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Preface

f you’ve picked up this book, it’s likely that you’re someone who is a lot

like the way I was: a senior executive at an organization charged with
finding a way to help your group not merely survive but thrive in times of
uncertainty. The challenge before us all is daunting. But the great news is
that it can be done. And, in essence, nature has already shown us the way
for it to happen.

For over 20 years Ive been at the forefront of solving the critical chal-
lenges facing large, complex organizations. I’ve led organizations through
troubled waters and changing market dynamics and I can help you lead
yours through, too. Having held key executive assignments at industry
leaders such as Wells Fargo Inc., and providing consulting services to top
global brands, I possess an extensive background in understanding the keys
to driving peak performance. Through these experiences I realize that more
than ever before companies need new tools to manage the requirements and
complexities of our new era. As we move steadily toward the future, I've
also observed that, as individuals, we struggle to manage the intensity and
pace of change we face.

But one of the most important things to realize is this: new challenges
bring new opportunities, and markets yet to be culled and discovered. And
the transformation of people, resources, and our world now lie within our
reach in a way that we may have only dreamed about before.

Mastering Strategic Risk was written with these circumstances in mind.
It provides a simple, yet effective solution to these formidable challenges.
Mastering Strategic Risk offers a perspective that redesigns organizational
systems to manage the risk and complexities of a radically different world.
I believe CEOs, executives, leaders, managers, and employees of all types
should read this book. So should any other professional or function tied to
ensuring optimal corporate performance, including external auditors, con-
sultants, board members, and suppliers of services to companies.

Mastering Strategic Risk is also a book for anyone who desires to
understand how our world works and would like to explore new ways of
thinking through the opportunities and common pitfalls we face today. My
goal is to introduce a fresh perspective, one that provides readers with a
new approach. More than just case studies, we will look at how successful

Xiii



Xiv PREFACE

companies have navigated challenges and take the wisdom they have learned
from these experiences to help you apply it to the challenges you face day-in
and day-out. You will be equipped with tangible tools that are relevant and
can be applied for immediate results.

I hope you leverage the observations in the book and that these con-
cepts will stimulate new thinking, that these new learnings will enable you
to unleash the tremendous resources and promise that lie dormant in your
organization. It is also my hope that this fresh new perspective will help you
to see the world in a way you’ve never seen it before. That it will further
your understanding of how truly integrated and connected as a world we
are and why it is critical to manage holistically in these uncertain times.

I also aim to move beyond the typical methods to deliver a compelling
new vision. It is a perspective that will enable you to harness our unique
opportunity and time, realizing that we live in a truly special era in our
modern world. I hope that, armed with this new information, leaders and
managers, with a renewed intent, will move forward to consciously shape
and mold their companies. We live in a world of amazing capabilities; let
this new framework help you as you lead your organization in mastering the
strategic risks of our new era.
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Introduction

Mastering the Complexities
of a New Age

nn a cold and silent January morning I jolted awake. Startled, I sat
up and peered through my bedroom window. The darkness engulfed
everything, save the light dusting of snow blanketing the treetops and
frigid ground below. It was still, and the solitude of the early morning
hour seemed deafening—so deafening, those moments reverberate ever so
loudly to this very day.

What time was it? As I glanced at my phone lying on the nightstand
next to the bed, I saw that it was only 3:00 A.Mm. Though exhausted from
a long week, I was wide awake. ’'m not certain what woke me up so sud-
denly, but my mind was racing at a feverish pitch as a clear image came
into full view.

Reflecting on what I saw, I stumbled out of bed, sprang to my feet, and
rushed to the dining room table. As a deluge of thoughts poured through
my head, I began to furiously map a framework of an idea. Unbeknownst to
me, what I saw on that fateful January morning would eventually become
the very foundation of Mastering Strategic Risk.

In contemplating my epiphany, I wonder: Where did it come from?
How did these concepts come to me, and why did they come with such
clarity? I never, prior to that day, consciously thought of the concepts, let
alone aspired to write a book. Only after several months of prodding from
a good friend did I take the agonizing step of putting pen to paper. I’'ve been
writing ever since.

What I do realize is that I was in a state of flux. [ was one year removed
from a rewarding career at a top financial institution, and carefully parsing
through career alternatives. I also deeply desired to understand the enormous
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change occurring not only in my world but in the world around me. During
this time the markets were in turmoil as organizations everywhere contended
to survive amidst withering circumstances.

It was January 2009, and since the summer of 2007 the entire planet
had been experiencing tremendous change. There was the collapse of the
real estate markets, a debilitating credit crisis, government bailouts of the
auto and banking industries, and a crippling global recession. Accompanying
these conditions were a litany of corporate failures, from Washington Mutual
to Lehman Brothers, Blockbuster, AIG’s near collapse, and WorldCom, to
name a few.

I also observed firsthand how Wachovia, a company I had grown to
deeply admire, ascended quickly to the top of the banking industry, only to
experience an equally rapid decline. The state of the economy, when coupled
with our geopolitical tensions and environmental and social conditions, also
signaled that we were living in unprecedented times.

In observing this sea of change, a common theme emerged. As a civili-
zation we are challenged in managing our most critical systems, and even
more so organizational systems. Whether it is on Wall Street or Chicago, in
New Delhi or Shanghai, we contend mightily to manage a corporate agenda
held captive to an increasingly complex and dynamic world.

As a result, I wanted to know how we could manage organizations
more effectively. And if we couldn’t, what would it mean for the future of
the markets and our wonderful planet? Now five years removed from that
fateful January morning, we still live amidst significant uncertainty and face
formidable challenges as we combat a lingering global recession.

Over the past 20 years we’ve also witnessed the failure of numerous
organizations as they careened out of control due to the breakdown of
fundamental management practices. Examples include the story of Enron
and how the failure of critical governance mechanisms led to its eventual
demise. Or consider how BP’ catastrophic Deep Horizon spill emanated
from its fractious risk management system.

Think of how over the past 12 years banks have failed to learn from
the lessons of others, as evidenced by the enormous trading losses they still
experience. In 1999 a rogue trader single-handedly took down the United
Kingdom’s most storied investment bank, amassing close to $1.4 billion in
trading losses. Then, over a decade later, UBS experienced $2 billion in trad-
ing losses due to a rogue trader’s activities.

Despite these painful lessons, only two years ago industry darling
JPMorgan Chase racked up over $5 billion and counting in trading losses.
It was later discovered that these substantial losses were all due to the bank’s
failure to activate critical trading controls. To date, the company is still chal-
lenged in managing the risks that span its sales and trading activities.
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The many examples from our most recent past point to similar yet
fundamental challenges facing organizations across industry types. And
while we spiral hastily toward the future, we are greatly in need of change.

On the following pages, I will provide you with new information to
give you a fresh perspective into the challenges organizations face in this
new century. This insight will arm you with the knowledge required to
effectively manage the most critical forces that dictate performance in
organizations.

For close to 20 years, I have been a leader in large, complex orga-
nizations. During this time I’ve either led or been a part of key manage-
ment teams charged with addressing some of the most critical challenges
facing these organizations. Whether it is in the area of the global sourcing of
resources (offshoring), large-scale operational efficiency efforts, key disaster
recovery and business resumption activities, or helping to shape the strategic
vision of a company’s culture, these unique experiences have provided me
with the opportunity to understand the critical drivers that underpin corpo-
rate performance.

The fundamental components on which this book is based are con-
cepts that are well understood when considered individually in the con-
text of companies and the key drivers of performance. What makes the
approach in Mastering Strategic Risk unique is that it extracts patterns
and realities in natural systems and applies them to organizational sys-
tems. These realities dictate performance in both nature and organizations.
They illuminate how the elements and forces in nature are no different
than those found in organizations or for that matter the world we’ve
created for ourselves.

The intent of this new approach is to provide readers with a compelling
guide. It is a new model that outlines how key activities and functions should
come together to provide a holistic governance framework. In addition to
introducing a new framework, Mastering Strategic Risk underscores how
integrated and connected we are, not only in our commercial and social
lives, but in the activities and realities that transcend our traditional view
of our world.

