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Wealthy Mature Industrialist to Wed Attractive
Young Software Maverick

A fascinating reflection of the seismic gap that traditional 20" Century companies
now face is seen in a new course  being offered at Stanford Business School this
year:

STRAMGT520: 0 The | ndust r i aThissdurSesexpDred e mma :
how digital disruptions are having tectonic shifts on large,

successful and established companies, whether they have a

digital f oundati on or not . o

oo ndustrialistsdéd here refers basically to any
built around digital software at the core. The adaptation required is not a

superficial fix in the extremities of a product or service offering. Rather it lies deep in

the hard wiring of the central nervous system 0 the fully integrated architecture of

data, information sharing, and the organization of how work gets done. Starting

some 20+ years ago, companies cautiously began introducing new computer -

based technologies (at their own pace) to realize huge gains in their internal

operational efficiencies. But now the digital revolution has shifted control to
consumers demandi ngr eaatrion @6 i tnhe&icro i ndi vi dual
experience. Industrialists have lost control of the nature of consumer engagement

and the speed with which itis  changing.

An article by the course instructors  offers a number of insights
intot he depth of the 0t e dncwnbdntc 6
Industrialists and suggests that strategies being employed

by those Industrialists most successful in pursuing

transformation include some form or another of
omarrydmmg oat the verydoybuagest o0da
(business) models from the (Silicon) valley:  partnerships

wi t hifvestments i n éagquisitons of €, et c.

N i

Thisis a strategy we wholeheartedly  support. It is far more than a marriage of
convenience. Why? Well |, for one thing: 0Crossing Over . 0
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oCr o0 s s | n gis abiological term that refers to the exchange of genes that results
in a mixture of parental characteristics in offspring.

) The recent HBR articl
John Hol | and, considered one of the fathers of
known to correct a common mis  -understanding about the application of biological Corporate SurviFemDi6) (
CAS to business innovation. That being the idea that the primary source of innovation states that oOcompani e
is a mutation. In actuality, the vast majority of innovation is the result of the ongoing
iterative process of o0Crossing Overo6 twoododif
the mixing and sharing of different sets of characteristics found in our DNA respect: both are wh

complex adaptive  systems.

biological species in an important

A Wedding Pl anner 6s Dr eam:

Levie and Siegel (the Stanford course instructors who

authored The I ndustrialistda Dil
significant volume of M & A activity in 2016 initiated by the
Industrialists. tsounds | i ke 0Crossing Ove

the intent behind these  acquisitions. If so, there is some

serious thought that needs to go into the entire M & A
process. as we are hopeful that business leaders

We encourage a review of the article,

are beginning to embrace the insights
What we know from industry research is that a huge portion of leadership focus in

M & A deals goes into the  tactical, front -end nuts-and -bolts of tying the knot:
legal, financial, data and communications systems, parity of compensation, etc. these insights are not all that easy to
Necessary , yes, but what we also know is that the chances of ever realizing the
expected value out of the investment is much more dependent on what follows

over time, namely: talent retention, leadership alignment, roles and

responsibilities, culture, organizational structures,  decision -making , business model

offered by complexity theory. Initially,

grasp, and/or are even counter -

intuitive; but they are right.

conflict, ways of working together, etc. We love to mis -characterize these things
as the oO0softerdé aspects of business integr
the real work of making a mloneymoange oOwor ko

0 2016 the Clarion Group, Ltd. All rights reserved.




And What Are Your Intentions with My Daughter?

When dealing with mergers between two traditional

Industrialist companies, we often frame discussions around Strategic
Intent through simple formulas of  addition.

Integrated

Two organizations willmerge info
one, maintaining the essential =

design of at least one of the two.

1+1=1
Independent

Two organizations willmaintain
separate operations with some form
of agreement dictating the basis for

the relationship.

