with environmental threats, organisations tend to emphasise control over effective
information-processing and problemsolving. They become more centralised in their decision making, develop
taller hierarchies, standardise their activities, and routinise their practices. Even though their information
search may increase, it fails to yield new and genuinely novel alternatives, because information sources are
selectively exploited. Moreover, the standardisation of their procedures merely yields more-of-the-same-kind of
information, and it is interpreted in the same old ways (Starbuck, Greve, and Hedberg, 1978).

In other words, when faced with threats and novelty, organisations. tend to behave precisely in the manner in
which they should not. Bozeman and Slusher (1879) summarised this paradoxical and self-destroying response
of organisations:

"Scarcity-induced stress- cause organisations to behave as f ‘complex, dynamic and

-interrelated environments.are in fact simple, static and unrelated. These behaviors: include

- harrower -domain definitions, reductions in labor intensive -technology, increasing

- ~-specialisation- of -technologies; and more ‘mechanistic structures with tighter: administrative

.. -Gontrol.. The: public.organisation's turbulent-environment. is-essentially demanding an increased
domain. However, the organisation's reponse is to constrict its domain.”

lil. IMPLICATIONS

It is clear from the preceding discussion that the causes of corporate failures lie more within the organisations
than outside them. While external events may trigger a crisis, it is the nature of organisational response to these
events which determines their success or failure. The reasons for corporate failures, discussed in the paper,
also described the maladaptive organisational responses in the face of a changing environment. As could be
seen, one common theme which circumscribes these responses is the inability of the failing organisations to
develop and use new knowledge and competencies for developing new adaptive solufions. That is,
organisations fail when they don't know haw to learn and acquire new perspectives and responses, and to
reorient themselves to the emerging environmental demands (see Table 1.1).

REASONS FOR CORPORATE UNDERLYING LEARNING
FAILURES DISABILITIES

1. Life-Cycle Decline Inadequate environmental scanning, and
internal competency-building
2. Trapped by Past Success Complacency and arrogancé leading to
rigidity and lack of openness to new
knowledge.
3. Inappropriate Strategic Biases and Lack of self-critiquing and self-reflection
“Mental Models" causing misalignment with the
environment
4. Rigidity in Response to Crisis Defensive and self- destructive routines
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and practices hampering with adaptive
response.

Table 1.4

One can also speculate about the required managerial actions and mechanisms, which are necessary fo overcome
these learning disabilities. Firstly, as was discussed, organisafions become failure-prone because they lose touch with
their environments. To counter this tendency, organisations need to develop environmental learning mechanisms,
which can bring in new information on a continuous basis. Regular and institutionalised practices of customer-
feedback surveys, benchmarking, technological collaborations, competitive analysis, etc., can be useful sources of
new learning for the organisation, and help it to realign itself with the new needs and challenges.

Secondly, organisations can themselves generate new and relevant knowledge by consciously investing in the internal
development of new competencies. Internal competency building activities focus on creating new organisational skilis
and expertise by enabling its people and systems to learn through experimenting and acquiring new knowledge. For
instance, the organisation may invest in technology development by an increased focus on RAD and product
development efforts. Similarly, it may build new competencies through activities like training, strategic job rofation,
creating a new competency-base by redesigning its recruitment practices, and other innovative human resources
practices,

Acquisition and generation of new knowledge and skills, however, does not ensure that they will be necessarily used
for organisational renewal. Organisations also need self-critiquing mechanisms to create receptivity to divergent
perspectives. Forums for post-project appraisals, organisational diagnostic studies, executive retreats, OD exercises,
etc., are some of the commeon and widely practiced ways in which organisations force themselves to self-reflect. Such
activities also help the organisations to use the resources of their own "loyal cpposition"” (Toffler, 1985) to create new
corporate visions and mental models.