It is also my hope that you will be inspired by these new learnings,
applying them in navigating your organization through the risks and
uncertainties of an unforgiving marketplace. Throughout these pages I've
also distilled what I’ve learned and observed through the years to unveil a
new framework in which to govern companies. And while there are many
lessons to glean from the mistakes of the past, at such a critical time,
there is none more important than for us to move forward with a renewed
intent, to consciously shape our world into the type of planet we’ve deeply
desired it to be.
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Ultimately, I guess I am a teacher at heart; after all, I do come from
a family with a rich teaching tradition. It is in this spirit that I share with
you Mastering Strategic Risk. Whether you are a leader in a large or small
organization, manage shared services or customer facing function, or simply
desire to understand the key elements and forces that drive performance in
organizations, this is the book for you. It is my hope that armed with this
new insight you will thrive in these uncertain times.



1

The Round World, the Square Pegys:
Redesigning Organizations to Manage
the Risks of a Different World

he markets are raging! They roar tumultuously toward an uncertain end.

Meanwhile, the fates of billions hang in the balance, as we look to the
future with fear and trepidation. The truth is that we’ve created a monster,
as a beleaguered and mismanaged corporate agenda continues to wreak
havoc on cities, sovereign governments, and communities everywhere. There
is no doubt that the turbulence we are experiencing was brought on by our
very own miscreations; however, the question remains: How do we move
confidently toward the future while ensuring we do not repeat the mistakes
of the past?

RIGHTING THE SHIP: MANAGING THE COMPLEXITIES
OF A NEW AGE

While we forge steadily toward a future of unlimited possibilities, at the center
of these turbulent yet fascinating times sits the corporation. The commercial
corporation has been in existence since the seventeenth century, yet, despite
its storied history, still struggles to effectively govern its varied activities.
Furthermore, the corporation of the twenty-first century is like none other,
for it has become a critical aspect of almost every facet of life on our planet.

It is truly the most powerful and ubiquitous force in an unrelenting,
high-stakes global marketplace. Think of the many ways corporations play
a pivotal role in our society, mainstream culture, and economic lives. Think
of the role they play in your very own community.

To make matters worse, government has often needed to step in to pro-
vide much-needed oversight of corporate activities. There was the savings-
and-loan (S&L) crisis of the 1990s, Sarbanes-Oxley, and now recently enacted
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Dodd-Frank legislation that was put in place on the heels of the 2008 credit
meltdown. While often government intervention is necessary in order to pro-
tect the system, it is often reactive and done in order to avert a crisis. Although
we must be responsive to a national crisis, shouldn’t we find it indefensible
that we’ve grown accustomed to addressing systemic issues from a reactive,
knee-jerk posture?

As our beloved guardians at the gate work tirelessly to piece together
overnight solutions to address systemic issues, is this reactionary posture the
right approach? Moreover, the public outcry for swift and decisive action
during a crisis often contradicts and outweighs the need to exercise prudence
and good judgment. Government has a formidable role in providing over-
sight of commercial activities; however, we are at a point in this country
where the regulatory agenda has become overly burdensome.

During the past few decades, we’ve experienced a crescendo in the vol-
ume and intensity of regulatory oversight. As we move hastily into the
twenty-first century we will experience even greater regulatory oversight.
From Sarbanes-Oxley to the Basel Accords, from Gramm-Leach-Bliley
to Dodd-Frank, the regulatory agenda continues with no end in sight.
Think of the tremendous costs these requirements have added to corporate
bottom lines.

To make matters worse, these costs are ultimately borne by you and
me, the end user and consumer. These efforts, though well intended, will
eventually cause the system to buckle under the intense burden of regulatory
adherence.

Consider the world in which we now live and how, during the past
decade, we’ve experienced such significant change. We live in unique and
unparalleled times. Think of how just recently the credit markets were in
a tailspin, ushering in an unrelenting and debilitating recession. Of how
the auto and financial services industries were on life support, and how the
saber rattling between nations, tribes, and people even today continues at
fever pitch. When we consider the state of the environment, along with dete-
riorating health and social conditions across the planet, we attempt mightily
to manage the risks and complexities of an ever-changing world.

We also sit at the most critical juncture in Earth’s history: On one hand
lies a future of unparalleled promise; on the other, a world filled with tre-
mendous uncertainty. However, the truth is that we can no longer count on
the old ways of managing our most critical systems; we must look to new
models by which to govern a new age.

In addition to these formidable challenges, corporations continue to
struggle to keep pace with an ever-changing world. As change continues at
an unprecedented pace, the marketplace will continue to become even more
dynamic and volatile. Coupled with this is how quickly we’ve moved into
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a truly global marketplace. As the Internet and technology have removed
geographical boundaries and business has become ubiquitous, many cor-
porations now serve and manage a global footprint. This reality is placing
additional strain on corporate agendas and resources as the governance of
activities has become more complex, integrated, and dispersed.

The time has come for organizations to change. Companies must change
the manner in which they govern internal activities, for the cost is too high
for society to bear. Regardless of how ubiquitous and powerful the corpo-
ration has become, it has failed to regulate itself. It’s time for corporations
to take control of their destinies by transforming within. This change must
occur from inside their hallowed walls, rather than being mandated from
the external forces of government regulation and political influence. Yes,
the time has come for stronger self-regulation. It’s time to rethink business!

THE UNTOLD STORY OF WACHOVIA'S DEMISE: THE RISE
AND FALL OF AN INDUSTRY GIANT

It was Friday, September 26,2008, around 11:00 in the evening. It was a clear
and cool autumn evening. As I made my way home after entertaining a few
out-of-town business guests, my mind began to drift slowly, far away into the
distance. I was in a fog! The events of earlier that day created a dark cloud of
despair, and a deep sense of anxiety loomed over my head. To make matters
worse, a state trooper had just pulled behind me and turned on his lights.
After finally realizing what was occurring, I slowly pulled over to the side of
the highway and anxiously waited. What could I have possibly done wrong?
Why was I being pulled over? The tension and anxiety began to build!

After what seemed like an eternity, I was startled by a pointed tap on
the glass. As I rolled down my window, [ was greeted by the trooper. With a
surprised look on his face, the trooper asked, “Are you okay, sir?” I replied,
“Yes, I am.” He then asked, “Are you sure?” In a frustrated and irritated
tone, I answered, “Yes, I am, I’'m sure, why? What did I do?”

“Well, 've been following you for a few miles and you have been swerv-
ing repeatedly to the right, as if you were about to drive off of the highway. 'm
going to have to give you a few field sobriety tests,” the trooper said. I ended
up passing the tests; however, what dawned on me that very moment was how
emotionally immersed I had become with the events of the day—so much so
that I became overrun with an overwhelming sense of apprehension and fear.

It was that fateful day when the proverbial writing had been written
on the wall, as the day’s events signaled the coming demise of Wachovia.
That Friday was a crazy day, as I had become deluged with myriad phone
calls, conversations, and e-mails concerning the fate of Wachovia. These
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conversations were with former colleagues, employees, and others who were
associated with the bank. Many of them still played significant roles at the
bank. We were all anxious.

Those of us who were no longer at Wachovia had similar concerns. We
all owned company stock and stock options, and were concerned about our
pension. Those who remained were concerned about whether they would have
to pack up their boxes in the next few days and be required to leave. We were
all worried about whether Wachovia would survive through the weekend as
conditions regarding the bank’s financial status were rapidly deteriorating.

This was the Friday right on the heels of the federal government’s inter-
vening to save Washington Mutual by seizing it and arranging the sale of
most of its operations to JPMorgan Chase. As news of this transaction spread
and as the market was in a tailspin due to instability as a result of the credit
crisis, questions began to arise about Wachovia’s stability and liquidity. And
remember, Lehman Brothers had just failed a few weeks earlier. On that
Friday, Wachovia’s stock was in a free fall.

