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Chapter One

A New World Order

Rising to the Challenge of
New Success Factors

A new world order is replacing generations-old patterns of power
and privilege. Leaders have been replaced, centers of governance
have been renamed, new patterns for distributing wealth and in-
fluence have been created. And we’re not talking about the demise
of the Soviet Union, the construction of the International Space
Station, and the end of apartheid in South Africa.

We’re talking about business. Twenty-first-century business is
in the midst of a social and economic revolution, shifting from
rigid to permeable structures and processes and creating some-
thing new: the boundaryless organization.

Consider these developments, once thought unimaginable and
now almost taken for granted:

® GlaxoSmithKline Pharmaceuticals has cut months out of the
drug development process by replacing sequential clinical
data collection, analysis, and regulatory reporting with cross-
functional teams composed of statisticians, biometricians,
clinical trials experts, data management experts, and others.

® General Electric managers routinely have fifteen to twenty
direct reports. Often, there are no more than three or four
layers of management between the CEO and frontline workers
in a company of more than 300,000 people.
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¢ Fidelity Investments, Charles Schwab, CSFB Direct, and Spear,
Leads & Kellogg—brokerage competitors—have formed a
joint venture to develop an electronic communications net-
work for trading NASDAQ stocks online.

Business authors have described hundreds of similar innova-
tions, declaring the rise of a “new organization” to which they have
given many names: virtual organization, front/back organization,
cluster organization, network organization, chaotic organization,
ad hoc organization, horizontal organization, empowered organi-
zation, high-performing work team organization, process reengi-
neered organization, and the list goes on.

However, underlying all these descriptions, theories, and ex-
periments, we believe, is a single deeper paradigm shift. In our
view, that shift—the emergence of the boundaryless organization—
is the driving force that makes all these new organizations possi-
ble, the underpinning that lets them move from theory to reality.
Emerging organizations may take a variety of forms, but the con-
stant is that they evoke different kinds of behavior. Specifically, be-
havior patterns conditioned by boundaries between levels,
functions, and other constructs are replaced by patterns of free
movement across those same boundaries. Rather than using
boundaries to separate people, tasks, processes, and places, orga-
nizations are beginning to focus on how to get through those
boundaries—to move ideas, information, decisions, talent, rewards,
and actions where they are most needed.

In that context, our purpose here is not to herald yet another
new organization. Rather, it is to describe the boundaryless struc-
tures behind all the new labels and to lay out their underlying as-
sumptions, the changes in behavior they generate, and the results
they can yield. To do this, we delineate four types of boundaries
that characterize most organizations.

® Vertical boundaries between levels and ranks of people

® Horizontal boundaries between functions and disciplines

® [External boundaries between the organization and its suppli-
ers, customers, and regulators

® Geographic boundaries between locations, cultures, and
markets
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We also describe the leadership challenges that the new struc-
tures pose. Most important, we provide leaders with a practical set
of tools for moving their own organizations toward useful and prac-
tical boundaryless behavior.

Boundaryless Behavior: The Art of the Fluid

Organizations have always had and will continue to have bound-
aries. People specialize in different tasks, and thus boundaries exist
between functions. People have differing levels of authority and in-
fluence, so boundaries exist between bosses and subordinates. Peo-
ple inside a firm do different work than suppliers, customers, and
other outsiders do, so boundaries exist there as well. And people
work in different places, under different conditions, and some-
times in different time zones and cultures, thus creating additional
boundaries.

The underlying purpose of all these boundaries is to separate
people, processes, and production in healthy and necessary ways.
Boundaries keep things focused and distinct. Without them, or-
ganizations would be disorganized. People would not know what
to do. There would be no differentiation of tasks, no coordination
of resources and skills, no sense of direction. In essence, the orga-
nization would cease to exist.

Given the necessity of boundaries, making a boundaryless orga-
nization does not require a free-for-all removal of all boundaries.
That would be silly. Instead, we are talking about making boundaries
more permeable, allowing greater fluidity of movement throughout
the organization. The traditional notion of boundaries as fixed bar-
riers or unyielding separators needs to be replaced by an organic,
biological view of boundaries as permeable, flexible, moveable mem-
branes in a living and adapting organism.

In living organisms, membranes exist to provide shape and def-
inition. They have sufficient structural strength to prevent its collapse
into an amorphous mass. Yet they are permeable. Food, oxygen, and
chemical transmitters flow through them relatively unimpeded so
that each part of the organism can contribute to the rest.

So it is with the boundaryless organization. Information, re-
sources, ideas, and energy pass through its membranes quickly and
easily so that the organization as a whole functions effectively. Yet
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definition and distinction still exist—there are still leaders with au-
thority and accountability, there are still people with special func-
tional skills, there are still distinctions between customers and
suppliers, and work is still done in different places.

Like a living organism, the boundaryless organization also de-
velops and grows, and the placement of boundaries may shift. Over
time, the levels between its top and bottom may decrease, functions
may merge to combine skills, or partnerships may form between
the firm and its customers or suppliers, changing the boundaries
of who does what.

Because the boundaryless organization is a living continuum,
not a fixed state, the ongoing management challenge is to find the
right balance, to determine how permeable to make boundaries
and where to place them. But why should anyone make this effort?
What is so important about becoming boundaryless?

A Changing Paradigm for Organizational Success

In recent years, almost all organizations have experimented with
some type of change process aimed at creating more permeable
boundaries. Whether it was called total quality, reengineering, rein-
vention, or business process innovation, organizations have invested
untold resources in trying to make change happen.

The impetus behind many of these efforts has been the astound-
ing fall from grace, or actual demise, of some of the most highly
regarded and revered organizations in the world: IBM, Lloyd’s of
London, Eastern Airlines, General Motors, Eastman Kodak, and
many others. Each experienced severe financial difficulties, crises in
leadership, and major changes in direction. Nor is membership in
this fallen-angels club limited to a handful of fields. The phenome-
non crosses all lines from retail sales to automotive manufacturing,
publishing to air travel, financial services to computers. It crosses geo-
graphic boundaries, with troubled giants found not only in North
America but also in Europe, Asia, and Latin America.

