
ey executives of a retail store
chain hold on to an organiza-
tional structure long after it 

has served its purpose because the
structure is the source of their power.
The company eventually goes into
bankruptcy.

A large bank disciplines a “rebel-
lious” manager who is blamed for
current control problems, when the
underlying causes are centralized
procedures that are holding back ex-
pansion into new markets. Many
young managers subsequently leave
the bank, competition moves in, and
profits decline.

The problems at these companies
are rooted more in past decisions
than in present events or market 
dynamics. Yet management, in its
haste to grow, often overlooks such
critical developmental questions 
as, Where has our organization
been? Where is it now? and What do
the answers to these questions mean
for where it is going? Instead, man-
agement fixes its gaze outward on
the environment and toward the fu-
ture, as if more precise market pro-
jections will provide the organiza-
tion with a new identity.

In stressing the force of history on
an organization, I have drawn from
the legacies of European psycholo-
gists who argue that the behavior of
individuals is determined primarily
by past events and experiences,
rather than by what lies ahead. Ex-
tending that thesis to problems of 
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how companies grow

organizational development, we can
identify a series of developmental
phases through which companies
tend to pass as they grow. Each phase
begins with a period of evolution,
with steady growth and stability,
and ends with a revolutionary period
of substantial organizational tur-
moil and change – for instance, when
centralized practices eventually lead
to demands for decentralization.
The resolution of each revolutionary
period determines whether or not a
company will move forward into its
next stage of evolutionary growth.

A Model of How
Organizations Develop
To date, research on organizational
development has been largely em-
pirical, and scholars have not at-
tempted to create a model of the
overall process. When we analyze
the research, however, five key di-
mensions emerge: an organization’s
age and size, its stages of evolution
and revolution, and the growth rate
of its industry. The graph “How
Companies Grow” shows how these
elements interact to shape an orga-
nization’s development.

Age of the Organization. The most
obvious and essential dimension for
any model of development is the life
span of an organization (represented
on the graph as the horizontal axis).
History shows that the same organi-
zational practices are not main-
tained throughout a long life span.
This demonstrates a most basic

point: management problems and
principles are rooted in time. The
concept of decentralization, for ex-
ample, can describe corporate prac-
tices at one period but can lose its
descriptive power at another.

The passage of time also con-
tributes to the institutionalization
of managerial attitudes. As these at-
titudes become rigid and eventually

outdated, the behavior of employees
becomes not only more predictable
but also more difficult to change.

Size of the Organization. This di-
mension is depicted on the chart as
the vertical axis. A company’s prob-
lems and solutions tend to change
markedly as the number of its em-
ployees and its sales volume in-
crease. Problems of coordination and
communication magnify, new func-

tions emerge, levels in the
management hierarchy
multiply, and jobs be-
come more interrelated.
Thus, time is not the only
determinant of structure;
in fact, organizations that
do not become larger can
retain many of the same
management issues and

practices over long periods.
Stages of Evolution. As organiza-

tions age and grow, another phenom-
enon emerges: prolonged growth
that we can term the evolutionary
period. Most growing organizations
do not expand for two years and then
contract for one; rather, those that
survive a crisis usually enjoy four to
eight years of continuous growth

without a major economic setback
or severe internal disruption. The
term evolution seems appropriate
for describing these quiet periods 
because only modest adjustments
appear to be necessary for maintain-
ing growth under the same overall
pattern of management.

Stages of Revolution. Smooth evo-
lution is not inevitable or indefi-
nitely sustainable; it cannot be as-
sumed that organizational growth 
is linear. Fortune’s “500” list, for 
example, has had considerable
turnover during the last 50 years. In
fact, evidence from numerous case
histories reveals periods of substan-
tial turbulence interspersed between
smoother periods of evolution.