Rumors that day began to emerge regarding a silent run on Wachovia’s
deposits. We would later discover that these rumors were well founded,
as many of Wachovia’s commercial customers began to draw down their
balances to below the $100,000 limit that the Federal Deposit Insurance
Corporation (FDIC) insured. Approximately $5 billion in deposits was lost
that day. There were also rumors that Wachovia was in the midst of talks
with Citigroup and Wells Fargo.

The concerns were so serious that many wondered if Wachovia would
make it through the weekend. These concerns prompted FDIC Chair Sheila
Bair to declare that Wachovia was “systemically important to the health
of the economy and therefore could not be allowed to fail.” This was no
routine announcement, for it was the first time that the FDIC had made this
determination since the 1991 passage of a law that allowed the FDIC to
handle large bank failures on very little notice. To confirm the state of emer-
gency concerning Wachovia, on the evening of September 28, Blair called
Wachovia’s then-CEQ, Brian Steele, and informed him that the FDIC would
be auctioning off Wachovia’s assets.

Eventually, Wachovia would be purchased by Wells Fargo, with most
of its banking operations intact. Although Wachovia technically survived
through Wells Fargo’s purchase, its overnight failure evidenced one of the
most significant events in banking history.

A Legacy to Be Proud Of

“Come to the mountain called First Union, or if you prefer, the mountain
will come to you”! These were the words that bellowed from a deep and
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enchanting voice in First Union’s newly released commercial. The commer-
cial was especially created to position the bank’s powerful new brand. It
was a branding approach that would serve as a key plank of First Union’s
strategy to becoming a national player.

CEO Ed Crutchfield desired to quickly build his branch banking net-
work into a power national franchise. And it was his carefully positioned
branding effort, coupled with an aggressive acquisition spree, that would
serve as the launching pad in its new chapter.

It was the fall of 1998, and I first saw the commercial as a new recruit
during the first hour of my orientation into the Finance division. The leaders
managing the orientation were proud of the new ad and, more important,
First Union’s new strategic direction. The entire company was excited, as it
was on the heels of two significant acquisitions, both signaling that the best
was yet to come. You could feel the energy in the air while interacting with
employees in different pockets of the organization. There was no doubt our
future was bright!

Three years later First Union would purchase Wachovia, and the once
fledgling interstate banking operation would blossom into a financial ser-
vices powerhouse!

At its height, Wachovia was one of the largest financial services institu-
tions in the United States, amassing a banking empire that stretched from
New York to California. Its banking franchise extended to every major
market from Miami to New York and continued throughout the Midwest,
South, and all the way to the Pacific Coast. In addition to its extensive net-
work of branch banking operations, Wachovia was well positioned in each
major market it served.

Its banking footprint served coveted metropolitan markets such as
Philadelphia; Washington, D.C.; New York; New Jersey; Atlanta; and South
Florida, to name a few. Wachovia did not merely maintain a presence in
these markets but it dominated these major metropolitan centers, often
ranking as the number one or two bank.

Wachovia was also a great place to work, and my colleagues and I
enjoyed working for such a fine organization. During those glory years,
Wachovia had garnered top industry accolades and awards for being a great
place to work. There were formidable challenges that we overcame dur-
ing those years, but Wachovia was on a tear, as we were in the midst of
tremendous growth and success. Throughout its storied history, Wachovia
had become known as a merger-and-acquisition juggernaut, as over time
this strategy served as the cornerstone for its growth. From the early First
Union days, its renowned CEO, Ed Crutchfield—or Fast Eddie, as Wall
Street would call him—went on an acquisition spree and snatched up more
than 70 deals in a span of 10 years. He was a force to be reckoned with as
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his spirited will served as the driving force behind First Union’s success.
Within that period, he took Charlotte, North Carolina’s, third-largest bank
and transformed it into the nation’s sixth largest bank, amassing close to
$260 billion in assets in 1998.

It was through the efforts of Ed Crutchfield and Bank of America’s
legendary leader Hugh McColl that Charlotte, North Carolina, developed
into a global banking center. After the landmark 1985 Supreme Court rul-
ing upholding regional interstate banking, their visionary and aggressive
efforts served as the catalyst for Charlotte’s emergence onto the national
banking scene.

Prior to retirement, Crutchfield selected Ken Thompson to become his
handpicked successor. Thompson, as First Union’s newly crowned CEO,
would follow in his mentor’s footsteps, orchestrating some of the largest
deals in banking during this time. From 2001 to 2007, First Union quickly
grew its banking footprint.

In April 2001 it announced a historic merger with in-state rival
Wachovia bank. First Union would shed its name in place of the more favor-
able Wachovia brand. This was a watershed event for both banks, as it laid
the foundation for a formidable financial services organization that would
soon be catapulted toward the very top of the industry.

The historic merger of Wachovia and First Union was followed by a
slew of acquisitions. In 2003 it purchased Prudential Securities, which was
quickly followed by the 2004 acquisition of Birmingham-based South Trust
Bank. These transactions were followed up by two other significant deals:
first the September 2005 purchase of auto finance leader WestCorp, which
was followed by the May 2007 acquisition of Golden West Financial. Also
in May 2007 Wachovia purchased brokerage industry powerhouse A. G.
Edwards.

Wachovia’s meteoric rise, fueled by these transactions, quickly cemented
its position as a banking industry leader. It garnered Thompson the
coveted Banker of the Year Award in 2005 along with numerous other
industry awards, and Wachovia was recognized as Bank of the Year by
BusinessWeek in 2002. By the end of 2007 Wachovia had become the
darling of the industry. It had become the nation’s fourth-largest bank
by asset size, with deposits exceeding $700 billion; boasted one of the
nation’s largest brokerage companies, with more than 18,000 registered
representatives; and now possessed a banking footprint that stretched
from sea to shining sea. Wachovia had also developed a stellar track
record of delivering outstanding customer service. It was recognized
as the top-rated bank in customer service by the American Customer
Satisfaction Index (ACSI), a survey of consumer satisfaction conducted
by the University of Michigan Business School, for five straight years.
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However, things were not all well with Wachovia, as the debilitating
credit crisis would soon reveal.

What Went Wrong

What happened? How could such a financial services powerhouse be
brought to its knees so quickly? Yes, the credit crisis significantly impacted
Wachovia, but was there more to this story? Indeed, there was!

Two fundamental things went wrong at Wachovia, and one would even-
tually build on the other. The first was Wachovia’s inability to organically
grow its core banking business, and the second was its failure to follow its
own internal merger due diligence process. However, the pivotal misstep
that served as the primary catalyst of Wachovia’s sudden demise in 2008
was ironically tied to its rigorous due diligence process in acquiring banking
franchises it purchased.

Wachovia bought mortgage giant Golden West at the peak of the U.S.
housing boom. As the course of events would later unfold, the timing of
this purchase, coupled with Golden West’s concentration in mortgages and
the quality of its portfolio, would prove to be the cause of Wachovia’s final
demise. However, Thompson viewed Golden West as a huge prize, as it
would not only provide him with a more formidable retail and secondary
mortgage business but bring him what he coveted most: a truly national
footprint.

The Golden West acquisition gave him a strong presence in the West,
and most important, California, a state that provided a thriving and
robust economic opportunity for financial services. Although the timing
of this acquisition was not the best, there were other, more fundamental
core business issues lurking behind the scenes. I might add that these issues
are no different than those that arise at other companies regardless of
industry.

The catalyst behind Wachovia’s final demise had to do with simple man-
agement decisions and the failure to manage critical processes appropriately.
The Wachovia story is one that could be told at many organizations, as
it highlights the criticality of ensuring that fundamental processes are fol-
lowed, even for the most routine of activities.

It is no secret that Wachovia’s top brass coveted California and des-
perately desired to expand west. It was a strategic imperative! So when
the opportunity arose to acquire Golden West, Wachovia hastily seized the
moment. It was later revealed that Thompson purchased Golden West even
though his board of directors was not supportive of the deal. However,
because of his overzealous desire, the due diligence process in evaluating
Golden West’s assets was less than desirable.
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Although Wachovia had built up a strong culture and industry-leading
merger and integration capabilities, it failed to follow through in carefully
assessing Golden West’s mortgage portfolio. Even more fundamental than the
failure to thoroughly assess Golden West’s mortgage portfolio, Wachovia was
challenged in its ability to grow organically. This was no secret, as internally
we tried desperately to organically grow and build our existing business.