Lastly, organisations do not change, unless they have a direction to change. New knowledge - acquired from the
environmenit, or developed internally through competency building and selfreflection - can be quite an unsettling
experience. In the absence of a vision for transformation, it can even make the organisations more defensive.and rigid.
Organisations, therefore, also need to develop envisioning mechanisms to help its members look beyond the existing
reality. For instance, if the leadership processes in the organisation emphasise innovation and transformation over
conformity. and obedience, it would encourage its members to be more receptive to change. Similarly, empowering
employees for experimenting and risk-taking would make them more attuned to developing and participating in new
corporate.visions. :

REFERENCES
Argenti, J, Corporate Coliapse: The Causes and Symptoms. New York: McGraw-Hill, 1876.

Bantel, KA and SE Jackson, Top management and inhovations in banking: Does the composition of the top team make
a difference?, Stfrategic Management Journal, 1989, 10, 107-124.

Bateman, TS and CP Zeithamel, The psychological context of strategic decisions, Strategic Nanagement Journal, 1589,
10, 5974.

Bozeman, B and EA Slusher, Scarcity and environmental stress in public organiations: A conjectural essay,
Administration and Society, 1979, 2, 335-3565. /

Broadbent, DE, Decislon and Stress. London: Academic Press, 1871,
Byrne, JA, Denald Burr may be ready to take to the skies again, Business Week, 1389 (January 16), 4848,

Cameron, K8 and DA Whetten, Models of organisational life-cycle: Applications fo higher education, Review of Higher
Edueation, 1983, €(4), 268-299.

Cameron, KS and RF Zammuto, Matching managerial strategles to conditions of decline. In Cameron, KS, Rl Sutton
and DA Whetten (Eds}, Readings In Organisational Decline; Frameworks, Research and Prescriptions. Camnbridge,

Mass.: Ballinger Publishing Company, 1988,

Cameron, KS, Rl Sutton and DA Whetten (Eds), Readings in Organisational Decline: Framework@, Research and
Presctiptions. Cambridge, Mass.: Ballinger Publishing Company, 1988.

Cohen, D, Confidence comes before a crash, Business Administration, 1973 (Jan).

http:/fwww. geocities.com/madhukar_shukla/comfailures.ht_ml | 3/16/2004




Organisational Learning, Corporate Failure Page 8 of 10

De Geus, AP, Planning as learning, Harvard Business Review, 1888 (March-April), 70-74.

Duhaime, IM and CR Schwenk, Cenjectures on cognitive simplification in acquisition and investment decisions,
Academy of Nanagement Review, 1985, 10, 287-185.

Dutton, JE, L Fahey and VK Narayanan, Toward understanding strategic issue diagnosis, Strategic Nanagement
Journal, 19883, 4, 307-323.

Dutton, JE and SE Jackson, ‘Categorizing strategic issues, Academy of Management Review, 1987, 12, 7T6-90,

Easterbrook, JA, The effect of emotion on cue utilization and the organisation of behaviour, Psychological Review,
1959, 66, 183201.

Eysenck, MW, Arousal learning, and memory, Psychologfcal Bulletin, 1976, 83(3), 389-404.
Galbraith, J, Designing Complex Qrganisations. Reading, Mass.: Addison-Wesley, 1973,
Garvin, DA, Managing Quality. New York: Free Press, 1988.

Ginsberg, A, Measuring and modeiling of changes in strategy: Theaoretical foundations and empirical directions,
Strateglc Management Journal, 1988, 9, 589-575.

Gopal, R, Turning around sick companies - The Indian experience, Long Range Planning, 1891, 24(3), 73-83
Gopinath, C, Recognising decline and initiating intervention, Long Range Planning, 1991, 24(86), 96-101.

Hambrick, DC and RA D'Aveni, Large corporate faitures as downward spirals, Administrative Sclence Quarterly, 1988,
33, 1-23. :

Harmen, RL, Reinventing Factotry Il. New York: Free Press, 1992.

~-Hayes, -RH, SC Wheelwright and KB:Clark; Dynamic Manufacturing: Creating -‘Learning organisation. New York: Free
Press, 1888.