We can term the turbulent times
periods of revolution because they
typically exhibit a serious upheaval
of management practices. Traditional
management practices that were ap-
propriate for a smaller size and earlier
time no longer work and are brought
under scrutiny by frustrated top-level
managers and disillusioned lower-
level managers. During such periods
of crisis, a number of companies fall
short. Those that are unable to aban-
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don past practices and effect major
organizational changes are likely 
either to fold or to level off in their
growth rates.

The critical task for management
in each revolutionary period is to
find a new set of organizational prac-
tices that will become the basis for
managing the next period of evo-
lutionary growth. Interestingly
enough, those new practices eventu-
ally sow the seeds of their own decay
and lead to another period of revolu-
tion. Managers therefore experience
the irony of seeing a major solution
in one period become a major prob-
lem in a later period.

Growth Rate of the Industry. The
speed at which an organization expe-

riences phases of evolution and revo-
lution is closely related to the mar-
ket environment of its industry. For
example, a company in a rapidly ex-
panding market will have to add em-
ployees quickly; hence, the need for
new organizational structures to ac-
commodate large staff increases is
accelerated. Whereas evolutionary
periods tend to be relatively short 
in fast-growing industries, much
longer evolutionary periods occur in
mature or slow-growing industries.

Evolution can also be prolonged,
and revolutions delayed, when prof-
its come easily. For instance, com-
panies that make grievous errors in 
a prosperous industry can still look
good on their profit-and-loss state-

ments; thus, they can buy time be-
fore a crisis forces changes in man-
agement practices. The aerospace 
industry in its highly profitable 
infancy is an example. Yet revolu-
tionary periods still occur, as one did
in aerospace when profit opportu-
nities began to dry up. By contrast,
when the market environment is
poor, revolutions seem to be much
more severe and difficult to resolve.

Phases of Growth
With the foregoing framework in
mind, we can now examine in depth
the five specific phases of evolution
and revolution. As shown in the
graph “The Five Phases of Growth,”
each evolutionary period is charac-
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terized by the dominant manage-
ment style used to achieve growth;
each revolutionary period is charac-
terized by the dominant manage-
ment problem that must be solved
before growth can continue. The
pattern presented in the chart seems
to be typical for companies in indus-
tries with moderate growth over a
long period; companies in faster-
growing industries tend to experi-
ence all five phases more rapidly,
whereas those in slower-growing in-

dustries encounter only two or three
phases over many years.

It is important to note that each
phase is at once a result of the previ-
ous phase and a cause for the next
phase. For example, the evolution-
ary management style in Phase 3 is
delegation, which grows out of and
becomes the solution to demands for
greater autonomy in the preceding
Phase 2 revolution. The style of dele-
gation used in Phase 3, however,
eventually provokes a revolutionary
crisis that is characterized by at-
tempts to regain control over the di-
versity created through increased
delegation.

For each phase, managers are lim-
ited in what they can do if growth is
to occur. For example, a company
experiencing an autonomy crisis in
Phase 2 cannot return to directive
management for a solution; it must
adopt a new style – delegation – in 
order to move forward.

Phase 1: Creativity. In the birth
stage of an organization, the empha-
sis is on creating both a product and
a market. The following are the
characteristics of the period of cre-
ative evolution:
■ The founders of the company are
usually technically or entrepreneuri-
ally oriented, and they generally dis-
dain management activities; their
physical and mental energies are ab-

sorbed entirely by making and sell-
ing a new product.
■ Communication among employ-
ees is frequent and informal.
■ Long hours of work are rewarded
by modest salaries and the promise
of ownership benefits.
■ Decisions and motivation are 
highly sensitive to marketplace
feedback; management acts as cus-
tomers react. 

All the foregoing individualistic
and creative activities are essential

for a company to get off
the ground. But as the
company grows, those
very activities become
the problem. Larger pro-
duction runs require
knowledge about the effi-
ciencies of manufactur-
ing. Increased numbers 
of employees cannot be
managed exclusively

through informal communication,
and new employees are not moti-
vated by an intense dedication to the
product or organization. Additional
capital must be secured, and new 
accounting procedures are needed
for financial control. The company’s
founders find themselves burdened
with unwanted management re-
sponsibilities. They long for the
“good old days” and try to act as
they did in the past. Conflicts among
harried leaders emerge and grow
more intense.