The difficulties in these companies cannot be explained by lack
of long-range strategy or intelligent planning. IBM, Kodak, and
many of the others had and continue to have world-class planning
functions and capabilities. They have not stumbled due to lack of
technology or investment. In the past twenty years, GM probably
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invested more in automation than any other company in the world.
IBM’s research investment was, for many years, far beyond the busi-
ness norm.

Naturally, individual explanations can be provided. IBM was
too wedded to mainframe computers; TWA was unable to cope
with deregulation; Xerox mismanaged the reorganization of its
sales force. But such explanations miss the larger pattern. The stark
reality is that each company slipped from invincible to vincible
when it faced a rate of change that exceeded its capability to respond.
When their worlds became highly unstable and turbulent, all these
organizations lacked the flexibility and agility to act quickly. Their
structures and boundaries had become too rigid and calcified.

It is against this backdrop of highly visible failures and falls that
most organizations have launched their change efforts. And though
each effort has unique characteristics, conditions, and drivers, they
tend to share a common theme: the attempt to retool the organi-
zation to meet an entirely new set of criteria for success.

Out with the Old—In with the New

For much of the twentieth century, four critical factors influenced
organizational success.

¢ Size. The larger a company grew, the more it was able to attain
production or service efficiencies, leverage its capital, and put
pressure on customers and suppliers.

* Role clarity. To get work done efficiently in larger organiza-
tions, tasks were divided and subdivided, clear distinctions
were made between manager and worker, and levels of author-
ity were spelled out. In well-functioning organizations, every-
one had a place, accepted it, and performed according to
specifications.

* Specialization. As tasks were subdivided, specialties were created
or encouraged to provide fine-grained levels of expertise.
Thus finance, planning, human resources, information tech-
nology, inventory control, and many other tasks all became
disciplines in their own right.

® Control. With all these specialized tasks and roles, most organi-
zations needed to create controls to make sure the pieces
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performed as needed, coming together properly to provide
whole products or services. Therefore, a major role of man-
agement throughout the twentieth century was to control the
work of others to ensure that they were doing the right things,
in the right order, at the right time.

With these success factors in mind, managers and organiza-
tional theorists focused on organizational structure as their primary
vehicle for achieving effectiveness. They debated such questions as
these:

¢ How many layers of management do we need?

* What signing authority will different levels have?

¢ What is the proper span of control?

e What is the best balance between centralization and
decentralization?

¢ How do we describe and classify each job and set pay levels?

e How do we organize field locations and international
operations?

Their goal was to create the organizational structure and atten-
dant processes that would let a company maximize the four critical
success factors. What has happened, however, is that microproces-
sors, high-speed information processing and communications, and
the global economy have conspired to radically shift the basis of com-
petitive success. To a large extent, an exclusive focus on the old suc-
cess factors has become a liability. Instead—as shown in the box—the
old success factors need to be combined with a new and sometimes
paradoxical set of factors that look very different from the old.

The Shifting Paradigm for Organizational Success

Old Success Factors New Success Factors
Size Speed
Role clarity Flexibility
Specialization Integration
Control Innovation
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® Speed. Successful organizations today are increasingly charac-
terized by speed in everything they do. They respond to cus-
tomers more quickly, bring new products to market faster, and
change strategies more rapidly than ever before. While size
does not preclude speed, large organizations are like tankers.
Compared to smaller firms, they take longer to change
direction because they have a greater mass to be informed,
convinced, and channeled. Their challenge is to act like a
fast-moving small company while retaining access to the large
company’s broader resources.

® Flexibility. Organizations that move quickly are flexible. People
do multiple jobs, constantly learn new skills, and willingly shift
to different locations and assignments. Similarly, the organiza-
tion pursues multiple paths and experiments. Role clarity can
constrain flexibility—people locked into specific roles and
responsibilities become unwilling to jump in at a moment’s
notice and do whatever is needed. Conversely, flexible organi-
zations revel in ambiguity, throw out job descriptions, and
thrive on ad hoc teams that form and reform as tasks shift.

® Integration. Organizations adept at shifting direction have pro-
cesses that carry change into the institutional bloodstream,
disseminating new initiatives quickly and mobilizing the right
resources to make things happen. Instead of breaking tasks
into pieces and assigning specialists to perform those pieces
with precision, the organization creates mechanisms to pull
together diverse activities as needed. It focuses more on ac-
complishing business or work processes and less on producing
specialized pieces of work that management will eventually
pull together. It still needs specialists, but the key to success is
often the ability of those same specialists to collaborate with
others to create an integrated whole.

® Innovation. A world of rapid change makes innovation essen-
tial. Doing today’s work in today’s way becomes outdated
quickly, so boundaryless organizations constantly search for
the new, the different, the unthinkable. They create innovative
processes and environments that encourage and reward cre-
ativity, rather than stifling the creative spirit with the systems
of approvals and double-checks needed to preserve standard
operating procedures in organizations that focus on control.

e



A.01.1-30 11/24/01 6:56 PM Page 8 $

8  THE BOUNDARYLESS ORGANIZATION

In short, organizations designed to meet the old set of critical
success factors alone are increasingly incapable of thriving or even
surviving in the new world. Consider the contrast between retail-
ers Sears and Wal-Mart.

The Giant and the Upstart

Sears, for many years the world’s largest retailer, succeeded with a
management process based on structure and control. As the com-
pany grew, Sears leveraged its buying power through strong cen-
tralized functions. Almost all key decisions were made in its Chicago
headquarters. The stores mirrored the control philosophy, allotting
different levels of approval to various managerial levels, with all
really important decisions traveling far up the chain of command.
This approach succeeded for many years, as long as size, role clar-
ity, specialization, and control were what drove competitiveness.'

Then, in the 1980s, the rules of the retail game changed. Con-
sumers wanted lower prices, better service, and a constantly chang-
ing array of merchandise. In this environment, speed mattered
more than size. Customers wanted goods on the spot; they weren’t
willing to place orders and wait. At the same time, flexibility and
integration proved able to drive out costs. Successful retailers gave
people multiple jobs and designed integrated service functions. In-
novation became critical to maintaining the edge in merchandise,
service, and store layout.