Hector, G, Atari's new game plan, Fortune, 1383 (August 8), 4652,

Hedberg, B, How organisations learn and unlearn. In P Nystrom and W Starbuck (Eds.) Handbook of Organisational
Design. New York: Oxford University Press, 1981.

Hedberg, BLT, PC Nystrom and WH Starbuck, Camping on seesaws: Prescriptions for $elf-designing organisations,
Administrative Science Quarterly, 1976, 21, 41-65.

Hedberg, BLT and § Jonsson, Strategy formulation as a discontinueus process, International Studies of Management
and Organisation, 1977, T(2), 89-100.

Holsti, OR, An adaptation of the 'general inquirer for systematic analysis of political documents, Behavioural Science,
1964, 9, 382-388.

Holsti, OR, Crisis, stress and decision making, /aternational Social Science, 1971, 23, 53-67.

Horovitz, J and MJ Panak, Total Customer Satisfaction, London: Pitman, 1992,

Itami, H, Mobilizing invisible Resources, Cambridge, Mass.: Harvard University Press, 1987,

Janis, I, Vietims of Groupthink. Boston: Houghton-Miffiin, 1972.

Kanter, RM, The Change Masters. London: Unwin Hymén, 1985,

Katz, D and RL Kahn, The Social Psychology of Organisations. New York: John Wiley and $ons, 1978.
Kelly, 6, The Psychology of Personal Constructs, New York: Norton, 1955.

Kibel, HR, How to Turn Around a Financially Troubled Company. New York: McGraw-Hill, 1882.

http://www.geocities.com/madhukar_shukla/corpfailures html | 13/16/2004




Organisational Learning, Corporate Failure Page @ of 10

Kiesler, S and L. Sproul, Managerial response fo changing environments: Perspectives on problem sensing from social
cagnition, Administrative Science Quartarly, 1982, 27, 548-570.

Kotter, JP and JL Heskett, Gorporate Culture and Performance, New York: The Free Press, 1992,

Lant, TK, Fd Milliken, and B Batra, The role of manageriai learning and interpretation in strategic persistence and
reorientation: An empirical exploration, Strategic Management Journal, 1992, 13, 585-808.

Lurie, GD and JM Ahearn, How companies in trouble get there, Journal of Business Btrategy, 1990, 11(8), 25-29,
Makridakis, 8, What can we learn from organisational failures 7, Leng Range Planning, 1991, 24(4), 115-126.
March, JG and HA Simon, Organisations. New York: Wiley, 1988.

Menninger, KA, Regulatory devices of the ego under major stress, international Journal of R@ycho-Analysis, 1964, 35,
412420,

Menninger, WG, Psychological reactions in an emergency (flood), American Journal of Psychiatry, 1952, 109, 128-130.

Miller, D, The lcarus paradox: How exceptional companies bring about their own downfall, Business Horizon, 1992
{Jan-Feb), 35(1}, 24-35. ;

Miller, D, The Icarus Paradox. New York: Harper Collins, 1990,

Mitler, D and P Friesen, Successful and unsuccessful phases of corporate life cycle, Organisational $tudies, 1983, 4,
338-366.

Miller, GA; The magic number seven plus or minus two: Some fimits oh our capagity for processing information,
Psychological Review, 1956, 63, 81-57.

Mintzberg, H and F Westley, Cycles of organisational change, Strategic Management Journal, 1992 (Winter - Special
Issue), 13, 39-80.

Nerth, RC,"OR Holsti, MG Zaninovich, and DA Zinnes, Content Anaiysis. Evanston, IL; Northwestern University Press,
1963. L

Nystrom, PC and WH Starbuck, To aveid organisaticnal crisis, unlearn, Organisational Dynamic@, 1984 (Spring), 53-64.

Paige, GD, Comparative case analysis of crisis decisions in Korea and Cuba. In C Hermann (Ed.} International Crises:
Insights frorn Behavioural Research, New York: Free Press, 1972.