At this point, a crisis of leadership
occurs, which is the onset of the first
revolution. Who will lead the com-
pany out of confusion and solve the
managerial problems confronting 
it? Obviously, a strong manager is
needed – one who has the necessary
knowledge and skills to introduce
new business techniques. But find-
ing that manager is easier said than
done. The founders often resist step-
ping aside, even though they are
probably temperamentally unsuited
to the job. So here is the first critical
choice in an organization’s develop-
ment: to locate and install a strong
business manager who is acceptable
to the founders and who can pull the
organization together.

Phase 2: Direction. Those com-
panies that survive the first phase by
installing a capable business manager

usually embark on a period of sus-
tained growth under able, directive
leadership. Here are the characteris-
tics of this evolutionary period:
■ A functional organizational struc-
ture is introduced to separate manu-
facturing from marketing activities,
and job assignments become in-
creasingly specialized.
■ Accounting systems for inventory
and purchasing are introduced.
■ Incentives, budgets, and work
standards are adopted.
■ Communication becomes more
formal and impersonal as a hierar-
chy of titles and positions grows.
■ The new manager and his or her
key supervisors assume most of the
responsibility for instituting direc-
tion; lower-level supervisors are
treated more as functional special-
ists than as autonomous decision-
making managers.

Although the new directive tech-
niques channel employees’ energy
more efficiently into growth, they
eventually become inappropriate for
controlling a more diverse and com-
plex organization. Lower-level em-
ployees find themselves restricted
by a cumbersome and centralized 
hierarchy. They have come to possess
more direct knowledge about mar-
kets and machinery than do their
leaders at the top; consequently,
they feel torn between following
procedures and taking initiative on
their own.

Thus, the second revolution
emerges from a crisis of autonomy.
The solution adopted by most com-
panies is to move toward more dele-
gation. Yet it is difficult for top-level
managers who previously were suc-
cessful at being directive to give up
responsibility to lower-level man-
agers. Moreover, the lower-level
managers are not accustomed to
making decisions for themselves. 
As a result, numerous companies
founder during this revolutionary
period by adhering to centralized
methods, while lower-level employ-
ees become disenchanted and leave
the organization.

Phase 3: Delegation. The next era
of growth evolves from the success-
ful application of a decentralized 
organizational structure. It exhibits
these characteristics:
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■ Much greater responsibility is 
given to the managers of plants and
market territories.
■ Profit centers and bonuses are used
to motivate employees.
■ Top-level executives at headquar-
ters limit themselves to managing
by exception based on periodic re-
ports from the field.
■ Management often concentrates
on acquiring outside enterprises that
can be lined up with other decentral-
ized units.
■ Communication from the top is 
infrequent and usually occurs by
correspondence, telephone, or brief
visits to field locations.

The delegation phase allows com-
panies to expand by means of the
heightened motivation of managers
at lower levels. Managers in decen-
tralized organizations, who have
greater authority and incentives, are
able to penetrate larger markets, re-
spond faster to customers, and de-
velop new products.

A serious problem eventually
emerges, however, as top-level exec-
utives sense that they are losing con-
trol over a highly diversified field op-
eration. Autonomous field managers
prefer to run their own shows with-
out coordinating plans, money, tech-
nology, and personnel with the rest
of the organization. Freedom breeds
a parochial attitude.

Soon, the organization falls into a
crisis of control. The Phase 3 revolu-

tion is under way when top manage-
ment seeks to regain control over
the company as a whole. Some top-
management teams attempt a return
to centralized management, which
usually fails because of the organi-
zation’s newly vast scope of opera-
tions. Those companies that move
ahead find a new solution in the use
of special coordination techniques.