In this new world, Sears began to slip. At first, management
asked the traditional questions, looking to structure for answers and
repeatedly restructuring, closing stores, and changing leaders. Noth-
ing worked. It was not until Sears started trying to become a more
“customer-focused company” and asked each store to find ways of
identifying and serving customer needs that things began to turn
around. Once it shifted focus, Sears was able to reduce corporate
staff dramatically, moving decision-making responsibility to stores
and store managers. The new success factors compelled Sears to re-
design itself.

In contrast, upstart Wal-Mart, from the beginning of its exis-
tence, focused on the new success factors. Founder Sam Walton’s
philosophy was to find out what customers wanted and provide it
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quickly, at lower cost than any competitor. This meant designing fast,
flexible processes for gathering and using consumer and competi-
tive intelligence. One such process is the weekly “quick market in-
telligence” (QMI) exercise that is at the heart of Wal-Mart’s success.

OMI works like this: every Monday morning, two hundred or
more of Wal-Mart’s senior executives and managers leave Ben-
tonville, Arkansas, to visit Wal-Mart stores and competitors in dif-
ferent regions of North America. For three and a half days, they
talk to store managers, employees, and customers, learning about
what is and is not selling. On Thursday evening, the fleet of Wal-
Mart planes returns these executives to Wal-Mart headquarters. On
Friday, in what they call the “huddle,” they examine the quantita-
tive data (computer-based reports of what is selling) and match the
data with their field observations to make decisions about products
and promotions. Each Saturday morning, a teleconference shares
these ideas with over three thousand stores and gives everyone the
game plan for the next week. The cycle time for ideas at Wal-Mart
is measured in days, not weeks or months. Boundaries that would
have led to committee meetings, task forces, and reporting up the
chain of command in the old Sears have been replaced by execu-
tives who collect information from the source and act.

Even Wal-Mart store managers can move with speed, flexibil-
ity, and creativity. They can set up their own “corners” with mer-
chandise they think will sell to their local customers. If an idea
works, it gets a larger test and sometimes expands nationwide. Sim-
ilarly, managers can make pricing changes on the spot if they think
a change is warranted or if a competitor has a lower price. They do
not need to call Bentonville for permission.

This kind of speed, flexibility, integration, and innovation has
helped Wal-Mart continue to grow and thrive, even during down-
turns in the retail industry.

Similar contrasts can be made between Microsoft and Digital
Equipment (now part of Compaq), between Southwest Airlines
and TWA, and between Enron and most public utilities. Organi-
zations preoccupied with the old success factors and the attendant
questions about organizational structure are struggling, while those
that focus on the new factors for success and the corresponding
boundaryless behaviors are poised to win.
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Four Boundaries

In their quest to achieve the success factors of the twenty-first cen-
tury, organizations must confront and reshape the four types of
boundaries we mentioned earlier: vertical, horizontal, external,
and geographic.

Vertical. Vertical boundaries represent layers within a company.
They are the floors and ceilings that differentiate status, authority,
and power: span of control, limits of authority, and the other man-
ifestations of hierarchy. In a hierarchy, roles are clearly defined and
more authority resides higher up in the organization than lower
down. You can track the intensity of vertical bounding by the num-
ber of levels between the first-line supervisor and the senior execu-
tive and by the differences between levels. Hierarchical boundaries
are defined by title, rank, and privilege. The classic example is the
military, where clear symbolic and substantive differences exist by
rank: officer clubs differ from enlisted clubs, officers have privileges
not available to enlisted personnel, generals have more status and
staff than colonels, and so on. When rank has its privilege, it is a
clear symbol of vertical boundaries.

In contrast, boundaryless organizations focus more on who has
useful ideas than on who has authority and rank. Good ideas can
come from anyone. These organizations make no attempt to dis-
solve all vertical boundaries—that would be chaos—but their per-
meable hierarchies give them faster and better decisions made by
more committed individuals.

Horizontal. Horizontal boundaries exist between functions,
product lines, or units. If vertical boundaries are floors and ceil-
ings, horizontal boundaries are walls between rooms. Rigid bound-
aries between functions promote the development of local agendas
that may well conflict with each other. In the traditional firm, en-
gineering usually wants to create more innovative products and
looks for technologically hot ideas, marketing wants more varied
and customized products, and manufacturing wants long, stable
production runs with little innovation and few variations. Each of
these functional areas then maximizes its own goals to the exclu-
sion of overall organizational goals.

Processes that permeate horizontal boundaries carry ideas, re-
sources, information, and competence with them across functions,
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so that customer needs are well met. Quality, reengineering, and
high-performing work team initiatives often foster such processes.
Once managers begin to move work quickly and effectively across
functions or product lines, horizontal boundaries become sub-
servient to the integrated, faster-moving business processes.

External. External boundaries are barriers between firms and
the outside world—principally suppliers and customers but also
government agencies, special interest groups, and communities.
Traditional organizations draw clear lines between insiders and out-
siders. Some of these barriers are legal, but many are psychologi-
cal, stemming from varied senses of identity, strategic priorities,
and cultures. These differences lead most organizations to some
form of we-they relationship with external constituents. Business
involves negotiation, haggling, pressure tactics, withholding of in-
formation, and the like. When there are multiple customers or sup-
pliers, one may be played off against another.

While external boundaries do provide positive identity for in-
siders (“I work for X!”), they also diffuse effectiveness. Often, cus-
tomers could help a firm resolve internal problems—and have a
keen interest in solutions. They know the output of the firm and
need high-quality products and services. Similarly, suppliers want
to see their customers succeed because successful customers buy
more. With thinner boundaries between firms and customers and
suppliers, the resulting confluence of interests can produce much
more efficient operations.

Geographic. Geographic, or global, boundaries exist when firms
operate in different markets and countries. Often stemming from
national pride, cultural differences, market peculiarities, or world-
wide logistics, these boundaries may isolate innovative practices
and good ideas, keeping a company from using the learning from
specific countries and markets to increase overall success.

