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Is there anything we can learn from companies older than ours? This was the question that some people at Shell asked themselves in the mid 1980’s.

Business history is a much neglected subject nowadays. Is that , because today’s world is so different from the past that history carries no lessons? Or are we so absorbed by the present that we do not afford the time to look at the past? Yet, some 15 years ago Group Planning Coordination at Shell Centre in London felt uneasy studying only the managerial fad of the day. They realised that there are dangers in looking at  business solutions of other companies that had not stood the test of time.

Consequently, a study group was formed to  look for inspiration in companies that were 

· older than the Shell Group  (then almost 100 years of age), 

· were relatively as important in their industry as Shell was in theirs 

· and which were still existing with their corporate identity intact. 

One of the first findings of the group was that so few companies can be found that meet the three criteria. Of the tens of thousands of companies that existed around the turn of the century, only a handful (major) ones are still alive today. In the end, out of some thirty companies found, twenty-seven were studied in detail. Amongst those were Booker McConnell and British American Tobacco from this country, Mitsui and Sumitomo from Japan, Siemens and the Société Générale from continental Europe, and Kodak and Dupont from the States.

The first major theme that emanates from the study is the remarkable capacity for adaptation to changing times that these companies have shown to possess. Some of them date back 200 to 300 years. To have lived that long can only mean that many generations of their leaders and managers were masters of innovation and adaptation . In other words, these companies were good at the management for change to survive through upheavals like wars, technological change from steam to microchip and societal shifts from feudalism to capitalism. These companies have seen changes in the world that are considerably deeper than anything that is happening presently in the insurance industry.

So, at Shell, we asked ourselves the obvious, be it somewhat naive, question : “Do these companies have any characteristics in common that could explain their consistent success over the generations?” 

And, indeed, the team came up with four characteristics that they recognised in these long term survivors: 

· a  strong sense of community, 

· tolerance for change, 

· openness to the world 

· and  financial conservatism.

First, they found that these long-lasting companies had more the features of communities than those of an institute to make money (a finding, later confirmed by a more recent study by Collins and Porras in their book “Built to last”, 1994, Century, London.) Both the management and the members of those communities knew what they stood for and were happy to subscribe to these values. That gives cohesion. Cohesion is important because cohesion gives trust.

Secondly, they are tolerant and decentralised. They permit certain activities to take place in the margin of their main corporate activity, their core business. They let certain experiments go on. They don’t kill them straight away. They seem to be tolerant and this tolerance stretches their understanding of the possible.

Thirdly, the team found that the management of these companies tended to be open toward the outside world. This meant that they were early observers of changes in their world that were important for their institutions.

And finally these companies were financially conservative. They had old-fashioned ideas about the value of having money in hand. They knew that it allowed them to pursue options that their competitors could not. They could grasp opportunities without first having to convince third-party financiers of their attractiveness. As a result, they were master of their own time and timing.

So, had we found the Golden Grail of corporate management? Was this the recipe for survival? Unfortunately, business life is not that simple. Four soft ingredients may make a cake, but they are not the material to build an oil company. Interest in   the study reduced quickly in the Shell Group. The conclusions were swiftly forgotten. Regrettably so. The study may not have given simple answers, but the underlying material carried fundamental questions that were begging for an answer.  For example, the four characteristics, joined together, added up to a description of a self-perpetuating work community:

·  financially conservative with a staff that identifies with the company and a management that is tolerant and sensitive to the world in which they live.

The description is remarkable for what it does not contain. In it, there is no mention of the profit motif, no talk about being on the cutting edge, having a customer orientation or sticking to the core business. This description is also in stark contrast with the definition of a commercial company that, still today, is being taught to students at MBA courses:

· The production of goods and services (so the students are told) takes place in organisations which in our societies are called companies. They can be owned by various people, private or State, and produce goods for which other people are prepared to pay a price.  Companies produce those goods by trying to find the optimum  combination of the three production factors labour, capital and land. These three are substitutable, i.e. labour can be replaced by capital: the optimum combination of the production factors is the one at which the company is producing goods at minimum costs to be sold at maximum price for the maximisation of profits.

It is clear that at universities the academics talk about companies that are very different from the way the successful long term survivors in the Shell study think about themselves. These companies sound like the corporate equivalent of “Homo Economicus” - that thing-like creature that economists have substituted for the human being (Homo sapiens). In that analogy, the “economic company” is also a Thing - a machine to make money- rather than a community of humans. That machine exists to create goods and services with the prime purpose to produce profits. In contrast, the long-living work community creates economic value as a means to live, in the same way that most readers of this magazine have a job that allows them to live, but that is not the sole purpose of their lives.

As can be expected, “economic companies” have different relationships with the production factor “labour” than self-perpetuating work communities have with the generations of human individuals that make up their population over their long existence. In the “economic company” labour is but one of the production factors to create the capacity necessary to meet the demand for the company’s output of goods or services. And the objective to produce those goods or services at minimum costs means that these companies are constantly juggling the three production factors to find the cheapest possible combination. The upshot is that “labour” and “skills” are hired when demand for the services of this company increases and that the factor “labour” has to be reduced when demand falls away. These skills are bought in a “labour market”, meaning that people who have those skills are hired at a price: the relationship between the company and its people is reduced to a monetary one. 

This is a perfectly legitimate way to run a business, but unfortunately it lacks the conditions for corporate continuity. Also, there is considerable doubt that it meets its primary goal: that of achieving a maximisation of profits. The research by Collins and Porras produced the surprising result  that cohesive companies with strongly shared value systems were fifteen (!) times more profitable over a sixty year period than the average of the US stock market. 

Finally, the fact that economic companies condense the relationship with their people to a “skills-for-money” contract, almost certainly, reduces the level of innovation in those companies. Innovation requires that people have space to experiment. Experiments can go wrong, so there must be trust, both on the side of management as on the side of the employee, that failed experiments are occasions for learning and not for punishment. A money-relationship is, usually, not a sufficient incentive for people to run this risk over and above the one that they run already:  dismissal for capacity or cost reasons.

That is why self-perpetuating work communities develop a very different relationship with their people. In this sense, they are more like other successfully enduring institutions such as Churches, the Army or the British Medical Association. These institutions have cohesion, because there are values that everybody, at all levels, share. Cohesion and shared values create trust and trust is the necessary background to allow experimentation and innovation. Without continuous innovation, no work community will survive over the fullness of time. 

Unfortunately, the other option for economic companies to escape this dilemma is not very successful either. High profits, or so the reasoning goes, gives the power to go for acquisitions or mergers. Rather than building the capacity for innovation inside the company, we go outside and acquire it “off the shelf.” As a bonus, we gain growth and a bigger size in the bargain. The evidence of the failure rate of this solution is overwhelming. As an example, it suffices to look at the study that Michael Porter published in the Harvard Business Review of May-June 1987: of 2,700 mergers and acquisitions by 33 major U.S. companies between 1950 and 1986, up to 75% failed.

So, history has something to teach us. Successful, long-lasting companies require a patient build-up of their human community - a thoughtful caring for the relationship between its human members to reach the required levels of trust. Only trust allows the mobilisation of the internal brain capacity that the company needs for renewal and survival. Unfortunately, simplistic solutions like taking a pot of money, to go out into the market and buy both size and knowledge off the shelf does not seem to work in the majority of cases.

Guildford, June 1997
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