(’; 1+1=2

Transformed
The two entities willbe merged info ———
one new unit which bears little + - ———— 1+1=3
resemblance to either of the original ~— ——
entities.
0l+ 1 = 36 is a big challenge when merging I ndustrialist compar
Software business models. The Transformed Merger sought between two Industrialist companies is still a somewhat linear
expansion (despite the faulty math) in which the potential outcomes of the merger can be anticipated with some level
of confidence. Not easy to realize, mind you, but at least the intended outcome can be envisioned from the start.
Reading between the lines, the strategic intent being sought between the maturing Industrialist and emerging Software
Maverick sounds something like this:
Acquire a small leading -edge Digital Software company organized around a totally different business model and possessing a
different set of core competencies which can integrate or back fill knowledge, skills and cultural change into a large, acqui ring

Industrialist company that is burdened with outdated management, systems and assets. Successfully transform the acquirer o
fromtheinside out T eqaimtldem to survive and thrive through one of the four major economic paradigm shifts ever
witnessed in history of modern commerce. Quickly , before their customer base is otherwise devoured by a software company.
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Why Software Is Eating The World

oMore and more major

industries are being run on software and
delivered as online services fi from
movies to agriculture to national
defense. Many of the winners are
Silicon Valley -style entrepreneurial
technology companies that are

invading and overturning established
industry structures. Over the next 10
years, | expect many more industries to
be disrupted by software, with new
world -beating Silicon Valley companies
doing the disruption in more cases than
not . 0

Marc Andreessen

August 20, 2011
http ://www.wsj.com /

A New Breed

If the Strategic Intent is even remotely close to this, this is M & A transformation on
steroids. Predicting the lineage that would emerge from the marriage of such
thoroughbr eds &nseaningibdefied enediction.

One of the most challenging principles of Complexity Theory for many incumbent

|l ndustrialists is the nonlinear nature of
lead and the markets in which they compete. Said differently, in CAS change
happens 0 often in counter -intuitive ways o ways that by definition cannot be

controlled or predicted in  advance. The impact & and the challenge 8 of a merger
between a large incumbent Industrialist and a high powered Digital Software
pusiness model is likely to look (mathematically) more like this:
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In other words, nothing short of  exponential.

Salim Ismail (lead author, Exponential Organizations ) and others explain that
organizational change as we have known it in the past was linear in nature. The
evolving world of digitally -based business models is both complex and

characterized by exponential growth and change. This a new kind of organization

0 one that can only be realized and known in the process as it emerges. It requires
a different mindset.

To repeat, we believe this should be done o0 can be done 90 must be done. But what

will it take?
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DNA Testing

Hereds the perplexing question: do either o
that wil |l be required to get the new baby th
of DNA is absolutely critical to create the attributes of a new child capable of surviving

the paradigm shift. But who is best suited to raise the prodigy child in its infancy?

Levie and Siegel are astute in their assessment of the factors required for the
transformational change  envisioned. They r ecogni ze t hat ono two

the same, but all must start with the i ncumb
effort. o And onone of these efforts will ma
shifts in how the companies are run, dondt a
However, acknowledging that ostartups benefi
baggageo6 also brings to the forefront an int

attractive young startups possess the (maternal) instincts required to lead organizational
change from the inside of a large, mature incumbent Industrialist company?

Intentionally leading large numbers of people through complex, transformational

change fueled by a strong (exponential) catalyst is a very different kind of DNA. Who is
bringing that experience and competency into the marriage 0 the Industrialist or the
Maverick?

Industrialist incumbents are often not well equipped. The success of their companies has
been grounded in a different set of skills, and transformational change is not one of them.
Often such organizations fail to demonstrate the necessary resolve, cultural mandate and
change agility required.

Software Mavericks have achieved their success as loosely networked startups with non -
traditional structures, unencumbered by the ossified bureaucratic organizations they are

now challengedto transform. Traditional structure is like an anchor that inhibits the rate of
market adaption and value creation and is to be avoided.

In addition to all of the factors for success identified by Levie and Siegel, perhaps the
most compelling question is: will either the bride or the groom bring the right leadership
DNA characteristics needed to create the catalyst for change and also architect
systemic transformation from within?
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complex, transformational change
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catalyst is a very different Kind of