With information technology, workforce mobility, and product
standardization, global boundaries are quickly disappearing. Tra-
ditional work differences in Europe, Asia, and North America are
being driven out by the need for more globally integrated products
and services. Yet at the same time, firms that succeed across global
boundaries respect and value local differences as a source of inno-
vation. Colgate Palmolive, for example, has worked to establish
brand equities throughout the world. Its brand of toothpaste and
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tooth powder, for example, while adapted to local preferences for
taste, color, and so on, has become global. Consumers in Europe,
Australia, North America, and Asia can recognize the brand and
find value in it. Creating global brand equities requires companies
to think across global boundaries.

When vertical, horizontal, external, and geographic boundaries
are traversable, the organization of the future begins to take shape.
When these four boundaries remain rigid and impenetrable—as
they so often do today—they create the sluggish response, inflexi-
bility, and slow innovation that cause premier companies to fall.

Permeability in Action

To get an overview of boundaryless behavior, consider the case of
GE Capital’s private label credit card business, a business whose per-
meable boundaries have allowed it to continually reinvent itself.

The Turnaround Kids

GE Capital’s private label credit card business is composed of two
organizations, Card Services (CS) in the U.S. market, and Global
Consumer Finance (GCF) outside the United States. Headquar-
tered in Stamford, Connecticut, they provide private label credit
card services to retail chains. GCF also provides a variety of con-
sumer lending and banking products. CS and GCF customers in-
clude such retail chains as Macy’s, Wal-Mart, Harrods, IKEA, and
hundreds more.

In both revenue and human capital, CS and GCF are two of GE
Capital’s largest businesses, employing over twenty thousand peo-
ple worldwide in a diverse range of functions and disciplines, in-
cluding systems, telecommunications, customer service, marketing,
finance, risk management, and product development. The busi-
nesses have state-of-the-art processing centers around the world,
providing almost instantaneous customer service to retailers and
millions of their cardholders.

Based on year 2000 data, GE Capital is the world’s largest
provider of private label credit cards. Assets total over $50 billion,
and both CS and GCF are among the highest net income genera-



A.01.1-30 11/24/01 6:56 PM Page 13 $

A NEW WORLD ORDER 13

tors in GE Company, growing at a double-digit rate each year. In ad-
dition, the company continues to expand aggressively, looking for
major acquisitions in Europe, Latin America, and the Far East, while
continuing to bring on major new customers in the United States.

In short, CS and GCF are enviable, successful businesses—ifi-
nancially sound, providing attractive rates of return, and satisfying
their customers while also growing aggressively. And they’re both
boundaryless organizations. For example, when an associate in any
of GCF’s thirty-one countries turns on a computer, a “GCF Work-
place” screen appears—in one of twenty-five languages. Using this
intranet, GCF associates can provide the same kinds of services,
using the same measures and tools, with access to the same re-
sources and knowledge banks, from almost anywhere in the world.
And if managers or associates in different parts of GCF need to
work together, they can take advantage of “Same Time,” which al-
lows them to hold meetings while sharing visuals and data in real
time across the globe.

Customer service teams in the centers are responsible for credit
card approvals, problem resolution, and accounts receivable for a
portfolio of stores. In most cases, frontline associates in these teams
have the authority and the tools to make decisions on the spot for
customers, without having to check with supervisors or managers
for approval.

From the standpoint of the credit card holder, these services
seem to be provided by the retailer. CS and GCF thus function as
invisible partners, responsible for managing the retailer’s financial
relationship with all credit card holders. In addition, a marketing
group also works closely with each retailer to agree on standards
to apply to potential cardholders, rates to charge, and marketing
programs and promotions to offer.

Seeing this level of success, few remember that in the early 1980s,
GE was trying desperately to sell its credit card organization, then
named Private Label. It had been in business for fifty years, yet its
market share was a mere 3 percent. It was an old, tired business—a
mediocre performer in a declining market—and its own strategic
planners did not believe it had much of a future. They were con-
vinced that private label credit cards would go the way of the dino-
saurs, displaced by universal cards such as Visa, MasterCard, and
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American Express. “Why,” they reasoned, “would consumers want to
carry multiple credit cards when they could carry just one or two?
And if that’s the case, we don’t have a business here!”

So Private Label’s outlook was bleak. Holding fast to his pledge
to sell off businesses that could not become the number one or two
performers in their industries, in 1982 GE’s new chairman and CEO
Jack Welch put it on the block. Fortunately for GE, potential buyers
agreed that Private Label was a dying business. They stayed away.
With little choice other than to make the best of it, GE Capital pro-
moted Private Label insider David A. Ekedahl to run the business.
His mission: keep it going as long as you can without losing money.
Ekedahl did better than that. He created a successful boundaryless
corporation that has continued to grow for almost two decades.

Reformulating External Boundaries

Private Label’s transformation did not begin with a grand plan. In
fact, as Ekedahl describes it, the objective was to keep the wolves at
bay by adding new customers. However, Ekedahl and his managers
first had to decide who the customers were and how to win their
business. That analysis led to an important insight—the company
needed to concentrate not just on the consumer (the end user of
private label cards) but on the retailer as well. The doom-and-gloom
planning assumptions were based on the belief that Private Label’s
customers were consumers, who would not want to carry multiple
cards. But if the first customer was the retailer, maybe there were
different needs to be met.

By changing the long-standing external boundary that defined
the customer, Ekedahl began a transformation that was to take Pri-
vate Label light years forward. He realized that fast and flexible pro-
cessing, at a lower cost than could be provided by universal cards,
would be the critical success factor for retailers. If Private Label
could get the retailers on board quickly, manage the volume of busi-
ness efficiently, provide error-free processing, and manage customer
databases, it would have tremendous leverage with retailers. And
the information about customer buying patterns would then pay off
even more in purchasing, promotions, and marketing decisions.
But at this time, Private Label’s procedures for setting up a new re-
tailer and working with an existing one were all incredibly cum-
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bersome. To achieve fast and flexible processing, another bound-
ary needed to be opened up.

Loosening Horizontal Boundaries

Dave Ekedahl’s description of what happened next illustrates how
key insights open up the path to the boundaryless organization.