Phase 4: Coordination. The evolu-
tionary period of the coordination

phase is characterized by the use of
formal systems for achieving greater
coordination and by top-level execu-
tives taking responsibility for the
initiation and administration of
these new systems. For example:
■Decentralized units are merged
into product groups.
■ Formal planning procedures are es-
tablished and intensively reviewed.
■ Numerous staff members are hired
and located at headquarters to initi-
ate companywide programs of con-
trol and review for line managers.
■ Capital expenditures are carefully
weighed and parceled out across the
organization.
■ Each product group is treated as an
investment center where return on
invested capital is an important cri-
terion used in allocating funds.
■ Certain technical functions, such
as data processing, are centralized at
headquarters, while daily operating
decisions remain decentralized.
■ Stock options and companywide
profit sharing are used to encourage
employees to identify with the orga-
nization as a whole.

All these new coordination sys-
tems prove useful for achieving
growth through the more efficient
allocation of a company’s limited re-
sources. The systems prompt field
managers to look beyond the needs
of their local units. Although these
managers still have a great deal of
decision-making responsibility, they

learn to justify their ac-
tions more carefully to 
a watchdog audience at
headquarters.

A lack of confidence,
however, gradually builds
between line and staff,
and between headquar-
ters and the field. The
many systems and pro-

grams introduced begin to exceed
their usefulness. A red-tape crisis is
in full swing. Line managers, for ex-
ample, increasingly resent direction
from those who are not familiar with
local conditions. And staff people,
for their part, complain about unco-
operative and uninformed line man-
agers. Together, both groups criti-
cize the bureaucratic system that
has evolved. Procedures take prece-
dence over problem solving, and in-

novation dims. In short, the organi-
zation has become too large and
complex to be managed through for-
mal programs and rigid systems. The
Phase 4 revolution is under way.

Phase 5: Collaboration. The last
observable phase emphasizes strong
interpersonal collaboration in an at-
tempt to overcome the red-tape cri-
sis. Where Phase 4 was managed
through formal systems and proce-
dures, Phase 5 emphasizes spontane-
ity in management action through
teams and the skillful confrontation
of interpersonal differences. Social
control and self-discipline replace
formal control. This transition is es-
pecially difficult for the experts who
created the coordination systems as
well as for the line managers who re-
lied on formal methods for answers.

The Phase 5 evolution, then,
builds around a more flexible and be-
havioral approach to management.
Here are its characteristics:
■ The focus is on solving problems
quickly through team action.
■ Teams are combined across func-
tions to handle specific tasks.
■ Staff experts at headquarters are 
reduced in number, reassigned, and
combined into interdisciplinary
teams that consult with, not direct,
field units.
■ A matrix-type structure is fre-
quently used to assemble the right
teams for the appropriate problems.
■ Formal control systems are simpli-
fied and combined into single multi-
purpose systems.
■ Conferences of key managers are
held frequently to focus on major
problems.
■ Educational programs are used to
train managers in behavioral skills
for achieving better teamwork and
conflict resolution.
■ Real-time information systems are
integrated into daily decision-mak-
ing processes.
■ Economic rewards are geared more
to team performance than to indi-
vidual achievement.
■ Experimenting with new practices
is encouraged throughout the orga-
nization.

What will be the revolution in re-
sponse to this stage of evolution?
Many large U.S. companies are now
in the Phase 5 evolutionary stage, so

The delegation phase brings
a new period of growth, 
but freedom eventually
breeds a parochial attitude.
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may even see companies with dual
organizational structures: a habit
structure for getting the daily work
done and a reflective structure for
stimulating new perspective and
personal enrichment. Employees
could move back and forth between
the two structures as their energies
dissipate and are refueled.

One European organization has
implemented just such a structure.
Five reflective groups have been 
established outside the company’s
usual structure for the purpose of
continuously evaluating five task

activities basic to the organization.
The groups report directly to the
managing director, although their
findings are made public throughout
the organization. Membership in
each group includes all levels and
functions in the company, and em-
ployees are rotated through the
groups every six months.