This challenge to organically grow came from the inability to cross-sell
products and services to existing customers and garner a larger portion of our
customers’ coveted “wallet share,” which, ironically, Wachovia’s successor,
Wells Fargo, is a master at doing. Therefore, over the course of several years,
Wachovia grew through an aggressive campaign of acquisition and merger.

This is a critical point in that although growth through merger is a
formidable strategy, it must be balanced in business by an organization’s
ability to leverage its internal assets to fuel growth. Growth in business
must be balanced. Further, an overreliance on acquiring growth, regardless
of the short-term results, will eventually take away an organization’s ability
to build other critical core capabilities.

A SYMPTOM OF A MUCH LARGER CHALLENGE

What happened at Wachovia is no different from what has occurred at other
high-flying corporations over the past few decades. There was Enron, Lehman,
AIG, Burger King, Pan Am, and Blockbuster, to name a few. Although some
of these organizations are still a part of our commercial landscape, there are
still important lessons to learn from their missteps (I will highlight several
of these organizations in Chapters 2 and 3). We also have lessons from the
systemic crisis of the S&L failure of the 1990s as well as the mortgage crisis
of 2007 to learn.

In observing the fall and eventual missteps of these organizations and
our systemic failures, they all were initiated from within. They centered
on some very fundamental risk and business themes. These fundamental
themes include the failure of internal governance processes, the inability to
keep pace with competitors and marketplace trends and realities, and failure
to balance critical business activities.

We are moving into an era where we can no longer afford to withstand
the type of systemic failures we’ve experienced over the past few decades. We
live in a time of unprecedented opportunities. However, with these oppor-
tunities comes intense pressure on business to move and operate with great
prudence, agility, and speed. Think about what has transpired over the past
25 years and how the Internet and technology have transformed our per-
sonal lives and the marketplace.
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These changes—and the fact that because of technology we live in a truly
global community—have provided unparalleled opportunities. Despite these
opportunities, business and the corporation must respond in kind to the new
paradigm. No longer can the corporation afford to manage its structure and
govern its activities in the same manner it has for the past 50 or so years.

Across industries, organizations of all types, shapes, and sizes do
respond to change with success. We find pockets of success that span indus-
tries, as very often we can find best practices that propel these organizations
to the very top of their industry class. I also realize that, as we speak, many
corporations are experiencing record earnings and years of success.

We also find that in times of austerity or market turmoil, organizations
struggle to find their footing, often scrambling to implement some efficiency
or new revenue initiative. The same can be said in times of prosperity, as
history has shown that organizations frequently become victims of their
own success and fail to consistently apply a certain discipline and rigor to
their internal activities.

I know from my own experience at Wachovia how we struggled to
maintain a culture that consistently applied routine processes. In times of
prosperity we would spend little time thinking about efficiencies or ways
to reduce expenses; however, whenever we predicted a quarterly earnings
shortfall or it was forecasted that we had a difficult year ahead, the call
would go out for everyone to contribute their portion to “the expense
reduction pool.” Or from time to time the CEO would announce a major
enterprise-wide expense reduction initiative whose objective was to provide
a one-time reduction to expenses, but also signal to the street how serious
we were in fostering an environment of efficiency and expense control.

To implement the initiative, he would place a key lieutenant or rising
corporate star to “run herd” over the effort. However, these valiant efforts
occurred infrequently, and as soon as we completed the exercise and all the
contributions were counted, we would settle into the old ways of doing
things. And, quite often, many of us would work very hard to protect our
very own sacred cows. Observing these efforts firsthand made me wonder:
Shouldn’t specific types of activities be an inherent part of an organiza-
tion’s DNA or culture? Wouldn’t good corporate management ensure that
an organization, division by division, has instilled in it a process that would
continually seek and evaluate organizational efficiencies? I will provide more
commentary on the importance of organizational efficiency in Chapter 4.

Even industry banking leader Wells Fargo, Wachovia’s successor, has trou-
ble fostering a culture of efficiency. In 2011, CEO John Stumph announced a
significant cross-enterprise expense reduction effort. Called Project Compass,
Wells Fargo hoped the program will drive out $1 billion in expenses from its
bottom line within 12 months.
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The company has mastered several key business levers, but shouldn’t
Wells Fargo, like other corporations, be adept at managing other critical
levers or organizational disciplines consistently, rather than a onetime effort?
Can’t we observe that pattern here again? We are in a period of austerity—
especially banks, as marketplace dynamics and the yield curve have placed
intense pressure on banks to grow earnings. As growth is difficult in this
environment, cutting costs and reducing expenses is a natural lever. How-
ever, shouldn’t these practices be embedded in organizations?

THE BURNING PLATFORM: WHY THE NEED FOR CHANGE

The need to change the way organizations manage their activities is being
driven by several factors. These include technology, how interdependent and
connected we’ve become, globalization, the speed of transactions, and com-
plexity. These factors are all tied to the tremendous change we are experi-
encing in our world.

Think about how interdependent we’ve become regarding global invest-
ment, and how the debts of many foreign nations affect the global marketplace.
Consider how individuals, corporations, and sovereign nations alike are
investing in corporations and interests across our planet. Or even think about
how many of the top-performing corporations have come to depend on rev-
enue and efforts from operations in all corners of the globe.

Along with this dependency on global operations and revenue comes
the need to manage and coordinate resources and activities across several
continents and time zones. Even if an organization operates solely domesti-
cally, the increasing pace of activity is mind-boggling, as technology and the
Internet have enabled us to communicate and transact business at lightning
speeds. The speed and ubiquity of business have added complexity to inter-
nal operations, imposing a greater need to ensure that internal activities and
resources are carefully coordinated, consumed, and aligned.

As great an impact as technology is having on business, it is having
more of an impact on us as individuals. Technology has affected our lives
and transformed our behaviors in many ways. Think of all of the ways
technology has transformed the way we interact, transact business, and
behave: texting, the iPhone, navigation systems, working remotely, the
ability to download movies and music to handheld devices, as well as buy-
ing goods and services online. Technology’s impact on our lives hasn’t even
reached a crescendo; technology will continue to transform our lives at a
dizzying pace, in ways we cannot imagine.

These factors all indicate that we are leveraging square pegs to address
the needs of a round-hole world!
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LEVERAGING THE POWER OF PEOPLE

Our new era also calls for a new way to leverage and lead employees, as
the paradigms of the past no longer fit the realities of today. Technology
has transformed our lives and will be a key differentiator for those organi-
zations that leverage it to empower their people. Think of the volumes of
information now available to us, all at the push of a button; how through
our laptops we are privy to a world without boundaries.

Leveraging employees, who are at the epicenter of delivering value to
customers and shareholders, will become more of a competitive advantage
as technological capabilities continue to advance. Consider the specialized
and in-depth knowledge employees have of critical customer preferences,
behaviors, and expectations. This also holds true as they have an intimate
understanding of how core processes and internal operations really work.
Unleashing these critical resources through the power of technology will
drive incremental value.

As the marketplace, and more specifically, competitors, access and utilize
talent from around the world, building a culture that promotes learning and
the building of new capabilities will help to ensure globalization. Also, the
battle to recruit and retain the best and most talented resources will continue
to intensify, as globalization has provided access to new pools of resources.

Engaging employees and connecting with them is even more impor-
tant in this new age. This is of paramount importance in the twenty-first
century as a typical employee’s “mindshare” is bombarded with a host of
distractions. Think of the limited “bandwidth” we face, as each day our lives
are filled with a confluence of texting, tweeting, and e-mailing. This is not
to mention how easily we become distracted by LinkedIn and Facebook, or
for that matter easy access to fascinating online headlines and articles. These
realities underscore the importance of employee engagement and ensuring
that they connect with an organization’s mission and core values.

