How self-management works.

A coherent set of structures and practices to
get rid of bosses, hierarchy and the pyramid.

— M-Prize

A detailed description of
structures and practices of
self-managing organizations



SELF-MANAGEMENT
(STRUCTURES)

Why do so many people work so hard so they can
escape to Disneyland? Why are video games more
popular than work? ... Why do many workers spend years
dreaming about and planning for retirement?

The reason is simple and dispiriting. We have
made the workplace a frustrating and joyless place where
people do what they're told and have few ways to
participate in decisions or fully use their talents. As a
result, they naturally gravitate to pursuits in which they can
exercise a measure of control over their lives.

In most organizations | have been exposed to
around the world, ... we still have the offices “above” the
working people ... who, without consulting workers, make
decisions that dramatically affect their lives.

Dennis Bakke

The concentration of power at the top, separating colleagues into
the powerful and the powerless, brings with it problems that have
plagued organizations for as long as we can remember. Power in
organizations is seen as a scarce commodity worth fighting for. This
situation invariably brings out the shadowy side of human nature:
personal ambition, politics, mistrust, fear, and greed. At the bottom of
organizations, it often evokes the twin brothers of powerlessness:
resignation and resentment. Labor unions were born from the attempt to
confederate power at the bottom to counter power from the top (which
in turn tries to break the power of unions).

The widespread lack of motivation we witness in many organi-
zations is a devastating side effect of the unequal distribution of power.
For a few lucky people, work is a place of joyful self-expression, a place
of camaraderie with colleagues in pursuit of a meaningful purpose. For
far too many, it is simply drudgery, a few hours of life “rented out”
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every day in exchange for a paycheck. The story of the global workforce
is a sad tale of wasted talent and energy.

If you think this is too strong a statement, consider the 2012
survey conducted by Tower Watson, a human resources consulting firm.
It polled 32,000 workers in the corporate sector in 29 countries to
measure employee engagement (as well as the key factors contributing
to engagement, such as confidence in senior management and the
perceived interest by senior management in employee well-being). The
overarching conclusion: just around a third of people are engaged in
their work (35 percent). Many more people are “detached” or actively
“disengaged” (43 percent). The remaining 22 percent feel “unsupported.”
This survey is not a negative outlier. The same survey has been
administered for years, and in some years results have been worse still.
Gary Hamel, a scholar and writer on organizations, aptly calls survey
results such as these the shame of management.

Many progressive organizations seek to deal with the problem of
power inequality through empowerment, pushing decisions down the
pyramid, and they often achieve much higher employee engagement.
But empowerment means that someone at the top must be wise or noble
enough to give away some of his power. What if power weren’t a zero-
sum game? What if we could create organizational structures and
practices that didn’t need empowerment because, by design, everybody
was powerful and no one powerless? This is the first major
breakthrough of self-managing organizations: transcending the age-old
problem of power inequality through structures and practices where no
one holds power over anyone else, and yet paradoxically, the
organization as a whole ends up being considerably more powerful.

This chapter will address in detail the structures that make self-
managing organizations possible—what becomes of the pyramid, the
staff functions, the executive team, the project teams that we know from
today’s organizations? The following chapter (2.3) will then describe the
practices needed to make self-management work: who gets to make
what decisions; how information flows; how people are evaluated,
promoted, and compensated in these new structures.

A case example: from hierarchy to self-management

Buurtzorg, a Dutch neighborhood nursing organization, is perhaps
the best available case example to illustrate the change from today’s domi-
nant organizational model to the emerging paradigm of self-management.

First, some background: Since the 19th century, every neigh-
borhood in the Netherlands had a neighborhood nurse who would make
home visits to care for the sick and the elderly. Neighborhood nurses are
an essential piece of the Dutch health care system, working hand-in-
hand with family doctors and the hospital system. In the 1990s, the
health insurance system (which over time had taken on footing most of
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the bill), came up with a logical idea: why not group the self-employed
nurses into organizations? After all, there are obvious economies of scale
and skill. When one nurse is on vacation, sick, or simply trying to get a
good night’s sleep, someone else can take over. If one has too much
work while another has a lull, the organization can balance the load.
And not every nurse knows how to treat every type of pathology, so
there are complementarities in terms of skills.

Soon enough, the organizations that grouped the nurses started
merging themselves, in pursuit of ever more scale: the number of
organizations dropped from 295 to 86 in just five years, from 1990 to
1995. Piece by piece, our current management logic grew deeper roots.
Tasks were specialized: some people would take care of intake of new
patients and determine how nurses would best serve them; planners
were hired to provide nurses with a daily schedule, optimizing the route
from patient to patient; call center employees started taking patients’
calls; given the growing size of the organizations, regional managers and
directors were appointed as bosses to supervise the nurses in the field.
To ensure accurate planning and drive up efficiency, time norms were
established for each type of intervention: in one company, for instance,
intravenous injections would be allotted exactly 10 minutes, bathing 15
minutes, wound dressing 10 minutes, and changing a compression
stocking 2.5 minutes. To reduce costs, these different health treatments
(now called “products”) were tiered according to the expertise they
required. The more experienced and expensive nurses perform only the
more difficult products, so that cheaper nurses can do all the others. To
be able to keep track of efficiencies, a sticker with a bar code is placed on
the door of every patient’s home and nurses have to scan in the barcode,
along with the “product” they have delivered, after every visit. All
activities are time-stamped in the central system, and can be monitored
and analyzed from afar.

Each of these changes makes perfect sense in the pursuit of
economies of scale and skill. But the overall outcome has proved
distressing to patients and nurses alike. Patients have lost the personal
relationship they used to have with their nurse. Every day (or several
times a day if their situation calls for it) a new, unknown face enters their
home. The patients—often elderly, sometimes con-fused—must gather
the strength to re-tell their medical history to an unknown, hurried nurse
who doesn’t have any time allotted for listening. The nurse changes the
bandage, gives the shot, and then is out the door. The system has lost
track of patients as human beings; patients have become subjects to
which products are applied. The human connection is lost, and the
medical quality is compromised too: there is no continuity in care; the
subtle but important cues about how a patient’s health is evolving are
often overlooked when a different nurse comes along every day.

Nurses find these working conditions degrading. Most of them
chose their profession out of vocation to care for those in need—nursing
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is hardly a profession in which to get rich—and these practices make a
mockery of their vocation. One of the nurses now working at Buurtzorg
says this about her previous work in a neighborhood nursing organiza-
tion:

The whole day, the electronic registration system that you have to
carry with you is making you crazy. Some evenings I had to go and see
19 different patients. Then there is nothing you can do but run inside,
put on a bandage or give a shot, and run out. You can never finish your
work in a qualitative way. And when you go home, you keep thinking all
the time, “I hope the nurse that comes after me doesn’t forget to do this or
that.”

Another nurse tells a similar story of her experience in one of the
neighborhood nursing organizations:

The last years I was responsible for 80 patients that I never got to
know well. ... The planning was done somewhere else by someone who
didn’t know the patients. It went wrong so many times that at some
point I could no longer explain to patients why nobody would come or
why the agreed time wasn’t respected. In seven years I had 14 managers
and was tired of that too. The organization had become too big and
difficult to navigate. Nobody felt responsible for the care of patients.
Every day there were complaints and conflicts among colleagues.?

A third nurse tells the following story:

The final straw came when my previous organization wanted us to
sell stuff to our patients. We had to sell products from the internal
pharmacy that the organization had set up. We felt deeply troubled
because our expertise and integrity were abused. ... For me and for many
colleagues, this was a turning point in our loyalty towards our
employer.3

People who work in the headquarters of these organizations don’t
find work much more meaningful. As these organizations grew, so did
the number of levels of management. In good faith, managers at each
level are trying to do their job—supervising their direct reports, paying
close attention to budget variances, double-checking each request for
resources, ensuring that all the bases are covered by all relevant supe-
riors before approving a change in course. In the process, motivation and
initiative are choked out.

Buurtzorg, the organization that has caused a revolution in neigh-
borhood nursing, was founded in late 2006 by Jos de Blok. Jos had been a
nurse for 10 years and had then climbed the ladder to assume manage-
ment functions and staff roles in a nursing organization. When he saw
that he couldn’t effect change from the inside, he decided to start his
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own organization.# An entirely different paradigm would inform the
care and the organizational set-up. Buurtzorg, the organization he cre-
ated, has become extraordinarily successful, growing from 10 to 7,000
nurses in seven years and achieving outstanding levels of care.

Self-managing teams

Within Buurtzorg (which means “neighborhood care” in Dutch),
nurses work in teams of 10 to 12, with each team serving around 50
patients in a small, well-defined neighborhood. The team is in charge of
all the tasks that were previously fragmented across different depart-
ments. They are responsible not only for providing care, but for deciding
how many and which patients to serve. They do the intake, the planning,
the vacation and holiday scheduling, and the administration. They
decide where to rent an office and how to decorate it. They determine
how best to integrate with the local community, which doctors and
pharmacies to reach out to, and how to best work with local hospitals.
They decide when they meet and how they will distribute tasks among
themselves, and they make up their individual and team training plans.
They decide if they need to expand the team or split it in two if there are
more patients than they can keep up with, and they monitor their own
performance and decide on corrective action if productivity drops. There
is no leader within the team; important decisions are made collectively.

Care is no longer fragmented. Whenever possible, things are
planned so that a patient always sees the same one or two nurses.
Nurses take time to sit down, drink a cup of coffee, and get to know the
patients and their history and preferences. Over the course of days and
weeks, deep trust can take root in the relationship. Care is no longer
reduced to a shot or a bandage—patients can be seen and honored in
their wholeness, with attention paid not only to their physical needs, but
also their emotional, relational, and spiritual ones. Take the case of a
nurse who senses that a proud older lady has stopped inviting friends to
visit because she feels bad about her sickly appearance. The nurse might
arrange a home visit from a hairdresser, or she might call the lady’s
daughter to suggest buying some new clothes.

Buurtzorg places real emphasis on patients’ autonomy. The goal is
for patients to recover the ability to take care of themselves as much as
possible. What can patients learn to do themselves? Can patients structure
their support networks? Are there family members, friends, or neighbors
who could come by and help on a regular basis? Nurses will often go ring
at a neighbor’s door to inquire if they would be open to helping support
the older lady living next door. Buurtzorg effectively tries to make itself
redundant whenever possible. Vocation is restored in its true sense: the
patient’s well-being trumps the organization’s self-interest. The result is
that patients are thrilled by how Buurtzorg’s nurses serve them. And so
are their families, who often express deep gratitude for the important
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role nurses come to play in the life of the sick or elderly (it is not unusual
for nurses to care for terminally ill patients until their last moments).

Outrageous results

The results achieved by Buurtzorg on the medical front are
outrageously positive. A 2009 Ernst & Young study found that
Buurtzorg requires, on average, close to 40 percent fewer hours of care per
client than other nursing organizations—which is ironic when you
consider that nurses in Buurtzorg take time for coffee and talk with the
patients, their families, and neighbors, while other nursing organizations
have come to time “products” in minutes. Patients stay in care only half
as long, heal faster, and become more autonomous. A third of emergency
hospital admissions are avoided, and when a patient does need to be
admitted to the hospital, the average stay is shorter. The savings for the
Dutch social security system are considerable—Ernst & Young estimates
that close to €2 billion would be saved in the Netherlands every year if
all home care organizations achieved Buurtzorg’s results. Scaled to the
US population, this savings would be equivalent to roughly $49 billion.
Not bad for just home care. Imagine if the incomparably bigger hospital
organizations were to be run in a similar

Humans are born to care. Our manner.
institutions magnify or depress These numbers fail to include what
the human capacity to care. might be even more important—how patients
Jane Dutton feel about the emotional and relational

support they receive during their illness or
the last years of their life. Trying to put numbers on this would be
arbitrary and ultimately meaningless. It would be equally pointless to
try to peg a dollar value to the sense of vocation that has been restored to
nurses. A common phrase heard within Buurtzorg teams is, “I have my
job back.” Some numbers do testify to the level of job satisfaction:
absenteeism for sickness is 60 percent lower at Buurtzorg and turnover
33 percent lower than in traditional nursing organizations. Nurses at
traditional organizations are leaving in droves to join Buurtzorg, which
has gone from a start-up with 10 nurses in late 2006 to a point in 2013 at
which it employs two-thirds of all neighborhood nurses in the
Netherlands. Buurtzorg is single-handedly transforming a key
component of the health care industry in the Netherlands.

No boss

Buurtzorg teams have no boss. All team members—typically 10 to
12 people—are nurses. They deal with all the usual management tasks
that arise in every team context: they set direction and priorities, analyze
problems, make plans, evaluate people’s performance, and make the
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occasional tough decisions. Instead of placing these tasks on one single
person—the boss—team members distribute these management tasks
among themselves. The teams are effectively self-governing and self-
organizing.

Anybody who has worked on a team with no boss knows that it
can easily turn into a nightmare. Yet that only rarely happens at Buurtzorg.
How come? Productive self-management rarely happens spontaneously.
Buurtzorg has become very effective at

giving teams the specific support (train- The question is not how you can
ing, coaching, and tools) required for  make better rules, but how you can
self-management to work in practice. To support teams in finding the best

: : solution. How can you strengthen
begm with, all newly formed teams and the possibilities of the team members

all new recruits to existing teams ta'ke & 5o that they need the least amount of
training course called “Solution-Driven direction-setting from above?
Methods of Interaction,”5 learning a co- Jos de Blok

herent set of skills and techniques for
healthy and efficient group decision-making. Within the training, team
members deepen their knowledge in some of the most basic (and
ironically often most neglected) building blocks of human collaboration:
learning different types of listening and different styles of communi-
cation, how to run meetings, how to coach one another, and other prac-
tical skills.

Let’s take a look, for instance, at a team meeting where important
issues need to be resolved. With no boss in the room, no one can call the
shots or make the final call. Instead, Buurtzorg teams use a very precise
and efficient method for joint problem solving and decision-making. The
group first chooses a facilitator for the meeting. The agenda of topics to
be discussed is put together on the spot, based on what is present for
team members at that moment in time. The facilitator is not to make any
statements, suggestions, or decisions; she can only ask questions: “What
is your proposal?” or “What is the rationale for your proposal?” All
proposals are listed on a flipchart. In a second round, proposals are
reviewed, improved, and refined. In a third round, proposals are put to
a group decision. The basis for decision-making is not consensus. For a
solution to be adopted, it is enough that nobody has a principled
objection. A person cannot veto a decision because she feels another

solution (for example, hers!) would have been preferable. The perfect
solution that all would embrace wholeheartedly might not exist, and its
pursuit could prove exhausting. As long as there is no principled
objection, a solution will be adopted, with the understanding that it can
be revisited at any time when new information is available. The meeting
process elegantly ensures that every voice is heard, that the collective
intelligence informs decision-making, and that no one person can derail
the process and hold others hostage trying to impose her personal
preferences.
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If, despite their training and meeting techniques, teams get stuck,
they can ask for external facilitation at any time—either from their
regional coach or from the pool of facilitators of the institute they trained
with. A team that is stuck can also turn to other teams for suggestions,
using Buurtzorg’s internal social network platform, as most likely some
team somewhere will already have grappled with a similar problem.

Often, nurses joining from other organizations find the switch to
self-management quite challenging at first. The job brings up tough
questions all the time. For instance, should the team add a second person
to the night shift, even though no one likes to work at night? Or take the
case of a team that has too much work already, when the family of a
patient it has cared for before says to the team, “Our mother is
terminally sick; could you please care for her?” Nurses can’t offload
these difficult decisions to a boss, and when things get tense, stressful, or
unpleasant, there is no boss and no structure to blame; the teams know
they have all the power and latitude to solve their problems. Learning to
live with that amount of freedom and responsibility can take some time,
and there are often moments of doubt, frustration, or confusion. It's a
journey of personal unfolding, in which true professionals are born.
Many nurses report their surprise at how much energy and motivation
they discovered in themselves that was never evoked when they worked
in a traditionally managed organization.

Let’s add an important clarification straightaway, because this can
be easily misunderstood: In Buurtzorg’s teams, there is no boss-subor-
dinate hierarchy, but the idea is not to make all nurses on a team
“equal.” Whatever the topic, some nurses will naturally have a larger
contribution to make or more say, based on their expertise, interest, or
willingness to step in. One nurse might be a particularly good listener
and coach to her colleagues. Another might be a living encyclopedia of
arcane medical conditions. Another might have a knack for handling
conflict within the team or within the feuding family of a patient.
Another might be a great planner and organizer. In any field, some
nurses will naturally have more to offer than others. Some nurses build
up reputations and influence even well beyond their team and are
consulted by nurses from across the country on certain topics of expertise.
Because there is no hierarchy of bosses over subordinates, space
becomes available for other natural and spontaneous hierarchies to
spring up—fluid hierarchies of recognition, influence, and skill (some-
times referred to as “actualization hierarchies” in place of traditional
“dominator hierarchies”).

No middle management

There is no boss within the team. Surely, then, there must be
strong leadership coming from higher up in the hierarchy, say, from the
regional managers that oversee a number of teams? The answer, as
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you’'ve probably guessed, is no. There are no regional managers. Instead,
there are regional coaches. It's not merely semantics. Unlike typical
regional managers, coaches at Buurtzorg have no decision-making power
over teams. They are not responsible for team results. They have no
targets to reach and no profit-and-loss responsibility. They receive no
bonuses if their teams perform well. The vertical power transmission of
traditional pyramidal organizations is taken off its hinges: the teams of
nurses aren’t simply empowered by their hierarchy; they are truly powerful
because there is no hierarchy that has decision-making power over them.

In traditional organizations, the position of regional manager is
often a breeding ground for young talents on their way up. At
Buurtzorg, there is no managerial ladder to climb; coaches are selected
for their coaching capacity—they tend to be older, highly experienced
nurses with strong interpersonal skills. Those who have held manage-
ment positions in other nursing organizations have to learn to approach
their role from a very different angle, as one coach explains:

I had to free myself from previous ways of working, when I was
trained to manage and control. I have to let go of that here. The big
difference is that, really, I'm not responsible. The responsibility lies with
the teams and Jos [de Blok, the founder .6

Coaches have no hierarchical power, but make no mistake, they
play a crucial role just the same. Self-management is no walk in the park.
Newer teams in particular face a steep learning curve. They are
effectively in charge of all the aspects of creating and running a small
organization of 12 people (remember, there are no intakers, no planners,
no call center operators, no administrators, no managers), and at the
same time they are learning to manage interpersonal dynamics within a
self-organizing, boss-less team. The regional coach is a precious resource
to the teams; upon request she can give advice or share how other teams
have solved similar problems. Mostly, though, the coach’s role is to ask
the insightful questions that help teams find their own solutions. Coaches
mirror to teams unhelpful behavior and can at critical moments raise the
flag and suggest that a team pause to deal with a serious problem.

There is no job description for the regional coach. Every coach is
encouraged to find and grow into her specific way of filling the role,
based on her specific character and talents. Nevertheless a few unwritten
principles have emerged as part of Buurtzorg’s culture:

+ It's okay for teams to struggle. From struggle comes learning. And
teams that have gone through difficult moments build resilience
and a deep sense of community. The coach’s role therefore is not
to prevent foreseeable problems, but to support teams in solving
them (and later help them reflect on how they’ve grown in the
process).
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«  The coach’s role is to let teams make their own choices, even if she
believes she knows a better solution.

+  The coach supports the team mostly by asking insightful questions
and mirroring what she sees. She helps teams frame issues and
solutions in light of Buurtzorg’s purpose and its holistic approach
to care.

+  The starting point is always to look for enthusiasm, strengths, and
existing capabilities within the team. The coach projects trust that
the team has all it takes to solve the problems it faces.

The span of support (what in traditional organizations would be
called “span of control”) of Buurtzorg’s regional coaches is broad; on
average, a coach supports 40 to 50 teams. Jos de Blok, Buurtzorg’s found-
er and CEO, explains the intention:

Coaches shouldn’t have too much time on their hands, or they risk
getting too involved with teams, and that would hurt teams’ autonomy.
Now they take care of only the most important questions. We gave some
of the first teams from Buurtzorg quite intensive support and attention,
and today we still see that they are more dependent and less autonomous
than other teams.”

Buurtzorg teams have incredible latitude to come up with their
own solutions. Very little is mandated from the top. There are only a few
ground rules that experience has shown are important so as to make
self-management work in practice. The list of ground rules includes:

+ A team should not grow larger than 12 persons. Beyond that num-
ber, it should split.

+ Teams should delegate tasks widely among themselves. They
should be careful not to concentrate too many tasks with one
person, or a form of traditional hierarchy might creep in through
the back door.

+ Along with team meetings, teams plan regular coaching meetings
where they discuss specific issues encountered with patients and
learn from each other (using a specific group coaching technique).

+ Team members must appraise each other every year, based on
competency models they can devise themselves.

+ Teams make yearly plans for initiatives they want to take in the
areas of client care and quality, training, organization, and other
issues.

+  The target for billable hours in mature teams is 60 to 65 percent.8

+ Teams make important decisions based on the specific decision-
making technique outlined earlier.
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Bare minimum staff functions

In the last decades, we have witnessed, especially in large
organizations, a proliferation of staff functions: human resources (HR),
strategic planning, legal affairs, finance, internal communications, risk
management, internal audit, investor relations, training, public affairs,
environmental control, engineering services, quality control, knowledge
management.

There is a natural tendency for people in such staff functions,
often with the best of intentions, to prove their worth by finding ways to
“add value”—devising rules and procedures, building up expertise,
finding new problems to solve. Ultimately,

they concentrate power and decision-making Bureaucracies are built by

away from the frontline. People there feel and for people who busy
disempowered: they have to follow rules that  themselves proving they are
often make sense only in principle but cannot necessary, especially when
accommodate the complexity of the concrete they suspect they aren’t.

situations they face on the ground. Self- Ricardo Semler

managing organizations, in contrast, keep staff

functions to an absolute bare minimum. They understand that the
economies of scale and skill resulting from staff functions are often
outweighed by the diseconomies of motivation produced. As a result,
there are very, very few people working in staff functions in self-
managing organizations. And those that do typically have no decision-
making authority. They can provide guidelines but cannot impose a rule
or a decision. They truly deserve the name support functions, kicking into
action only when teams request their support.

At Buurtzorg, for example, the 7,000 nurses are supported by only
30 people working from a humble building in a residential part of
Almelo, a town in the northern Netherlands—a far cry from the head-
quarters building you might expect for such a successful company. None
of them are involved in the typical headquarters functions of nursing
companies (intake, planning, call center). Buurtzorg has incredibly moti-
vated employees (it is regularly elected “best company to work for” in
the country) but, like many other self-managing organizations, it has no
human resources department. People working at headquarters have a
strong ethos of service to the teams of nurses—their duty is to support
nurses with the same dedication and responsiveness that the nurses
bring to their patients. Calls and emails from nurses are answered on the
spot, or within a few hours at most.

How is it possible to manage a 7,000-person-strong organization
with such a barebones headquarters? Many of the typical staff tasks are
simply devolved back to the teams. Take recruitment for example: when
a team feels the need to expand, it does its own recruiting (the regional
coach might give advice when asked but is not involved in the decision).
Chances are that the team will co-opt somebody who will fit in well.
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Because the team members make the decision themselves, they are
emotionally invested in making the recruit successful.

How about expertise? In every organization, there is a natural
tension between the need for expertise and the need to let frontline
people make decisions. At Buurtzorg, it

We were used to working inlarge ~ doesn’t make sense for every one of the
organizations and to joking about  roughly 600 Buurtzorg teams to develop
the idiots from HQ that came up  expertise in every arcane medical condition
with all sorts of things. Now we they might encounter. The first instinct, in

have to do it ourselves and can’t ¢ izati 1d be t N
complain about others. most organizations, would be to create a
central pool of experts. The risk, of course,

A nurse at Buurtzorg about the . . s
absence of staff functions is that over time two castes emerge within

the organization: the prestigious, and pro-
bably higher paid, group of central experts and the lesser-paid genera-
lists scattered around the country. Buurtzorg has developed a number of
effective alternatives to deal with expertise, medical and otherwise:

+  Nurses on the teams are encouraged to build up expertise and
become contact points beyond their team. Through Buurtzorg’s
intranet, nurses can easily identify and access colleagues with
relevant expertise in a specific subject matter.

+  Occasionally, volunteer task forces of nurses are set up that, in
addition to their work with patients, investigate a new topic and
build up expertise (for instance, how Buurtzorg should adapt in
response to new legislation).

+  When needed, an expert can be hired centrally as a freelancer,
rather than brought into a staff role.

+ If a staff function is hired, that person has no decision-making
authority over teams.

A real-life example: one day, in a meeting of Buurtzorg’s regional
coaches, a suggestion was made to hire a specialist in labor law, a topic
many teams occasionally need assistance with. The suggestion made
sense. And yet, other avenues were explored; after closer examination, it
appeared that most questions were recurring, and so the group decided
to create a self-help section of “frequently asked questions on labor law”
on Buurtzorg’s intranet. This took care of most questions, but a year
later, the group realized that some questions still popped up for which
the FAQ provided no answers. It was decided to contract a freelance
expert for a few days per month who would answer questions from
teams on request.

