Xue Lan：

Thanks for giving me the opportunity to attend this event.  As all of you, I too come here to learn from Peter Senge. He is the author of The Fifth Discipline published in 1990. This book has been translated into Chinese; and it is influential and popular in China.  He is a senior lecturer at MIT Sloan School of Management and the founding chair of the Society for Organizational Learning. From his resume, I believe, you can learn much about his books and achievements. He is not only good at writing but also good at practicing what he believes.  He applies his wisdom in corporate management from theory to practice; and you can see this application everywhere around the world.  Let us now welcome Peter…  

Peter:

Today was supposed to be the MIT and China event, which has been postponed, and the topic was supposed to be on innovation.  Cherie asked me to give you the speech on this topic and my speech was originally designed as part of that program.  The MIT program was mainly focused on technology because, for most people, innovation means technology.  The title for the speech of that program was The Human Side of Innovation.  I used that as the offset for the focus on technology.  Please keep in mind that the context of this speech is under the emphasis of technology.  There is some misunderstanding that I want to clarify. Innovation does not merely mean invention, it means application, and the new technology becomes significant economically.  If you invent something in the lab, it does not mean innovation. People studying the history of technology make the distinction between invention and innovation. So, in fact, innovation is always human process, social process, and not just technological process. 

Here I want to mention Peter F. Drucker. There is some intersection between his writing on innovation and the work we’ve done in the past 25 years on organizational learning. According to him, there are three fundamental aspects for managing innovation. They sound simple but when it is time for you to practice them you’ll find it is more difficult to achieve. Most companies don’t do much on innovation. They do innovation just for a period of time and they don’t live very long.  Most of the big companies don’t live very long because they don’t do innovation very long.  The first aspect for managing innovation is “focus on mission”. Drucker believed that one of the strong characteristics of business organizations that can innovate is the mission of work purpose.  The second aspect is that the organizations continue to translate the sense of mission into visions and goals. Third, the organizations continue to assess how you are doing related to your vision.  That sounds simple but there are a few problems. The first is most companies don’t have a sense of mission or purpose. What do you think most companies think their mission is? Shareholder value, make money and make a profit.  So, now you know, why most companies don’t do innovation.  I don’t know whether many people have read Peter F. Drucker’s book.  But to me, he is very famous, and what he said always puzzled me.  He said this again and again, but somehow it didn’t get through. He said profit for the company is like oxygen for a person. So, you have to gain profit or you cannot keep a business.  But to confuse this with your purpose is profound confusion. This confusion operates in the majority of businesses, especially large businesses.  People with MBA’s from MIT, famous schools in China or other institutions, they all learned the financial theory of the firm which says the purpose of a company is the maximization of the return of the invested capital. So, if you want to know how to improve innovation, closing the MBA program is the first thing.  Despite the fact that he was famous, Peter Drucker never took a job in an MBA program at a university.  Believe me, he could have ended up with a job at Harvard or Stanford, everybody likes him, but he never took the job.                   

The subtitle of this topic is Unleashing Collective Creative Capacity.  Please think about this: why do you think it will compromise the collectivity, creativity and capacity of the company if the purpose of the company is just making money.  Here is the first answer from the perspective of time horizons.  It said that because the innovation takes time, if most of the companies focus on short- term profits, then they don’t pay attention to the improvement of innovation.  She said, if the company is moving down the track and making a profit, somebody comes up with another idea (in short, it might not make a profit).  So, it might be seen as a distraction and completely different from where we are going.  That’s why most innovations are done by newly started companies because no one in the existing company is willing to do this innovation and take the risk. Another lady mentioned that the profit from innovation doesn’t go to the shareholders only.  I think another reason is this.  It is very simple and eas,y but most people forget this.  People actually don’t care that much about profit. In fact, people don’t care about the investment return, really.  However, the maximization of profit is like religion in MBA courses.  I just never met anybody who practices that religion. Here I have to be careful, please don’t misunderstand me.  Peter F. Drucker said profit for a company is like oxygen for a person.  He didn’t say it is unimportant.  He said you need it in the whole game.  But the question is, what’s the purpose of the game?  I’ve never met anyone who told their children what their investment return was.  On the other hand, if people are doing something that really excites them, they’ll tell their kids.  Excessive believing in profit is the ban for innovation and it destroys innovation.  But don’t think I’m saying that profit doesn’t matter at all.  It’s a necessary condition.  But if you are really interested in the collectivity, creativity and capacity of the people, the company could continue doing innovation, you have to have a sense of who we are, why we are.  And you have to build the vision based on translating the general ideas to the specific goal that people are really willing to work on it.  That’s what the vision is. It is the exciting picture of the future.  And you have to be honest and tell others how things are working.  