We had just signed up a new company to do their private label
credit cards, and I wanted to go through the process of getting that
client on board. I found that in order to do that, I had a lot of peo-
ple in the room, but none of us had any idea what to do by our-
selves. We needed dozens of other people. So I figured if this was
what it took to get something done, I might as well organize
around these kinds of processes. So we began to recreate our own
organization around the major processes that needed to get done
rather than just do it ad hoc all the time.

Making organizational structure mirror the way work actually
got done, Ekedahl gradually transformed Private Label, leveling hor-
izontal boundaries between systems and other business functions.
The change was complex because the systems resources were all part
of GE Capital, centralized and well defended by solid functional
walls. No systems people were dedicated to Private Label; different
resources were brought to bear whenever there was a particular
need. Ekedahl was determined to change this functional dynamic.

But by no means was the transition smooth. Early in 1989,
Ekedahl tried to bridge the functions by sponsoring a joint confer-
ence with the central systems organization. At a rancorous con-
cluding meeting, the systems people complained that they were not
consulted soon enough in new customer conversions and were
given unrealistic requirements and deadlines. Meanwhile, Ekedahl’s
marketing people accused the systems professionals of not deliver-
ing on their promises. Ekedahl found himself caught in the mid-
dle, wanting to create a crossfunctional team yet forced to arbitrate
between functions with walls too high for collaboration.

Ekedahl did not give up. First, he influenced the head of GE
Capital’s systems to dedicate a group of professionals to his busi-
ness. Then he insisted that the systems and marketing people find
new ways of working together, and he encouraged them to rethink
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their basic work processes. Although reluctant, the two groups
eventually responded to Ekedahl’s continuing pressure.

In 1990, Rich Nastasi, head of the systems group, began to work
with the other business functions to cut the time required to bring a
new retailer on board. A small cross-functional team mapped the typ-
ical process, which was averaging eight weeks. Nastasi then brought
together a group of systems, marketing, finance, and customer ser-
vice people and challenged them to do the job in a matter of days,
not weeks. To everyone’s amazement, solutions began to emerge:
earlier systems involvement in customer negotiations, standardized
data collection procedures, ways of training customer personnel to
help in the conversion, structured conversion procedures, and tech-
nical means of transferring electronic files more quickly.

Over the next few months, as the solutions were implemented,
elapsed times began to drop dramatically, to less than a week for
all but the largest new customers. Equally significant, the different
functions put the solutions in place together. The walls were com-
ing down. Less than a year later, Nastasi and his people were re-
porting directly to Ekedahl, as full-fledged members of the business
team for what was now called Retailer Financial Services (RFS).

Flattening Vertical Boundaries

As RFS organized around key processes, a different organization
took shape. Gradually, the company shifted from a centralized
model where systems, credit, marketing, and customer service were
all run out of Stamford to a hybrid model with both centralized and
decentralized processes. The guiding idea was that processes to sup-
port specific customers should be managed in the field, close to
those customers. Processes requiring consistency and control—fi-
nancial reporting, credit scoring, systems processing, and telecom-
munications—should be handled by the head office. Additional
head office roles were to facilitate sharing of best practices, move-
ment of key personnel, acquisition of new customers, and alloca-
tion of investment resources.

To shift processes to the field, RFS created “regional business
centers.” Retailer customers in each region looked to the centers
for training in systems and procedures, development of mailing and
promotional programs, management information, and the whole

e
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range of cardholder customer services, both through the mail and
on the phone. The centers also managed credit risk—allowing bet-
ter balance between how much to market and how much risk to
allow. The key and single focus of these centers was to help retailer
customers become more successful.

Setting up regional centers, however, was expensive. Ekedahl
was under pressure to reduce costs by increasing productivity. Al-
though the business was willing to invest in automated dialers and
on-line information systems, new technology did not improve pro-
ductivity enough to pay for the added cost of the centers. This cost-
cutting pressure led to a radically new organization. As Ekedahl
explains: “We originally came at it from a productivity point of
view. We figured maybe we could save costs by not having so many
management levels. So we asked a group of our associates how to
do this. The exempt and the nonexempt people got together for
a week and went way beyond what we had been expecting. They
recommended that we organize around teams, with no managers
whatsoever. I said, ‘what the heck, let’s try it,” So we did, starting
with one business center in Danbury.”

Setting up business centers without hierarchical boundaries was
a fundamental revolution. And as in any revolution, there were ca-
sualties—managers who couldn’t adjust, supervisors who couldn’t
find a place, and in particular, frontline associates who couldn’t han-
dle the increased accountability. For the first few years, several cen-
ters suffered high levels of associate turnover. It turned out to be
hard to find employees able to function effectively as team players
with no supervision and high responsibility. Despite careful screen-
ing and orientation, many still opted out after less than a year.

Eventually, through a dialogue helped along by a few outside ex-
perts in team processes, a pattern for success emerged. Teams were
set up to serve all the needs of one large or several small retailers and
the retailers’ customers. All team members were cross-trained in all
the skills needed for effective service, including handling billing
problems and collections, changing credit lines, and changing cus-
tomer data. The more senior or experienced people (in most cases,
former supervisors) became roving trainers, documenters of proce-
dures, and problem solvers.

The payoff from the first boundaryless business center was so
great that Ekedahl and his team never seriously considered restoring

e
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the traditional vertical organization. Even with the turnover, pro-
ductivity was still many times greater and overall costs far lower. And
the customers loved the service they were now getting from a dedi-
cated team that knew their business, their consumers, and their sys-
tems. They began to see the business teams as extensions of their
own companies and not just as service providers.

Given this success in existing business centers, Ekedahl decided
that all new business centers should be set up in teams from the
beginning. Thus when RFS bought the Macy’s credit card and ser-
vicing portfolio in the early 1990s, the entirely new business cen-
ter established to handle it was organized without managers from
the start.

The Flexibility to Reinvent

By 1995, when Dave Ekedahl retired, RFS was considered a model
of a successful, high-performance, boundaryless organization. But
RFS was also facing a test of its capacity not just to thrive but to sur-
vive—the retail industry was slowing down overall, and RFS’s largest
customer, Montgomery Ward, was about to go under.