Other concrete examples now in
practice include providing sabbati-
cals for employees, moving man-
agers in and out of hot-spot jobs, es-
tablishing a four-day workweek,
ensuring job security, building phys-
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Revolution Is Still Inevitable

I wrote the first draft of this article
while I was felled by a bad leg dur-
ing a ski vacation in Switzerland.
At the time, the business world
was buzzing with numerous fad-
dish techniques. Perhaps it was the
size and height of the mountains
that made me feel that there were
deeper and more powerful forces at
work in organizations.

Four basic points still seem valid
about the model. First, we continue
to observe major phases of develop-
ment in the life of growing compa-
nies, lasting anywhere from 3 to 15
years each. Although scholars de-
bate the precise length and nature
of these phases, everyone agrees
that each phase contains its own
unique structure, systems, and
leadership. The growth rate of the
industry seems to determine the
phases’ length.

Second, transitions between 
developmental phases still do not
occur naturally or smoothly, re-
gardless of the strength of top man-
agement. All organizations appear
to experience revolutionary diffi-
culty and upheaval, and many of
these organizations falter, plateau,
fail, or get acquired rather than
grow further. IBM before Lou Gerst-
ner and General Electric before
Jack Welch both suffered badly at
the end of the fourth phase of coor-

dination, when sophisticated man-
agement systems evolved into rigid
bureaucracies.

Third, the logic of paradox un-
derlying the model continues to
ring true, although it often haunts
and confuses the managerial psy-
che. Managers have difficulty in
understanding that an organiza-
tional solution introduced by them
personally in one phase eventually
sows the seeds of revolution.

Fourth, the greatest resistance to
change appears at the top because
revolution often means that units
under each senior executive will be
eliminated or transformed. That is
why we so often see new chief 
executives recruited from the out-
side and why senior managers fre-
quently leave companies. Execu-
tives depart not because they are
“bad” managers but because they
just don’t fit with where the com-
pany needs to go.

As for the differences that I have
observed since the article’s original
publication, there is obviously
much more “death” in the life of
organizations today. Few organiza-
tions make it through all the phases
of growth. If they don’t fail, as most
do in the initial phase of creativity
and entrepreneurship, they often
get acquired by companies that are
in a later phase. 

The phases are not as cleanly
marked off as I depicted them. The
vestiges of one phase remain as
new approaches are introduced.
Such overlaps are most notable in
the case of the first-phase entrepre-
neur hanging on when professional
management is added in the sec-
ond phase of direction.

There are also miniphases with-
in each evolutionary stage. The
delegation phase, for example, does
not typically begin with the com-
plete decentralization of the entire
organization into multiple product
units, as the article implies. Usually
one product group is launched, and
then others are added over time.
Also, as delegation – or decentral-
ization, as I now prefer to call this
phase – advances, senior managers
at the corporate office are not as
hands-off as I depicted them. The
addition of multiple product or 
geographic units over time requires
a sophisticated level of involve-
ment by senior management to re-
view strategies, evaluate results,
and communicate the organiza-
tion’s values – but not to micro-
manage the units under them.

I would change some of the
things I said about the fifth phase
of collaboration. My original de-
scription of this phase suggests
that the entire organization is

the answer is critical. Although
there is little clear evidence regard-
ing the outcome, I imagine that the
revolution arising from the “?” crisis
will center around the psychological
saturation of employees who grow
emotionally and physically exhaust-
ed from the intensity of teamwork
and the heavy pressure for innova-
tive solutions.

My hunch is that the Phase 5 revo-
lution will be solved through new
structures and programs that allow
employees to periodically rest, re-
flect, and revitalize themselves. We



ical facilities for relaxation during
the workday, making jobs more in-
terchangeable, creating an extra
team on the assembly line so that
one team is always off for reeduca-
tion, and switching to longer vaca-
tions and more flexible work hours.