Trying to avoid or limit staff functions is something I encountered
not only in Buurtzorg, but in all self-managing organizations in this
research. The absence of rules and procedures imposed by headquarters
functions creates a huge sense of freedom and responsibility throughout
the organization. Why is it then, we might wonder, that most
organizations today rely so heavily on staff functions? I believe that
there are two main reasons for this:
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+  Staff functions provide economies of scale, or so goes the usual
rationale. Economies of scale can easily be estimated in hard dollar
figures, whereas it is virtually impossible to peg a number to the
diseconomies of motivation.

« Staff functions give CEOs and leaders a sense of control over
employees working out in the field. Rarely do leaders invoke this
reason for putting staff functions in place, but it is very real. In the
old machine metaphor of organizations, staff functions are like
levers that the C-suite leaders use to steer the ship—levers that are
conveniently close at hand, just a few doors down the hall at
headquarters. Yet it is often an illusion of control: from the
perspective of headquarters, rules and procedures always make
sense; one must be in the field to experience the counterproductive
and dispiriting results they often produce and to realize how often
people find creative ways around them or simply ignore them.

Leaders of self-managing organizations therefore must embrace
trust twice: they must trust that they can give up a sure thing (economies
of scale) for something less certain but probably much more beneficial
(unbridled motivation). And, after having already severed the power
transmission of middle management, they must give up the illusion that
staff functions can provide control over frontline staff.

When blue collars self-manage

An organization like Buurtzorg might seem the natural place for
self-managing practices to emerge. Many nurses wouldn’t want to climb
a career ladder to become managers, even if there was one. For that
reason, when I started the research that led to this book, I wondered if
perhaps I would find self-managing organizations only in serving
professions—in health care, education, or the nonprofit sector. I was
happy to be proven wrong more than once. FAVI, a family-owned
French brass foundry, was the first example I stumbled upon of a blue-
collar company that operates with self-management. FAVI was created
in the late 1950s and started off creating brass pieces for faucets. Today
most of its revenue comes from the gearbox forks it produces for the
automotive industry; its other products include compo-nents for
electrical motors, water meters, and hospital equipment.

Work at FAVI is physically demanding; it’s real blue-collar work.
The factory is not a squeaky clean automotive assembly where you can
see robots perform elegant and silent dances. It's a workshop where
operators work hard loading and unloading metal pieces onto noisy
workstations. The nature of batch production at FAVI allows for only
limited automation. Walking through the factory, you might not notice
immediately what is special about it. You could be forgiven for thinking
that cranking out gearbox pieces isn’t a very sexy or rewarding business.
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Yet FAVI’s results are far from ordinary. All its competitors have moved
to China to enjoy cheaper labor costs. And yet FAVI is not only the one
producer left standing in Europe; it also commands a 50 percent market
share for its gearbox forks. Its product quality is legendary, and its on-
time delivery close to mythical: workers are proud of their record of not
a single order delivered late in over 25 years. FAVI delivers high profit
margins, year in and year out, despite Chinese competition, salaries well
above average, and highly cyclical demand patterns. There is virtually
no employee turnover; workers who have tasted FAVI's ways of
working can’t see themselves going back to traditionally run factories.

FAVI used to be operated like a traditional factory, before the
family appointed Jean-Francois Zobrist, a charismatic metallurgist and
former paratrooper, as new CEO of the brass foundry in 1983.9 (He
remained CEO until his retirement in 2009, when Dominique Verlant
took over that role). Despite its relatively small size (80 people), it was
firmly stacked like a pyramid: shop-floor workers reported to a chef
d’équipe that reported to a chef d’atelier that reported to a chef de service
that reported to the chef de production that reported to the CEO. The chef
de production was part of the management team, together with the heads
of sales, engineering, planning, maintenance, HR, and finance, all of
whom reported to the CEO. This setup is still typical for a
manufacturing organization today, with perhaps one or two layers taken
out to flatten the structure and reduce costs. No academic or
management consultant would find fault with such a structure.

But with Zobrist at the helm, within two years FAVI was
fundamentally reshaped, along lines that bear a striking resemblance to
Buurtzorg’s way of operating. Today, the factory has more than 500
employees that are organized in 21 teams called “mini-factories” of 15 to
35 people. Most of the teams are dedicated to a specific customer or
customer type (the Volkswagen team, the Audi team, the Volvo team,
the water meter team, and so forth). There are a few upstream produc-
tion teams (the foundry team, the mold repair team, maintenance), and
support teams (engineering, quality, lab, administration, and sales
support). Each team self-organizes; there is no middle management, and
there are virtually no rules or procedures other than those that the teams
decide upon themselves.

The staff functions have nearly all disappeared. The former HR,
planning, scheduling, engineering, production-IT and purchasing depart-
ments have all been shut down. Their tasks have been taken over by the
operators in the teams, who do their own hiring, purchasing, planning,
and scheduling. At FAVI, the sales department has been disbanded too.
The sales account manager for Audi is now part of the Audi team, just as
the sales account manager for Volvo is part of the Volvo team. There is no
head of sales above the group of account managers. In the old structure,
white-collar workers in offices with windows overlooking the shop floor
planned in detail what the workers needed to do, by when, and how. Now
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blue-collar workers effectively wear their own white collars and no longer
receive instructions from above.

How a client order makes its way through the system perhaps
best illustrates how deeply the new model departs from the traditional
one. Previously, when an order came in, it would arrive first at the sales
department. The planning department would give sales a predicted
shipment date and allocate the necessary machine times into the master
planning. Then, the day prior to production, scheduling would make the
detailed planning of what exactly would need to be produced when on
which machine. Based on the scheduling, HR would allocate workers to
the machines according to schedule. Workers then simply did what they
were told. They had no insight into the order book, whether business
was good or bad, and why on that specific day they were allocated to
this product or that machine. All they were asked to do was show up at
the right place and time and then perform the prescribed tasks for a
number of hours. Workers were given no information or say in their
work; this state of affairs might or might not have been intentional, but
with a fragmented order process, where successive departments refine
the planning, it could not be any other way. Workers weren't the only
blind ones in the process; the sales account managers did not know what
happened on the shop floor any more than workers knew about the
order history. They weren’t able to understand and tell their customers
why certain orders would be delivered on time and others not. Orders,
once put in, landed in something of a black box; no one could easily
untangle the complex flow that had taken the order through planning,
scheduling, HR, and the shop floor.

Now, in the team setup, the process looks very different. Every
week, in a short meeting, the account manager of, for example, the
Volkswagen team will share with his dozen colleagues the order the
German carmaker has placed. Everybody joins in the joy when the order
is high or the disappointment when it is low. Planning happens on the
spot, in the meeting, and the team jointly agrees on the shipment date.
Account managers now have a good understanding of how their
agreements with clients affect people and processes in the factory, and
when they are put under pressure to reduce prices, they can enlist
workers in finding solutions. Can the process be somehow improved, or
productivity increased, to shave off another few cents per unit?

The account managers do not report to a head of sales; in practice,
they report to their own teams. No one gives them sales targets (you
read that right—sales people without sales targets). Their motivation is
to serve their clients well and, in the face of Chinese competition, to
maintain and when possible increase the number of jobs the factory can
provide. Shop floor operators are not faceless workers, but colleagues
they know well from their weekly interactions. To account managers,
feeding their team with work is a motivation far stronger than any sales
target from a head of sales could ever provide. Incidentally, at FAVI,
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sales orders are always discussed in terms of employment, not in
monetary terms; so there is no “we got a $1 million order,” but rather
“we got an order for 10 people’s work.”10

No executive team, few meetings

The functional structure at FAVI has disappeared, and so there
are no more executive team meetings. No one meets at the top! The
weekly meetings that used to bring together the heads of sales,
production, maintenance, finance, HR, and other departments are now
held at the level of every team. At FAVI, each team decides on its
meeting schedule—typically they hold three regular meetings: a short
tactical discussion at the start of every shift, a weekly meeting with the
sales account manager to discuss orders, and a monthly meeting with an
open agenda. There are no fixed weekly or monthly meetings across
teams that would resemble the previous executive team meeting. When
cross-team meetings happen, it’s because a specific need has prompted
someone to organize it ad hoc. The same holds true for Buurtzorg. Jos de
Blok, the CEO, does not meet every week with his regional coaches, for
instance. In many ways, such meetings would make a lot of sense: the
regional coaches have great insight into what’s happening in the field;
collectively, they could spot issues and opportunities and determine
which actions to take and initiatives to launch. But that would exactly be
the problem, in Buurtzorg’s perspective—people from up high believing
they know what is needed down below. Jos de Blok and the regional
coaches have recognized that meeting frequently would most likely spur
them to get busy in all sorts of ways. Therefore, they decided to come
together just four times a year, with an open agenda to discuss any
topics that emerge. This rhythm, they found, is infrequent enough to
prevent the risk of their taking the reins from the teams in the way an
executive team would.

In a pyramid structure, meetings are needed at every level to
gather, package, filter, and transmit information as it flows up and down
the chain of command. In self-managing structures, the need for these
meetings falls away almost entirely. Meeting overload in traditional
organizations is particularly acute the higher you go up the hierarchy.
The typical day of a top manager consists of

back-to-back meetings. The joke goes thatin  Traditional pyramidal structures
most organizations, people low in the  demand too much of too few and
hierarchy work, while people higher up do not enough of everyone else.
meetings. But think of it: in functional Gary Hamel

pyramidal structures, it could hardly be
otherwise. The higher you go, the more lines converge. It is only at the
very top that the different departments such as sales, marketing, R&D,
production, HR, and finance meet. Decisions are naturally pushed up to
the top, as it’s the only place where decisions and trade-offs can be infor-
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med from the various angles involved. It's almost deterministic: with a
pyramidal shape, people at the top of organizations will complain about
meeting overload, while people below feel disempowered.

In the type of structure adopted by Buurtzorg, FAVI, and other
self-managing organizations we will meet, the lines converge at the
lowest level, within teams. Teams hold short meetings (daily, weekly, or
monthly) to align and make decisions; beyond that, there tend to be no
regularly scheduled meetings at all. Meetings are planned only ad hoc,
when a topic demands attention, with the relevant people around the
table. It's an organic way of running an organization, where structure
follows emerging needs and not the other way around.

Coordination and knowledge exchange across teams

Of course, coordination is often needed across teams. Tradition-
ally, that's when bosses and staff functions step in. Take load-balancing:
because customer orders fluctuate, on any given day some teams might
have too much work and others too little. Perhaps a COO role might be
needed after all, with an assistant planner to allocate workers across
teams. Yet this would be a step back toward reinstating a dominator
hierarchy.

FAVI chose a more organic and elegant solution. At regular inter-
vals, a group composed of one designated person from each team comes
together for a few minutes; they quickly discuss which teams are over or
understaffed; back in their teams, they ask for volunteers to switch
teams for a shift or two. The person from the Audi team, for example,
might ask who in the team is willing to spend the day with the Volvo
team. Things happen organically on a voluntary basis; nobody is being
allocated to a team by a higher authority.

Let’s look at another example of coordination: the capital expen-
diture process. Once a year, every team at FAVI establishes the
investment budget for the next year—new machines, new tooling, and
so on. In most organizations, the finance department challenges these
requests and ultimately the executive committee or the CEO arbitrates
across departments to channel more money in one direction or another.
This opens up the can of worms of politics. Everyone jockeys for a bigger
part of the pie. For middle managers, the size of the budget is often the
yardstick by which their status is measured. They try, as best as they
can, to influence the decision makers in the executive committee through
any formal and informal channels at their disposal.

At FAVI, there are no middle managers that fight for budgets, and
Zobrist refused to play the role of the father who would decide how to
divide up the candy among his children. Teams know that no haggling
will take place, so they don’t throw in inflated numbers to start with;
they make realistic requests based on realistic needs. In most years,
when the budgets of the teams are added up, the resulting number is
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reasonable, and all plans get the green light, with neither discussion nor
scrutiny. Teams are trusted to do the right thing; if one team were to get
itself golden-plated machines, other teams would quickly notice, and
peer-pressure would self-regulate the problem away. In those years
where the combined projects exceed what would be reasonable, the CEO
simply asks teams to sit together and to come back to him with a revised
plan. Representatives from each team come together and put all the
plans on a table. They look at what is most important and what might be
deferred in everyone’s plans. In one or two meetings, the problem is
always sorted out.

When opportunities arise that span the boundaries of several
teams, the same mechanism plays out: workers self-nominate to create a
temporary project team. Sometimes a person is appointed for a staff role
to coordinate across teams, but that person receives no authority to
impose decisions on the teams. For example, at FAVI there is Denis, an

engineer, whose role is to help teams
Every decision made at headquarters  exchange insights and best practices. He
takes away responsibility from people  spends his days encouraging machine
elsewhere in the organization and operators to go and see what other teams
reduces the number of people who . ,
feel they are making an effective have come up with. He can't coerce a
contribution to the organization. team into adopting another team’s ideas.

Dennis Bakke He must get them interested and excited.

If he fails to do so, if teams stop seeing
added value in his work, then his role will naturally disappear and
Denis will need to find himself another role to fill. In the true sense of
the word, he has a support function. In case you are not familiar with
manufacturing environments, let me point out how unusual this is—an
engineer who is in service and not in command of less-educated (but
highly skilled) blue-collar workers.

Another support role in the FAVI environment is held by Frank, a
former machine operator. He is FAVI’s idea scout. Frank joined the
factory as an unskilled operator at the age of 18 when he could hardly
read and write. Zobrist noticed a fierce curiosity in Frank’s eyes. He
prodded him to attend local night classes in French literature to feed his
curiosity and to build up self-confidence. After a few years of working
on the shop floor, Frank felt ready for more. He told Zobrist: “I'm sure
we could be more innovative if we were to scout more actively for new
machines, materials, and suppliers. I want to do that job.” Zobrist gave
him an answer in keeping with his usual leadership style: “Go do it. I
believe you have what it takes to be successful in that role. But it’s not
my decision. You need to show the teams that your role is worthwhile to
them.” Frank made a success of it. He has been traveling the world,
looking for new technologies and new suppliers. He works without a
budget and without targets, just like everyone else at FAVI. He is trusted
to be reasonable in his travel and hotel expenses. Roughly once a month,
he comes back to the factory on a Friday morning and holds a conference
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to share his findings. The topic determines who among the operators or
engineers show up. That people choose to attend the meeting and pick
up on his ideas is proof that his role is valuable. If at some point
colleagues were to stop coming to his Friday morning meetings, his role
would naturally cease to exist. In that case, Frank would need to find a
new role for himself, possibly rejoining a team as a machine operator.

Just like Denis and Frank, the teams at FAVI that offer staff-like
support—maintenance and quality, for instance—have no decision-
making power over the shop floor teams. They can only rely on their
powers of persuasion. Mostly they act upon request from the shop floor.
The general philosophy is one of reverse delegation. The expectation is
that the frontline teams do everything, except for the things they choose
to push upward.

These examples—load balancing, investments, task forces, expert
functions—show how self-managing organizations deal with the need
for coordination across teams: form follows function. When a problem or
an opportunity arises, an ad hoc meeting is convened across teams.
When a more permanent form of coordination is needed, a staff function
might emerge from the teams in a process of reverse delegation. None of
this needs approval from above. The decision to create a role like
Frank’s, or to put an end to it, is not in the hands of the CEO. Things
happen organically. Meetings and roles in self-managing structures
emerge spontaneously; they subsist as long as they add value to the
ecosystem.

Information technology tools such as internal social networks and
knowledge repositories can play a critical role in steering clear of unne-
cessary structures, especially when companies grow larger and people
are spread throughout different locations. At FAVI, where the 500
employees all work in the same factory, a colleague is never far away.
Much of the knowledge exchange and coordination happens informally
on the shop floor or over lunch. At Buurtzorg, there are 7,000 nurses
scattered over the country, and most of them have never met. The
company’s internal social network helps nurses locate a colleague with a
specific expertise; they can then pick up the phone and ask a question.
Nurses can also post questions directly on the platform in a continuous
Facebook-like stream. Collectively, the 7,000 nurses have an extraordinary
breadth of medical and technical knowledge; in almost all cases, the
answer to a question is out there somewhere. The trick is to find the
right person! The engagement level on the platform is so high (nurses
tend to log onto it at least once a day, if not more) that within hours, a
new question is seen by thousands of colleagues and will attract one or
several responses. From Buurtzorg’s inception, Jos de Blok envisioned
that the “BuurtzorgWeb” would be a critical piece in the company’s self-
managing puzzle. The alternative—attempting to centralize knowledge
within a staff of experts—would most likely be less effective and more
costly. Above all, it would undermine the sense of pride with Buurtzorg’s
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nurses that they are the experts and collectively have invaluable knowl-
edge to offer one another.

Trust versus control

With no middle management and little staff, self-managing
organizations dispense with the usual control mechanisms; they are built
on foundations of mutual trust. Zobrist has written a book outlining
FAVT's practices that is subtitled: L'entreprise qui croit que I’'Homme est bon
(“The organization that believes that mankind is good”). The heart of the
matter is that workers and employees are seen as reasonable people that
can be trusted to do the right thing. With that premise, very few rules
and control mechanisms are needed.

Before Zobrist sparked change at the company, it had, like most of
its manufacturing peers still have today, intricate systems to exert
control and ensure compliance. Workers clocked in and clocked out
(white-collar employees were exempt from the system), and the hourly
output of every machine was registered. Every minute a worker showed
up late for work, and any output below the hourly target, would be
recorded and lead to a deduction from the monthly paycheck. Shortly
after taking over as CEO, Zobrist got rid of the clocks and the production
norms with no warning. The management team he had inherited was
aghast. This was a recipe for disaster! Productivity would collapse!
Zobrist admits he checked the productivity numbers every day for a
week after he had gotten rid of the control systems, not sure what would
happen. He firmly believed in the power of trust and was hoping
productivity would not decrease, but he had no guarantee his wager
would pay off. It turned out that productivity didn’t decrease but
increased! When Zobrist saw the numbers, he inquired with the
operators to understand what happened. When you operate a machine,
they told him, there is an optimal physiological rhythm that is the least
tiring for the body. In the old system, with the hourly targets, they had
always intentionally slowed down. They gave themselves some slack in
case management increased the targets. For years, operators had
effectively worked below their natural productivity, at a rhythm that
was more tiring and less comfortable for them—and less profitable for
the company. Now they simply worked at their natural rhythm.

Another unexpected outcome: when time clocks were still around,
workers used to leave their machines the minute the shift came to an
end; they now regularly stay a few minutes or half an hour longer to
finish the work they have started. When you ask them why, they say that
their self-image has changed: they used to work for the paycheck; now
they feel responsible for their work and they take pride in a job well done.

One administrative staff member, Ginette, had worked full time
on maintaining the control system and calculating the pay deductions.
Zobrist sat down with her and said “Ginette, I can’t imagine you can be
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happy in the role of the factory sentry, spending your days fining people. I
apologize; I should have put an end to this earlier. ... Take the time you need to
find yourself another job within FAVI. Your salary will stay the same.” Ginette
talked to her colleagues and found out that reception really needed to be
staffed in two shifts; clients increasingly expected their calls to be
answered early in the morning and late into the afternoon. She had
found herself a new job.

At FAVI, trust extends well beyond working hours and
production norms. Keys to company cars are freely available at the
reception. Any worker can decide to leave the factory floor, pick up a

car, and drive to a supplier or a
client, no approval needed I'd rather get burned now and then than to
(thou;gh the habit is to inform treat my employees like snakes. My colleagues

I hould are honorable men and women, and they prove
colleagues, should someone be it every day by their actions in a workplace

interested in joining). There used where theyre at liberty to run amok if they're

to be a stock keeper in the stock  so inclined. They're just not so inclined, that's

room who would give workers all. The exceptions are so rare that to clamp

tools and supplies only if they heavy restrictions on the whole work force just

came with a signed request from to try to control the actions of the potential bad
. : apples would be a colossal self-sabotage.

a shift supervisor. Whenever he

Stan Richard
went for a break, the stock room an michards

would be locked. Now the stock room is always open; workers can pick
up anything they need. They just need to submit an entry in a logbook
for replacement orders. When a drill was stolen one day, Zobrist put up
a flipchart in the stock room with the following message “A drill was
stolen. You know that as a matter of principle we would fire someone for
stealing toilet paper. So it’s a stupid thing to do, especially as no one was ever
denied permission to borrow a tool for an evening or a weekend.” That was
enough to put an end to the matter; no further items were stolen.
Experience shows that such breaches of trust are exceedingly rare at
FAVI, as well as in other organizations that have gone down the road of
self-management.

When trust is extended, it breeds responsibility in return.
Emulation and peer pressure regulates the system better than hierarchy
ever could. Teams set their own objectives, and they take pride in
achieving them. When a person tries to take advantage of the system,
such as by not pulling his weight and slacking off, his team members
will be quick to let him know their feelings. At FAVI, workers are well
aware, from their weekly meetings with the sales account manager, what
sharp competition they are up against from China. Nurses at Buurtzorg
know their patients intimately and care deeply for their well-being.
Teams at FAVI and at Buurtzorg don’t need management or control
systems to spur them on.

Self-management (structures) 23



The energy of trust

When people work in small teams of trusted colleagues, when
they have all the resources and power to make the decisions they feel are
needed, extraordinary things begin to happen. If you care to listen,
Zobrist can fill a night telling stories about the energy that self-
management has unleashed at FAVI. One such story happened a few
years after the factory had adopted the new practices. One Monday
morning, Zobrist sensed that something was up with the group
producing gearbox forks for FIAT, the Italian car manufacturer (which
also owns Alfa Romeo and Ferrari and recently acquired Chrysler). The

team was used to a steady order pattern:

inspect all similar parts FAVI had previously shipped. All items proved
to be perfect, and no defect was found. The quality manager at
Volkswagen was flabbergasted. Normally, a defective piece at a supplier
leads to some official notification and legal paperwork in the best of
cases; more likely, an operator might quietly try to cover up the
problem, for fear of reprisals from management. This machine operator
not only owned up to his mistake, but he also felt responsible for driving
all the way to his client to personally make sure any possible problem
was prevented!

These cases might seem extraordinary, but they testify to a spirit
that can be found every day in self-managing organizations—at FAVI,

Buurtzorg, and elsewhere. Ultimately, it comes down to this—fear is a
great inhibitor. When organizations are built not on implicit mechanisms
of fear but on structures and practices that breed trust and responsibility,
extraordinary and unexpected things start to happen.

We have used rules and regulations d icht, a fully loaded truck
... to make ourselves safe. But there every Sunday night, a fully loaded truc

is no safety in separation. ... We would depart from FAVI in the north of
find well-being only when we France to FIAT in Italy. That Monday
remember that we belong together. ~ morning, colleagues from the team told
M. Wheatley & M. Kellner-Rogers him, “Can you believe it? We did two

trucks!” Zobrist had no clue what they
were talking about. They were quick to share the story: on Friday, while
Zobrist was traveling and away from the factory, FIAT inquired whether
they could make an exception and send over two trucks on Sunday
night. The team came together, and after a bit of thinking and planning,
decided to take on the challenge. They enlisted some volunteers from
other teams and added three shifts on Saturday and Sunday. Exhausted
but proud, they sent two full trucks out to Italy on Sunday night. It
didn’t cross their mind to inform the CEO or to seek permission. No one
asked to be paid overtime; the team self-organized so as to recover the
extra time they had put in over the coming weeks. Zobrist observes:

Had we been organized like everybody else, that is to say, with a
planning department that processes client orders, that planning
department would certainly have concluded that FIAT’s request was
impossible. Or, if it had accepted the request, the operators would
certainly have felt that the extra hours were forced upon them, rather
than making of it a collective adventure.1!

Another day, an operator at the Volkswagen team noticed a
quality problem on a part he was working on. He stopped the machine,

and with a member of the quality team,
sifted through all other finished pieces Everything that is really great and
and works-in-progress. They found no  inspiring is created by the individual
other defective pieces. He chose who can labor in freedom.
nevertheless to discuss the incident with Albert Einstein

the Volkswagen sales account manager.