For many years, Wards (as it was called) had an entire RFS di-
vision—based in Merriam, Kansas—dedicated to serving its card-
holders. By 1998, Wards represented almost 40 percent of RFS’s
net income. So when Wards began to spiral into decline during a
nationwide credit squeeze, RFS’s own profitability plummeted. To
fix that situation, GE Capital asked Edward Stewart, one of its ex-
ecutive vice presidents, to focus his efforts on restoring RFS to prof-
itability. Stewart found that he had to reinvent the private label
business, now called Card Services, all over again.

Obviously, Stewart’s first step was to look for a solution to the
problems with Wards. By exchanging debt for equity, Stewart helped
GE Capital take a controlling interest in Wards and forced a series
of moves—first taking the company into bankruptcy, and then bring-
ing it out in a much-reduced form. Unfortunately, even the scaled-
down Wards could not survive, and by the year 2000, the painful
decision was made to close the doors and liquidate. Fortunately, a
series of business plays mitigated the financial consequences of this
decision. Stewart was able to strike a deal with Wal-Mart to take on
its private label card business and, as part of the deal, flipped all the

e
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Wards cardholders to Wal-Mart. This dramatically reduced the level
of credit write-offs, and maintained (and even added to) CS’s vol-
ume. Stewart also engineered a trade of Bank One’s private label
business for GE Capital’s bankcard business, which also led to some
much-needed financial gains. During this period, Stewart also
“triaged the entire portfolio” with a more rigorous risk screen, which
led to a reduction in nonperforming assets and a scaling down of
the entire business.

These financial moves, though, were not enough to restore CS
to the needed levels of growth and profitability. In particular, the
smaller (though better-performing) portfolio required costs to be
reduced dramatically—but in ways that did not diminish customer
service or destroy the vitality of the business.

Because CS was already a flexible, boundaryless organization,
Stewart was able to take a page out of Ekedahl’s book and refocus
the organization once again around core processes—but this time
to use new technologies as an enabler of productivity.

Throughout most of the 1990s, the old RFS had been a hybrid
organization with some centralized functions along with regional
units that each managed a separate P&L. At the end of the 1990s,
Stewart consolidated all the units into one P&L. He built strong, cen-
tralized process organizations for customer service, marketing, and
collections, and then closed 40 percent of the existing sites. Within
this framework, Stewart asked each of his managers to use Six Sigma
quality tools to achieve high levels of performance and service at
much reduced costs. He then created a “digital dashboard” on the
company intranet to track performance against agreed-upon stan-
dards. Down the side of this dashboard is a list of clients; across the
top are the performance standards in areas such as computer up
time, card authorization speed, call answering times, and so forth.
The dashboard pulls data directly from the computer systems and
telephone networks and displays it in real time—highlighting any
metric that falls outside the variance standard. Functional managers
can use it to track their processes; “client leads” can use the very
same data to look at the performance for their customer. And asso-
ciates themselves can look at their own performance and see where
they stand and where they need to improve.

To take this streamlining one step further, Stewart began to move
whole processes to India, where they could be performed effectively
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at half the cost. Using telecommunications technology and Inter-
net-based tools, by the beginning of 2001, over a thousand people
in India were performing collections and customer service func-
tions for clients in the United States. For the digitally enabled,
boundaryless organization, location had become less relevant than
customer-focused process efficiency. But the real payoff was a re-
turn to profitability and growth.

Crossing Geographic Boundaries

Until 1991, RFS was largely a U.S. business. With the acquisition of
the credit card portfolio of Burton—a major U K. retailer—in 1991,
Ekedahl and his team were thrust into global management. At first,
the Burton organization was kept intact, reporting to Stamford as
one more business center with only a minor exchange of ideas and
systems technology. To people in Stamford, Burton was interesting
but not critical. That soon changed.

Two factors propelled RFS into a global role. First, the traditional
domestic market for growth was clearly full of uncertainties: retailers
(such as Wards) were struggling and even going out of business,
there was pressure to reduce credit card interest charges, and com-
petitors were introducing new strategies such as co-branded cards.
Second, Burton’s processing capacity was underused. If RFS took on
new portfolios in Europe, the Burton operations center could han-
dle them with little incremental cost. By applying its world-class tech-
nology expertise, RFS could have a significant competitive advantage
in Europe.

So RFS began an acquisition binge in Europe. In less than two
years, it had signed up dozens of new retail customers and pur-
chased whole portfolios from banks and other financial institu-
tions. Suddenly, RFS had a major presence in Europe.

The question was how to manage that new presence. Given its
strategic importance, should it be closely managed from Stamford?
Or should it be managed locally, from within Europe? Should its
procedures and processes mirror the U.S. organization? Or should
RFS Europe be allowed to develop its own way of doing things based
on what worked in Europe and in each individual country? And how
should European and U.S. personnel interact—as representatives of
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different divisions or as members of a synergistic team? And what
would happen if RFS went on beyond Europe?

Early in 1993, Ekedahl appointed Dave Nissen, a seasoned RFS
manager who had run both Private Label and the MasterCard pro-
gram, to oversee the European expansion. Ekedahl hoped that
putting someone who was completely familiar with U.S. operations
in charge of the European acquisitions would combine the best
thinking from the U.S. side with a deeper understanding of what
worked in Europe. By the end of 1993, Ekedahl had appointed Nis-
sen to head RFS International. Essentially, Nissen’s charge was to
create a European version of the RFS domestic operation—a se-
ries of regional business centers serving specific clients in their own
languages, joined with a central processing facility (Burton) that
achieved scale in operations. A small central staff, headquartered
in Europe, would provide coordination, technical support, and
best practices from both Europe and the United States. Nissen was
also to search for acquisitions in other parts of the world.

Growing a business outside the United States, however, is not
the same as building a domestic business, and RFS International
was split off from RFS in 1994 to form an independent business
called Global Consumer Finance. Freed from the U.S. parent, Nis-
sen decided to shift the business model. He could not build enough
scale in private label credit cards in any one country, so he diversi-
fied the business to include a range of consumer lending products
such as personal loans, auto loans, and second mortgages. The myr-
iad regulations meant that in many countries he needed to buy or
open local banks to support these products.