The Chinese practice of requiring
executives to spend time periodically
on lower-level jobs may also be
worth a nonideological evaluation.
For too long, U.S. management has
assumed that career progress should
be equated with an upward path to-
ward title, salary, and power. Could

it be that some vice presidents of
marketing might just long for, and
even benefit from, temporary duty
in field sales?

Implications of History
Let me now summarize some impor-
tant implications for practicing
managers. The main features of this
discussion are depicted in the table
“Organizational Practices in the
Five Phases of Growth,” which
shows the specific management ac-
tions that characterize each growth
phase. These actions are also the 

solutions that ended each preceding
revolutionary period.

In one sense, I hope that many
readers will react to my model by
seeing it as obvious and natural for
depicting the growth of an organiza-
tion. To me, this type of reaction is a
useful test of the model’s validity.

But at a more reflective level, I
imagine some of these reactions
come more from hindsight than
from foresight. Experienced man-
agers who have been through a de-
velopmental sequence can identify
that sequence now, but how did they
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turned into a matrix of teams. I
now see the matrix as confined
largely to senior management,
where the heads of geographic 
areas, product lines, and functional
disciplines collaborate as a team in
order to ensure that their decisions
are coordinated and implemented
across global markets. The most
significant change in this phase 
occurs when the previously bureau-
cratic Phase 4 control-oriented
staff and systems are replaced by a
smaller number of consulting staff
experts who help facilitate, rather
than control, decisions.

My speculation that “psycholog-
ical saturation” is the crisis ending
Phase 5 now seems wrong. Instead,
I think the crisis is one of realizing
that there is no internal solution,
such as new products, for stimulat-
ing further growth. Rather, the or-
ganization begins to look outside
for partners or for opportunities to
sell itself to a bigger company.

A sixth phase may be evolving in
which growth depends on the de-
sign of extra-organizational solu-
tions, such as creating a holding
company or a network organiza-
tion composed of alliances and
cross-ownership. GE may have de-
veloped a similar model in which 
a periphery of companies is built
around a core “money” company

or bank (GE Capital) that attracts
capital, earns high returns, and
feeds the growth of other units.

I doubt that the advancement of
information technology has made
much of a difference in the basic
aspects of the model. Information
technology appears useful as a tool
that evolves in different forms to
fit each phase. For example, the
Phase 2 functional organizational
structure requires data that reflect
revenue and cost centers, whereas
Phase 3 decentralization needs
data that measure profit center 
performance.

I wrote the article mainly about
industrial and consumer goods
companies, not about knowledge
organizations or service businesses,
which had yet to come into promi-
nence. After recently studying a
number of consulting, law, and in-
vestment firms, our research team
found that those organizations also
experience evolution and revolu-
tion as they grow. 

In the first, entrepreneurial
phase, the professional service firm
pursues and tests a variety of mar-
ket paths. The phase ends with the
partners arguing about whether or
not to stay together to concentrate
on one partner’s vision for the fu-
ture. In the second phase, the firm
focuses on one major service and

eventually finds itself with a de-
bate among the partners about
whether to continue focusing on
the current practice or to open an-
other office or add additional ser-
vices. A third phase of geographic
or service expansion typically ends
with a struggle over ownership:
how much equity are the original
partners willing to share with the
younger partners who led the ex-
pansion and brought in new
clients? The fourth phase involves
institutionalizing the firm’s name,
reputation, and its standard way of
operating, and ends in a crisis 
of cultural conformity in the face of
which the firm must restore inno-
vation and flexibility.