Together, they decided to pick up the keys to a company car and go for
the eight-hour drive to the German Volkswagen plant. Once there, they
explained the reason for their impromptu visit and were allowed to
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Projects

Sun Hydraulics, a 900-person-strong Florida-based global producer
of hydraulic cartridge valves and manifolds, is another industrial
organization thriving on self-management. Bob Koski, one of the two
engineers who founded the company in 1970, wanted to create a
“healthy, self-managed, and informal” organization, instead of what he
considered “mostly a poisonous and disrespectful atmosphere of
bureaucracy and intimidation” in the companies he had worked for
previously.2 Like FAVI, Sun has no quality control, scheduling, or
purchasing departments. There are no standard production times, no
time clocks, no piece rates. People work in natural clusters and self-
organize to get their work done. The results have been spectacular here
too. Sun Hydraulics, now a public company quoted on the NASDAQ
stock exchange, has a stellar reputation for quality and service in the
industry. The atmosphere on the shop floor and in the offices is unlike
anything I have experienced in other manufacturing environments, save
for FAVL. In Florida, and throughout engineering schools in the country,

people know that if you can land a job at Sun, you’d better take it! Finan-
cially, Sun’s results are impressive too. In a highly cyclical industry, the
company never took a loss in over 30 years. In 2009, at the height of the
financial crisis, its revenues were cut in half, and yet it posted a profit for
the 38th consecutive year, even though it didn’t lay off workers (it never
has in any previous downturn either). In a normal year, its profit
margins are off the charts!® and it has been growing at double-digit rates
since the 1970s.
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Radically simplified project management

Sun makes a good illustration of another aspect: how projects are
run in a self-managing environment. Sun is an engineering-heavy
company. At any point in time, there are hundreds of engineering
projects running in parallel, ranging from product modifications
prompted by machine operators, custom-designed manifolds for clients,
new cartridge valves to extend the line, or entirely new products the
company is inventing. Running so many projects in parallel and getting
them completed on time and within budget is a difficult feat for any

organization. Prioritizing resources
As you've found out by now, you were across all these projects can easily
not hired to fill a specific job turn into a logistical and political
description. You were hired to quagmire. A whole industry has

constantly be looking around for the into bei trvi to hel
most valuable work you could be doing. come . 1n.0 emg, trying (,) elp
organizations get control of this com-

Valve handbook for employees plexity. Software systems help track
all the projects with elaborate Gantt charts that calculate interdepen-
dencies and resource needs. Project and program managers are trained
in specific methodologies to keep things under control. A major part of
their job is to produce monthly reports and indicators to track progress,
so that people higher up can understand the situation and make infor-
med decisions.

At Sun Hydraulics, all of this is radically simplified. There is no
management that wants to understand and control the complexity.
Projects happen organically and informally. Engineers are typically
working on several projects in parallel. They constantly rearrange their
priorities, based on what they sense is the most important, most urgent,
or most fun to do. Google has the famous practice of “20 percent
time”—engineers are free to decide how to spend their Fridays. Sun and
other self-managing organizations basically extend this to the whole
week. There is no master plan. There are no project charters and no one
bothers with staffing people on projects. Project teams form organically
and disband again when work is done. Nobody knows if projects are on
time or on budget, because for 90 percent of the projects, no one cares to
put a timeline on paper or to establish a budget. A huge amount of time
is freed by dropping all the formalities of project planning—writing the
plan, getting approval, reporting on progress, explaining variations,
rescheduling, and re-estimating, not to mention the politics that go into
securing resources for one’s project or to find someone to blame when
projects are over time or over budget. When I discussed with Kirsten
Regal, one of Sun’s leaders, how little their meeting rooms seemed to be
used, she quipped, “We don’t waste time being busy.”

Project prioritization
But then how are things prioritized? Who decides what should
take precedence? “Things have a natural way of taking priority,” one of
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Sun’s engineers told me. At Sun, people have dropped the illusion that
one person, however competent, could master all the information of
such a complex system and heroically, from above, make the right call
for hundreds of decisions that need to be made every week. Instead,
they trust the collective intelligence of the system.

If the notion of trusting the collective intelligence of a system
seems risky or outright foolish, think about this: the idea that a country’s
economy would best be run by the heavy hand of central planning
committees in Soviet style has been totally discredited. We all know that
a free-market system where a myriad of players pick up on signals,
make decisions, and coordinate among themselves works much better.
Yet for some strange reason, inside organizations, we still trust the
equivalent of central planning committees. Self-management brings the
principles that account for successful free-market economies inside
organizations. “Things do fall through the cracks occasionally,” the
engineer conceded. But that is often to be welcomed as the outcome of a
collective prioritization effort; the system simply roots out a project that
doesn’t seem promising or important after all. If it had been, someone
would have picked it up. Contrast this with failing projects in
traditionally run companies: they are often kept alive way too long;
everyone knows they are doomed, and everyone also knows that once
the project is finally axed, someone will carry the blame. In the hope that
the blame will fall on someone else, everyone keeps a low profile.

FAVI relies on the same principle of prioritization as Sun. The
factory was an eager and early adopter of Japanese manufacturing
techniques; it masters continuous improvement like few others, a critical
capability to survive and thrive in the low-margin automotive business.
FAVI, you might not be surprised to hear, has no continuous
improvement department and no lean production experts; these ideas
are all embedded deeply within the teams. A very simple process is at
work: whenever a team stumbles upon a problem or an opportunity, as
happens every day, the issue is logged in a logbook. Anybody can
volunteer to tackle an item by writing his or her initials next to the issue
in the logbook. Typically, the two or three people that are most affected
or interested decide to join forces and analyze the issue. If no one picks
up a certain problem or opportunity, it probably means it is not
important. Otherwise it will come up again, and someone will end up
tackling it. Like at Sun, no one bothers with statistics, master plans,
project management software, or reporting. There is a simple reminder
mechanism: operators have asked a woman working in administration
to go through the logs once in a while, and if there are items that have
been open for more than three months, to remind people who had
signed up to tackle the issue about their commitment. Teams have found
this gentle prodding to be helpful.

Companies whose work involves lots of projects have started to
rethink the physical architecture of their spaces. The office at Sun
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Hydraulics is a big open space with custom-designed cubicles that go
only waist high. At a glance, people can see who is there and can over-
hear many conversations. It greatly improves collaboration, colleagues
say: many problems that would initiate an email exchange or the sche-
duling of a meeting at another company are solved by people simply
talking to each other over the low dividers.

Valve, a Seattle game-software company whose 400 employees
work entirely based on self-management principles, has pushed the
physical fluidity a step further. All employees have desks on wheels.
Every day, some people will roll their desk to a new place, depending on
the projects they join or leave. All it takes is unplugging the cables from
the wall in one place and plugging them in somewhere else. The fluid
way Valve runs projects (people vote with their feet) is physically
reflected in the office space, in the form of ever-morphing clusters of
desks huddling together to get work done. Because people move around
so often, the company has created an app on its intranet to locate
colleagues. It renders a map of the office in real-time, showing the spots
where people have plugged their computers into the wall.

Scaling to tens of thousands of employees

Can such self-governing organizations scale beyond a few
hundred or thousand coworkers? Can they go global? Applied Energy
Services (AES), a global energy provider with headquarters in Arlington,
Virginia, shows that self-management principles can work in all cultures
and scale to an organization with tens of thousands of employees. From
its founding in 1982, the company grew to 40,000 employees in the year
2000, operating power plants and power distribution grids in 31 countries
on all continents—from Argentina to El Salvador, from Hungary to
Kazakhstan, from Bangladesh to China, and from South Africa to
Tanzania. The story of AES, incidentally, also highlights how a company
can revert to traditional management under new leadership—a topic
picked up in more detail in chapter 3.1. Today, unfortunately, not much is
left of the self-managing structure and practices that AES pioneered.

The company was founded in 1982 by Roger Sant and Dennis
Bakke. They had conceived the business plan for the company two years
earlier while driving from Maryland to Washington, D.C. As Sant
dropped Bakke at his house, he added, “And let’s make it fun.” Bakke,
the driving force behind AES’s innovative management practices, had
spent years working in different departments of the federal government,
which profoundly shaped his thinking about organizations. There, he
learned that purpose was necessary to make work meaningful, but he
also experienced the dispiriting nature of hierarchical organizations and
staff functions:
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As a line executive responsible for the Energy Conservation Program
in the federal government ... I experienced the debilitating effects of
“serving” central staff groups. It seemed as if I had 15 bosses. Each one
of the offices was responsible for something I thought was essential to
operating my program. ... People like me couldn’t even testify before a
congressional committee without an entourage of people concerned that 1
might say something related to their area of responsibility. As the
executive of the program, 1 was not really trusted to operate it or speak
freely about it. It was almost as if I didn’t have a job. At best, my “line”
job was about coordinating all the “staff” people who drifted in and out
of my program.14

Bakke recounts an earlier anecdote that explains how his view on
work was shaped from early childhood—one of a strand of many expe-
riences that would determine his vocation to create organizations that
make work fun and fulfilling:

On this particular day, my mother had organized the evening work in
her usual style. The kitchen was abuzz with activity. I was 16 years old
and charged with cooking creamed peas for supper. My younger brother
was carrying wood from the shed to the storage area next to the kitchen.
Kenny’s older sisters [Kenny and his sisters were foster children at the
Bakke home Jwere clearing dirty cooking dishes and setting the table with
dinner ware. .... No one was paying attention to Kenny. .... Suddenly
the two-year-old ... picked up the spoon on his tray. “I want jobs, I want
jobs, I want jobs,” he chanted as he pounded his spoon.

I think this little guy with a crooked smile and troubled past was
saying, “I want to contribute. I can make a difference. I want to be part of
the team. I'm somebody. 1 want to have fun working, too!” Ouver the
years, 1 have reflected on that moment and come to believe that it cap-
tures the early and substantial influence Mom had on my concept of fun
in the workplace. Somehow, she created an environment in which every-
one was energized, not from fear of punishment or promise of reward, but
from a desire to accomplish something positive. She had unbridled
confidence in our ability to accomplish the tasks at hand. ... She gave us
enormous freedom to work and make decisions. Somehow she made work
so attractive that even an abused two-year-old wanted desperately to
pitch in for the sheer joy and excitement of it.1

Under Sant and Bakke, AES, a massive 40,000-employee
organization, functioned in self-managing teams of 15 to 20 people.
Believing that bad things start to happen when any site becomes too big,
they also tried to limit the number of employees in a site to a maximum
of 300 to 400 (15 to 20 teams of 15 to 20 people)—the natural limit, they
felt, for colleagues to more or less put names and faces together and
enter into a casual discussion with any colleague.
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Like their counterparts at FAVI and Sun, teams at AES were
responsible for decisions relating to all aspects of day-to-day operations:
budgets, workload, safety, schedules, maintenance, hiring and firing,
working hours, training, evaluations, compensation, capital expendi-
tures, purchasing, and quality control, as well as long-term strategy,
charitable giving, and community relations. Let me invite you to pause
for a second, as you would be forgiven for having read through that long
list of responsibilities too quickly. AES is an energy provider, operating
thermal and hydroelectric power plants as well as electrical grids. This
equipment is absolutely central to the lives of many people and
businesses. Operating problems can lead to disastrous blackouts for the
economy, and accidents to the loss of many human lives. And yet
millions of customers throughout the world were supplied with energy
produced by self-governing teams responsible for such crucial matters as
safety and maintenance. With 40,000 people scattered across different
continents, AES only had about 100 people working at headquarters in
Arlington—hardly a number that could claim to control what was
happening in faraway places like Cameroon, Colombia, or the Czech
Republic.

And yet, it worked. A front-page article in the Wall Street Journal
by reporter Alex Markels illustrates with a story how far teams at AES
went with taking on responsibilities typically handled by headquarters:

MONTVILLE, Conn. — His hands still blackened from coal he has
just unloaded from a barge, Jeff Hatch picks up the phone and calls his
favorite broker. “What kind of rate can you give me for $10 million at 30
days?” he asks the agent, who handles Treasury bills. “Only 6.09? But 1
just got a 6.13 quote from Chase.”

In another room, Joe Oddo is working on ].P. Morgan & Co. “6.15 at
30 days?” confirms Mr. Oddo, a maintenance technician at AES Corp.’s
power plant here. “I'll get right back to you.” Members of an ad hoc team
that manages a $33 million plant investment fund, Messrs. Oddo and
Hatch quickly confer with their associates, then close the deal. ...

It sounds like “empowerment” gone mad. Give workers more
autonomy in their area of expertise? Sure. Open the books to employee
purview? Perhaps. But what good could possibly come from handing
corporate finance duties to workers whose collective borrowing experi-
ence totals a mortgage, two car loans, and some paid-off credit-card debt?

Plenty of good, says AES. ... “The more you increase individual
responsibility, the better the chances for incremental improvements in
operations,” argues Dennis W. Bakke, the company’s chief executive and
one of its founders. ... “And more importantly” he says “it makes work a
lot more fun.”

Is giving coal handlers investment responsibility risky? Mr. Bakke
thinks not. He notes that the volunteer team in Montville does have a
financial adviser, and they work within a narrow range of investment
choices. They aren’t exactly buying derivatives. What the CEO likes
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about the arrangement is that “they’re changed people by this experience.
They ve learned so much about the total aspect of the business, they’ll
never be the same.”1°

Volunteer task forces

Scale changes surprisingly little in the structures and practices of
self-management. Buurtzorg operates with 7,000 people in pretty much
the same way as it did with a few hundred. Before it reverted to more
traditional management practices, AES, with its massive size and geo-
graphical dispersion, operated in nearly identical ways to Buurtzorg,
FAVI, or Sun Hydraulics. There is one element, though, in the toolbox of
self-management that AES relied on much more than its smaller
counterparts needed to: the use of temporary and permanent task forces.

With only around 100 staff in its headquarters in Arlington,
Virginia, AES had no central maintenance or safety departments, no
purchasing, no HR, and no internal audit departments. In a smaller com-
pany, like FAVI and Sun, when

an issue arises in one of these The reality is that centralized decision makers
areas, people can simply call a simply don’t have enough information to
meeting, or delegate a specific manage the specifics of corporate life. But

coordinating role to a colleague. because centmlt;atwn is an idea in good
currency, corporations apply the model ... to

At AES, with 40,000 people scat- solve almost every problem. In so doing, power
tered around the globe, that was s gmassed at the very top, rigid hierarchies are

no longer feasible. The company developed, workers lose their freedom while
came up with the “80-20 rule”: productivity eventually slows down.
every person working at AES, Bob Fishman

from cleaning staff to engineer,
was expected to spend on average 80 percent of their time on their
primary role and make themselves available for the other 20 percent in
one or more of the many task forces that existed around the company.
Take investment budgeting, normally the prerogative of finance
staff at headquarters. At AES, everything happened in the field; every
team established its investment budget once a year. Investment budgets
would be added up at the plant level, sometimes running as high as $300
million in a year. When teams were satisfied with the consolidated
budget for the plant, it was reviewed, together with those from all other
plants, by a budget task force that would suggest possible changes and
improvements (but didn’t have power to enforce changes). That task
force was staffed with a few people from headquarters with relevant
expertise, but predominantly with people from local units with all sorts
of backgrounds—a security guard could sit next to a technician and an
engineer. Internal audits were performed in the same way, by volunteer
task forces: each plant would be audited by colleagues from other plants.
Task forces were put in place for topics as diverse as compensation,
community service, environmental work, and corporate values.
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AES found out that using voluntary task forces instead of fixed
staff functions has multiple benefits. Employees find avenues to express
talents and gifts that their primary role might not call for. They develop
a true sense of ownership and responsibility when they see they have
real power to shape their company. Dennis Bakke insists on another
point: these task forces are formidable learning institutions. At any point
in time, thousands of people would be involved in task forces, picking
up technical and leadership skills from more experienced colleagues. It's
a modern-day form of apprenticeship, scaled to a massive level. No
classroom training could ever provide the amount of learning that was
taking place day in and day out in the voluntary task forces.

No organization chart, no job description, no job titles

Traditional organizations come with organization charts. Boxes on
the charts come with titles and job descriptions, which in turn come with
an implicit expectation: people must adapt to the box they have been
recruited or promoted into. Self-managing organizations reverse the
premise: people are not made to fit pre-defined jobs; their job emerges
from a multitude of roles and responsibilities they pick up based on their
interests, talents, and the needs of the organization.

The traditional tasks of a manager—direction-setting, budgeting,
analyzing, planning, organizing, measuring, controlling, recruiting, eval-
uating, and communicating—are now scattered among various members
of a team. A worker at FAVI, for example, might operate a number of
different machines, be in charge of ordering supplies for his team, lead a
number of continuous improvement actions, and be responsible for
recruitment to his team. Except perhaps for recruitment purposes, no
one bothers to write down a job description. Try giving the above
person’s job a name—is he an “operator-recruiter-supply coordinator”?
Job titles and descriptions hardly do justice to unique combinations of
roles, and they are too static to account for the fluid nature of work in
self-managing organizations. Colleagues frequently switch and trade
roles according to workload and preferences. A nurse at Buurtzorg
whose patients suddenly require more care might ask a colleague to take
over her role of team planner, for instance. For a while, some nurses
might carry more than their fair share of management tasks for the
teams and less at other times. Thinking in terms of granular roles instead
of pre-defined jobs creates great fluidity and adaptability. People can
give up one role and take up another without needing to go through the
cumber-some and often political processes of appointment, promotion,
and sala-ry negotiation.

At Buurtzorg, teams are careful to keep management tasks
somewhat spread out at all times. There is a risk, as some teams have
experienced, that hierarchical practices creep back in when too many
management roles are delegated to a single team member. Other
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organizations, like FAVI for instance, have one person on the team that
holds most management roles for the team (FAVI calls them, rather
unhelpfully, a “team leader,” which might imply hierarchical power over
their colleagues). The nature of work in the two organizations accounts
for the different approaches. It’s easier for a nurse to spend some time in
between two patients on a management role than it is for machine
operators to stop their machines. FAVI found it works best to have one
person free to roam among the team and only operate a machine
occasionally when a helping hand is needed. FAVI’s team leaders act as
coaches for their colleagues, as a clearinghouse for information, and as a
point person when coordination is needed with other teams. This choice
nevertheless carries a risk. Our cultural baggage of hierarchy is so strong
that over time, team leaders could start behaving like bosses and become
the primary decision makers on their teams. At FAVI, a simple but
powerful relief valve exists, should a team leader find the taste of power
too sweet: workers can choose at any moment to join another team.
Team leaders have no meaningful way of coercing people into desired
behavior; they certainly don’t have the authority to fire people
unilaterally. If they start to behave autocratically, people can simply
walk away.

In most organizations, job titles are a currency for status. Like all
currencies, job titles are subject to the law of inflation. In many
companies, they seem to swell and multiply—there are vice presidents,
senior vice presidents, executive vice presidents, junior or senior
directors, and ever more types of chief officers. It is a common
expectation, in today’s worldview, that people will work hard to achieve
the next promotion and a bigger title.

Job titles are like honeypots to the ego: alluring and addictive, but
ultimately unhealthy. We can quickly get attached to our job title if it
carries social prestige, and we can easily fall into the trap of believing we
“are” our job identity. And in a hierarchical system, it’s all too natural to
start considering that we are somehow above certain people and below
others. Unsurprisingly, self-managing organizations mostly do without
job titles.

Again, we have to be careful: it does not mean that everyone is
equal, that all jobs are the same. Some roles have a rather narrow scope
(say, the role of operating a certain machine or cleaning the office), while
other roles take a broader perspective (for instance, the role of designing
a new product line). In all organizations researched for this book, there is
one person recognized for taking the broadest perspective, and usually
that person is called the CEO, at least by the outside world (even though
she doesn’t hold the same prerogatives as a traditional CEO, a topic
discussed in chapter 3.1). And there are certain sets of well-defined roles
that people naturally give a name to—for example, the regional coaches
at Buurtzorg or the team leaders at FAVI. But for the vast majority of
employees, people don’t bother trying to find the right label that would
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capture all the different roles they hold at any point in time. Thinking in
terms of job titles is so ingrained in our culture’s thinking, though, that
for their family and friends, most people invent a job title for themselves
that somehow captures what they do in the language of traditional
organizations.

The organizations I researched didn’t only drop job titles; almost
all of them also decided to drop words like employee, worker, or manager,
and replace them with something else—most often simply colleague. If
we stop and listen carefully to the meaning carried by the words
employee, worker, or manager, we end up wondering how we use them so
freely in everyday life.

Outsiders, and sometimes even insiders, can find the absence of
job descriptions and job titles confusing. Without boxes to put people
into, the organization chart disappears and it’s not always easy to know
who is responsible for what. For that reason, many organizations elect to
keep a log on their intranet where colleagues can indicate the roles they
currently fill. This is the case, for instance, at Buurtzorg, where a
function within the intranet helps nurses locate the relevant colleague if
they have a question or want a tip from someone filling the same role.

It’s hard to not think in terms of the traditional organization chart.
Often during my research, I caught myself trying to figure out where in
a traditional organization chart a person might fit, given her roles. It
happened when I was talking to an engineer at Sun Hydraulics and
asked him, “So you would be the equivalent of a plant manager in a
normal company, right?” With just three words, he gave the best
possible answer: “Yes and no.” On the one hand, yes, he performs some
roles a plant manager would. For instance, one of his roles entails
exploring factory-wide improvement initiatives; another is sensing the
atmosphere among colleagues at the plant and bringing up issues if the
mood is low. He might take the lead on some large projects, say, the
automation of a step in the manufacturing process. On the other hand,
he has no profit-and-loss responsibility for the factory (or to be more
exact, he has it to the same degree as everybody else); his job is not on
the line if results are bad (everybody’s job is); he cannot impose
decisions; he has no privilege to hire or fire people. In that sense, he is
not at all like a traditional boss.

Does this mean there are no bosses in a self-managing organi-
zation? Quite the contrary. Every role people take on is a commitment
they make to their peers. They are not accountable to one boss; every one
of their peers is a boss in respect to the commitments they made. And as
we will see in the next chapter, which discusses the practices that bring
self-managing structures to life, anybody can put on the hat of “the
boss” to bring about important decisions, launch new initiatives, hold
underperforming colleagues to account, help resolve conflicts, or take
over leadership if results are bad and action is needed.
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Self-managing students, teachers, and parents

Our schools today are probably further away from self-
management than most other types of organizations. We have turned
schools, almost everywhere, into soulless factories that process students
in batches of 25 per class, one year at a time. Children are viewed
essentially as interchangeable units that need to be channeled through a
pre-defined curriculum. At the end of the cycle, those that fit the mold
are graduated; castoffs are discarded along the way. Learning happens
best, this system seems to believe, when students sit quietly for hours in
front of all-knowing teachers who fill their heads with information.
Children can’t be trusted to define their own learning plans and set their
own goals; that must be done by the teachers. But, really, teachers cannot
be trusted either; they must be tightly supervised by principals and
superintendents and school districts and expert commissions and
standardized tests and mandatory school programs, to make sure they
do at least a somewhat decent job.

This factory-like system seems increasingly out of date. More and
more people are crying out for innovation in education and starting to
experiment with curricula, technologies, and governance in schools. But
is it possible to build a truly self-managing school? And what would it
look like? A superb example can be found in the center of Berlin in
Germany. The “ESBZ” is a grade 7-12 school that opened its doors in
2007 with more than a bit of improvisation. Just three months before the
start of the school year, the city council had suddenly given a decrepit
prefabricated building from communist times to a group of pesky
parents who simply wouldn’t let go of their dream. When the school
year started, only 16 students were registered. A few months later, at the
mid-year point, 30 more students had joined, mostly rejects and
troublemakers other schools had expelled. Hardly a promising start for a
new school. And yet today, only a few years later, the school has 500
students and attracts hundreds of principals, teachers, and education
specialists from all over the country who want to study the ESBZ model.

The driving spirit of the school is Margret Rasfeld, a former
science teacher and radical innovator, whom the group of parents
recruited as principal from the other side of the country. The seed for the
school was planted 20 years earlier, in an event that would profoundly
change Rasfeld’s outlook on children and education. In 1986, a few 8th-

grade students she was teaching approached her to discuss the violence,
bullying, and extortions that were taking place in their school. She said
they were welcome to talk things out in the privacy of her home, if they
wanted to. Sixteen students came. A week later there were 33. The
teenagers were looking to her for answers; she didn’t have any, but she
helped them journey to find their own. In the process, she discovered a
side of the children she had never seen before. She marveled at the
courage, persistence, resilience, intelligence, and compassion students
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were finding in themselves and that the school had never evoked before.
From then on, she was determined that education should do justice to
children’s true potential and true nature; she wanted to engage not only
their minds, but their hands, hearts, and souls, too.

Fast-forward to the present at the beginning of a school day. As a
visitor to ESBZ, even while still outside at the entry gate of the school,
you can sense there is something different about the school. It has to do
with the children’s presence, the way they walk and interact. The stu-
dents don’t hang out at the gate waiting until the last minute to go in;
they seem happy to walk straight toward their classroom. They sport an
air of quiet determination and concentration, their mind already on
some project. There is no adolescent posturing, no competition of cool.
The school claims in its founding principles that all children are unique,
that they all have talents to contribute, that they are valuable, valued,
and needed. Somehow, the way these children walk into their school
seems to say these are more than mere words; the students seem to have
embodied the school’s guiding principles in their very bodies, posture,
and attitudes.