With this model, Nissen was able to grow GCF rapidly, not only
in Europe but in Asia as well. By encouraging cross-selling across a
half-dozen key products, he built volume and scale in each country—
and then applied the best process management and technology to
make it efficient. But how do you manage across dozens of countries
and languages—and thousands of branches—each of which has dif-
ferent regulations, cultures, and business quirks? Without a common
framework, Nissen found that his own time was fragmented, and the
business was becoming a “tower of Babel.”

To overcome this aspect of the geographic boundary, Nissen
convened his senior management team at a hotel in Tarrytown,
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New York, in early 1999. Together the team developed what came
to be known as the “Tarrytown 21”—a set of twenty-one measures
that each country in GCF would use to manage the business. As
Nissen says, “We had lots of local CEOs running their businesses
by gut. We needed to have all of them focusing on the same things.
And if they are focusing on those measures, they will be successful.
Then I can focus on acquisitions, sharing best practices, and hir-
ing the best talent.”

Since 1999, each GCF country manager has implemented the
Tarrytown 21, which is now accessible through their intranet, “GCF
Workplace.” There is also a management rhythm for reviewing this
data—all of which is displayed as variations on control charts—
each month and quarter. And soon all of the data will be provided
in real time through AIM, an automated information management
system that will allow managers and associates to see how they did
against the key measures every day.

From its beginnings as an offshoot of RFS, GCF has grown into
a business almost double the size of its parent—and poised to con-
tinue growing around the world.

So, that, in broad outline, is how GE Capital’s private label
credit card business became a true boundaryless organization, con-
tinually inventing new ways to function across all four boundaries
with speed, flexibility, integration, and innovation.

Get Ready for Resistance

GE Capital’s private label business journeyed successfully from the
traditional structure to the boundaryless organization of the twenty-
first century. But that journey took more than a decade. At times,
it was marked by pain, struggle, and doubt. And any organization
that intends to become boundaryless must prepare itself for resis-
tance, both from within and without. The trip is not easy, for many
reasons.

To start with, many people find the mere thought of a bound-
aryless organization terrifying. After all, boundaries are organizations;
they define what’s in and what’s out, who controls and who has sta-
tus. Changing the nature of boundaries is akin to removing your
own skin. So people feel threatened at an almost unconscious level.



A.01.1-30 11/24/01 6:56 PM Page 23 $

A NEW WORLD ORDER 23

Some related threats are more consciously felt. For example,
much has been written over the years about middle managers’ re-
sistance to employee empowerment efforts. In our view, such resis-
tance is entirely rational. After all, in most organizations, the core
of the middle-management job has been to maintain the barriers
between senior management strategy and workers’ implementation
of that strategy. In this construction, middle managers have a series
of vital roles: translating strategy into specific tasks, sequencing
work, establishing measures of progress, controlling resources, and
assessing performance. Workers generally do not interact directly
with senior management and vice versa, except in ceremonial or
other circumspect ways.

When senior managers talk about empowerment, middle man-
agers see their roles as boundary controllers vanishing. If employees
can translate senior management strategy into decisions and inter-
act directly with senior managers, what is left for middle managers
to do? Some new roles open up for middle managers, but the ratio
is not one-to-one—there aren’t enough to go around. So the threat
middle managers face is not only loss of power but actual loss of jobs.

Such threatened losses exist throughout organizations when
barriers become more permeable or are moved. For example:

¢ Functional specialists may fear losing their technical edge if
forced to spend much time as generalists in cross-functional
team activities.

¢ Individuals from different cultures may not want to team with
one another or work for one another due to biases and stereo-
types and the fears they generate.

¢ Individuals from different cultures may simply have trouble
communicating, due not only to different languages but to
different ways of viewing the world.

¢ People at all levels may fear having to learn new rules of the
game if traditional methods of advancement and career track-
ing change.

® Managers may fear embarrassment if information once typi-
cally hidden becomes shared with other levels.

* Former competitors within an organization or between orga-
nizations may find it difficult to learn how to collaborate.
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In addition, two overriding psychological barriers block accep-
tance of the boundaryless organization. One function of boundaries
is to supply protection, a sense of security. Boundaries resemble the
solid walls around your house. If people could not only see through
your walls but actually pass through them, your sense of security
would vanish.

Boundaries also give people a place to hide. In an organization
with permeable boundaries, ineffective performance is highly visi-
ble, not just to a few people but to many. This can trigger enormous
anxiety, especially in those who feel (as everyone does at times)
somewhat unsure about their ability to do a job or learn new skills.

Given these threats to job, status, and security, it is no wonder
that attempts to make boundaries more permeable trigger an or-
ganization’s immune system. All kinds of resistance, overt and co-
vert, begin to emerge.

Several years ago, for example, an executive at what was then
the American Can Company decided that the workers in a newly
acquired plant should be reshaped into a “high-performance/
high-involvement” workforce. Essentially, he wanted to create an
organization with much more permeable vertical and horizontal
boundaries. To do so, he brought in a new plant manager who be-
lieved in empowerment, and as a gesture of goodwill to the work-
force, he removed the time cards and put all workers on salary. He
then instructed his staff to double the size of the plant, in the be-
lief that this newly motivated workforce would become the core of
his most productive machine-building site.

Within days, the forces of resistance went into play. Workers
objected strenuously to the removal of time cards, pointing out
that they could no longer use overtime to earn extra money. When
the new plant manager tried to convince them that the time clocks
were removed because he “trusted them,” they concluded that the
argument was merely camouflage for cutting their pay. While this
debate was going on, headquarters staff arrived and began a thor-
ough inventory of machinery and personal tools in preparation for
the expansion. The presence of staff people counting their equip-
ment further fueled the workers’ mistrust of management. When
the new plant manager tried to stop the inventory until he got
things sorted out with the workforce, he found himself in a power
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struggle with the corporate head of facilities and engineering.
Eventually, the battle escalated to the executive who had initiated
the “model plant,” who was shocked to see his experiment founder
so quickly. However, before he could resolve the issues between his
staff colleagues and his new plant manager, the International Ma-
chinists Union instigated an organizing campaign that the corpo-
rate human resource function determined to fight.