‘Pascale, RT, Managing on the Edge. New York: Touchsto ne, 1990.

Pauchant, TC and Il Mitroff, Transforming the Crisis-Prone organi@ation. San Fransciso: Jossey-Bass Publishers,
1952,

Peters, TJ and RH Waterman, Jr, In 8earch of Excellence. New York: Harper Row, 1982.

Ffeffer.) and H Leblebici, Executive recruitment and the development of Interfirm organisations, Administrative
Science Quarterly, 1973, 18, 449461

Postman, L and J Bruner, Perception under stress, Psychologicat Review, 1848, 58, 314-323.

Postman, L and DR Brown, The perceptual consequences of success and failure, Journal of Abnorma! and Social
Psychology, 1982, 47, 213-221,

Prahalad, C and G Hamel, The core competence of the corporation, Harvard Busines@ Review, 1990 (May-June), 79-91.

Rubin, 1, Universities in stress: Decision making under conditions of reduced resources, Social Science Quarterly,
1977, £8, 242.264,

Sapienza, AM, Imagery and strategy, Journal of Management, 1987, 13, 543-555.

hitp://www.geocities.com/madhukar_shukla/corpfailures. htm] _ 3/16/2004




Organisational Learning, Corporate Failure Page 10 of 10

Schachter, SJ, J Nuttin, ¢ Monchaux, P Maleorps, D Osmen, H Duijker, R Rommetvelt, and J lsrael, Cross-cultural
experiments on threat and rejection, Human Relations, 1854, 7, 403-439,

Smart, C and | Vertinsky, Designs of crisis decision units, Administrative Science Quarterly, 1977, 22, 640-657.
Smith, RA, Gorporation@ in Crisis. New York: Doubleday, 19686,

Snyder, RC and GD Paige, The United State decision to resist aggression in Korea: The application of an analytical
scheme, Administrative Science Quarterly, 1958, 3, 341-378.

Stalk Jr., G and TM Hout, Gompeting against Time: How Time-Based Competition i@ Reshaping Giobal markets. New
York: Free Press, 1990 .

Starbuck WH, A Greve, and BLT Hedberg, Responding to crisis, Journal of Bu@iness Administration, 1978, 9, 111-137.

Starbuck, WA and FJ Milliken, Execufives' perceptual filters: What they nofice and how they make sense. In DC
Hambrick {(Ed.} The Executive Effect: Concept@ and Methods for Studying Top Nanagers. Greenwich CT: JAI Press,
1988.

Staw, BM, LE Sandelands, amd JE Dutfon, Threat-rigidity effects in organisational behaviour: A multilevel analysis,
Administrative Science Quarterly, 1981, 26, 501-624.

Suzaki, K, The New Manufacturing Challenge: Techniques for Continuou@ Improvement, New York: Free Press, 1987.

Tichy, N, Managing Strategic Change. New York: John Wiley & Sons, 1583,
Tichy, N and MA Devanna, The Transformational Leader. New York: John Wiley & Sons, 1986.

Toffler, A, The Adaptive Corporation. New York: McGraw-Hill, 1985.

Weick, KE, The significance of corporate culture. In PJ Frost et al (Eds.) Organisational Culture. New Delhi: Sage
Publications, 1985.

- Whetten, DA, Sources, respenses and-effects: of'organisatienal-'decline.-ln‘C-ameroﬁ, K5, Rl Sutton .and DA Whetten
- (Eds), ‘Readings in:Organisational Decline: Frameworks, Research -and Pre@criptions. Cambridge, ‘Mass.: Ballinger
Publishing Company, 1988.

Wierseina, MF and KA Bantel, Top management team demography and corporate strategic change, Academy of
Nanagement Journal, 1992, 35, 91-121.

William, CM, It is tough up there, Forbes, 1388 (Juily 13}, 146.

http:/fwww geocities.com/madhukar_shukla/corpfailures.html 3/16/2004