How are these principles translated in the school? First and
foremost, children are given full responsibility for their learning. To a
large degree, students teach themselves and each other. Adults are
mostly mentors and coaches and only act as teachers in the traditional
sense when needed. They offer encouragement, counsel, praise, feed-
back, and challenge. The responsibility for learning is firmly in the hands
of the students.

It starts with the way basic subjects are taught—language, math,
and science. For these subjects, the school has done away with frontal
teaching. Subjects are divided into modules, and each module comes in
oversized flashcards that the teachers have devised with theory,
exercises, and tests. Students self-pace their learning. A student that
struggles with math can choose to spend more

Teachers open the door. time on the subject to come to grips with it and
You enter by yourself. spend less time on another subject that comes
Chinese proverb easily. There are advanced elements in the

modules that interested students can take but
are not required to. Students learn on their own or form small groups
when helpful. When they have questions, they inquire first among other
students; only if their peers can’t help do they turn to the teacher (whose
time is thereby freed to provide in-depth individual coaching). Classes
mix several grades—students from grades 7, 8, and 9 learn together.
Children continuously toggle from being learners to being teachers. The
older students in particular learn to help out the younger ones (which
helps them review material they have learned in the past). Because
learning is self-paced, ESBZ has become unusually inclusive. In every
classroom, there are children with autism and with light or severe
learning disabilities. Normally they would be relegated to a special
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needs school, but here they can simply work alongside other students at
their own rhythm. The student body has an unusually broad spectrum
of social backgrounds: 20 percent of students come from a minority
background, and 25 percent are eligible for subsidized meals; roughly a
quarter of the students come from the other end of the spectrum, from
very privileged backgrounds.

Each student has a logbook, in which they record what they have
accomplished. It's not a free-for-all. There are clear expectations of what
is expected at the end of the year (students are free of course to go
beyond the expectations when they are passionate about a subject, and
many children choose to do so). Every child has a one-on-one meeting
every week on Friday with their tutor-teacher. Together they discuss
progress made during the week, problems that might have come up, and
plans for the week ahead—and also, when relevant, emotional or
relational topics that weigh on the child’s mind. Through these weekly
one-on-one discussions, teachers and students know each other on a
much deeper level than in traditional schools. The children know:
Someone cares about me; someone is there to listen. Twice a year, in a
discussion with their tutor, students set themselves three goals for the
upcoming months. For instance, Paul, a shy 13-year-old, set himself the
goal of becoming more comfortable being seen by others. One of the
things he wants to learn is to speak up more in public.

The self-paced learning of basic subjects takes the first two hours
of the morning. A big chunk of the day is spent working on individual
or collective projects with real-life implications. Some students redesign
a part of their school building and then coordinate the actual renovations.
Others might try to get the city council to adopt higher environmental
standards. Students are encouraged to find out what matters to them, to
aim high, to fail, to try again, and to celebrate their accomplishments.
They learn that their voice matters, that they can make a difference, that
others need them and that they need others.

All year long in grades 7 and 8, students spend two hours every
Wednesday outside of school in a class called “Responsibility.” In
counsel with their tutor-teacher, the children find themselves an activity
where they can make a meaningful contribution while learning at the
same time. Paul, who wants to overcome his shyness, volunteered to
teach chess at his former primary school. The chess class he had loved so
much would no longer take place, he had heard, because the teacher was
moving to another school. Paul was sad that other kids wouldn’t enjoy
learning chess the way he had. Suddenly it all made sense: Paul could
teach chess; standing in front of a group of children fit with Paul’s goal
of learning to speak in public—and doing so in front of younger children
would be an easier way to practice. All he needed to do now was
convince the principal of his former school to let him have a go at it. Just
like Paul, all students find a place that suits them. Some work in retire-
ment homes, while others organize school plays in kindergartens. It all
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depends on their interests and learning objectives. Children experience
what it’s like to take initiative, to be needed, and to make a difference in
other people’s lives.

In grades 8, 9, and 10, students have a class called “Challenge”
(the beautiful German word “Herausforderung” literally means “being
called to grow from the inside out”). They are invited to delve into some
inner potential that lies dormant. During the year, they organize and
prepare for a special three-week session, where they, alone or in small
groups, will challenge themselves to step out of their comfort zone. One
group of four students prepared for a three-week survival camp deep in
the woods, where they lived in a shelter they built and on food they
gathered. Daniel, a 16-year-old extroverted youngster, found his challenge
in a three-week silent meditation in a monastery. A music teacher
challenged a group of children to do intense music practice eight hours a
day for three weeks in an abandoned old farm. Other students biked
through Germany together, with little money, having to ask for accom-
modation and food along the way. The experience is often taxing, but
students rave about their accomplishments and the personal growth
they experienced, confronting their fears and growing beyond them.

The most daring experiment with student self-management is
currently underway. At the end of grade 12, students in Germany must
pass a state exam; the grades they get determine what university they
can apply to. The stakes are so high that grades 10, 11, and 12 at ESBZ
have thus far relied on more traditional teaching-to-the-test methods
than students and faculty would like. Could it be possible, students and
faculty wondered, to completely redesign the curriculum of grades 10,
11, and 12 in accordance with the school’s guiding principles, while still
preparing students well for the state exam? This year, all students from
those grades will work in an ambitious yearlong project to redesign
these three grades. Experts in Design Thinking (a methodology
developed by IDEO, a celebrated design firm) will help the children and
faculty, in an intensive two-day design workshop, to develop an overall
concept. Students and teachers will then work the rest of the year, with
support from leading education experts, to turn the concept into
concrete structures and practices. Students and teachers are effectively
redesigning their own school.

Teachers at ESBZ self-manage too. Teaching is often a lonely pro-
fession; at ESBZ it is a team sport. Every class has two tutor-teachers, so
all teachers work in tandem. Three classes form a mini-school—they
share a floor with a small faculty room where the six teachers meet
weekly. The mini-schools are effectively what teams are to FAVI,
Buurtzorg, or AES—flexible units that can react quickly to the daily flow
of issues and opportunities. On paper, the school has a traditional
hierarchy (it is publicly financed, and with that privilege comes a
mandatory structure consisting of a principal, two vice-principals, and a
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pedagogical director), but mini-schools can make almost all decisions
without needing approval from the principal.

Parents also self-manage. The school was created under a special
status—the city only pays 93 percent of the teachers’ salaries; for the
building and all other expenses, the city provides no funds at all. Parents
have to close the gap with a contribution calculated on the basis of their
income. To minimize the cost, parents have decided that they would
each contribute three hours of time every month to the school. What
they do and how they do it all happens based on self-managing
principles. The building renovation team, for instance, regularly
organizes big festive weekends where 50 parents get their hands dirty
and renovate a few classrooms. Piece by piece, parents have created
warm, colorful, and functional school premises in what a few years ago
were rundown leaky buildings. After school hours, the premises now
host workshops attended by hundreds of principals and teachers who
want to understand ESBZ’s magic. The workshops (as you might have
guessed) are taught almost exclusively by students, not by teachers or by
Margret Rasfeld, the founder and principal.

What is remarkable is that ESBZ enjoys no free pass. The school
has to make do with the same amount of teacher hours as any other
school in Berlin. Even with the parents’ contribution, the school has a
lower budget than public schools. Every school can replicate ESBZ’s
success, because more money or resources are not the decisive factor. All
it takes, really, is to look at children, teachers, parents, and education
with fresh eyes.
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SELF-MANAGEMENT
(PROCESSES)

Self-organization is not a startling new feature of
the world. It is the way the world has created itself for
billions of years. In all of human activity, self-organization
is how we begin. It is what we do until we interfere with
the process and try to control one another.

Margaret J. Wheatley and Myron Kellner-Rogers

Self-management requires an interlocking set of structures and
practices. The previous chapter dealt with the structural aspects of self-
management—for example, how the pyramid makes way for teams and
how typical staff functions can be embedded within the teams. Change
only the structure, though, and you are left hanging in midair. With the
pyramid gone, many of the most fundamental organizational processes
need to be reinvented—everything from decision-making practices to
information flow, from investments to performance evaluations and com-
pensation processes. We need answers to some very basic questions: if
there is no longer a boss to call the shots, how do decisions get made?
Who can spend company money? How is performance measured and
discussed? What prevents employees from simply slacking off? Who
gets to decide who deserves a salary increase or a bonus? This chapter
will explore each of these questions in turn.

Decision-making—the advice process

If there is no formal hierarchy, how are decisions made? Can any-
body just make any decision? That sounds like a recipe for chaos. Are
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decisions then made by consensus? That sounds exhausting and im-
practical, certainly for organizations with hundreds or thousands of
employees.

Almost all organizations in this research use, in one form or
another, a practice that AES called the “advice process.” It is very
simple: in principle, any person in the organization can make any
decision. But before doing so, that person must seek advice from all

affected parties and people with expertise on
the matter. The person is under no obligation to

person can make any . . ¢ advice: th o0
decision but must seek integrate every piece of advice; the point is not
advice from affected parties to achieve a watered-down compromise that
and people with expertise. accommodates everybody’s wishes. But advice

With the advice process, any

must be sought and taken into serious
consideration. The bigger the decision, the wider the net must be
cast—including, when necessary, the CEO or the board of directors.
Usually, the decision maker is the person who noticed the issue or the
opportunity or the person most affected by it.

Dennis Bakke recounts a story that exemplifies the advice process
in action. One day Shazad Qasim, a recently hired financial analyst at
AES, consulted with Bakke. He was intending to leave his role to go back
to his native Pakistan and research the opportunity for electricity-
generating capacity there on behalf of AES. Bakke remembers his
reaction:

I told him I was skeptical. Several years earlier, Agency for
International Development (AID) representatives from the U.S.
Department of State had encouraged us to expand into Pakistan. We had
told them that we hardly knew what we were doing in the United States,
let alone a place like Pakistan. Besides, it ranked as one of the most
corrupt countries in the world for doing business. The ethical standards
at AES probably ensured that we would never get any business there.

Despite the CEO’s recommendation, the advice process meant the
decision was Shazad’s. He decided to go to Pakistan, effectively creating
a new position for himself as business developer, retaining his previous
salary. Six months later, the former financial analyst invited Bakke to
Pakistan to meet the prime minister. Two and a half years later, a $700
million power plant was running. In line with AES’s principles, the
decision that AES would invest $200 million of its equity wasn’t made
by Bakke or the board, but by Shazad and people with less seniority
(who of course, given the amounts at stake, asked Bakke and the board
for advice).

We often think that decisions can be made in only two general
ways: either through hierarchical authority (someone calls the shots;
many people might be frustrated, but at least things get done) or
through consensus (everyone gets a say, but it’s often frustratingly slow
and sometimes things get bogged down because no consensus can be
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reached). The advice process transcends this opposition beautifully: the
agony of putting all decisions to consensus is avoided, and yet every-
body with a stake has been given a voice; people have the freedom to
seize opportunities and make decisions and yet must take into account
other people’s voices. The process is key to making self-management
work on a large scale. It is actually so critical that, at AES and other self-
managing organizations, colleagues know that forgetting to uphold the
advice process is one of the few things that can get them fired (we’ll
touch later on the topic of how someone can be dismissed in the absence
of hierarchy).

It’s interesting to hear Bakke elaborate on the many benefits of the
advice practice: in his experience, it creates community, humility,
learning, better decisions, and fun:

First, it draws people whose advice is sought into the question at
hand. They learn about the issues and become knowledgeable critics or
cheerleaders. The sharing of information reinforces the feeling of
community. Each person whose advice is sought feels honored and
needed.

Second, asking for advice is an act of humility, which is one of the
most important characteristics of a fun workplace. The act alone says, “I
need you.” The decision maker and the adviser are pushed into a closer
relationship. In my experience, this makes it nearly impossible for the
decision maker to simply ignore advice.

Third, making decisions is on-the-job education. Advice comes from
people who have an understanding of the situation and care about the
outcome. No other form of education or training can match this real-time
experience.

Fourth, chances of reaching the best decision are greater than under
conventional top-down approaches. The decision maker has the
advantage of being closer to the issue and ... usually has to live with the
consequences of the decision.

Fifth, the process is just plain fun for the decision maker because it
mirrors the joy found in playing team sports. ... The advice process
stimulates initiative and creativity, which are enhanced by wisdom from
knowledgeable people elsewhere in the organization.?

It might be interesting to note that AES, unlike Buurtzorg and
some other organizations we are yet to meet, did not completely figure
out how to work entirely on peer-based systems. It still had some
pyramid-like “layers” in place—operators, plant managers, regional
directors, the executive committee. And yet, the simple practice of the
advice process transcended these layers. Whatever someone’s place in
the organization, he or she could initiate any decision. People “higher
up” could not simply overrule these decisions based on hierarchical
position. Everybody, including the executive committee and Dennis
Bakke (the co-founder and CEQ), had to seek advice to make decisions.
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Bakke even pushed the board to play by these rules. Its members
actively participated in decision-making when consulted by employees
on important decisions through the advice process; beyond that, he felt
they should not make any decisions themselves other than those
mandated by law.

Avoid jumping to any hasty conclusions. The CEOs and other
leaders of self-managing companies are anything but weak, hands-off
leaders. Arguably, these CEOs and senior leaders are better informed
and more influential than leaders invested with the powers of hierarchy.
With the advice process, they are continually consulted regarding
decisions by people from all corners of the organization. Information
and decisions that reach them are not

The [advice] process is bottom-up, but ~ vetted and filtered many times over as
it is ot a loosey-goosey, anything- they climb up the chain of command. In
goes affair. It involves creativity, traditional organizations, senior leaders
careful analysis, meticulous planning, must do the hard work of integratin
and disciplined execution. L. R X g_ X )
. conflicting perspectives into a decision;

Dennis Bakke . . .
because this process takes time, senior

leaders become bottlenecks for decision-making. With the advice
process, they can ask tough questions and give their opinions forcefully,
but then move on to the next question; meanwhile, someone else will do
the work of integrating different perspectives and advice.

There is no prescribed format for seeking advice. People might
reach out to colleagues in one-on-one discussion, or convene the relevant
group for a meeting. When large groups are affected by a decision, email
or the intranet is often the best way to collect input. Buurtzorg, for
instance, has a very active internal social network. When Jos de Blok, the
founder and CEO, or anybody else, is contemplating changes that might
affect a great number of coworkers (for instance, a decision about
compensation), he simply puts out the issue and the proposed solution
on the social network to collect colleagues” advice.

No, it's not consensus

The advice process is a simple form of decision-making that
transcends both consensus and unilateral action. In some cases, more elab-
orate decision-making approaches might be applied. Buurtzorg’s elegant
integrative process (discussed on page 9) is one example, and we'll
encounter another one later in this chapter when we discuss Holacracy’s
governance process. It is worth repeating that these decision-making
processes work without consensus. I have noticed that for some reason,
many people naturally assume that in the absence of bosses, decisions in
self-management organizations will be made by consensus. And because
they have been scarred by the paralysis and endless discussions that
often come when people seek consensus, they are quick to dismiss self-
management as a viable way to run organizations.
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In principle, consensus sounds appealing: give everyone an equal
voice. In practice, it often degenerates into a collective tyranny of the
ego. Anybody has the power to block the group if his whims and wishes
are not incorporated; now it’s not only the boss, but everybody, who has
power over others (albeit only the power to paralyze). Attempting to
accommodate everyone’s wishes, however trivial, often turns into an
agonizing pursuit; in the end, it’s not rare that most people stop caring,
pleading for someone to please make a decision, whatever it turns out to
be. With the advice process, no one has power over anybody else. The
process transcends the need for consensus by giving everyone affected a
voice (the appropriate voice, not an equal voice), but not the power to
block progress.

Consensus comes with another flaw. It dilutes responsibility. In
many cases, nobody feels responsible for the final decision. The original
proposer is often frustrated that the group watered down her idea
beyond recognition; she might well be the last one to champion the
decision made by the group. For that reason, many decisions never get
implemented, or are done so only half-heartedly. If things don’t work
out as planned, it's unclear who is responsible for stepping in. With the
advice process, the ownership for the decision stays clearly with one
person: the decision maker. Convinced that she made the best possible
decision, she sees things through with great enthusiasm, trying to prove
to advice givers that their trust was well placed or their objections
immaterial. While consensus drains energy out of organizations, the
advice process boosts motivation and initiative.

Decision-making in times of crisis

Can the advice process be upheld in times of crisis, when swift
and even harsh decisions might be needed—say, to lay off staff in a
downturn or to sell parts of a business? Can we genuinely consult with a
group of coworkers about laying them off? Perhaps an extreme situation
calls for extreme measures; perhaps self-management needs to be
suspended temporarily for the CEO to make a few necessary, top-down
decisions. But then, how can workers maintain trust in their organi-
zation’s self-management, if every now and again the CEO can decide to
step in and make autocratic decisions? FAVI, Buurtzorg, and AES have
all faced crisis moments. The graceful ways they found to deal with such
situations can provide inspiration for other self-managing organizations
facing a crisis.

No one would call Jean-Frangois Zobrist, a bear of a man and
former paratrooper, a softie. But when he was faced with difficult and
critical decisions at FAVI, he readily admitted he needed help to find a
good answer. More than once, on impulse, he went around the shop
floor, asked everybody to stop the machines, climbed on a soapbox and
shared his problem with all the employees, trying to figure out a course
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of action. The first major crisis under his leadership happened in 1990
when car orders plummeted in the wake of the First Gulf War. Stocks
were piling up, and there simply wasn’t enough work to keep workers
busy. Capacity and costs needed to be reduced. There was one obvious
solution: fire the temp workers. But at FAVI, no one was really con-
sidered a temp worker. For reasons related to labor laws in France, new
recruits were hired as temp workers for 18 months before they were
offered a full contract. Most of them were already considered full
members of their teams. By firing the temps, FAVI would rescind its
moral commitment to them, and it would lose talent it had invested in,
with a recovery perhaps only a few months away. With many questions
and no clear answers, Zobrist found himself on the soapbox and shared
his dilemma with all employees in that shift (including the temp workers
whose fate was being discussed). People in the audience shouted ques-
tions and proposals. One worker said, “This month, why don’t we all
work only three weeks and get three weeks’ pay, and we keep the temp
workers? If we need to, we will do the same thing next month as well.”
Heads nodded, and the proposal was put to a vote. To Zobrist's surprise,
there was unanimous agreement. Workers just agreed to a temporary 25
percent salary cut. In less than an hour, the problem was solved and
machine noise reverberated around the factory again.

Most leaders I know would consider Zobrist’s approach extremely
risky. Sharing their dilemma openly with everybody would make them
feel so vulnerable that this course of action probably wouldn’t even cross
their mind. Indeed, no one could have

1 finally figured out that not every predicted with certainty how employees
crisis can be managed. As much as would react to the news that their jobs
we want to keep ourselves safe, we were on the line. The gathering could

can't protect ourselves from every- . .
thing. I we want to embrace life, we have descended into chaos, with fear of

also have to embrace chaos. layoffs pitting people against each other
Susan Elizabeth Phillips in heated exchanges. Zobrist had no
preconceived idea, no script, for how to

lead the discussion once he had shared the company’s problem. He
chose to trust—trust himself, trust employees, and trust the process.
Obviously, the safer option would have been to ask the head of
human resources (HR) to discreetly work out a number of scenarios,
confidentially convene the management team to discuss them, and hide
the problem from the workers until a decision was ready to be
announced. (In the case of FAVI, of course, Zobrist didn’t have an HR
director nor an executive team at hand, but he could have convened a
few trusted advisors.) This method is the tried-and-true way leaders
have learned to handle sensitive issues in organizations. Whether they
realize it or not, this approach is driven by a leader’s fear: fear that
employees might not be able to handle difficult news; fear that the
leader’s legitimacy might be questioned if he doesn’t call the shots; and
fear that he might look like a fool if he discusses a problem before he has
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fully figured out a solution. Zobrist’s ability to keep his fear in check
paved the way for a radically more productive and empowering
approach and showed that it is possible to confront employees with a
harsh problem and let them self-organize their way out of it. In the right
framework, it seems that the advice process can be upheld even in crisis
situations, and a leader should think twice before reverting to top-down
decision-making.

Buurtzorg faced a crisis in 2010 and mastered it using the advice
process too. The young company was growing at breakneck speed when
Jos de Blok heard that health insurance companies had threatened to
withhold €4 million in payments to Buurtzorg, citing technical reasons
(the more likely reason: the insurance companies wanted to signal to
Buurtzorg that it was growing too fast at the expense of established
providers). A cash crunch loomed. Jos de Blok wrote an internal blog
post to the nurses exposing the problem. He put forward two solutions:
either Buurtzorg could temporarily stop growing (new teams cost
money at first) or nurses could commit to increasing productivity
(increasing client work within the contract hours). In the blog comments,
nurses overwhelmingly chose to work harder because they didn’t like
the alternative: slower growth would have meant saying no to clients
and nurses wanting to join Buurtzorg. In a matter of a day or two, a
solution to the cash problem was found (and after some time, the
insurance companies eventually disbursed the withheld funds).

AES gives an example of how to suspend the advice process—as
gracefully as possible—in times of crisis. In fall of 2001, after the terrorist
attacks and the collapse of Enron, AES’s stock price plummeted. The
company needed access to capital markets to serve its high debt levels
but found them suddenly closed. Swift and drastic action was needed to
prevent bankruptcy. A critical question was: how many and which
power plants would need to be sold off to raise the necessary cash? With
40,000 people spread around the world, Dennis Bakke, the CEO, could
hardly convene everybody and stand on a soapbox like Zobrist at FAVI.
And the problem was so complex that he couldn’t simply send out a
blog post with two alternatives, like Jos de Blok did at Buurtzorg.

Bakke chose a course of action that temporarily suspended the
advice process in a way that nevertheless minimized the risk of under-
mining trust in self-management. He didn’t work out a plan behind
closed doors with his management team; instead, he publicly announced
that top-down decision-making would be made during a limited time
for a limited number of decisions, albeit critical ones. The advice process
would remain in force for all other decisions. To investigate the best
course of action and make the tough calls, Bakke appointed Bill Luraschi,
a young and brilliant general counsel. Luraschi wasn’t regarded as one of
the most senior leaders nor as someone who would seek a leading role in
the future. The signal was clear: the senior leaders of the organization
were not looking to exert more power. Top-down decision-making would
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be handled by someone with no thirst for power, and it really would be
temporary.

If the advice process needs to be suspended in times of crisis,
these two guidelines can serve to maintain trust in self-management:
give full transparency about the scope and timeframe of top-down
decision-making, and appoint someone to make those decisions who
will not be suspected of continuing to exert such powers when the crisis
is over.

Purchasing and investments

Employees’ power to make decisions using the advice process is
perhaps most evident when it comes to spending company money. Most
organizations put authorization limits in place. A frontline manager
might be free to spend money up to $1,000 but require authorization
from his bosses beyond that amount; a unit manager might have
spending power up to $10,000 and a plant manager up to $100,000.
Whatever the amounts, the purchase order must generally proceed
through a central procurement department that coordinates the relation-
ships and negotiations with suppliers.

In self-managing organizations there are no authorization limits
and no procurement departments. An employee who needs a new $50
printer doesn’t have to call the IT department, hope for a green light
from his boss, and wait the days or weeks it takes for the printer to
arrive. He can simply head down to Walmart and buy a printer. In
principle, any person can spend any amount of money, provided he has
sought the necessary advice before making the decision; the larger the
purchase, the more people are typically involved in the advice process.
At FAVI, Sun Hydraulics, and other self-managing organizations,
workers rather than managers are in charge of purchasing the machines
and equipment that they work with, even when they cost several
hundred thousand dollars. They do the analysis, write up the necessary
specifications, visit and negotiate with suppliers, and secure financing
from the bank if needed. In hierarchical organizations, when engineers
do the analysis and choose a machine model, workers often complain
about the new machine and drag their feet when it comes to learning
how to operate it. When they have chosen the model, there is no such
resistance to change.

What about volume discounts? Surely money is left on the table if
purchases are not pooled? As often, the answer is: trust people to make
the right decisions within the framework of self-management. For items
where volume discounts are too good to give up, colleagues who buy
from the same vendor will choose to coordinate to maximize their
buying power. At Morning Star, a tomato processing company we’ll
soon discuss in greater depth, colleagues noticed that lots of people were
buying threadlocker, an adhesive that prevents nuts and bolts from
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accidentally loosening, in dozens of different formats and from different
vendors. They were not only losing out on volume discounts, but the
uncoordinated purchasing generated unnecessary bureaucracy because
regulations in the food industry required workers to painstakingly track
every threadlocker format in a Material Safety Data Sheet. At some
point, a worker suggested that he could walk around the plant once a
quarter and ask colleagues if they wanted to order threadlocker through
him. A similar solution emerged for purchasing packaging materials, an
area where volume discounts can quickly add up. When there is value in
coordination, people simply start to coordinate.

What about standardization? It makes sense to buy computer or
telephone equipment from the same or compatible vendors, for instance.
Again, one can simply trust the advice process. A secretary buying herself
a new computer, unless she is very well versed in hardware and software
specifications, will likely seek advice from a knowledgeable party to
ensure the computer will easily fit in with the rest of the IT equipment.
In this case, there is no need for a central department to enforce stan-
dards. In more complex cases, when standards need to be specified,
someone will step up and call together a group that will look into the
matter and define the standards.