Within months, what had started out as a promising, well-
intentioned experiment meant to serve as a model for the corpo-
ration had gone down in flames. The new plant manager was gone,
the workforce was alienated from management, and relations be-
tween corporate manufacturing and engineering were strained.
The vertical and horizontal boundaries, far from becoming more
permeable, had been reinforced. The immune system had done its
work, surrounding and engulfing the foreign body of change be-
fore it could infect the rest of the organization.

The shift to permeability is fraught with such threats, barriers,
and resistance. Nonetheless, it is possible to identify and then over-
come resistance and make the boundaryless organization a reality.

Making It Happen:
Getting the Most from This Book

Organizations can transform themselves. They can develop more
permeable boundaries despite the immune response. And thanks
to such pioneer organizations as GE Capital, the transformation no
longer has to take a decade or be based on trial and error. Nor does
it have to wait until external or environmental crises force the issue.
Our accumulated experience in helping dozens of organizations of
all types to journey toward boundarylessness has identified effective
tools and techniques for change. There are frameworks that can be
applied, questions that can be asked, and lessons that can be learned
to help managers accelerate their progress toward the boundaryless
organization.

The four main parts of this book each focus on one of the four
types of organizational boundaries: vertical, horizontal, external,
and geographic. Without doubt, much has been written about
each of these boundaries individually, and many companies have
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experienced great success in permeating or loosening one or two
of them. But few have been able to put together an entire package,
to create permeability across all four boundaries. One of our pur-
poses, then, is to show boundaryless transformation from an inte-
grated perspective, one that deals with all four boundaries, so that
leaders can complete their paradigm shift.

At the same time, we have made the practical assumption that
different organizations and units within organizations are on dif-
ferent places on the continuum and that different strategies and
tactics will be useful to them at different times. Thus we do not ad-
vocate a frontal assault on all four boundaries at once, nor do we
advocate a particular sequence of assaults. Each organization must
determine how far it has gone toward permeating boundaries and
assess where greater permeability will make the most impact most
quickly. Organizations just setting out on the journey may need to
employ strategies very different from those of organizations that
have been traveling awhile. Similarly, organizations in different in-
dustries or facing different competitive threats may need to move
relatively faster or further along the continuum than others.

To help you manage these differences, we provide diagnostic
instruments that assess where you are and where you want to be.
To start with, your responses to the questionnaire at the end of this
chapter will give you an overall picture of where you stand in rela-
tion to each boundary and each of the new success factors. More
specific questionnaires in each section assess your progress on per-
meating a particular boundary. In essence, this will allow you to
view this book not as a cookbook with a fixed menu but as a self-
paced learning guide. Through the self-assessments, you can set
the pace, select the boundaries most in need of change in your or-
ganization, and determine which actions might be most useful in
fostering that change.

Useful as they are, these brief instruments cannot provide a sta-
tistically valid measure of boundaryless behavior. In addition, your
ratings themselves will be highly subjective, conditioned by your
unique perspectives on your organization. A major purpose of each
questionnaire is to stimulate discussion with your colleagues, both
within your organization and outside it, and to help you select the
actions that might do most for you.
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A second assumption we make is that creating the boundaryless
organization is, at its heart, a leadership challenge. It is more than
applying a series of tools and techniques. The transformation of the
traditional organization also requires the transformation of the tra-
ditional leader. Leaders of a boundaryless organization differ from
traditional managers. They spend their time differently; possess a
different set of skills, beliefs, and attitudes; judge themselves differ-
ently; and view their careers in different ways. Chapter Ten talks
about these transformational challenges explicitly, but our assump-
tion throughout is that this shift requires leaders from the CEO to
the first-line supervisors to have the fire to make it happen.

A final assumption is that we need to share with you real cases
and illustrations of organizations struggling with changes in bound-
aries. As much as possible, these cases are based on our personal
experiences. Whenever we can, we identify companies by name,
with the understanding that we are reporting only parts of the over-
all company experience and that we are doing so through the filter
of our own eyes.

As we noted in the Preface, General Electric was the breeding
ground for many of our ideas. It is a diverse mixture of separate
businesses, each of which is a Fortune 100 company on its own. GE
started explicitly on the boundaryless journey in 1988 and is fur-
ther along than many other organizations, so it is a rich source of
learning for others. As Jack Welch stated in his 1993 letter to share-
holders: “Boundaryless behavior is the soul of today’s GE. . . . Peo-
ple seem compelled to build layers and walls between themselves
and others. . . . These walls cramp people, inhibit creativity, waste
time, restrict vision, smother dreams, and above all, slow things
down. . .. The challenge is to chip away at and eventually break
down these walls and barriers, both among ourselves and between
ourselves and the outside world.™

Our intent is to support organizational leaders as they chip away
at their own boundaries—so that more organizations can experi-
ence the speed, excitement, and energy of the boundaryless world.

Questionnaire #1 will gauge approximately how far your orga-
nization has evolved toward the boundaryless paradigm. More specif-
ically, it will help you determine where you might most profitably
concentrate your change efforts.
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Questionnaire Scoring

After you have rated each statement, total your scores across the
rows and down the columns. Each row and column score should
be a number between 4 and 20.

Column scores represent your organization’s relative achieve-
ment of the new success factors. A score of 12 or less on any one fac-
tor suggests significant work may be needed, especially if the factor
will be critical in your industry or type of organization. A score of 16
or higher suggests your organization already has achieved significant
strength in the factor. It will be important to build on that strength.
Overall, your scores can help you and your colleagues begin to think
about the overall urgency for change facing your organization.

Row scores represent your organization’s relative success at
achieving permeability of the four boundaries. Again, a score of 12
or less on any one boundary suggests an opportunity for significant
improvement, and a score of 16 or higher probably indicates an
area of strength.

Questionnaire Follow-Up

With these scores in hand, you may want to begin your reading
with the section on the boundary where you find most urgency or
opportunity for change. Or you may want to begin with a section
that covers your area of strength to find ways of building on that
success.

Though you can certainly complete the questionnaire by your-
self, you might find it valuable to ask others in your organization
to complete it as well. It can then be the basis of a group discus-
sion that will help you and your team develop a shared view of your
organization and a more common understanding of changes that
might be needed. Developing this common understanding is, in
itself, one step toward becoming a boundaryless organization.