However, these opportunities all hinge on one of the oldest and most
basic factors: trust. Enabling employees and eventually empowering them can
be realized only through the building of trust. Providing employees with the
tools to make important decisions is only a part of the answer. Allowing them
to make the important decisions will eventually result in true empowerment.

The world we live in today—and tomorrow—will no longer be forgiv-
ing of corporations’ missteps and reliance on antiquated systems of internal
governance. In today’s marketplace, organizations can quickly slip into
obscurity or wreak havoc on us all; we have seen how individual corporate
miscues can easily add up to systemic chaos. The time has come for business
to adopt new ways of ordering and governing internal activities in a manner
that keeps pace with complexities and demands of the times.
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These new principles or activities should be centered on adopting more
holistic models for managing strategic risk. This would assist in unleash-
ing organizational creativity and innovation, and fostering strong organiza-
tional governance structures and systems of accountability. Undisciplined,
fragmented and reactive management of external market forces and internal
demands are inadequate to meet the demands of the twenty-first century.
Further, unwinding and measuring risk after a catastrophic or major event
is far too late. “The horse will have already left the stable” at that point.
Corporations must adopt more holistic management practices to govern
themselves. But where can we find the answers to address these very sim-
ple—yet at the same time complex—answers? Today, I propose that we look
to nature, for it is the space where mankind has looked to model our won-
derful world for thousands of years.

A WORLD OF PATTERNS: DOES NATURE
HOLD THE ANSWERS?

We live in a world consisting of a kaleidoscope of patterns. These patterns
often possess critical cues as to how life on our planet functions, from the
patterns in nature, mathematics, and science to the patterns that are respon-
sible for the way humans live and process information. We are a part of
an existence that is governed by myriad intricate and amazing processes,
systems, subsystems, and interdependencies.

These patterns and themes play a pivotal role in the basic design of the
planet and are at the core of how our world works. No matter how com-
plex and intricate our natural world is, its basic structure and the way it is
ordered are simple.

Let’s consider a very simple example. Think of the anatomical makeup
of living creatures. Most creatures share similar functions and systems,
including reproductive, skeletal, muscular, and respiratory systems. These
common systems or elements span a wide array of creatures, including
mammals, reptiles, and amphibians. This includes animals such as birds,
fish, frogs, snakes turtles and include us human beings. Although there is
variation in the manner in which these common systems work, they all fol-
low a similar pattern that spans each class of creature.

These patterns even transcend the animal kingdom and can be found
in the plant world, as well. All plants possess similar processes and systems
that serve as the foundation of how they operate, including their reproduc-
tive system, or even fundamental elements that serve the same functions as
animals’ skeletal and respiratory systems.
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It is critical to identify and track these patterns and themes because
they are at the core of how our natural world works, and they can provide
us with models of how to structure our man-made world. Following pat-
terns and themes in nature is not new; throughout time, man has looked to
nature in order to design objects for his own use. Think of the airplane and
the bird, the camera and the eye, ball joints and the shoulder joint, radar
and bats, and even the pump’s relation to the heart. These are just a few
examples of the many that exist in our world.

Leonardo da Vinci, who to this day is considered one of the greatest
minds in history, took lessons from nature. He is credited with inventing
and pioneering work in many areas. Da Vinci is considered the father of
the science of embryology and was the first to make detailed study of
the human fetus. He also designed early versions of the airplane, military
tank, helicopter, and submarine equipment. Even before Charles Darwin,
da Vinci devised a theory that foreshadowed that of evolution. Da Vinci
mastered and explored diverse and complicated subjects such as engineer-
ing, archeology, botany, and anatomy. The secret behind da Vinci’s great
genius was that he was a student of nature. Da Vinci believed that nature
held all the answers on how to build and design our world. As a child
and young man, da Vinci strove to understand in great detail how nature
worked. He mimicked nature and, as such, was a pioneer in almost every
field. Da Vinci saw subjects not as disjointed but as interconnected and
inseparable.

In this spirit, and following what man has leveraged over thousands of
years, [ believe there is also a pattern in our natural world that will assist us
in this new day. This pattern will effectively assist us in managing the most
formidable forces that undermine a company’s strategic objectives, enabling
us to master strategic risk. Embedded in all systems in our natural world,
this pattern can be applied to systems in the world we have created for our-
selves. If we have looked to nature to create most of our man-made world
and provide us with many of our modern-day conveniences, why should
we not look to it to assist us in structuring how we manage organizations?
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The Three Elements: Greating,
Facilitating, and Supporting Your
GCompetitive Advantage

We live in a world of patterns—both in the natural world and the world
we’ve created for ourselves. Throughout time, there are numerous
examples where mankind has leveraged patterns or structures in nature
to build many of his modern-day inventions and tools. From the airplane
to the camera, from sonar to the ball joint, countless creations came from
the careful study of nature. These patterns in nature can assist us under-
standing the forces that govern the world we’ve created, and in managing
organizations.

A FRAMEWORK TAKEN FROM NATURE

Organizations are no different, for their basic structure and the dynamics
that govern them are similar to systems found in nature. However, what
makes this new insight into the parallels between organizational systems
and natural systems important is that it provides us with new learnings,
which can serve as powerful drivers of performance in companies. These
performance drivers are at the core of an organization’s ability to master
strategic risk in a highly complex and dynamic world.

Natural Systems

If we closely observe how systems in our natural world work, there are
certain core elements that ensure they operate effectively and with uncanny
precision. ’ve observed a few of these elements only to discover that they
are a part of all systems, processes, and living creatures in nature. Consider

19
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systems, processes, and the creatures in our natural world. There are essential
activities and elements that ensure they grow and maintain themselves
throughout their entire process or life cycle.

In the majority of these realities, there are aspects that serve as cata-
lysts and are initiators. Think how there are also elements associated
with them that enable or facilitate their activities. It is also apparent
that all living creatures, systems, and processes are dependent on struc-
tural and supportive elements as well as elements that orchestrate vari-
ous activities.

These core elements are tightly linked, operating in tandem to provide
a holistic approach to drive effective performance in systems. This pattern
is composed of three core elements. They are the creative, facilitative, and
supportive elements (see Exhibit 2.1). These fundamental elements can be
in the form of systems, processes, functions, and activities. I will refer to
these three as elements or components throughout the book. Again, these
elements exist in all systems, whether in nature or man-made. (In speaking
of the man-made world, again, I am referring to everything in our existence
that was created by man.)

Serves as the catalyst

Enables the system and
advances critical elements

Provides infrastructure
to sustain and grow systems

EXHIBIT 2.1 The Three Elements



The Three Elements 21

Webster’s defines a system as “a regularly interacting or independent
group of items forming a unified whole or a group of interacting bodies
under the influence of related forces.” The Three Elements applies to all
systems that grow and/or must be sustained. It is everywhere! As a point
of reference, Webster’s definition of a system also aligns naturally with our
understanding of how organizations are structured and operate, wouldn’t
we agree?

Out of the core elements of create, facilitate, and support, the creative
element serves as the catalyst to initiate the entire process. It spawns the
critical components that are the lifeblood of the system. Then the facilitate
element serves as a conduit. It advances, transports, enables, and facilitates
processes. In many instances it acts as a go-between, ensuring that critical
elements get where they are needed.

Finally, there is the support element. The support element serves as the
foundation of all systems. It provides required infrastructure, governance,
and key administrative controls or processes. It supports everything needed
to be sustained or grow in a particular system or environment.

Another reality concerning the Three Elements is that each element cat-
egory contains a subset of the whole; the universal pattern that exists on
one level of a system or process is replicated on other levels. Therefore, the
pattern is fractal. For example, within the creative component in a complex
system like the human body, you will find subsystems that also include the
Three Elements (the creative, facilitative, and supportive elements).

Think of the role of systems in our world. Our planet is supported by a col-
lection of millions, if not billions, of subsystems that grow and sustain it. At a
macro level, these include systems in nature such as pollination, photosynthesis,
ecosystems, and our water cycle. There are subsystems within each system, and
the process is replicated all the way to the most fundamental component of life
in a particular system or unit.