Explicit assumptions

Founders and leaders of self-managing organizations get asked
the same question over and over again: isn’t it risky and foolish to let
people make decisions without top-down control, especially when
money is involved? In their experience, it is less, not more risky, because
better decisions get made. But the really interesting thing is that the
choice between trust and control is seldom debated on a rational level.
It's a choice that gets made based on deeply held, often unconscious
assumptions we hold about people and their motivations. Several leaders
of self-managing organizations have found it useful, therefore, to talk
often and explicitly about the assumptions underpinning self-
management and to contrast them with the assumptions made by
traditional hierarchies.

When AES acquired a new power plant, Bakke would often
introduce AES’s management practices to the new group of colleagues
by asking them what assumptions owners and managers of a typical
factory hold about their workers. Here is how Bakke summarizes the
assumptions workers generally feel bosses have about them:

*  Workers are lazy. If they are not watched, they will not work
diligently.

*  Workers work primarily for money. They will do what it
takes to make as much money as possible.

Self-management (processes) 49



*  Workers put their own interest ahead of what is best for the
organization. They are selfish.

*  Workers perform best and are most effective if they have one
simple repeatable task to accomplish.

*  Workers are not capable of making good decisions about
important matters that affect the economic performance of
the company. Bosses are good at making these decisions.

*  Workers do not want to be responsible for their actions or for
decisions that affect the performance of the organization.

*  Workers need care and protection, just as children need the
care of their parents.

*  Workers should be compensated by the hour or by the
number of “pieces” produced. Bosses should be paid a salary
and possibly receive bonuses and stock.

*  Workers are like interchangeable parts of machines. One “good”
worker is pretty much the same as any other “good” worker.

e Workers need to be told what to do, when to do it, and how
to do it. Bosses need to hold them accountable. 3

These assumptions sound harsh when they are put into words,
and yet they are the basis for the structures and practices we have in
organizations today. If this view of employees is true, leaders are
prudent to build in controls, rewards, and punishments; only a fool
would trust workers to make decisions using the advice process.
Because the assumptions are often implicit, or even held subconsciously,
Bakke felt it was critical to make them explicit and then to define a
different set of assumptions.

AES people:

*  Are creative, thoughtful, trustworthy adults, capable of making
important decisions;

*  Areaccountable and responsible for their decisions and actions;

*  Are fallible. We make mistakes, sometimes on purpose;

e Are unique; and

*  Want to use our talents and skills to make a positive contri-
bution to the organization and the world.*

With this set of assumptions, self-management and the advice pro-
cess make perfect sense; while control mechanisms and hierarchy are
needless and demoralizing distractions.

Jean-Frangois Zobrist often initiated similar discussions with
workers and new recruits at FAVI to explain the rationale for self-manage-
ment. One day, for training purposes, he wrote down the following set
of assumptions:
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The analysis of our organization chart in the 1980s [when FAVI
was still run like any other factory] reveals without a doubt that men
and women were considered to be:

*  Thieves because everything was locked up in storage rooms.

* Lazy, as their working time was controlled and every late
showing punished by somebody ... who didn’t even care to
inquire about the reasons for being late.

*  Not dependable because all their production was controlled
by somebody else who must not have been very dependable
either because random controls ... had been put in place.

* Not intelligent, as a “manufacturing engineering” depart-
ment did the thinking for them.

Zobrist and his colleagues defined three new assumptions that
over time have become mantras inside the factory.

*  People are systematically considered to be good.
(Reliable, self-motivated, trustworthy, intelligent)

*  There is no performance without happiness.
(To be happy, we need to be motivated. To be motivated, we
need to be responsible. To be responsible we must under-
stand why and for whom we work, and be free to decide how)

*  Value is created on the shop floor.
(Shop floor operators craft the products; the CEO and staff
at best serve to support them, at worst are costly distrac-
tions)®

If you are familiar with management theory, you will have
recognized the similarity between the statements from AES and FAVI
and the Theory X and Theory Y that Douglas McGregor developed in
the 1960s when he was a professor at MIT. He stated that managers hold
one of two sets of beliefs concerning employees: some think employees
are inherently lazy and will avoid work whenever possible (Theory X);
others think workers can be ambitious, self-motivated, and exercise self-
control (Theory Y).

Which set of assumptions is true? People can debate this topic
endlessly. McGregor had a key insight that has since been validated time
and again: both are true. If you view people with mistrust (Theory X)
and subject them to all sorts of controls, rules, and punishments, they
will try to game the system, and you will feel your thinking is validated.
Meet people with practices based on trust, and they will return your
trust with responsible behavior. Again, you will feel your assumptions
were validated.

At the core, this comes down to the fundamental spiritual truth
that we reap what we sow: fear breeds fear and trust breeds trust.
Traditional hierarchies and their plethora of built-in control systems are,
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at their core, formidable machines that breed fear and distrust. Self-
managing structures and the advice process build up over time a vast,
collective reservoir of trust among colleagues.

Organizations routinely talk about their values and mission; self-
managing  organizations talk about something even more
fundamental—their basic assumptions about human nature. This has to
do, I believe, with the fact that self-managing practices are still

countercultural today. Many of us hold
Whatever fundamental deeply ingrained assumptions about
assumption you hold about 1 d k th based p
human nature, it will be validated people and wor that are ased on fear,
by the response your behavior will ~ assumptions that call for hierarchy and
evoke from people around you. control. Only by shining light on these

fear-based beliefs can we decide to choose

a different set of assumptions. FAVI, AES, and others have found that
when colleagues know and talk about the two sets of assumptions
frequently, people shift their belief system. The risk that fear-based
control mechanisms will creep in through the back door is minimized.
Someone will speak up and say, “Wait a minute! Does this new process
fit our assumptions? I think not.”

Internal communications

The way information flows illustrates how assumptions
(conscious or unconscious) shape organizational practices. In most
workplaces, valuable information goes to important people first and
then trickles down to the less important. Sensitive information is best
kept within the confined circle of top management. If it must be released
more widely, it needs to be filtered and presented carefully from the best
possible angle. The underlying assumption is that employees cannot be
trusted; their reactions could be unpredictable and unproductive, and
they might seek to extract advantages if they receive too much
information. Because the practice is based on distrust, it in turn breeds
distrust among people lower in the hierarchy: What are the bosses conceal-
ing now?

In self-managing organizations, there are no unimportant people.
Every-body expects to have access to all information at the same time.
It's a “no secret” approach that extends to all data, including the most
sensitive. This information includes not only financial data, but also
salaries or the performance of individual teams. At Buurtzorg, for
instance, teams can see every month how their productivity compares to
that of other teams. The data of other teams is not anonymized or
averaged out. People are trusted to deal with good and bad news. There
is no culture of fear, and so teams with bad results are not deemed to
need the protection of anonymity. Teams that go through a difficult
phase are trusted to own up to the reality of the situation and to search
for solutions.
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Why go to this extraordinary length and share all information?
Three reasons make this practice compelling for self-managing
organizations:

+ In the absence of hierarchy, self-managing teams need to have all
available information to make the best decisions.

+ Any information that isn’t public will cause suspicion (why else
would someone go through the trouble to keep it secret?), and
suspicion is toxic for organizational trust.

+ Informal hierarchies reemerge when some people are in the know
while others are not.

In the case of AES, a publicly traded company, the decision to
share all information with all employees brought up unprecedented
questions with the U.S. Securities and Exchange Commission, as Bakke
recalls:

If everyone had access to financial data of the company, then every
AES employee, even those working in faraway plants, would be classified
as “insiders.” Instead of 5 to 10 “insiders” at a typical company, AES
had thousands. All were subject to “blackout periods” in which they
could not trade the company securities. Fairly soon after AES stock
began trading publicly, we asked our people if they would like to limit
their access to information so that they would not be considered insiders
and would be free to trade AES stock at any time. By an overwhelming
margin, they chose to have full access to financial information and to
remain insiders.6

In practice, to avoid information getting distorted or lost as it
spreads from one person to another, self-managing organizations use
their intranet as a central repository where everybody can publish and
retrieve information in real time. At Buurtzorg, all data concerning per-
formance of all the teams is put on the company’s intranet. A team that
struggles in one area can identify a team in the neighborhood with
outstanding results and ask for advice and best practices. At FAVI and at
Sun Hydraulics, there are computer stations with open access through-
out the shop floor so that machine operators can log in to consult data at
any time.

All-hands meetings are another standard practice in many self-
managing organizations. They are typically held when there is new and
important information to share: quarterly results, the annual values
survey, a strategic inflection point, and so forth. The information is not
simply shared top-down—it is discussed and debated. There tends to be

no script to the meetings. Questions can take the meeting in any
direction; frustrations can be vented; accomplishments and people
spontaneously celebrated. In these moments, more is at play than simple
information exchange. At a deeper level, trust in the organization and its
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values is tested and reaffirmed. All eyes are on the people in senior roles.
Will they be candid, humble, and vulnerable? Will they face rather than
dodge difficult questions or criticisms? Will they involve the whole
group in problem solving? If traditional companies rarely hold all-hands
meetings, it is precisely because they can be

If you empower people but unpredictable and risky. But in that very risk

don’t give them information,  lies their power to reaffirm an organization’s

they just fumble in the dark.  pagic  assumptions and to strengthen the
Blair Vernon community of trust.

Of course, not all news is pleasant to
hear. The practice of sharing all information puts everyone in the same
situation as the CEO of a traditional organization. It forces people to
grow up and face unpleasant realities. In the 2002 recession, Sounds
True, a media publishing company we will meet in the next chapter, was
for the first time in its history facing a difficult financial situation. Its
founder and CEO, Tami Simon, remembers that some people were then
experiencing the other side of total transparency:

There is a certain kind of anxiety introduced in an environment
where people know all about the business and its accompanying uncer-
tainties. In companies where the executive team acts like parents who
withhold difficult information from workers, people are protected from
this anxiety. But I think that approach gives people a false sense of safety.
Here, employees may feel anxious about finances more of the time, but at
least everyone knows where they stand.”

Conflict resolution

How do self-managing organizations deal with conflict? What
happens when people have substantial disagreement on the right course
of action? Or when two colleagues rub each other the wrong way? In a
traditional workplace, people would send up the dispute to a boss to
settle the matter. In self-managing organizations, disagreements are
resolved among peers using a conflict resolution process. This process is
so fundamental to collaboration without hierarchy that many self-
managing organizations train every new recruit in conflict resolution.

That is the case, for instance, at Morning Star, the company in this
research that has fleshed out, perhaps better than any other, the
processes required for effective self-management. Morning Star is the
world’s largest tomato processing company, located on the West Coast
of the United States. It began in 1970 when Chris Rufer, at the time a
recent MBA graduate, started a one-person truck-driving operation
hauling tomatoes. Today, Morning Star harvests tomatoes, runs a 200-
truck hauling business, and operates three state-of-the-art processing
plants that produce over 40 percent of the tomato paste and diced
tomatoes consumed in the United States. Chances are that if you live in
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the United States and you’re not allergic to spaghetti sauce, ketchup, or
pizza, you've enjoyed Morning Star’s products many, many times.

Tomato processing is a highly capital-intensive business working
to incredibly exacting standards. From the outside, the processing
factories look very much like chemical plants—they are huge masses of
interconnected steel pipes digesting hundreds of tons of tomatoes per
hour. The business is highly seasonal; the company works with 400
colleagues (the word Morning Star uses for employees) in low season
but employs 2,400 people during harvest time in the summer. All of
these people operate entirely on self-managing principles. There are 23
teams (called Business Units), no management positions, no HR
department, and no purchasing department. Colleagues can make all
business decisions, including buying expensive equipment on company
funds, provided they have sought advice from the colleagues that will be
affected or have expertise.

The founding principles for Morning Star’s way of operating were
set early in its history. When the first tomato processing factory was
built, Chris Rufer and the company’s first employees met to define how
they wanted to work together. They decided that two principles, two
basic social values, should inspire every management practice at
Morning Star: individuals should never use force against other people and
they should honor their commitments. These principles are at the heart of
the company’s conflict resolution mechanism, a process that is described
in great detail in the “Colleague Principles,” a core document outlining
Morning Star’s self-managing practices.

The conflict resolution process (called “Direct Communication
and Gaining Agreement”), applies to any type of disagreement. It can be
a difference of opinion about a technical decision in a given situation. It
can be interpersonal conflict. It can be a breach of values. Or it can be
related to performance issues, when one colleague finds that another is
doing a lousy job or not pulling his weight. Whatever the topic, the
process starts with one person asking another to gain agreement:

+ In a first phase, they sit together and try to sort it out privately. The
initiator has to make a clear request (not a judgment, not a demand),
and the other person has to respond clearly to the request (with a
“yes,” a “no,” or a counterproposal).

« If they can’t find a solution agreeable to both of them, they
nominate a colleague they both trust to act as a mediator. The
colleague supports the parties in finding agreement but cannot
impose a resolution.

+ If mediation fails, a panel of topic-relevant colleagues is convened.
The panel’s role, again, is to listen and help shape agreement. It
cannot force a decision, but usually carries enough moral weight
for matters to come to a conclusion.

+ In an ultimate step, Chris Rufer, the founder and president, might
be called into the panel, to add to the panel’s moral weight.
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Since the disagreement is private, all parties are expected to
respect confidentiality during and after the processes. This confidentiality
applies of course to the two persons at the heart of the conflict as well.
They must resolve their disagreement between themselves and are
discouraged from spreading the conflict by enlisting support and build-
ing rival factions.

Several other organizations in this research rely on virtually
identical conflict resolution mechanisms: first a one-on-one discussion,
then mediation by a trusted peer, and finally mediation by a panel. At
first, I was struck by what seemed like an extraordinary coincidence.
Before engaging in this research, I had never encountered a company
with an explicit conflict resolution mechanism, and here I stumbled
upon several organizations that had come up with virtually identical
processes. In discussions with people at Morning Star, I came to
understand that this process is about more than simply managing the
occasional workplace conflict. Conflict resolution is a foundational piece
in the puzzle of interlocking self-management practices. It is the
mechanism through which peers hold each other to account for their
mutual commitments. In traditional companies, when one person
doesn’t deliver, colleagues grumble and complain but leave it to the
person’s boss to do something about it. In self-managing organizations,
people have to step up and confront colleagues who fail to uphold their
commitments. Morning Star and other self-managing organizations
readily admit that this essential piece can be tricky to put in place and to
maintain. The process is effective to the degree that there is a culture
within the workplace where people feel safe and encouraged to hold
each other to account, and people have the skills and processes to work
through disagreements with maturity and grace. Freedom and
responsibility are two sides of the same coin—you can’t have one
without the other (at least not for long). Holding colleagues accountable
to their commitment can feel uncomfortable. A clearly outlined conflict
resolution process helps people confront each other when needed.

Role definition and allocation

We discussed in the previous chapter how self-managing
organizations have done away with rigid job descriptions and job titles.
Instead, every colleague has a number of roles that he has agreed and
committed to fulfill. How are these roles created? And how are people
appointed to new roles? In most cases, it happens organically without
much fanfare. Someone senses an issue or an opportunity that calls for a
new role. Say the receptionist notices that clients often call to ask about
technical data of certain products. Wouldn’t it make sense to put the
technical data on the website? The logical next step is to discuss the idea
with relevant people from product development and after-sales services.
Most likely someone will step forward and take on the role. In
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hierarchical organizations, with their silos and turfs, this question might
spark lots of debates and meetings regarding which department the job
belongs in, what budget and resources should be allocated, and on and
on. Here, someone simply steps forward and takes on the role.

Depending on their company culture and the industry they work
in, organizations can put different levels of formalism around the
process of creating roles. At FAVI, AES, Sun, and Buurtzorg, the process
is pretty informal; you might remember the story of Frank at FAVI who
created his own role as idea scout, or that of Shazad at AES who chose to
relocate to Pakistan to try to get a power plant going there. People
simply follow the advice process: they bounce the idea off the relevant
people that a role must be created (or modified or scrapped). Or they
simply discuss it in a team meeting.

Formalized contracting

Morning Star has created a somewhat more formal process to
define and allocate roles. Given the annual rhythm of the tomato
business, roles at Morning Star are formally discussed and determined
once every year. (Of course roles keep evolving during the year, and ad
hoc discussions to agree on changes of roles take place regularly.) As a
Morning Star colleague, you write a personal mission statement
(“Personal Commercial Mission” in Morning Star’s language) and spell
out all of the roles you commit to in a document called Colleague Letter of
Understanding (or simply CLOU). Roles at Morning Star are defined very
specifically, so you might well hold 20 or 30 different roles (one might be
receiver of tomatoes at the unloading station, another might be trainer of
seasonal whole peel sorters). For each role, you specify what it does, what
authority you believe you should have (act, recommend, decide, or a
combination thereof), what indicators will help you understand if you
are doing a good job, and what improvements you hope to make on
those indicators.

Why this level of formality and granularity? At FAVI and
Buurtzorg, colleagues don’t bother to write down roles in such detail,
nor to define performance indicators or targets for themselves. The
nature of nursing at Buurtzorg requires constant shifting and flexibility,
and so too does the type of small batch processing that happens at FAVI.
Turning tomatoes into paste, in contrast, is one long continuous process.
Trucks repeatedly dump in tomatoes on one side, and paste comes out in
aseptic packaging on the other. In what is essentially a low-margin
commodity business, the name of the game here is not flexibility but
continuous improvement to increase efficiency by one or two more
percentage points. In that context, it makes sense to define roles with
great granularity and to track performance indicators very closely.

In a continuous process like Morning Star’s, each person in the
chain receives tomatoes or paste in some form from someone upstream
and delivers them in another form to someone downstream. Therefore,
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colleagues at Morning Star chose to discuss the CLOUs, once written or
up-dated, not in a team setting (which most self-managing organizations
do), but in a series of one-on-one discussions with the handful of

— - colleagues up and down-stream that
The real organization chart in any people interact with most. People
company is a spider web of informal discuss and negotiate what’s written in
relations. Unfortunately, we insist , &

on forcing a pyramid structure onto each other's CLOU documents very
this web, which distorts the natural ~ Seriously—they want to make sure that

flow of work. people upstream commit to supplying

them with the right input, so that they
can in turn deliver to people downstream what they committed to. The
chart below shows a visual depiction of the web of commitments within
the company. Each dot represents a person, and the lines connect people
who are joined by a commitment made in a CLOU. Morning Star has no
organization chart. If it had one, this would be it.

Web of commitments at Morning Star

Actually, one could argue that every organization’s real structure
looks like this: an intricate web of fluid relationships and commitments
that people engage in to get their work done. Unfortunately, most organ-
izations force a second structure, the one with boxes piled up in pyramid
shape, on top of the first. No wonder it sits there so uneasily—it distorts
more than it helps the real work going on in the web of relation-ships
underneath.

Perhaps you noticed how many more lines there are in Morning
Star’s web than in a formal organization chart. The resulting structure
weaves into a fabric that is highly resilient, like a spider web. Notice too
how within such a system that there are no layers and thus no
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promotions. What happens is that people, as they grow in experience,
take on roles with larger responsibilities and offload simpler ones to new
recruits or more junior colleagues. People don’t need approval from a
boss to change roles, but consent from their peers. The implication is
profound, as one Morning Star colleague expresses:

The temptation to not be ourselves and look good in the eyes of a boss
is much diminished, as it is hard to constantly look good to a dozen
colleagues. We just give up even trying to play that game.8

In self-managing organizations, people don’t compete for scarce
promotions. You can broaden the scope of your work and increase your
pay if your colleagues are ready to entrust you with new roles. They will
grant you important roles if you’'ve developed your skills and have
shown yourself to be trustworthy and helpful. In self-managing
organizations, there can be internal competition, but it's a healthy type.
Chris Rufer uses a golfing analogy to explain:

When Jack Nicklaus was competing, was he concerned about
becoming an executive senior vice president golfer? No. He knew that if
he got good at it, he would achieve what everyone longs for: a sense of
accomplishment. He also knew accomplishment would give him an
income to enjoy the life he wanted. Moving up is about competency and
reputation, not the office you hold.?

Defining roles and governance within teams

At Morning Star, roles emerge from a series of one-on-one
commitments, a practice that is well suited for an industry with a
continuous process. In organizations where teams are the natural unit,
Holacracy provides perhaps the most elegant process to define roles and
help them evolve. Holacracy is not so much an organization as an
organizational operating model, a brainchild of American entrepreneur
Brian Robertson. In the 1990s, Robertson and two colleagues in the
Philadelphia area founded and developed Ternary Software, which
became a fast-growing software development company. The impulse for
starting a new company was Robertson’s deep dissatisfaction with
organizations he had worked in:

I had gone through a several year period of just feeling like there was
so much [in organizations] that was limiting our ability to express and to
contribute everything we have to offer, that wasn’t embracing ... our
whole range of skills and talents, and wasn’t allowing us to integrate
together in the most effective way that I could envision or imagine. I
wasn’t quite sure how to resolve a lot of those things but it was really a
spark of dissatisfaction that led to starting the software company: “My
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God there’s got to be a better way, there’s just got to be something better
than this.”10

Robertson and his two co-founders started experimenting
relentlessly with any organizational practice that sounded promising.
Where the ideas came from didn’t matter—inspiration was found in
places as different as agile software development, sociocracy, and David
Allen’s Getting Things Done. Anything that worked was kept; anything
that didn’t work was discarded. The almost daily new experiments with
different organizational practices were taxing, as Robertson recalls:

I think there was [at Ternary Software] a real appreciation for the
kind of culture where experimentation and change was embraced.
However, the actual experimentation process at the level we engaged in
to get to Holacracy was very taxing. Things would change under you:
one day we are doing it this way, the next day we'd completely change
something core, and the next day it’s yet different and we're always
running to catch up. The sense of lack of stability was huge, and for good
reason: there wasn't much stability in our processes and methods because
we were evolving them so damn quick. ...

There was a lot of pain in that organization from the continual
experimentation. It would have been so much easier just to say “we are
going to run this company in a conventional way”! To be very concrete,
there was a 12 month to 18 month period where we went through five
different salary systems, each one of which changed the way people were
paid, changed the level of pay, changed the way pay was calculated. ...
These were scary changes. Each system was better than the last, but that
didn’t change the impact of “oh my God everything is changing around
here continually.”1!

In time, from the crazy experimentation was distilled a
sophisticated and coherent set of structures and practices that Robertson
calls “Holacracy.” When Robertson hired a new management team and
exited Ternary Software, he created HolacracyOne, a consulting and
training firm dedicated to refining and spreading the practice of
Holacracy in organizations. He often uses a computer analogy to explain
what Holacracy is about:

Think about it as an operating system for an organization. Not a
technology, not a piece of software, but a social technology. Your
computer has an operating system ... [that] controls how communication
happens, how power works, how applications share resources and
information, the flow of work through that computer. Everything else is
built on top of that operating system.

And likewise in our organizations today, we have an operating system
that often goes unquestioned. Right now there is a bit of a monopoly on
the organizational operating system market, so to speak. We pretty much
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have one way we use to structure and run a business, ultimately. There
are some variations of course, but it really comes back to the same basic
underlying structure for how power works and how work gets done in
the company.12

Robertson and his colleagues at HolacracyOne have distilled a
generic minimum set of practices they believe are needed to “upgrade the
operating system.”13 All other practices are considered apps (that is,
applications that run on top of that operating system, to keep with the
analogy), which can be handled in many ways and need to be adapted to
each company.

One of the core elements of Holacracy, which can be found in all
self-managing organizations in this research, is to separate role from soul,
to break the fusion of identity between people and their job titles. In
holacratic language, people don’t have a job, but fill a number of
granular roles. Where Holacracy goes further than other organizations is
in the elegant process through which roles are defined.

When someone senses that a new role must be created, or an
existing role amended or discarded, he brings it up within his team4in a
governance meeting. Governance meetings are specific meetings where
only questions related to roles and collaboration are to be discussed,
separate from the rumble and tumble of getting work done. (Everything
that has to do with getting business done is discussed in what are called
“tactical meetings” with specific meeting practices.) Governance meet-
ings are held regularly—generally every month—and any member of a
team can request an extra meeting at any point in time. They follow a
strict process to ensure that everybody’s voice is heard and that no one
can dominate decision-making. A facilitator guides the proceeding.
Anybody who feels a role needs to be created, amended, or discarded
(called the proposer) can add it to the agenda. Each such governance item
is discussed in turn and brought to resolution with to the following
process:

1. Present proposal: The proposer states his proposal and the issue
this proposal is attempting to resolve.

2. Clarifying questions: Anybody can ask clarifying questions to
seek information or understanding. This point is not yet the
moment for reactions, and the facilitator will interrupt any
question that is cloaking a reaction to the proposal.