I’ll make some comments and then we’ll have a conversation.  The world is changing and innovation means new things.  If there is no innovation, business will die. Peter F. Drucker said that innovation is the process creating the new sources of values.  If you cannot do this, the world around you changes, and you’ll not survive.  Most large and successful companies don’t survive long.  

Our study is called organizational learning and it has been conducted for 25 years based on the Shell Company.  The study was on corporate longevity.  We look at those big names and high buildings; you think that they shall survive forever. But, Fortune 500 companies, most of them survive 30 or 35 years.  That’s all.  They don’t live that long.  These buildings will be here much longer than the companies.  The names will come off and new names will go on.  If you don’t believe me, you just go online and then go to Fortune magazine that started reporting on Fortune 500 companies since 1932.  You just go back to the 1990’s; you’ll see that half of the companies no longer exist today.  The organizational learning movement started off from a discovery about the high corporate mortality rate.  This is a quote from the book publishing the study.  This man was at Shell and conducted the study. “Only a very few successful companies are able to allow signals of a radically changing world to penetrate their corporate immune system.”  The title is Living Company and I’ll come back to it later.  The other root of organizational learning movement is: a system of management that fails to tap the spirit and collective intelligence of people.  This sentence is quoted from a leader in management for the last 50 years, W. E. Deming, saying that “our prevailing system of management has destroyed our people.”  
People come to work and think the only purpose of the company is making money, and then their purpose is making money also.  Their spirit dies.  Work is just a job.  Through the study, they also found that there are 18 companies over 200 years old. They wanted to know the difference, why this small amount of companies look like they are going to live forever.  This quote well summarizes their findings: “The long-lived companies see themselves first and foremost as a living human community rather than a machine for producing profit” from A. P. de Geus.  “A machine for producing profit” is a quite harsh phrase.  How much do people think that they are an element of a machine?  You have to think about this.  We have human resources.  Do you know what resources mean?  If you look at the dictionary, it says “standing in reserve, waiting to be used.”  So those are not people; those are humans waiting to be used.  I can say this for most of the businesses in the world.  The metaphor of machine is everywhere.  You can see the progressiveness of the industrial age and thinking.  This is so deeply embedded in the west and people don’t see.  