There are systems and subsystems that play creative, facilitative, and
supportive roles. This is another important reality concerning our exis-
tence, meaning that the Three Elements are replicated on other levels like a
continuous spiral. It’s akin to the reality that life exists in the tiniest, most
microscopic aspects of our reality on up to the grandest state of existence
on the planet. Although many of these processes are complex, I will focus on
the most fundamental or rudimentary processes.

Let me begin to explain how the Three Elements works by highlighting
an example that you are very familiar with—the human body. A walk-
through of the human body in various contexts will help you better under-
stand the various characteristics of the Three Elements and how they work.
This is true especially in the context of how it is replicated on different levels
of reality.
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THE HUMAN BODY AS AN EXAMPLE

As explained earlier, the human body is a system composed of myriad subsys-
tems that possess functions that mirror or follow the Three Elements. These
systems can be divided into the same three distinct roles: create, facilitate,
and support (see Exhibit 2.2). A few systems that create are the reproductive
system, the core system responsible for bringing forth human life, and hema-
topoiesis, the process in our bone marrow that produces blood. Systems that
facilitate include the respiratory and circulatory systems, as they carry and
advance essential life-supporting properties throughout the body. Facilita-
tive systems in the body are also critical to enabling certain functions in the
body. Finally, there are systems that are supportive in nature such as the
skeletal and muscular systems. These systems play a critical role in ensuring
that the body is sustained and is physically protected.

It gets even better as we apply the pattern to the human body in more
detail. The reality of the Three Elements is that it is replicated continuously
down to the tiniest element. First you have the entire body, which is com-
posed of the three components. Then within each system within the body,
the model is replicated again. Within each of these systems are subsystems
that are made up of the similar components or elements.

Reproductive System

Respiratory System
Circulatory System

Muscular System

Skeletal System

EXHIBIT 2.2 Systems of the Human Body
Data Source: University of Buffalo Department of Biological Sciences Website (www
.biology.buffalo.edu/courses/bio531/lecture7.html)
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Consider a creative system like the reproductive system. If we examine
the system in detail, we observe that the reproductive system also possesses
the three primary elements in the ovaries and the process of fertilization,
fallopian tubes, and the uterus. The ovaries’ primary role is to store the
human egg and produce estrogen, the catalyst and critical element needed
in female reproduction. The process of fertilization continues the creative
process by initiating life through the union of the sperm and egg. The
fallopian tubes’ primary function is to transport the human egg from the
ovary to the uterus and facilitate the process of fertilization. And finally,
there is the uterus, which serves in a supportive function. Once the egg has
left the ovary, it finally attaches itself to the lining of the uterus. There the
uterus’s primary role is to nourish the developing fetus prior to birth and
to protect it.

If we were to continue to drill further down into the reproductive
system, the pattern of the three elements would be replicated all the way
down throughout this system to the tiniest element. Yes, the Three Elements
are present all the way down to a single cell.

Each cell in your body also has the three components of the Three
Elements embedded in it. At its core is the nucleus, which is the cell’s creative
component. It is the where DNA replication and other creative processes
occur. A component or element of the cell that plays a facilitative role is
its nuclear pore complexes. It facilitates the transport of critical substances
from different compartments of the cell. This occurs through a vast network
of transport cycles and receptors. Finally, the cell’s plasma membrane and
cytoskeleton play supportive roles. They protect the cell from its surround-
ing environment and help the cell maintain its shape.

While each of the core functions in a cell possess creative, facilitative,
and supportive processes and activities, each has a primary function. This
pattern is replicated to the nth degree through all life on our planet. It is
important to have a solid understanding of how the Three Elements works
in order to truly recognize its power and influence as it applies to our lives
and to life in the world around us.

Think of how the Three Elements is inherently embedded in critical
corporate activities, and how they are essential to internal operations. How
organizational activities such as research and development, marketing, and
cross-selling efforts, and back-office operations are at the epicenter of an
organization’s success. Let’s take an additional look at another example
from the body, the nervous system.

The Nervous System

Consider how the Three Elements correlate to the comprehensive ner-
vous system. The brain, which is a part of the central nervous system (a
subset of the nervous system), is the creative element or organ as it initiates
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or is the catalyst for activity in this system. Facilitative elements or compo-
nents of the nervous system include the peripheral nervous system (PNS)
and neurons. The PNS acts as a conduit in carrying impulses to and from the
central nervous system, while neurons send signals throughout this system.

Supportive elements include the spinal column, which protects the spinal
cord; the skull, which protects the brain; and critical membranes and meninges,
which are essential to protecting the brain, spinal cord, and other components.
As part of the PNS, the somatic and autonomic systems serve in a supportive
capacity as they control or administer critical muscular and internal organ
activities. All of the components, subsystems and parts of the nervous system
act in tandem to effectively operate this essential system in our bodies.

Governance and the Body: The Gell Cycle and Temperature

To examine the pattern from a different angle, think of supportive elements
in our body and how they “govern” or control important functions. These
governance functions, although different than the infrastructural ones men-
tioned earlier, also play critical roles in support of our bodies. These ele-
ments order the flow and timing of certain processes essential to life. Staying
with the cell theme, let’s look at the important cell cycle.

The cell cycle and the process of cell division is one of the most critical
in the human body. This important process is governed by rigid rules that
ensure an orderly and carefully sequenced flow of events. During the devel-
opment of a cell, various checkpoints are in place to ensure that each stage
of the cycle of development is fully complete prior to the next phase begin-
ning. This process also requires that a cell’s DNA is intact and not damaged
before it is divided.

These checkpoints are critical to ensure the development of healthy cells
in our bodies. If there were a breakdown in this intricate checkpoint or gover-
nance process, cells in the body would divide in an uncontrolled manner.
And although there is a process to repair damaged DNA in cells, this uncon-
trolled division of cells ultimately leads to diseases like cancer.

Or consider how our bodies regulate and “govern” temperature through
numerous feedback mechanisms. These important mechanisms operate
through the hypothalamus. As the body temperature rises and falls at various
levels, these mechanisms are triggered to cause a number of responses to
regulate temperature. These responses can include shivering, which increases
heat production in our muscles; secretion of certain hormones to increase
heat production; or the cessation of sweating to name a few.

These processes and functions ensure that our bodies are in a state of
continual growth and sustainment. As our bodies are designed to foster and
cultivate an environment that effectively supports us, so it must be with the
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culture of an organization in fostering the growth and sustainment of its
employees and internal activities.

The Three Elements is also found in systems that sustain the natural
world. It is found in processes such as pollination, the water cycle, and others.
It is even found in ecosystems.

ECOSYSTEMS

As with the human body, ecosystems also possess a similar pattern as they
are composed of the three elements (see Exhibit 2.3). The beginning of the
process or system is kicked off by producers. They are the catalyst, as they
create what becomes the lifeblood of the system. Producers, such as plants,
provide food for the system. This is a critical role in providing energy to
the entire system. The facilitate element is performed by consumers, such
as plant-eating animals, which consume what is created by producers. They
facilitate the process of energy transfer by passing on what they consume to
the third component, decomposers, which play the support role.
Decomposers support the entire system by breaking down matter from
the consumers (such as waste or a consumer’s dead body) and releasing them
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EXHIBIT 2.3 Ecosystems
Data Source: The University of Michigan Global Change Website (www.globalchange
.umich.edu/globalchange1/current/lectures/kling/ecosystem/ecosystem.html)
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back into the system. The materials released by decomposers are nutrients
for plants (producers), which serve to initiate the cycle again by performing
the creative aspect of the entire cycle.

Ecosystems illuminate an important aspect of the model in that the
entire process must continually repeat itself in order for the system to
operate effectively. The entire system would die if it were stopped after one
cycle without returning nutrients to producers to begin the cycle again.
There must also be balance within all ecosystems. If consumers extract too
much from the creators (overgraze a field), this harms the entire system.
These features of the model will be discussed in detail later.