3. Reaction round: Each person is given space to react to the
proposal. Discussions and responses are not allowed at this
stage.

4. Amend and clarify: The proposer can clarify the intent of his
proposal further or amend it based on the prior discussion.

5. Objection round: The facilitator asks, “Do you see any reasons
why adopting this proposal would cause harm or move us
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backwards?” Objections are stated and captured without
discussion; the proposal is adopted if none surface.

6. Integration: If an objection is raised, the facilitator leads an
open discussion to craft an amended proposal that would
avoid the objection while still addressing the proposer’s
concern. If several objections are raised, they get addressed in
this way one at a time, until all are removed.

With this process, every month a team will typically adapt, clarify,
create, or discard one or several roles. The organization constantly
adapts and corrects, based on problems and opportunities people sense.
The process might sound formal, but people who use it report they find
it deeply liberating. There is no need for corridor talk, for politics, for
coalition building to get a change in roles. Anybody who senses the need
for something in the organization to change knows that there is a place
to take an idea and have it addressed. People who experience such a
meeting for the first time are surprised at how dramatically efficient it is.
It cuts through the sometimes endless, uncomfortable discussions we
have when we deal with the sensitive topic of roles and responsibilities.
In a single meeting, a number of changes of roles can be worked through,
one after the other.

In essence, Holacracy’s governance process is a variation of the
advice process. In this case, it's not one person that integrates people’s
advice into a decision, but the team that does it as a whole. It ensures
that no valid objection is overlooked, and it truly builds on the collective
intelligence of a team. You might have noticed how similar Holacracy’s
governance process is to the one nurses use at Buurtzorg when they
discuss important topics (see page 9). In both cases, the goal is to not to
aim for a perfect and definite answer, but to find a workable solution
and iterate quickly if needed. People don’t wait for perfect answers to
try out new arrangements and see how they fare. Roles evolve
organically, all the time, to adapt to changes in the environment.
Employees who are not used to such frequent change can find it taxing
at first. Over time, most end up loving it. When there is only one
promotion coming around every few years, people are ready to put up a
fight for it. When every month there might be some changes to roles
within the team, everybody is more relaxed. It's okay to sometimes forgo
a nice role for a while. Nothing is written in stone; new interesting roles
will come around.

Total responsibility

In hierarchical organizations, managers are responsible for deliv-
ering the numbers. Their area of responsibility is their turf. Just as they
won’t mess with somebody else’s business, other managers had better
stay out of theirs. In self-managing organizations, people have roles,
which come with clear areas of responsibility, but no turfs. No part of
the organization belongs to anybody. Many of the organizations
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researched for this book stress the opposite; they emphasize what
Morning Star calls “total responsibility”: all colleagues have the
obligation to do something about an issue they sense, even when it falls
outside of the scope of their roles. It's considered unacceptable to say,
“Somebody should do something about this problem,” and leave it at that;
if you see a problem or an opportunity, you have an obligation to do
something about it, and most often that “something” is to go and talk
about it with the colleague whose role relates to the topic.

Holacracy has pushed this principle so far as to define explicit
channels to make sure any “tension” (Holacracy’s word for issues and
opportunities!®) that anybody senses at any time can get processed
quickly and reliably. Depending on the type of issue, it can be brought to
either a “governance meeting” or a “tactical meeting,” each of which has
its specific decision-making processes.!6 Everyone is invited to process
any tension; “it’s not my problem” is not an acceptable attitude.

Total responsibility can sound daunting, but the experience of
Holacracy and Morning Star is that people grow to love it. People’s
concerns are no longer limited to their scope of responsibility; they can
take the well-being of the whole organization to heart. Of course, not all
team members cheer when a colleague comes and tells them they should
consider doing something about an issue. But in a self-managing
organization, people have roles, not turfs, and no one can formally shut
out a colleague by saying, “This is none of your business.”

Appointment process

In many cases, people’s work evolves organically over time—they
discard a few roles and take on another few. But sometimes there is a
whole new “job” that opens up. Given Buurtzorg’s explosive growth,
every few months a new regional coach is needed.

Or at Sun Hydrgulics, a new role might openupin ., cverybody has the
project engineering. Often, the appointment proc-  power to make decisions,
ess is very organic; in time, a person emerges that the urge to climb the
team members entrust with the role. When Zobrist ladder recedes.

retired from his position as CEO of FAVI in 2009,
one of the team leaders had emerged as a natural successor. No other
team leader seems to have eyed the job; certainly, no one left in
bitterness or disappointment. Leading up to the succession, there was no
political jockeying and no infighting, and there was no settling of scores
from the new leader after his appointment. The same is true of the other
CEO transitions that took place in the organizations researched for this
book. Perhaps it boils down to this: when employees are empowered to
make all the decisions they want, the urge to climb the ladder recedes.
When needed, a more formal discussion process can be put in
place. At Sun Hydraulics, for instance, when a new job is created or an
existing job becomes available, an internal recruitment process takes
place: candidates are interviewed by the colleagues who will work most
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closely with them. At FAVI, Zobrist instituted another nifty practice—a
confirmation process. Every five years, he asked the team leaders to
organize a vote in their teams to decide if he should stay on as the CEO
of the organization. As we will discuss in chapter 3.1, it is critical that
CEOs play by the same rules as everyone else, or self-management can
unravel quite quickly. Zobrist of course expected his colleagues to speak
up on the spot were he ever to behave autocratically. The formal vote
was meant to remind workers that they have the power to make any
decision, including removal of the CEO.

Trading roles

Because roles in self-managing organizations are defined
granularly, it can be quite easy to trade roles within a team. A person
that is very busy can ask colleagues to pick up one of her roles, tempora-
rily or permanently. A team member that wants to learn a new skill can
ask a colleague to trade a corresponding role toward that end.

To make it easy to trade roles across teams as well as within them,
HolacracyOne has set up a company-wide Role Market Place (in hola-
cratic language, this is an “app;” it's not part of the basic operating
system). On the company’s intranet is a file where colleagues can “rate”
every role they currently fill, using a scale of -3 to +3:

+  If they find the role energizing (+) or draining (-)

+  If they find their talents aligned (+) or not (-) with this role

« If they find their current skills and knowledge conducive to (+) or
limiting in (-) this role

Using the same scale of -3 to +3, people can also signal their
interest in roles currently filled by other people. The market place helps
people wanting to offload and people wanting to pick up roles to find
each other more easily.

Talent management

In the last 20 years, it's become a general practice in large corpora-
tions to set up talent management programs. Managers throughout the
company are asked to identify high potentials, which HR puts on special
training tracks and provides with stretch assignments to prepare them for
higher offices. Succession planning is another best practice in human
resources—for every management position throughout the company,
possible successors must be identified and groomed to be ready to take
over. And then there is career planning. For every type of profile, HR
should think through the best career paths that expose people to the
right set of skills as they make their journey up the management ranks.

In self-managing organizations, leadership is distributed, and
there are no leadership roles to prepare people for. None of the organi-
zations in this research spends time on talent management, succession
planning, or career planning. They have found that in a self-managing
context, people naturally come across so many opportunities to learn
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and grown that senior leaders don’t need to worry about people getting
the right exposure. People who have freedom in their work are eager
learners; they can be trusted to shape their own journeys. Careers in self-
managing organizations emerge organically from people’s interests,
callings, and the opportunities that keep coming around in a liberated
workplace.

Performance management at the team level

How does performance management work in a self-managed
context? In today’s organizations, it's the role of bosses to keep the
pressure on employees and to prevent them from slacking off. Top
management sets ambitious targets in the company’s yearly budgets and
mid-term plans, and these targets then cascade down the organization.
It’s part of a leader’s role to always challenge subordinates to do more,
to do it faster, to do it cheaper.

In self-managing organizations that have no managers to keep up
the pressure, what prevents teams from getting complacent? The short
answer: intrinsic motivation, calibrated by peer emulation and market
demands.

The better question, though, might be: what makes us think that
people need to be put under pressure to perform? Research shows that
when people pursue a meaningful purpose, and when they have the
decision-making power and the resources to work toward that purpose,
they don’t need pep talks or stretch targets.’” Unfortunately, in many
traditional organizations, people work under the opposite circum-
stances; they don’t see much purpose in their work, and they feel
restricted in their potential for self-expression by rules and bosses. No
wonder they lose interest and must be pressured to give 100 percent.

Imagine working as a nurse in a traditional
Dutch neighborhood nursing organization: When people have the decision-
every morning, you receive a plan with 30 making power and the resources
appointments with patients you don’t fo worl;htowgrd’? me»:imngftullk
know, put together by a planner you don’t P R g e

or stretch targets.

know. You are given exact time slots (10

minutes for an injection with the first patient, five minutes to change the
compression stockings for the second patient, and so on). Patients are
unhappy with you because you hurry them, and meanwhile you know
that if you were to take more time, you'd have to explain yourself,
because the time registration system keeps track of everything you do.
The work is so mindless that you would be forgiven for wanting to slack
off.

Now imagine what a day might be like working at Buurtzorg: you
are part of a team that is known and respected in the neighborhood. You
have made your own plan for the day. You will see 10 patients with
whom you’'ve developed a relationship. You know their life stories and
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medical histories. You might have met their children and neighbors and
helped arrange a network to encourage your patients to regain more
autonomy. You cheer when you see them making progress, and you
stand by their side when they reach the end of their days.

People working in these conditions, Buurtzorg has found, don’t
need a boss to motivate them. More often than not, it’s the other way
around—nurses are so deeply engaged in their work that they must
remind each other to set boundaries and not to let work overrun their
private lives. More generally, experience shows that self-governing
teams in pursuit of a meaningful purpose don’t need prodding from
above. If people stop working with enthusiasm and productivity drops,
it is generally the symptom of a problem that needs addressing—for
example, relational problems in the team or roles that need to be
reallocated. Resolve the problem and spirits are restored.

People don’t need pressure from above, but they still need to get a
sense of whether they are doing well. Self-managing organizations
measure indicators like team results, productivity, and profit, just like
other organizations—except that they mostly tend to do so at the level of
teams or process steps, and they don’t bother to measure individual
performance (contrary to most of today’s organizations that believe in
individual incentives and therefore need individual metrics). The data is
made public for all to see, creating emulation, a healthy form of peer
pressure. When teams perform similar tasks—like the nursing teams at
Buurtzorg or the automotive teams at FAVI—results are easy to com-
pare. In a glance, a team in Buurtzorg can know if it is at the bottom or
the top of the league in terms of, say, productivity. Teams at the bottom
are motivated to improve out of pride; they don’t need a boss to discuss
how they could improve.

In traditional organizations, many people would consider such
total transparency about results to be brutal. All depends on how
information is handled. In today’s organizations, bad results prompt
fears (and good results provoke envy or suspicion). Who gets to see
what data is a very touchy subject. In self-managing organizations,
people know that information will not be used against them. No one
needs to be protected from the facts, good or bad.

What about organizations where teams don’t do comparable
work? At Morning Star, teams engaged in “tomato sorting,” “steam
generation,” or “packaging” don’t share metrics that would help them
compare themselves. To help teams nonetheless get feedback on their
performance, the company has come up with an interesting practice:
every year in January, teams present a self-evaluation to a group of
colleagues, which comprises Chris Rufer (the founder and president)
and anyone else who cares to join. They are expected to talk candidly
about what went well and what didn’t, how effectively they used
company resources, and what they plan to do in the next year. It's not a
superficial effort; each presentation lasts for a few hours, and teams can
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expect challenging, sometimes grilling questions from their colleagues.
In the course of a month, all teams make presentations; teams that
haven’t performed well have received much input from their peers and
know they have homework to do.’® Morning Star’s budget and invest-
ment cycle also offers another opportunity for peer review. Every year,
each team presents its investment plans to a panel of peers for advice.
Teams that are not performing well are likely to be challenged as to
whether spending money is really the best way to fix their problems.

Individual performance management

In self-managing organizations, performance and outcomes are
discussed foremost at the team level: Are we collectively doing a good job
contributing to the organization’s purpose? Most people nevertheless still
look for feedback about their individual performance. Psychologists
have come across an interesting phenomenon: a person put in a sensory-
deprivation room (a so-called anechoic chamber, a room designed to
dampen all sound and block out light) after only a short amount of time
reports experiencing visual hallucinations, paranoia, and a depressed
mood.!? Put simply, without outside stimulus, we go mad. I believe
something very similar happens when we are deprived of feedback
related to our work. Our egos may be wary of feedback, but we are
relational beings that thrive on honest feedback. I've seen organizations
where no feed-back is ever exchanged “go mad” because of it. People
judge others behind their backs, only to wonder nervously what others
might be saying when they have their backs turned. In places like these,
every word, every silence, every raised eyebrow, is scrutinized for
unspoken judgments.

Self-managing organizations are high on trust and low on fears.
Feedback in such environments feels less threatening, and most
organizations in this research are places where colleagues exchange
feedback frequently. In some of them, new recruits are trained in
Marshall Rosenberg’s Nonviolent Communication and in effective ways
to give feedback. Of course, the advice process is a formidable feedback
mechanism built right into the fabric of daily life in these organizations.

Because feedback is exchanged so freely, some organiza-
tions—FAVI, for instance—don’t hold any formal appraisal discussions.
But colleagues in most organizations in this research still see value in
taking the time, once a year, to reflect on their performance at work. Of
course, instead of a boss doing the appraisal, they put in place peer-
based systems:

+ At Morning Star, people receive feedback at the end of every year
from each of the persons they have committed to in their CLOU.

+ At AES, Dennis Bakke installed a beautiful practice of team
appraisal with his closest peers. They got together once a year,
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often over dinner in one of their homes to make for a relaxed,
informal setting. Every person in turn shared his or her self-
evaluation. Other team members commented, questioned, or
encouraged each other to reach a deeper understanding of their
potential and performance.

+ At Buurtzorg, the rules of the game (see page 12) simply stipulate
that every year, each team is to hold individual appraisals within
the team, based on a competency model that the team has
designed. Each team decides what format it will use for their
discussions. A team I spent time with decided to exchange
feedback in subgroups of three colleagues. Everyone prepares a
self-evaluation as well as feedback for the other two colleagues in
the trio, so people can measure their self-perception against their
colleague’s perceptions.

Traditional performance evaluations can be dispiriting affairs.
Often we don’t recognize ourselves in the feedback because our boss
only has a narrow view of our work (or sometimes because he tells us
everything is all right, just to get the uncomfortable moment over with).
With more input from more peers, we get a more meaningful reflection
of our contribution. There is another reason why so many appraisal
conversations feel lifeless: they tend to be very narrow discussions,
sticking to some preformatted evaluation grid, neglecting to inquire into
broader questions of the person’s selfhood—their hopes, dreams, fears,
yearnings, and sense of purpose in life. We will discuss in chapter 2.5
how a few simple questions can turn appraisal conversations into
moments of joyful and soulful introspection (see page Error! Bookmark
not defined.).

Dismissals

“What happens when someone does a lousy job, when someone
needs to be fired?” is a question people often ask when they hear about
self-management. If there is no boss, can low performers just hang on
forever? What if someone is a pain and makes the workplace hell for
others? Will he just be allowed to stay on? Self-managing organizations
of course face such situations occasionally and have put processes in
place to deal with them, processes that don’t rely on a hierarchy but on
peer-based mechanisms.

Before we go into these processes, though, let’s start by saying
that in practice, these cases prove to be surprisingly rare. In traditional
workplaces where a job is a box in an organization chart, there is little
flexibility: you are either a good fit for the job or you are not (in reality of
course, you are probably a bit of both), and so you should either be
allowed to stay in the job or asked to move on. In self-managing
organizations, people can more easily customize a job for themselves at
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which they excel. A person with “performance issues” might shed one or
several roles in which she fails to deliver and take up other roles that
better match her skills, interests, and talents.

But some people just don't fit in, or they perform below what their
colleagues expect of them. In a traditional organization, a boss or the HR
department can decide to give them a

bad review and to dlsm}ss them for Despite the American myth, I cannot be
low performance, rather like a teacher o1 do whatever I desire. ... Our created

has power to decide a child’s future in natures make us like organisms in an
the school. And so it's perhaps not ecosystem: there are some roles and
surprising that people being dis- relationships in which we thrive and

missed react like children being told e e it

they failed to make it to the next Parker Palmer

grade—they feel like a failure, treated

unfairly; they blame circumstances and nurture resentment. In this
research, I encountered an interesting phenomenon: in self-managing
organizations, it seems that almost universally, people choose to leave
before they are dismissed. Only in the rarest cases is the company
saying, “That’s enough.” How come? The dynamics of self-management
give people natural clues that they might not be in the right place. At
Sun Hydraulics, an engineer might notice that somehow little work
comes his way—few colleagues spontaneously ask him to join their
projects or solicit him for advice. At Buurtzorg, a nurse will feel in her
interactions with colleagues that she doesn't fit the team, or that self-
management doesn’t suit her after all. There are currently 250 nurses
joining Buurtzorg every month and 25 that leave each month, once they
have been there for a while and realize it wasn’t meant to be. Almost
always, the departure happens by mutual consent, on a friendly basis.

This does not change the fact that on a personal level, the process
can be painful. The self-managing context nevertheless helps people
realize that no one is to blame; they are perhaps simply not meant for
this particular work. How we react to an event such as a dismissal
depends on our perspective on life. Today, it is often experienced as a
traumatic blow to the sense of self-worth. Self-managing organizations
invite people we can hold the event more consciously: a door closes,
perhaps painfully at first, in order for another door to open down the
line that might bring us closer to our path in life. We can see it as an
invitation to reflect on the real nature of our strengths and talents and
discover what other work might better suit us. We learn, grow, and
move on.

What about forced dismissals? Though rare, they do happen—for
instance, when someone breaches the company values. In the absence of
dominator hierarchy, the process is peer-based. At Buurtzorg, when one
person has lost the trust of the team, the team tries to find a mutually
agreeable solution. If that doesn’t work out, the group calls in its
regional coach or an external facilitator to mediate. In almost all cases,
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the presence of a mediator brings resolution. In some cases, the person
and the team decide on some mutual commitments and give it another

- go. In others, after some deliberation,
In retrospect, I can see in my own the person comes to see that trust is
life how the job I lost helped me find  j1ayocably broken and understands it
work I needed to do ... how losses is ti to 1 If t b
that felt irredeemable forced me to 15 time to leave. lf no agreement can be
discern meanings 1 needed to know. found, as a last chance to try to settle

Parker Palmer the matter, the team members can ask

Jos de Blok, the founder, to mediate; in
the rare cases where even that fails, they can ask him to put an end to the
person’s contract (legally, he is the only one who can do so).

At Morning Star, the process is almost identical, except that it is
initiated by an individual rather than a team (at Morning Star, people
aren’t embedded as deeply in teams). Morning Star views a dismissal as
the final step in a conflict and therefore uses its conflict resolution
mechanism to deal with the situation. The process starts when one
person asks another to leave the organization. Suppose that someone
finds that a colleague has fundamentally breached a company value
(perhaps the person made an important decision without requesting
advice from colleagues) or that a colleague is failing time after time to
live up to his commitments, despite a number of previous attempts to
improve the situation. She can initiate a conflict resolution process,
asking her colleague to resign. The four-stage process kicks in:

« In a first phase, they have to sit together and try to sort it out. In
the discussion, the person asked to leave can suggest ways to
restore trust. Or perhaps he will come to see that he has irrevoca-
bly lost the trust of his colleagues and that he is better off looking
for work elsewhere.

« If they can’t agree on an outcome, another colleague is called in as
mediator.

+ Ifnecessary, in a third step, a panel of colleagues is asked to mediate.

+ Asalast resort, Chris Rufer, the founder and president, is asked to
join the panel.

People asked to mediate or sit on a panel take their role very
seriously. Morning Star’s principle of not using force against anyone is at
stake. They are not a jury, passing a verdict on a colleague. Their role is
to explore every possible way to restore trust in the relationship. The
process can take a long time if needed. Only when the person who has
been asked to leave sees that colleagues genuinely tried to find a solu-
tion, and that none could be found, will he come to accept that resigna-
tion is the reasonable outcome. Therein lies the power and legitimacy of
the process.

How often do people leave Morning Star after such a process? No
one knows. Because Morning Star views this as a private conflict
between two persons, everyone is under the understanding of full
confidentiality (as is always the case with the conflict resolution
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mechanism), and no one keeps statistics. But the process clearly does get
used in practice: some of the more senior colleagues I've spoken to told
me that they have been part of a handful of panels over the years.
Having been part of such panels, they are keen advocates of the method.
The discussions in the panel are never easy, they report, but they do help
people reach fair and reasonable outcomes.

Compensation and incentives

What about compensation and incentives in self-managing
organizations? Here again, they deeply question standard management
practices and come up with different methods; these include the process
to decide who deserves how much pay (people set their own salaries,
with guidance from their peers), how people are incentivized (incentives
distract people from their inner motivation, so we are better off without
them), and what type of salary differences are deemed acceptable
(people at the lower end of the scale should make enough to have their
basic needs met).

Peer-based processes and self-set salaries

In the absence of bosses, the process to determine who gets to take
home how much money must be peer-based. W. L. Gore, the company
best known for developing Gore-Tex fabrics, pioneered self-manage-
ment practices in the late 1950s. To decide on people’s salaries, it asks
each employee to rank, once a year, the colleagues they have worked
with. HolacracyOne uses a similar ranking method. Once a year, co-
workers fill out a survey for all their colleagues, consisting of only two
questions:

«  “This person contributes (much) more or (much) less than me.”
(On a scale of -3 to +3)
+  “This person has a good basis to evaluate me.” (On a scale of 1 to 5)

A simple algorithm crunches through the answers and groups
colleagues into a few salary buckets. The more experienced, knowl-
edgeable, and hard-working people land in the higher buckets that earn
bigger salaries; the more junior, less experienced colleagues naturally
gravitate toward buckets with lower salaries. The process is simple and
easy to understand. It has the benefit of fairness. When it’s not just one
person (the boss), but all the colleagues we interact with informing the
process, the resulting salary is likely to be a fairer reflection of our contri-
bution.

Some organizations go a step further: they allow people to set
their own salary. AES, under Dennis Bakke, experimented in certain
areas with a radical version of a peer-based process. People set their own
salary, using the advice process—they had to seek advice and
recommendation from their peers around them. In that way, people
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were made fully responsible for assessing their own contribution and
validating it in the eyes of the colleagues. Semco, a Brazilian group of
companies operating in various manufacturing and service industries,
has fared well for a great number of years with self-set pay.20

Morning Star has developed, to my knowledge, the most refined
process: self-set pay with feedback from elected salary committees. If
you work at Morning Star, then once a year, along with all your
colleagues, you write a letter stating the raise in salary you believe to be
fair for yourself and why. In an uneventful year, you are likely to stick
with a cost-of-living adjustment. But if you feel you have taken on more
challenging roles or made special contributions, you can choose a higher
percentage. You back up the letter with the peer-based feedback you
received from your CLOU colleagues (the people with whom you
concluded one-on-one contracts a year earlier) and any relevant data on
performance indicators you are responsible for. You then share your
letter with a handful of colleagues that were elected into a compensation
committee (there is one such committee in each of the company’s four
locations). The committee’s job is to review all the letters it receives,
calibrate them, and provide feedback. It might tell you that you've been
too humble about your accomplishments and that you should consider
going for a bigger raise. Or it might tell you that, in comparison to your
peers, the salary increase you granted yourself seems on the high side.
The committee has only advisory power. You can choose to take the
committee’s feedback into account or to keep the raise you had set
originally (in which case the committee might choose to enter into a
“Gaining Agreement” process with you2!). Morning Star’s experience is
that people prove to be remarkable skillful at assessing a fair
compensation for themselves. In any given year, roughly a quarter of
people choose salary increases above the cost-of-living adjustment. Only
a handful of people throughout the company receive feedback that they
might have aimed too high.

In small organizations, the process can be simplified. All
colleagues can come together for a meeting to discuss and honor their
contribution and decide on the appropriate salary levels for every
person in turn. Realize!, a four-person partnership in the field of organi-
zational development consulting based in Amsterdam, the Netherlands,
sets salaries in this way. (The company, which works with Holacracy’s
principles and practices, attracted some attention when two of its
partners participated in the launch of a thought-provoking podcast
series called “Waking up the Workplace.”) Each quarter, the four
partners come together for a much-anticipated discussion. The meeting
starts with a traditional business update—discussing client activity,
prominent events, and key figures for the last quarter. Then comes the
beautiful (and sensitive) part: each partner in turn shares his perspective
on his contribution during the last quarter, including work he has done,
projects he has led, and support he has given to others. While one
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partner speaks, the others can chime in to add any unreported
contributions, offer praise, or ask a critical question. When the group is
done and feels that everyone’s contribution has been heard and honored,
each person pauses to reflect in silence about compensation. How could
the earnings from the last quarter be shared among the partners in a way
that reflects everyone’s contribution? At some point, one partner breaks
the silence with a proposal. Sometimes, the proposal feels just right and
gets accepted on the spot. More often, it is a basis for a discussion: I feel
my contribution here or your contribution there deserves a higher recognition.
How exactly the cash will be split, the partners acknowledge, is
ultimately not what this conversation is about. The discussion serves a
higher purpose: making sure everybody feels his or her contribution is
fully valued, that the inner and outer perspectives (what I know and
what others perceive) are in sync. It is an exercise in openness, trust, and
vulnerability. The four partners report that invariably they go into the
discussion with some nervousness and leave the meeting with a deep
sense of gratitude (and spontaneous collegial hugs) for being part of a
partnership that operates from such deep levels of listening and trust.