The book called Living Company has four features.  I’ll just touch on them briefly.  “The prevailing system of management has destroyed our people.  People are born with dignity, self respect, intrinsic motivation, curiosity and joy in learning. The destruction starts with toddlers, a prize for the best Halloween costume, grades in school, and on up through university.  On the job, people, teams, divisions are ranked, rewards for the top, punishment for the bottom.  Management by objectives, incentive pay, and business plans cause further loss, unknown and unknowable.”  Here are the four features of long-lived companies of 200 or more years old.  First, identity- the sense of who we are that transcends what we do.  Second, tolerance-openness to what we don’t know.  These companies are willing to try new things.  People are highly tolerated. Just focus here or don’t want any distraction is just the opposite.  People should be willing to see new things around them and develop.  Third, fiscal conservatism- maintain control of one’s destiny. This one is particularly interesting in today’s economic context.  They found long-lived companies are quite conservative in their finances.  They want to take control of their own destiny.  If you borrow a lot of things from others and have high leverage, which are the things MBA students are supposed to learn, you’ll find yourself very vulnerable, which partly caused the problems today.  The study was done in 1982 and the book was published in 1997.  The fourth characteristic of long-lived companies is that they are sensitive to the environment.  They have a strong sense that they are the natural byproduct of how they operate. This is way before corporate responsibility and CSI reports.  They just said “the way they operated”.  They are connected to the world around them.  They care about communities, the natural environment, and they keep their awareness abroad.  Therefore, they can get innovation involved.  Today, we have a lot of companies saying that we have a lot of problems but these are our government’s problems, and we are here to make a profit.  Actually, you can be sure that those companies will not be here long.  They’ll fail to see the opportunities to innovate and create new energy systems.  They’ll fail to see the opportunity to produce new products consuming much less energy. IBM and GE are here long time by selling energy efficient products.  They see the shift of the environment and see the opportunity for innovation.  DuPont is more than 200 years old and 50 years ago, it started moving out of fossil fuels entirely.  They moved out of petrol chemicals and into biobased chemicals.  I want to emphasize that this is not about philanthropy, the importance of a good business is being sensitive to the environment and having the heritage of a sense of responsibility, and these constitute a good business.  You might think that this sounds romantic and idealistic, but I think not, and the evidence says it is pragmatic.  These companies survive because they innovate.  Now we’ll open up and welcome questions and comments. 

Guest 1:

There is a part of the book related with your mentor, Nan Huaijing. What does that part influence your theory?  And how does it change your life?

Peter:

The short answer is that I have a long time understanding of traditional Chinese culture. I grew up in Los Angeles, my best friend is Japanese, and I grew up in a very oriental cultural context.  But I should say that the forces of modernization and industrialization are powerful forces. They operate all around the world. They destroy cultures. I don’t think that is an exaggeration. Those societies which are entering the consumerism model are hoping to preserve their traditional culture. For example, in the Confucius tradition, we have our fundamental insights into the cultivation of leadership. In The Great Learning, we have the insights of leadership cultivation, which starts off with “you should learn how to stop.” This is how we contribute to our world.  And, the concept of “harmony” is also very important in contemporary China. The core of it, as I understand, is the harmony between me and the universe and the large world. And the relationship between others and ourselves is really based on our harmony with mother earth. This is crucial to the sustainability of all development.  

Guest 2:

Today, you mentioned innovation and long-lived companies.  There are many new companies in China doing innovation, but we cannot remember their names.  However, in Japan, the old companies are doing innovation and we can tell their names easily, such as Toshiba and so on.  Innovation, and what is happening with companies doing innovation in Japan and China are quite different. Is innovation good for a company as a whole? What’s your comment?

Peter:

Thank you, your question is quite like the question I had a long time ago when I learned about these long-lived companies. Is innovation good for a company as a whole?  First, it doesn’t mean there shouldn’t be a lot of new companies. There are also examples of people successfully establishing companies,, having innovation, and then 15 years later they just quit. But most people want to continue. Those are different cases.  Your question has two different questions that cannot be confused.

First, the difference has something to do with the different periods of development. From these four features, we found that while there are still some very energetic, innovative companies in China, for example, we conduct opening up and reform policy, and this means we have more tolerance for innovation and new things than ever.  

Guest 3:

Have you ever noticed any company in China that has those four features? If not, then have you ever found any Chinese company that has the potential to cultivate those features? Many people go back to the masterpieces of Confucius which tell us how to be a human being. Do you think this helps us to improve the operation and management of our corporations?

Peter:

Sorry, my experience about this is very narrow.  The Confucius theories are very social theory and the other two theories, Buddhism and Taoism, are intertwined with it.  I haven’t seen many specific companies, but I noticed the trend that, as a whole, Chinese companies have the potential to cultivate those features. I found many people in business organizations in China are interested in having a deeper and deeper understanding of Chinese culture. This is not like going backward or being in the past, but to think and understand with the current context in mind. But, we should not underestimate the forces of industrialization. 

Cherie:

I hope today’s talk can serve as the window for us to foresee something in the management of organizations.  I do hope more and more advanced management theory can be introduced into China.    