Organizations share the same fundamental elements and components
as found in our bodies and systems in nature. They have functions and
activities that are creative, such as product development and innovation;
facilitative, such as sales and brokering; and supportive, such as governance
or technology. Just like in our bodies, in companies these functions and
activities serve as the foundation of its sustainment and growth.

THE THREE ELEMENTS AND OUR MARKETPLACE

To understand how the Three Elements applies to organizations, let’s first
look at how it works in the context of the much broader marketplace.

Applying the Three Elements to our marketplace, the creative activities
in the market speak to the ability of the market to create, innovate, and
produce new products, services, technologies, and sciences. Market facili-
tation is the ability of the market to take those new goods, services, ideas,
and items to those who use them. It also includes mechanisms that ensure
the effective and efficient flow of those new products, services and other
components.

Finally, market support is the ability of the system to provide the
infrastructure needed to ensure that all elements operate effectively and
in harmony (see Exhibit 2.4). It also includes having the necessary checks
and balances as well as functions in place to support marketplace activities.
While all three play distinct roles, they are of equal importance, are inter-
connected, and must work harmoniously in order for the marketplace to
operate effectively. Indeed, such balance in any system, whether man-made
or in nature, is essential for its overall viability.

The Creative Element and the Marketplace

As in systems in nature, the creative element is the lifeblood and primary ini-
tiator of activities in commerce. This is evident in all man-made systems, as
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Create Market Facilitate Market Support Market

Catalyst Enables Supports
Research Sales/Trading Regulatory Framework
Development Import/Export Legal System
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Innovation Technology Military
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high risk low risk
I CREATIVITY
high reward low reward

EXHIBIT 2.4 Marketplace Activities

our lives, both commercial and personal, are shaped by innovation and cre-
ativity. Everything in our man-made existence emanates from the idea! Ideas
from all corners of the world spawn new realities and flood our existence with
meaning. Hence, it is the creative element in systems that drives performance
and greatly influences what is generally needed for growth and sustainment.

Facilitative and supportive elements in systems follow and enable
and provide the infrastructure for what has been spawned by the creative
process. In commerce, the creative element is the catalyst for new industries,
professions, technologies, and requirements. This applies to many new and
transformative innovations such as the smart grid, digital technology, and
the computer, to name a few.

For example, think of the impact that the smart grid and new green
technologies will have on our lives. The creation of the smart grid—an
improved electrical grid for the United States—is creative in the context of
the Three Elements model. This new way of leveraging technology to make
our energy systems more efficient and cost effective is a product of creativity
and innovation.

Through this innovation, we are spawning new commerce, jobs, and a host
of supporting services. However, smart grid technology also has characteristics
that are facilitative and supportive, just as do all creative functions or elements
in nature. Ultimately, the smart grid will account for trillions of dollars in our
global marketplace and spawn myriad opportunities across the planet. Cisco
Inc. views the Internet Smart Grid as a $100 billion market opportunity.
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In a May 2009 interview, Marie Hattar, vice president of marketing in
its Network Solutions Group stated, “Our expectation is that this network
will be 100 or 1,000 times larger than the Internet. If you think about it,
some homes have Internet access, but some don’t. Everyone has electricity
access—all of those homes could potentially be connected.”

Another example of the creative element in business is the ubiquitous
credit card. The general-purpose credit card was introduced by Bank of
America in 1966, although versions of credit cards existed before then.
Think of how much commerce and how many products and services have
been born out of this one innovation. We have created an entire industry
from this product of innovation.

Yes, at the core of the marketplace and society is creativity and the
idea. Think of the nineteenth and twentieth centuries and all of the amazing
things that came out of this period; from the automobile to the airplane,
from the combustible engine to the computer, from the telephone to camera.
All of these inventions have contributed significantly to the advancement
and quality of mankind.

It is important to provide a more expansive view and understanding of
the role of the creative element before I apply it to organizations, for it helps
to underscore how pervasive and critical it is in the much broader market-
place and our daily lives.

Continuous Creativity Creativity is a continuous process. It is an inherent aspect
of how life is ordered. As in all systems of nature, whether it is the continuous
cell development in the human body or processes in systems in nature such as
photosynthesis, creativity is cyclical and continuous. In the marketplace, the
continuous process of creativity ensures growth and sustainment.

The Austrian American economist and political scientist Joseph
Schumpeter popularized the theory dubbed “Creative Destruction,” in which
he described an evolutionary and continuous process of creativity. It was a
reality in capitalism he viewed as necessary to fuel production and growth:

Capitalism, then, is by nature a form or method of economic change
and not only never is but never can be stationary. And this evo-
lutionary character of the capitalist process is not merely due to
the fact that economic life goes on in a social and natural environ-
ment which changes and by its change alters the data of economic
action; this fact is important and these changes (wars, revolutions
and so on) often condition industrial change, but they are not its
prime movers. Nor is this evolutionary character due to a quasi-
automatic increase in population and capital or to the vagaries of
monetary systems, of which exactly the same thing holds true. The
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fundamental impulse that sets and keeps the capitalist engine in
motion comes from the new consumers’ goods, the new methods
of production or transportation, the new markets, the new forms of
industrial organization that capitalist enterprise creates.’

Schumpeter believed that the pursuit of self-interest and improvement
also influenced this continuous cycle. The shifting of resources and inputs in
declining sectors to those sectors and areas that were expanding also created
a natural destruction of the old ones.

Though the primary focus of Schumpeter’s theory is on how through the
introduction of new products, services, and markets old ones are undoubt-
edly destroyed. However, a salient point to draw from in his approach is the
cyclical nature of the marketplace—how changes in market components such
as enhanced productivity, human behavior, and technological advancement
influence the evolutionary dynamic of capitalistic economies. This underscores
how the creative element in systems is not only cyclical but also continuous.

Facilitation and Our Marketplace The facilitative aspects of our marketplace
are the conduit through which goods and services flows. Goods, services,
and products reach consumers in many ways, such as through small busi-
nesses, real estate agents, stockbrokers, marketing, advertising, mortgage
brokers, and so on. There are other aspects of market facilitating related to
dealing or transacting that complement the market-creating products and
services. These types of transactions can have a significant impact on a par-
ticular industry, even in times of economic challenges. An example of this is
that of professional sports and advertising.

I consider advertising and marketing a facilitative function; however,
there are creative aspects to facilitation as we see in the next example. In
professional sports, the catalyst or creative aspect rests with the product
or players who produce the sporting event. Marketing and advertising is
the facilitative element because it advances and promotes the product, the
sporting event. Remember the pattern in systems here, as each of the ele-
ments has embedded in it the whole model.

During the past five years, we’ve experienced one of the most severe
recessions of the past century. Over 10 million Americans lost their jobs,
although the job market is currently experiencing some growth. Addition-
ally, many businesses have filed for bankruptcy and corporations continue
to tighten their belts due to the need to slash expenses and reduce costs.

As the market contracted, you might think that it had a major impact
on professional sports. If you have watched most professional sporting
events on television during these past few years, you can see that in many
venues attendance has significantly declined. Earlier during the recession,
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many corporations pulled their sponsorships of teams across the sporting
world in order to save precious marketing dollars. Nevertheless, despite all
of these major forces impacting professional sports, how is it that we con-
tinue to see a slew of athletes sign and receive record-breaking contracts and
their teams experience tremendous growth?

The NFL itself has experienced steady growth in revenue during this
time period, as well as other sporting leagues and events such as college
football through the NCAA and its Bowl Championship Series (BCS). While
corporations have cut back their sponsorship and attendance had been far
below average, how are teams able to open up their rich coffers and sign
athletes to history-making contracts? When we apply old economy rules,
this doesn’t make sense. However, in applying the new rules, it makes per-
fect sense.

In today’s sports and entertainment world, lucrative television and
licensing deals are negotiated by teams. They are no longer restricted to
ticket sales as their only source of direct revenue. They have revenue pouring
in from their television and merchandising deals. This enables them, even in
tough economic times, to turn a profit. While many in the general popula-
tion have personally felt the economic slowdown of the past several years,
they still could participate and enjoy their favorite team or athlete in their
living rooms.