No incentives, but company-wide bonuses

How people think about incentives is often directly linked to their
worldview. Unions hold that people should be paid according to their
rank, with no performance incentives (“same work, same pay”). Most of
today’s management thinking believes that people can be lured to work
hard and smart if given the right individual incentives. Proponents of
values-based organizations are uncomfortable with the competitive
nature of individual incentives and high wage differentials. The prefer
team bonuses to reward collaboration.

What about organizations in this research? They seem to value
intrinsic over extrinsic motivators. Once people make enough money to
cover their basic needs, what matters more than incentives and bonuses
is that work is meaningful and that they can express their talents and
callings at work. For that reason, most of the organizations in this
research have done away with incentives altogether. Almost all
organizations studied here have abandoned the practice of individual
incentives. They feel it's a rather sad image we have of people if we
believe that their primary motivation is the size of the carrot we dangle
in front of them. In his book Drive, Daniel Pink concludes from a great
amount of research on the matter that in today’s complex work settings,
incentives are mostly counterproductive, reducing rather than enhancing
people’s performance. Yet, in the world of business, doing away with
individual incentives is still rather revolutionary—sales people without
sales targets and sales incentives? This process is what all the companies
in this research have opted for. CEOs without bonuses and stock options?
All but one of the organizations have done away with them.
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Values-based organizations that insist on the importance of
empowerment often work with team incentives: teams that achieve
outstanding results receive a bonus to be shared equally among all team
members. Most organizations in this research have abandoned even that
kind of incentive scheme. Instead, at the end of very profitable years,
they choose to share some part of the profit with all employees (in some
cases everyone receives the same fixed percent of base salary, in others
everyone receives the same fixed amount).22 At FAVI, for instance, all
employees, regardless of their base salary, receive the same bonus when
the profits are high. In 2011, everyone came home with an extra €3,000
($4,000) at the end of the year.

Reduced compensation inequality

The dominant thinking in business today is that to achieve results,
people must be motivated by individual incentives. This thinking has
created rather extraordinary wage inequalities in recent years. And,
unsurprisingly, it has turned out to be a good deal for the leaders who
advocate this practice: CNNMoney calculates that in 2011, the CEOs of
Fortune 50 companies took home on average a staggering 379 times the
median pay of employees in their company?? (the multiple would be
even higher when compared to the lowest paid employee).

Most of the organizations researched for this book strive to reduce
the salary differentials that are practiced in their industry—boosting
lower salaries, while keeping higher salaries in check. A particular point
of attention seems to be to ensure that the lowest paid employees make
enough money to cover their basic needs (in keeping with Maslow’s
insight that people can only reach for self-actualization if their basic
needs are met).

AES, like FAVI, eliminated hourly wages for operators and
offered them fixed salaries. It erased the distinction between blue- and
white-collar workers; all AES colleagues, including operators, were com-
pensated based on the same principles. Dennis Bakke explains some of
the consequences:

When we started this change in AES compensation policy, only 10
percent of our people worldwide were paid a salary. The other 90 percent
received hourly wages and overtime. By the time I left in 2002, over 90
percent of 40,000 people in 31 countries were paid a salary, just like the
company’s leaders. It was a giant step in breaking down barriers between
management and labor and in bringing us together as AES business
people. On average, people were paid about the same amount of money as
before but spent less time at their plants and offices. There was no reason
to take four hours on a Saturday morning to make a repair instead of
staying an extra hour on Friday evening to get it done. In most cases,
employees took more responsibility, initiative, and pride in their work.
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The most important result was the self-respect that it engendered among
AES people.?

RHD, a nonprofit we will meet in the next chapter, holds the
principle that when there is room for salary increases, they should be
disproportionately geared toward the lowest salaries first. The CEO’s
salary is capped to a maximum of 14 times the lowest salary in the
organization. You can argue about the multiple—is it too high or too
low?—but notice the clever twist RHD introduced by capping the
highest salary not based on the average or median salary, as some
organizations have started doing, but on the lowest. It's now very much
in the CEO’s and the leadership’s own interest to ensure that even the
colleagues with the lowest qualification earn enough for a decent living.
Next to this direct focus on entry-level salaries, RHD has set up a
scholarship fund to offer staff members opportunities to pursue formal
education and increase their earning potential. And it has instituted a
companion currency, the RHD Equal Dollar, that allows lower-paid
colleagues to increase their access to goods and services by trading with
each other and with their local community.

Paying blue-collar employees salaries instead of hourly wages and
capping CEO pay might sound revolutionary to some, but I wonder if
the future will not bring even more profound changes. Today, salaries
are determined in large part by the law of supply and demand. The
organizations in this research have often done away with the pyramid,
but a phantom pyramid still exists in terms of pay—people whose roles
involve larger issues get paid more than people whose roles are more
narrow. Some people argue that this is fair and desirable; those who
contribute more to an organization’s purpose should be paid more.
Another perspective is that all colleagues are fundamentally of equal
worth and that all work done with love and dedication is to be honored
equally, be it strategic thinking or scrubbing the floors.2> Perhaps people
scrubbing the floors should be paid more, not less, if people find it a less
desirable task. How we think about compensation is ultimately about
much more than cash—it reveals much about our relationship to money,
to scarcity and abundance, and to what we value in people and in
ourselves. To what extent we will keep basing salaries on the law of
supply and demand, as society as a whole transitions to another stage of
consciousness, is anyone’s guess.

Strategy as an organic process

The way self-managing organizations go about strategy turns the
typical strategy process on its head. In traditional corporations, strategy
is decided at the top. It's the domain of the CEO and the management
team (supported in large corporations by a strategy department, a Chief
Strategy Officer, or outside consultants). At regular intervals, a strategy
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process produces a thick document that sets out a new direction. The
plan, and the change projects to put them in place, are then
communicated top-down to the organization, often with some “burning-
platform” message: we need to change, or else ...

None of the organizations I have researched had a strategy in the
form of a document that charts out a course. Instead, people in these
companies have a very clear, keen sense of the organization’s purpose
and a broad sense of the direction the organization might be called to go.
A more detailed map is not needed. It would limit possibilities to a
narrow, pre-charted course.

With the purpose as a guiding light, everyone, individually and
collectively, is empowered to sense what might be called for. Strategy
happens organically, all the time, everywhere, as people toy with ideas
and test them out in the field. The organization evolves, morphs,
expands, or contracts, in response to a process of collective intelligence.
Reality is the great referee, not the CEO, the board or a committee. What
works gathers momentum and energy within the organization; other
ideas fail to catch on and wither.

Innovation

In traditional companies, innovation tends to happen in a top-
down fashion. There are budgets, stage gate processes, and people at the
top decide which opportunities seem promising and worth pursuing.

Self-managing organizations can tap into a much broader source
of innovation: the entire workforce. Anyone can sense an opportunity
and act on it, using the advice process.

There is a word that often comes up with self-managing
organizations: sensing. We are all natural sensors; we are gifted to notice
when something isn’t working as well as it could or when a new
opportunity opens up. With self-management, everybody can be a
sensor and initiate changes—just as in a living organism every cell
senses its environment and can alert the organism to needed change. We
cannot stop sensing. Sensing happens everywhere, all the time, but in
traditional organizations, the information often gets filtered out. Only
the signals sensed at the top are acted upon, but unfortunately these
signals are often distorted and far removed from reality on the ground.
Holacracy’s Brian Robertson uses a powerful analogy to talk about
organizations filtering people’s ability to sense their environment:

A transformative experience [happened] for me when I nearly crashed
an airplane. I was a student pilot, and shortly into a solo flight my “Low
Voltage” light came on. Every other instrument was telling me “all is
well,” so I ignored it, just like we do in organizational life all the time,
when one lone “instrument” (a human) senses something that no one
else does. Ignoring a key instrument proved to be a very bad decision
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when flying an airplane and helped catalyze my search for organizational
approaches that didn’t suffer from the same blindness—how can an
organization fully harness each of us [as] human instruments, without
“outvoting the low-voltage light”?26

A story can help illustrate how this works in practice. Two nurses
on a Buurtzorg team found themselves pondering the fact that elderly
people, when they fall, often break their hips. Hip replacements are
routine surgery, but patients don’t always recover the same autonomy.
Could Buurtzorg play a role in preventing its older patients from falling
down? The two nurses experimented and created a partnership with a
physiotherapist and an occupational therapist from their neighborhood.
They advised patients on small changes they could bring to their home
interiors, and changes of habits that would minimize risks of falling
down. Other teams showed interest, and the approach, now called
Buurtzorg+, has spread throughout the country.

The two nurses sensed a need, and with the power of self-
management acted upon it. Self-management helped the idea to spread.
Any team interested in Buurtzorg+ can sign up for a training event that
teaches them the basics of how the concept works and how to create
such a partnership in their neighborhood. In a traditional organization,
the low-voltage light might well have been ignored. Who knows
whether their idea would have made it through the layers of manage-
ment to reach the committees that have the authority to sign off on and
fund such an initiative? And even if top management had endorsed the
idea, a top-down decision to implement Buurtzorg+ countrywide might
have felt like an imposition to the teams, who might have resisted the
initiative or dragged their feet.

In a self-managing organization, change can come from any
person who senses that change is needed. This is how nature has worked
for millions of years. Innovation doesn’t happen centrally, according to
plan, but at the edges, all the time, when some organism senses a change
in the environment and experiments to find an appropriate response.
Some attempts fail to catch on; others rapidly spread to all corners of the
ecosystem.

Planning, budgeting, and controlling

Self-managing organizations’ approach to planning and
budgeting departs quite radically from what is considered best practice
in traditional management thinking. Instead of trying to predict and
control (the goal behind all planning and budgeting practices), self-
managing organizations can try to sense and respond. Brian Robertson
from Holacracy uses a powerful metaphor to contrast the two
approaches:
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Imagine if we rode a bicycle like we try to manage our companies
today. It would look something like this: we’d have our big committee
meeting, where we all plan how to best steer the bicycle. We'd fearfully
look at the road up ahead, trying to predict exactly where the bicycle is
going to be when. ... We’d make our plans, we’d have our project
managers, we’d have our Gantt charts, we’d put in place our controls to
make sure this all goes according to plan.

Then we get on the bicycle, we close our eyes, we hold the handle bar
rigidly at the angle we calculated up front and we try to steer according
to plan. And if the bicycle falls over somewhere along the way ... well,
first: who is to blame? Let’s find them, fire them, get them out of here.
And then: we know what to do differently next time. We obviously
missed something. We need more upfront prediction. We need more
controls to make sure things go according to plan. ...

Our underlying management paradigm today is based on trying to
predict and control. And the challenge with that: it often gives us more
illusion of control than real control. And we do want real control.
Holacracy tries to bake into the core of the organization a paradigm shift
to a steering modality we call dynamic steering, which is based not on
predict and control, but on sense and respond.

When you are actually riding a bicycle, steering is not something you
do once upfront; it’s something you do in continuous flow, with micro
increments all the time, and you do it consciously, you do it based on
opening your eyes, taking in data in multiple ways. You've got your
balance, your heading, you've got your senses fully at play by staying
present in the moment, sensing your reality and consciously choosing
your response at every moment. It’s not directionless, you still have a
purpose pulling you forward, and in fact you are more likely to maintain
control towards expressing your purpose by being conscious and present
in every moment.

The deep challenge here: it requires letting go of our beautiful illusion
of control, our comforting illusion of control. The illusion that we've
done our job as leaders: we've done all the analysis, we've got the plan,
things are going to go according to plan, we are in control. It's a much
higher bar, and a much scarier standard to let go of those illusions, to get
clear on purpose and to stay conscious and present in every moment.2”

FAVI uses another metaphor that hints at the same underlying
paradigm shift. The traditional practice in organizations, says FAVI, is to
look five years ahead and make plans for the next year. FAVI believes
we should think like farmers: look 20 years ahead, and plan only for the
next day. One must look far out to decide which fruit trees to plant or
which crops to grow. But it makes no sense to plan at the beginning of
the year the precise date for harvest. As hard as we try, we cannot
control the weather, the crops, the soil; they all have a life of their own

78 M-Prize ® How self-management works

beyond our control. A farmer who would stick rigidly to plan, instead of
sensing and adjusting to reality, would quickly grow hungry.

What does this mean in practice for organizations? How can they
learn to sense and respond?

Workable solutions, fast iterations

The paradigm of predict and control naturally prompts us to look
for perfect answers. If the future can be predicted, then our job is to find
the solutions that will reap the best results in the future we foresee.
Predictions are valuable in a complicated world, but they lose all rele-
vance in a complex world. Jean-Francois Zobrist at FAVI found insightful
metaphors to explain the difference. An airplane like a Boeing 747 is a
complicated system. There are millions of parts that need to work together
seamlessly. But everything can be mapped out; if you change one part,
you should be able to predict all the consequences. A bowl of spaghetti
is a complex system. Even though it has just a few dozen “parts,” it is
virtually impossible to predict what will happen when you pull at the
end of a strand of spaghetti that sticks out of the bowl.

Making predictions gives us a comforting sense of control. But the
reality is that organizations and the world we live in have become
complex systems. In such systems, it becomes meaningless to predict the
future, and then analyze our way into the best decision. When we do, out

of habit, we only waste energy and time
producing an illusion of control and
perfection. Self—mfmaglng organizations It complex systems, we need
can make peace with a complex world in workable solutions and fast
which perfection eludes us. They shoot iterations.

In complicated systems, we can try
to figure out the best solution.

explicitly not for the best possible decision,
but for a workable solution that can be implemented quickly. Based on
new information, the decision can be revisited and improved at any
point.

These principles are at the heart of lean manufacturing and agile
software development, two approaches that have revolutionized their
respective fields. Holacracy’s governance process and Buurtzorg’s
decision-making process show that they can be embedded in all
departments of an organization. In both cases, if there is a workable
solution on the table—“workable” meaning a solution that nobody
believes will make things worse—it will be adopted. Decisions are not
postponed because someone thinks more data or more analysis could
result in a better decision. The decision can be reviewed at any time if
new data comes up or someone stumbles on a better idea.?® Coming back
to the analogy of the bicycle: instead of trying to calculate the perfect
angle, the rider gets on the bike straight away, starts with an angle that
seems about right, and then keeps adjusting to get to the destination.

Companies that work this way, that make many fast iterations
instead of a few mighty leaps, progress much faster and much more
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smoothly toward their purpose. No energy is wasted figuring out the
supposedly best decision; no time is wasted waiting for more data and
more certainty before making decisions. Just as important, when
decisions are small and we are used to revising them often, it also
becomes much easier to correct a decision that proves mistaken.
(Whereas when we have invested much effort in defining the best
solutions, we become attached to them and stick with them much longer
than needed when things don’t turn out as planned). In the end,
paradoxically, we feel safer in a world where we give up the illusion of
control gained from predicting the future and learn to work with reality
as it unfolds.

No targets

Self-managing organizations, by definition, don’t set any top-
down targets. You might remember that sales people at FAVI have no
targets to reach. Targets are problematic for at least three reasons: they
rest on the assumption that we can predict the future, they skew our
behavior away from inner motivation, and they tend to narrow our
capacity to sense new possibilities.

Life is so complex, and events and circumstances change so fast,
that setting a target is mostly guesswork; a year after it has been set, a
target is in most cases just an arbitrary number—either so easy to reach
as to be meaningless or so challenging that people must take shortcuts to
meet the number, actions that will hurt the company in the long run.

Targets also skew our behavior. In many companies, there is an
open secret: managers make sure to spend any budget left at the end of
the year, sometimes on pretty meaningless expenditures. They fear their
funding might be cut the next year if it appears they didn’t need all their
budget this year. Sales people who reach their yearly target early (say, in
September) stop selling until January. They fear that next year’s target
will be increased if they overshoot this year’s target. Without targets,
these games disappear. People are free to tap into their inner motivation
to simply do the best job they can.

In self-managing organizations, people can choose to set
themselves targets when they find it useful—rather like a hobby runner
who spurs herself on by extending her goals. At FAVI, operators set

P . themselves target times to machine their
Life is intent on finding what . d h . hei
works. ... The capacity to keep pieces,  an t €y monitor  their
changing, to find what works now, ~ Pperformance  against . that  target.
is what keeps any organism alive. Colleagues at Morning Star  set
M. Wheatley & M. Kellner-Rogers themselves targets for their part of the

process, to  stimulate  continuous
improvement. They measure indicators, compare them to the self-set
targets, analyze root causes, and experiment with new ideas. These
targets are mostly set at a local level, for one machine or one process
step, where the outcomes can be predicted with some certainty.
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But even with self-set targets, we need to be careful not to focus
too narrowly on the target only. We need to stay open to the unexpected,
the new, the signs that a different future might want to unfold that we
hadn’t imagined when we set the target. Targets, well understood, are
like maps that guide toward one possible future. They become
problematic when we cling to the road we had set out on even after
circumstances have changed and a new road seems more promising.
Margaret J. Wheatley and Myron Kellner-Rogers put it well:

[In] an emergent world ... we can no longer stand at the end of
something we visualize in detail and plan backwards from that future.
Instead we must stand at the beginning, clear in our intent, with a
willingness to be involved in discovery. The world asks that we focus less
on how we can coerce something to make it conform to our designs and
focus more on how we can engage with one another, how we can enter
into the experience and then notice what comes forth. It asks that we
participate more than plan.?

Simplified budgets, no tracking of variance

Many traditional organizations go through a painful budgeting
cycle every year. In a bottom-up fashion, functional teams and business
are asked to provide data and predictions for the next year. Top
management then pores over the aggregated results, and more often
than not, finds them lacking in ambition. In a top-down manner, bosses
tell business units to up their predictions. Sometimes a few more rounds

are needed, until numbers are reached that

top management is satisfied with. By that If you want to make God
time, people at the frontline have lost all faith laugh, tell him your plans.
in the numbers they had to submit (unless Woody Allen

they were cunning enough to hide some
sources of revenue and savings from the higher-ups). From that moment
on, the budget is owned by the CFO, who will track the difference
between plan and reality month after month. Managers that fall short are
called in to justify why they didn’t make the numbers. This process
triggers painful discussions that suck much energy into explaining the
problem away, blaming bad market conditions or a neighboring unit.
The pioneers researched for this book take a simpler approach:

+ Budgets are established only if some forecast is needed to inform
an important decision. At FAVI, for instance, teams make rough
monthly predictions for the year to come, to secure contracts for
raw materials. Otherwise, many of these companies don’t create
any budget at all. Sun Hydraulics makes no budget (unless the
board demands one, in which case a rough one-page budget is put
together). Teams in Buurtzorg don’t do any significant purchasing
or investments, so they don’t bother with budgets either. At the
aggregate level, Buurtzorg makes a simple projection of its
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expected cash flow to get a sense of how many new teams it can
allow to start up; new teams can take up to a year to break even,
and Buurtzorg wants to make sure it doesn’t go bust if too many
new teams get started at the same time.

+ If a budget is established, there is no tweaking from above. What-
ever numbers the teams forecast become the budget. In some com-
panies, peers challenge each other’s budgets, but no one can force
a team to change their numbers. For example at Morning Star,
units present their budget and investment plans to a budget task
force, composed of volunteers from all parts of the business, that
can challenge the numbers, and offer opinions and suggestions.
AES used to have a similar process.

« Budgets are used to make decisions, not to control performance.
Companies like FAVI or Morning Star that put together budgets
have found that there is no value in tracking differences between
forecast and reality; they don’t waste energy doing it.

In its management manifesto, FAVI captures the thinking about
budgets in a provocative statement: “In the new way of thinking, we aim
to make money without knowing how we do it, as

I never worry about the opposed to the old way of losing money
future. It comes soon enough. knowing exactly how we lose it.” FAVI is
Albert Einstein privately owned and doesn’t need to report to

outside shareholders. The case of Sun
Hydraulics shows that this budget-free approach is possible even for a
publicly listed company, as Allen Carlson, the CEO, explains:

After our IPO in January 1997, we had to get better at predicting our
numbers. ... The market penalized us when we missed one quarter in 99
after we adopted a new manufacturing system. We said, “Look, we can’t
predict what’s going on in the economy, and we have no idea what our
orders will look like a year from now. ... We don’t run this business by
the numbers. The numbers will be doing what the numbers will be doing;
we can just give you a good picture of what the next quarter will bring.
So, we got away from making annual projections and started just doing
quarterly forecasts. ... We know our performance in the long run will be
a result of just doing the right things every day.30

Most business leaders would feel naked without budgets and
forecasts. I put this question to Carlson: How do you deal with having no
forecasts to compare people’s performance to? For instance, how do you know if
the guys in Germany (where Sun has a plant) were doing a good job last year, if
you have no target to compare against? His answer came shooting out of the
barrel:

Who knows? Who cares? They are all working hard, doing the best
they can. We have good people in all the places around the world and if 1
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need that sort of scorecard I probably got the wrong person. That’s just
the way we operate. ... If I'm the head of sales of Sun in the US and you
ask me what is the forecast, I have no clue! How could I generate one
anyway? ... At the end of the day, there is so much outside of your
control. ... It's impossible to predict the unpredictable. 3!

Change management

In my research, as I listened to leaders of self-managing
organizations and as I read these organizations’ annual reports and
internal documents, something struck me: I never encountered the terms
of change and change management. This is rather extraordinary, when we
come to think of it! Every manager knows that making change happen in
an organization is hard. Change is one of the most frustrating, and
therefore most widely discussed, problems of management today. A
whole industry of experts and consultants in change management has
sprung forth to support managers in the trying journey of change. In the
pioneer self-managing organizations in this book, however, change
seems to happen naturally and continuously. It doesn’t seem to require
any attention, effort, or management. What is going on here?

In today’s management paradigm, organizations are viewed as
inanimate, static systems—a collection of boxes that stack up in a
pyramid structure. Static systems don’t have an inner capacity for
change. Force must be applied to the system from the outside. Change in
that worldview is not a fluid, emerging phenomenon, but a one-time
movement from point A to point B, from one static state to another.

Change in this worldview is an unfortunate necessity. We try to
minimize the need for change by predicting and controlling the future.
We seek to plan the surprises out of life. We pray

that reality stays within the boundaries of the  People don't resist change.
budget and the strategic plan. When it doesn’t, ~ They resist being changed.
we often bury our head in the sand; we can't Peter Senge

imagine that reality will be so cruel as to make
our plans irrelevant. When we put our head up again, and we notice that
the world around us has changed while we stuck to plan, we are
frightened by what we see. We now have to make up for lost time and
force change to happen.

The change will be painful, we tell ourselves, but once we reach
point B, everything will be fine again. In the meantime, we need to
redesign the organization like we redesign a machine, moving people
around to fit the new blueprint. Not surprisingly, people resist being
moved around. To overcome resistance, organizations often feel
compelled to play on fears, telling frightening stories of how a hostile,
competitive world threatens their survival if nothing changes.

In a world where organizations are self-managing, living systems,
we don’t need to impose change from the outside. Living systems have
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the innate capacity to sense changes in their environment and to adapt
from within. In a forest, there is no master tree that plans and dictates
change when rain fails to fall or when the spring comes early. The whole
ecosystem reacts creatively, in the moment. Self-managing organizations
deal with change in a similar way. People are free to act on what they
sense is needed; they are not boxed in by static job descriptions,
reporting lines, and functional units. They can react creatively to life’s
emerging, surprising, non-linear unfolding. Change is a given, it
happens naturally, everywhere, all the time, mostly without pain and
effort.

If your organization has started to adopt self-managing practices,
the way it deals with change can reveal how far it has come. If change is
still a concern, a topic of discussion, take it as an invitation to inquire
among your colleagues: Where are we still stuck in the old paradigm that
thinks about organizations as machines? How can we help the organization
express itself fully as a living system?

In summary—the structures, processes, and
practices of self-management

Leading scientists believe that the principal science of the next
century will be the study of complex, autocatalytic, self-organizing, non-
linear, and adaptive systems. This is usually referred to as “complexity”
or “chaos theory”. But even though we are only now starting to get our
heads around it, self-management is not a startling new invention by
any means. It is the way life has operated in the world for billions of
years, bringing forth creatures and ecosystems so magnificent and
complex we can hardly comprehend them. Self-organization is the life
force of the world, thriving on the edge of chaos with just enough order
to funnel its energy, but not so much as to slow down adaptation and
learning. For a long time, we didn’t know better and thought we needed
to interfere with the life’s self-organizing urge and try to control one
another. It seems we are ready now to move beyond rigid structures and
let organizations truly come to life. And yet self-management is still such
a new concept that many people frequently misunderstand what it is
about and what it takes to make it work.

Misperception 1: There is no structure, no management, no
leadership

People who are new to the idea of self-management sometimes
mistakenly assume that it simply means taking the hierarchy out of an
organization and running everything democratically based on consen-
sus. I hope it is clear by now that there is, of course, much more to it.
Self-management, just like the traditional pyramidal model it replaces,
works with an interlocking set of structures, processes, and practices;
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these inform how teams are set up, how decisions get made, how roles
are defined and distributed, how salaries are set, how people are
recruited or dismissed, and so on. (The chapter in appendix engages in a
more detailed discussion of three types of self-managing structures
encountered during the research and examines how certain industries or
contexts can call for one type of structure rather than another).

What often puzzles us at first about self-managing organizations
is that they are not structured along the control-minded hierarchical
templates of Newtonian science. They are complex, participatory, inter-
connected, interdependent, and continually evolving systems, like eco-
systems in nature. Form follows need. Roles are picked up, discarded,
and exchanged fluidly. Power is distributed. Decisions are made at the
point of origin. Innovations can spring up from all quarters. Meetings
are held when they are needed. Temporary task forces are created
spontaneously and quickly disbanded again. Here is how Chris Rufer,
the founder and president of Morning Star, talks about the structure of
self-managing organizations:

Clouds form and then go away because atmospheric conditions,
temperatures, and humidity cause molecules of water to either condense
or vaporize. Organizations should be the same; structures need to appear
and disappear based on the forces that are acting in the organization.
When people are free to act, they’re able to sense those forces and act in
ways that fit best with reality.3?

The tasks of management—setting direction and objectives,
planning, directing, controlling, and evaluating—haven’t disappeared.
They are simply no longer concentrated in dedicated management roles.
Because they are spread widely, not narrowly, it can be argued that there
is more management and leadership happening at any time in self-
managing organizations despite, or rather precisely because of, the
absence of fulltime managers.

Misperception 2: Everyone is equal

For as long as human memory goes back, the problem of power
inequality has plagued life in organizations. Much of the pervasive fear
that runs silently through organizations—and much of the politics, the
silos, the greed, blaming, and resentment that feed on fear—stem from
the unequal distribution of power.

Interestingly, the interlocking structures and processes allowing
for self-organization do not resolve the question of power inequality; they
transcend it. Attempting to resolve the problem of power inequality
would call for everyone to be given the same power. Cooperatives, for
instance, have sought in equal ownership a method to divide power
equally. Interestingly, none of the organizations I have researched are
employee-owned; the question of employee ownership doesn’t seem to
matter very much when power is truly distributed.
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Of course, the right question is not: how can everyone have equal
power? It is rather: how can everyone be powerful? Power is not viewed as a
zero-sum game, where the power I have is necessarily power taken
away from you. Instead, if we acknowledge that we are all
interconnected, the more powerful you are, the more powerful I can
become. The more powerfully you advance the organization’s purpose,
the more opportunities will open up for me to make contributions of my
own.

Here we stumble upon a beautiful paradox: people can hold
different levels of power, and yet everyone can be powerful. If I'm a
machine operator—if my background, education, interests, and talents
predispose me for such work—my scope of concern will be more limited
than yours, if your roles involve coordinating the design of a whole new
factory. And yet, if within what matters to me, I can take all necessary
actions using the advice process, I have all the power I need.

This paradox cannot be understood with the unspoken metaphor
we hold today of organizations as machines. In a machine, a small turn of
the big cog at the top can send lots of little

The problem of power inequality cogs spinning. The reverse isn’t true—the
has plagued organizations since  little cog at the bottom can try as hard as
the dawn of time. Self-managing it pleases, but it has little power to move
organizations don’t resolve the  the bigger cog. The metaphor of nature as

problem, they transcend it. a complex, self-organizing system can

much better accommodate this paradox.
In an ecosystem, interconnected organisms thrive without one holding
power over another. A fern or a mushroom can express its full selthood
without ever reaching out as far into the sky as the tree next to which it
grows. Through a complex collaboration involving exchanges of
nutrients, moisture, and shade, the mushroom, fern, and tree don’t
compete but cooperate to grow into the biggest and healthiest version of
themselves.

It's the same in self-managing organizations: the point is not to
make everyone equal; it is to allow all employees to grow into the
strongest, healthiest version of themselves. Gone is the dominator
hierarchy (the structure where bosses hold power over their
subordinates). And precisely for that reason, lots of natural, evolving,
overlapping hierarchies can emerge—hierarchies of development, skill,
talent, expertise, and recognition, for example. This is a point that
management author Gary Hamel noted about Morning Star:

Morning Star is a collection of naturally dynamic hierarchies. There
isn’t one formal hierarchy; there are many informal ones. On any issue
some colleagues will have a bigger say than others will, depending on
their expertise and willingness to help. These are hierarchies of influence,
not position, and they're built from the bottom up. At Morning Star one
accumulates authority by demonstrating expertise, helping peers, and
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adding value. Stop doing those things, and your influence wanes—as
will your pay.33

So really, these organizations are anything but “flat,” a word often
used for organizations with little or no hierarchy. On the contrary, they
are alive and moving in all directions, allowing anyone to reach out for
opportunities. How high you reach depends on your talents, your
interests, your character, and the support you inspire from colleagues; it
is no longer artificially constrained by the organization chart.

Misperception 3: It's about empowerment

Many organizations today claim to be empowering. But note the
painful irony in that statement. If employees need to be empowered, it is
because the system’s very design concentrates power at the top and
makes people at the lower rungs essentially powerless, unless leaders
are generous enough to share some of their power. In self-managing
organizations, people are not empowered by the good graces of other
people. Empowerment is baked into the very fabric of the organization,
into its structure, processes, and practices. Individuals need not fight for

power. They simply have it. For people
experiencing self-management for the At the moment power is shared ...
first time, the ride can be bittersweet at people feel needed and valued,

first. With freedom comes responsibility: because they are needed and valued.

you can no longer throw problems, Dennis Bakke

harsh decisions, or difficult calls up the

hierarchy and let your bosses take care of it. You can't take refuge in
blame, apathy, or resentfulness. Everybody needs to grow up and take
full responsibility for their thoughts and actions—a steep learning curve
for some people. Former leaders and managers sometimes find it is a
huge relief not having to deal with everybody else’s problems. But many
also feel the phantom pain of not being able to wield their former
positional power.

Many leading thinkers and practitioners in the field of organiza-
tional design focus their energy today on the question of how leaders
can become more conscious. The thinking goes as follows: if only leaders
could be more caring, more humble, more empowering, better listeners,
more aware of the shadow they cast, they would wield their power more
carefully and would create healthier and more productive organizations.
Brian Robertson, the founder of Holacracy, put it well in a blog post:

We see attempts for leaders to develop to be more conscious, aware,
awake, servant leaders that are empowering. ... And yet, the irony: ... If
you need someone else to carefully wield their power and hold their space
for you, then you are a victim. This is the irony of empowerment, and yet
there is very little else we can do within our conventional operating
system other than try our best to be conscious, empowering leaders.3*
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If we can’t think outside the pyramid, then indeed, as Robertson
notes, the best we can do is try to patch up the unhealthy consequences
of power inequality with more enlightened leadership. Pioneer self-
managing organizations show that it’s possible to transcend the problem
of power inequality and not just patch it up. We can reinvent the basic
structures and practices of organizations to make everyone powerful
and no one powerless.

Misperception 4: It's still experimental

Another common misconception is that self-management might
still be an experimental form of management. That is no longer true: self-
management has proven its worth time and again, on both small and
large scales and in various types of industry. W. L. Gore, a chemical
manufacturing company best known for its Gore-Tex fabrics, has been
operating on self-organizing principles since its founding in the late
1950s. Whole Foods, with its 60,000 employees and $9 billion in revenue,
operates its more than 300 stores with self-governing units (the rest of
the organization has more traditional hierarchical structures). Each store
consists of roughly eight self-managing units, such as produce, seafood,
and check-out (central services are run with a more traditional, albeit
empowered hierarchy).

The Orpheus Chamber Orchestra has operated since its founding
in 1972 on entirely self-managing principles. The orchestra, with residence
in New York’s Carnegie Hall, has earned rave reviews and is widely
regarded as one of the world’s great orchestras. It operates without a
conductor. Musicians from the orchestra make all artistic decisions, from
choosing the repertoire to deciding how a piece ought to be played. They
decide who to recruit, where to play, and with whom to collaborate.

Virtual and volunteer-driven organizations practice self-management
on staggering scales. In 2012, Wikipedia had 100,000 active contributors.
It is estimated that around the same number—100,000 people—have
contributed to Linux. If these numbers sound large, they are dwarfed by
other volunteer organizations. Alcoholics Anonymous currently has 1.8
million members participating in over 100,000 groups worldwide—each
of them operating entirely on self-managing principles, structures, and
practices.

I believe it is because we have grown up with traditional hierar-
chical organizations that we find it so hard to get our heads around self-
management. Young people, on the other hand, who have grown up
with the Web (variously referred to as Millennials, Generation Y, or
Generation “F” for Facebook) “get” self-management instinctively. On
the web, management writer Gary Hamel notes:

*  No one can kill a good idea

*  Ewveryone can pitch in
*  Anyone can lead
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*  No one can dictate

*  You get to choose your cause

*  You can easily build on top of what others have done
*  You don’t have to put up with bullies and tyrants

*  Agitators don’t get marginalized

*  Excellence usually wins (and mediocrity doesn’t)

*  Passion-killing policies get reversed

*  Great contributions get recognized and celebrated®>

Many organizational leaders and human resource managers complain
that Millennials are hard to manage. Indeed, this generation has grown
up in the disruptive world of the Internet, where people’s influence is
based on contribution and reputation, not position. Why would they
want to put up with anything other than self-management in the work-
place? Why would anyone else, for that matter?
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Organization
structure

* Hierarchical pyramid

Self-organizing teams

When needed, coaches (no P&L
responsibility, no management
authority) cover several teams

Staff functions + Plethora of central staff

functions for HR, IT,
purchasing, finance,
controlling, quality, safety,
risk management, etc.

Most such functions performed
by teams themselves, or by
voluntary task forces

Few staff remaining have only
advisory role

Coordination  + Coordination through * No executive team meetings
fixed meetings at every * Coordination and meetings
level (from executive team mostly ad hoc when needs arise
downwards), often leading
to meeting overload

Projects * Heavy machinery * Radically simplified project

(program & project
managers, Gantt charts,
plans, budgets, etc.) to try
and control complexity
and prioritize resources

management

No project managers, people
self-staff projects

Minimum (or no) plans and
budgets, organic prioritization

Job titles & job + Every job has job title and

Fluid and granular roles

descriptions job description instead of fixed job descriptions
* Nojob titles
Decision- * High up in the pyramid * Fully decentralized based on
making * Any decision can be advice process (or on holacratic
invalidated by hierarchical decision-making mechanisms)
superior
Crisis * Small group of advisors + Transparent information
management meet confidentially to sharing
support CEO in top-down * Everyone involved to let the
decision making best response emerge from
* Communication only collective intelligence
when decision is made + If advice process needs to be
suspended, scope and time of
suspension is defined
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Purchasing &  + Authorization limits * Anybody can spend any
investments linked to level in hierarchy amount provided advice
* Investment budgets process is respected
steered by top * Peer-based challenging of
management team’s investment budget
Information * Information is power and + All information available in
flow is released on a need-to- real-time to all, including about
know basis company financials and
compensation
Conflict * (Conflict often glossed * Formal multi-step conflict
resolution over, no conflict resolution resolution practice
Ppractices) * Culture restricts conflict to the
conflicting parties and
mediators; outsiders are not
dragged in
Role + Intense jockeying for * No promotions, but fluid
allocation scarce promotions leads to rearrangement of roles based
politics and dysfunctional on peer agreement
behavior * Responsibility to speak up
* Silos: every manager is about issues outside of one’s
king of his castle scope of authority
Performance * Focus on individual * Focus on team performance
management performance * Peer-based processes for
* Appraisals established by individual appraisals
hierarchical superior
Compensation  * Decision made by * Self-set salaries with peer
hierarchical superior calibration for base pay
* Individual incentives *+ No bonuses, but equal profit
* Meritocratic principles can sharing
lead to large salary * Narrower salary differences
differences
Dismissal * Boss has authority (with * Dismissal last step in mediated

HR approval) to dismiss a
subordinate
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conflict resolution mechanism
In practice very rare

91



APPENDIX

THREE TYPES OF STRUCTURES OF
SELF-MANAGING ORGANIZATIONS

All organizations up to this point in history take a pyramidal
shape, for a simple reason: the hierarchical boss-subordinate relationship
cannot stack into anything other than a pyramid. In self-managed
organizations, peer commitments replace hierarchical relationships, and
the pyramid can finally collapse and rest with history. But it would be a
mistake to think that because there is no hierarchy, self-managing
organizations are simply flat and structureless. How then are self-
managing organizations structured? Unlike the single template of the
pyramid, self-managing organizations can adopt different forms to fit
the context they operate in. From the pioneer organizations researched
for this book we can derive three broad types of structure (and perhaps
others are yet to emerge). This appendix describes these three structures
and discusses how certain contexts might call for a certain structure
above another.

1. Parallel teams

This is the structure I've encountered most

O000 often in my research. FAVI has structured its
Nt 500 factory workers in 21 self-managing “mini-
factories;” RHD operates its programs with self-

managing “units;” Buurtzorg’s 7,000 nurses are

clustered in hundreds of teams of 10 to 12 colleagues working in a
specific neighborhood. This model is highly suitable when work can be
broken down in ways that teams have a high degree of autonomy,
without too much need for coordination across teams. They can then
work in parallel, side by side. In this model, it is within the team setting
that colleagues define their roles and the mutual commitments they
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make to each other. Teams also handle their own planning, establish
their investment needs, devise a budget (if a budget is needed), track
their financial and non-financial results, do their recruitment, determine
their training needs, and so on.

In an ideal situation, every team is fully autonomous in bringing
the purpose to life and performing all tasks from start to finish; when
that is the case, every single person in the organization has the
satisfaction of seeing the entire purpose come to life, and not just a small
slice of it, which is often the case in large organizations or when work
becomes very specialized. In practice, there will often be a need for some
people or teams who take on coordinating or supporting roles with a
more narrow focus:

+  Team coaches: In self-managing organizations, there are no middle
managers. But teams often feel a need to be supported by someone
external that can help them work through problems. At Buurtzorg,
they are called regional coaches; at RHD, hub leaders.

«  Supporting teams: For some tasks, duplication in every team
doesn’t make sense. At FAVI, for example, the great majority of
mini-factories are client facing—the Audi team, the Volkswagen
team, the Volvo team, the water meter team—but a few teams are
supporting other teams, such as the foundry team, which, at the
beginning of the value chain, casts metal for all client-facing
teams. It would not be practical for the teams to operate the
foundry in turns, nor would it make sense to duplicate the
equipment and have a foundry within each team. RHD has units
responsible for topics such as training (its “miniversity”), real
estate, and payroll, that support all the units in the field.

+  Supporting roles: The self-management model pushes expertise
down to the teams, rather than up into staff functions. But for
certain specific expertise or for coordination purposes, creating a
supporting role can make sense. At FAVI, for instance, there is an
engineer who helps teams exchange innovations and best
practices. One of the roles of founders and CEOs belongs in this
category too: they offer support across teams by holding the space
for self-managing practices.

2. Web of individual contracting

This is the model pioneered by Morning Star in
California. In this model, as in the previous one
(“parallel teams”), investment budgets and finan-
cial results are set up and discussed in teams.
Morning Star calls them “Business Units,” and
each Business Unit is linked to a particular step in
the food processing (say, tomato preparation,
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dicing, canning, or packaging) or to a support service (for instance, steam
generation or IT).

Roles and commitments, though, are not discussed in teams, but
in a series of one-on-one discussions between colleagues who work
closely together. These commitments can then be formalized in a written
document. For instance, at Morning Star, each colleague establishes a
document called a “Colleague Letter of Understanding” (CLOU) that
records the different roles and commitments that the person has agreed to.

3. Nested teams

Holacracy is a self-management approach first

pioneered at Ternary Software, a Philadelphia-

based company, which has now turned into a

fully documented operating model. It relies on

a structure of nested teams. Like in the first

model, teams (called circles in Holacracy?!) are
fully autonomous to discuss and decide on how roles will be allocated
within the team, what commitment team members make to each other,
and so on. But there is an important difference in the relationship
between teams and the supporting structure. In the first model, all teams
work side by side, with a minimum supporting structure. In Holacracy,
circles are part of a nested structure.

Let’s imagine a 7,000-person pharmaceutical company structured
in a holacratic manner. The overall purpose of the organization might be
“to help individuals and communities to live healthy lives.” What works
in the case of Buurtzorg does not work for a pharmaceutical company:
you cannot simply break down the 7,000 people into 700 teams of 10
people working in parallel doing the same thing. A team of 10 people
cannot go and develop a series of drugs, get them approved by the FDA,
and sell them across the world. For a pharmaceutical company, you need
specialization on a bigger scale. A holacratic, nested structure allows for
such specialization. How would this work? The overall purpose of the
company (“to help individuals and communities to live healthy lives”)
would be pursued by the circle at the top, while a number of sub-circles
would pursue a specific part of the overall purpose. One of the sub-
circles could be responsible for research and development, and its
specific purpose might be “to discover new medication that helps
individuals and communities to live healthy lives.” This sub-circle could
in turn break down its purpose into more manageable parts and create
its own sub-circles. For instance, one sub-circle could delve into the
specific purpose of “developing groundbreaking medication for epilepsy.”
If this purpose is still too complex to manage for a reasonably-sized
team, it might be broken down again.

If this seems to you like a traditional pyramid, you would be both
right and wrong. Indeed, there is a stacking up of levels that gradually
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reach into ever-bigger questions, so there is a hierarchy of purpose,
complexity, and scope. The research circle at the “bottom” senses what is
needed to develop a drug for epilepsy, a more narrow purpose than the
one of the top circle that senses what is needed to make individuals and
communities more healthy. Yet it is no hierarchy of people or power. In
the holacratic system of practices, the epilepsy research team has full
authority to make any decision within the scope of its specific purpose.
Decisions are not sent upwards, and cannot be overturned by members
of overarching circles. A given person may show up filling roles in more
than one circle throughout the organization; there is not a one-to-one
relationship between people and their “place in the structure.”

Circle and sub-circle are bound together by a double link, not by a
boss-subordinate relationship. The sub-circle elects a representative to
the overarching circle that sits on all that circle’s meetings, and the
overarching circle sends a representative of its own to be part of the
discussion in the sub-circle. There are elegant meeting processes that
ensure that everybody’s concerns are heard and acted upon, and that no
voice trumps the others. The result is a structure that allows complex
purposes to be broken down into smaller parts through a hierarchy of
purpose, complexity, and scope, without a hierarchy of people or power.

What structure is most appropriate?

Of the three structures, or possible variations or hybrids, which
would be most appropriate for your specific organization? In many cases
the answer is straightforward: the size and type of activity the
organization engages in will naturally call for one type of structure, just
like surrounding terrain determines the shape of a lake.

Small organizations

The first matter is one of size. If your organization is relatively
small, say less than a dozen employees, then the three types of structures
essentially boil down to the same thing: an organization run as a single
self-governing team (with the minor distinction that in the second
model, roles and commitments are not discussed as a team, but in a
series of one-on-one meetings; given the small size, it probably makes
sense to have these discussions together with the whole group). This
structure can work for any type of company in any type of in-
dustry—construction companies, coffee shops, design firms, local
museums, daycare centers, private health clinics, boutique consulting
firms, homeless shelters, startups, or any number of others. Depending
on the nature of the work and how fluid or how stable it is, there might
be more or less frequent reshuffling of roles and change of direction.
This will determine how often or not team meetings will be needed to
discuss roles, commitments, and purpose.
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When organizations grow larger, say beyond 20 employees,
running the show as a single team becomes unpractical. For large
organizations, the length of what is called in business jargon the “value
chain” is a defining factor for the most appropriate structure. Neighbor-
hood nursing has a very short value chain. A single nurse can perform
all tasks—getting to know the client, reading the prescription, perform-
ing the medical intervention, and so forth—and can do it all in an hour
or less. A pharmaceutical company has a very long value chain that can
involve thousands of people and take several years: there is a lengthy
drug research process (computer simulations, lab tests, clinical trials);
molecules must receive regulatory approval; pricing strategies must be
established; product launches prepared in every country; and global
sales forces trained to inform doctors about the product.

Short value chains

If the value chain is relatively short, then the first model—parallel
self-managing teams supported by minimal central functions—is a
natural candidate. Parallel teams can work side by side performing
similar tasks: mini-factories producing gearbox forks for different car
manufacturers at FAVI or units running separate shelter and care
programs at RHD, for example. The beauty of the short value chain is
that the overall purpose doesn’t need to be broken down into sub-
purposes (except for a few supporting teams). Almost everyone is part of
a team that senses the whole purpose and helps it manifest. Everyone
sees how their work makes clients happy.

Luck has it that most industries have a relatively short value
chain. For some examples:

*  Retail: Stores can easily be operated by self-governing teams. In the
case of small store formats, the whole store works as a single self-
governing team. Retailers with larger stores, like supermarkets,
can break down each store into several teams, like Whole Foods
does. The teams in the stores are assisted by a few central or re-
gional supporting teams—logistics, purchasing, marketing, and so
on.

+  Service sector: Almost all companies operating in the service
sector—maintenance services, catering, cleaning, and security
services, for instance—can easily be operated as self-governing
teams serving a particular geographical area. Professional services
such as law firms, IT and management consultancies, and adver-
tising agencies are often already broken down into geo-graphical
sectors or topical units, which naturally lend themselves to
becoming self-governing teams.

«  Manufacturing and assembly: Many manufacturing operations such
as automotive suppliers, toy manufacturers, and apparel makers
have relatively short value chains and can use FAVI’s model of
parallel teams.
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«  Farming: Larger farms can work with parallel teams, split along
geographical areas, type of crop, or type of livestock.

+  Schools: Large schools can be broken down into smaller, self-
governing units, ideally with dedicated classrooms and faculty
rooms to create a sense of community within mini-schools, as is
the case with ESBZ.

+  Hospitals: Hospitals can structure themselves into self-governing
teams. Most hospital units would make natural teams of nurses
and doctors (such as the orthopedic team, the cardiology team, the
emergency room team), with a few supporting services (labs,
maintenance, and so on).

«  Foundations and nonprofits: Large nonprofits, like RHD, also tend to
have natural groupings, often by geography, activity, or type of
client.

«  Public services: Like nonprofits, almost all public services can be
easily broken down into teams on the basis of geography, activity,
or type of client.

Long value chains

When supply chains are longer, the model of parallel teams isn't
practical. You can’t break down a bank or a pharmaceutical company
into mini-banks and mini-pharmas. (It is possible, though, for certain
steps of the value chain: a pharmaceutical sales force and the branches of
a bank can operate as parallel self-managing teams.) In this case, a
structure based on individual contracting or on nested teams makes
more sense.

Morning Star’s model of individual contracting is a natural fit for
continuous and relatively stable processes, such as can be found in the
chemical industry, in food processing, or in long assembly chains. Each
major step in the process often involves only a few people, and so a
nested structure is not needed. Through individual contracting,
colleagues can make clear agreements with their upstream and down-
stream counterparts.

Some industries have not only long, but also deep value chains,
when certain steps in the value chain involve both a large number of
people and complex tasks (for instance, research in a pharmaceutical
company or marketing in a large retail bank). Consumer electronics
firms, large media companies, banks, insurance companies, car manu-
facturers, aerospace companies, and airline companies are likely to have
long and deep value chains. For these types of companies, Holacracy’s
structure of nested teams might be particularly appropriate, as it allows
an overall purpose to be broken down into successively less complex
and more manageable pieces.

Which type of context most naturally lends itself to each of the
three structure archetypes is summarized in the table on page 99. When
trying to discover the most suitable self-managing structure for your
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organization, the key is to try to understand how colleagues without
managers would most naturally cluster to coordinate their efforts. The
issues raised in this table—the size of the company, the length and the
depth of the value chain—can help you in your thinking, but other
factors specific to your organization might play an important role, too.
Take some time with colleagues from different parts of the organization
to reflect on the question about the most appropriate structure. Let it
simmer. The answer will emerge in time. And you don’t have to start
with a perfect solution. You can get going with a structure that seems
about right and trust the self-organizing power of the organization to
evolve into the structure that best suits its needs, and to keep evolving as
the environment changes.
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To be precise, in holacratic terms, circles and teams refer to two different
realities. Holacracy is careful to always distinguish between people and the

roles people happen to fill. In Holacracy a “team” refers to a group of people,
while a “circle” refers to a group of roles.
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