This further demonstrates the many facets of the facilitative elements and
the beauty of our free market system. Through advertising, companies wish to
ultimately reach prospective customers. Because there is a limited amount of
airtime allocated for each event, depending on how popular it is, advertisers
will pay handsome dollars for these spots. Professional teams are then able to
sign long-term agreements with the media and television conglomerates that
air these events. Therefore, these organizations continue to make money and
pay their athletes large sums, despite poor economic conditions.

Support and Our Marketplace There are many facets to supporting the overall
marketplace. They include systems, processes, and infrastructure that sup-
port the creative and facilitative activities in the market. For example, a
critical part of our marketplace is our regulatory framework. As goods and
services are distributed to the consumer, functions such as the Food and
Drug Administration or the Securities and Exchange Commission are neces-
sary to protect the end user. Infrastructure—such as child labor laws, work-
place standards, and simple traffic laws—is necessary to affect the appropri-
ate functioning and balance in the marketplace.

Infrastructure also includes critical technology and telecommunication
assets, as well as roads, highways, and utilities. The many skills and roles
that individuals play are also critical to ensuring a properly functioning
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marketplace such as accountants, doctors, lawyers, analysts, teachers, tech-
nicians, and laborers. All of these functions are necessary to ensuring the
support of an effective and smooth flowing marketplace.

THE THREE ELEMENTS AND THE AUTO INDUSTRY

The auto industry offers an example of how the Three Elements works in our
marketplace. The creation of any new automobile model or type is a prod-
uct of innovation and, depending on the make and model, services a par-
ticular market segment. For example, think of how in 1984 the launch of
Chrysler’s newly designed minivan was the primary catalyst for its historic
comeback. This newly designed and functioning automobile immediately
took the place of the family station wagon.

On a broader scale, the introduction of the sport utility vehicle (SUV) in the
mid-1990s propelled all three domestic automakers to record profits. Through
introducing and promoting a new body style and type of vehicle, automakers
were able to bolster revenue through SUV sales. Now, however, SUVs are drag-
ging down sales of auto companies due to the economy and high gas prices.
During the create portion of the cycle, the production of an automobile spawns
many activities, including the mass production of new vehicles and the manu-
facturing of other components and parts that comprise a car.

Think of the many jobs that are created in the building of an actual
automobile and all of the related components such as the battery, alternator,
tires, engine, seats, upholstery, carpet, and transmission. Is it any wonder
that we’ve gone to such great lengths to save our domestic auto industry?

Now consider how this product of innovation, the car, gets to you, the
end user, through the facilitate function. Automobiles are distributed through
a very sophisticated yet simple network of market-making conduits, namely,
dealerships. These dealerships are usually independently affiliated with the
creators of those cars, the car manufacturers. Dealerships are the conduit
through which most automobiles flow to consumers.

The final component in this example is that of market support. If a car
could not be supported or maintained, think of how much less useful it
would be. Can you imagine millions of people doing all of the maintenance
and repairs on their own cars? It would be costly, time consuming, and
incredibly burdensome for all of us.

In this example, there are three basic forms of marketplace support for
the auto industry. There is the support offered by auto dealers in the form of
their service departments. Those support services are also offered by inde-
pendent franchises such as Firestone, Jiffy Lube, and Midas. Finally, there
are privately owned and operated automobile maintenance shops.
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The three types of automobile servicing businesses are the backbone of the
overall industry and generate significant revenue. In fact, if you asked a dealer-
ship that also offers maintenance services, they would tell you that a significant
part of the dealership’s revenue stream comes from this aspect of the business.

These services can be further broken down into businesses that offer
auto servicing and maintenance versus those that offer body shop services.
Regardless of where these functions play in the model as applied to the auto
industry, each is a critical component and is vital to the effective function-
ing of the whole. This model, as it applies to the auto industry, can also be
applied to other industries.

THE THREE ELEMENTS AND ORGANIZATIONS

In today’s unrelenting marketplace, organizations are challenged in finding
their competitive footing. Whether it is in the ability to continuously create
new products and services or ensure the effective management of critical
resources or ways in which to advance critical products and services to the
marketplace, these challenges are at the core of managing strategic risk and
drive performance.

Consider a company with a strong legacy of performance: Motorola, Inc.
Through its rich history of introducing innovative products to the market-
place, it experienced tremendous success. However, like many others,
Motorola ultimately failed, as it was challenged in managing critical ele-
ments fundamental to an organization’s success.

The Motorola Story

For close to 80 years Motorola, Inc. was a pioneer of innovation in the
United States. Its long history of creating leading-edge technology innova-
tions has had a major impact on both the semiconductor and communi-
cations industries. Founded in Chicago in 1928, few American companies
rival the storied history of innovation and creativity of Motorola, Inc.

Once an industry leader in cutting-edge technology, Motorola pio-
neered the development of the transistor radio, in 1958 developed the first
two-way radio for NASA, built the first rectangular television, invented Six
Sigma, and in 1983 was the first to introduce the commercial cell phone. In
1930, Motorola created and installed the first car radio, and during World
War II, its Handie Walkie-Talkie enabled American troops to communicate
more effectively on the battlefield. This portable two-way radio invention is
considered the predecessor to today’s cell phone. Motorola is also credited
with developing the first global satellite communications network.
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Motorola created the first cellular phone, which at that time weighed
four pounds and allowed one hour of talk time. By 1994, it had cornered
60 percent of the U.S. wireless market, and between 1993 and 1995 aver-
aged 27 percent in growth. By 2002, Motorola had become the second-
largest cell phone manufacturer in the world. However, it quickly saw its
U.S. market share in cell phones drop from 18.4 percent in 2007 to 6 percent
by 2009. Despite its rich tradition and track record of innovation, Motorola
steadily lost its market share.

One of Motorola’s missteps is that it failed to continue its rich tradition
of innovation! Although Motorola led its competitors in the global analog
cell phone market, it was slow to embrace digital technology. It was ill pre-
pared for digital technology as it hit the market.

Its top executives and a core of leading engineers also believed customers
were satisfied with analog phones. Over time, Motorola was outwitted by
its competitors, as it was slow to enter the global smartphone market, not
entering it until 2010. Its competitors understood emerging user behavior
and needs as smartphones enabled customers to easily handle e-mail and
data needs.

By 2011, after realizing billions in losses and significant market share,
Motorola was divided into two public companies. The first was Motorola
Solutions, a data communications and telecom equipment provider, and
the second, Motorola Mobility. In May 2012, Google purchased Motorola
Mobility for 12 billion dollars.

Motorola’s ultimate demise did not occur overnight and was not solely
due to its inability to innovate, but was due to several additional missteps
along the way. Over time, the company became blinded by its success as its
key executives failed to realize the needs of a changing market place. Man-
agement’s complacency was described at times as bordering on arrogance.
Even in its core operations, it had made critical mistakes.

For example, in the 1990s Motorola was dropped by several telecom
giants due to its slow response in addressing the poor switching ability
of its wireless equipment. This, coupled with internal warring factions,
ill-timed strategies, and spotty execution led to its eventual fall. However,
Motorola’s demise is no different than any others that have occurred over
the past few years.

An organization’s ability to innovate and create competitive products
and services is vital to remaining competitive in an unrelenting marketplace.
Creativity serves as the lifeblood in all organizations; without a constant
fresh flow, the organization will die.

While creativity is essential there are other activities that serve as the
foundation of organizational success over time. They include a company’s
administrative and structural elements as well as activities that enable and
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EXHIBIT 28 Organizational Activities and the Three Elements

advance critical products and services. These activities are vital to a com-
pany’s ability to manage internal operations, their customer, and external
market forces. They are essential to mastering strategic risk.

Aligning the Three Elements with Corporate Activities

The components of the Three Elements apply to organizations, both private
and public. Organizations are systems and, as such, must be managed in a
manner that ensures the efficient and effective operations of its activities.
It’s no wonder that when we observe the key activities in corporations, they
naturally align with the Thre