Finally, as a strong caveat, I 
always remind myself and others
that the “ev and rev” model de-
picted in this article provides only
a simple outline of the broad chal-
lenges facing a management con-
cerned with growth. It is not a
cookie-cutter solution or panacea.
The rate of growth, the effective
resolution of revolutions, and the
performance of the company with-
in phases still depend on the funda-
mentals of good management:
skillful leadership, a winning strat-
egy, the heightened motivation of
employees, and a deep concern for
customers.



react when in the midst of a stage of
evolution or revolution? They can
probably recall the limits of their
own developmental understanding
at that time. Perhaps they resisted
desirable changes or were even
swept emotionally into a revolution
without being able to propose con-
structive solutions. So let me offer
some explicit guidelines for man-
agers of growing organizations to
keep in mind.

Know where you are in the devel-
opmental sequence. Every organiza-
tion and its component parts are at
different stages of development. The
task of top management is to be
aware of the stages; otherwise, it
may not recognize when the time for
change has come, or it may act to
impose the wrong solution.

Leaders at the top should be ready
to work with the flow of the tide
rather than against it; yet they
should be cautious because it is
tempting to skip phases out of impa-
tience. Each phase produces certain
strengths and learning experiences
in the organization that will be es-
sential for success in subsequent
phases. A child prodigy, for example,
may be able to read like a teenager,

but he cannot behave like one until
he matures through a sequence of
experiences.

I also doubt that managers can or
should act to avoid revolutions.
Rather, these periods of tension
provide the pressure, ideas, and
awareness that afford a platform
for change and the introduction of
new practices.

Recognize the limited range of 
solutions. In each revolutionary
stage, it becomes evident
that the stage can come to
a close only by means of
certain specific solutions;
moreover, these solutions
are different from those
that were applied to the
problems of the preceding
revolution. Too often, it
is tempting to choose
solutions that were tried
before but that actually make it im-
possible for the new phase of growth
to evolve.

Management must be prepared to
dismantle current structures before
the revolutionary stage becomes too
turbulent. Top-level managers, re-
alizing that their own managerial
styles are no longer appropriate, may

even have to take themselves out of
leadership positions. A good Phase 2
manager facing Phase 3 might be
wise to find a position at another
Phase 2 organization that better fits
his or her talents, either outside the
company or with one of its newer
subsidiaries.

Finally, evolution is not an auto-
matic affair; it is a contest for sur-
vival. To move ahead, companies
must consciously introduce planned

structures that not only solve a cur-
rent crisis but also fit the next phase
of growth. That requires consider-
able self-awareness on the part of top
management as well as great inter-
personal skills in persuading other
managers that change is needed.

Realize that solutions breed new
problems. Managers often fail to rec-
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Organizational Practices
in the Five Phases of Growth

Too often, it is tempting to
choose solutions that were

tried before but that actually
make it impossible for the

new phase to emerge.

CATEGORY

Management
Focus

Organizational 
Structure

Top-Management 
Style

Control System

Management 
Reward Emphasis

PHASE 1

Make and sell

Informal

Individualistic and 
entrepreneurial

Market results

Ownership

PHASE 2

Efficiency of
operations

Centralized and
functional

Directive

Standards and
cost centers

Salary and merit
increases

PHASE 3

Expansion of
market

Decentralized
and geographical

Delegative

Reports and profit
centers

Individual bonus

PHASE 4

Consolidation of
organization

Line staff and
product groups

Watchdog

Plans and invest-
ment centers

Profit sharing and 
stock options

PHASE 5

Problem solving 
and innovation

Matrix of teams

Participative

Mutual goal
setting

Team bonus



ognize that organizational solutions
create problems for the future, such
as when a decision to delegate even-
tually causes a problem of control.
Actions in the past determine much
of what will happen to a company in
the future.

An awareness of this effect should
help managers evaluate company
problems with a historical under-
standing instead of pinning the
blame on a current development.
Better yet, it should place managers
in a position to predict problems 
and thereby to prepare solutions and
coping strategies before a revolution
gets out of hand.

Top management that is aware of
the problems ahead could well de-
cide not to expand the organization.

Managers may, for instance, prefer
to retain the informal practices of a
small company, knowing that this
way of life is inherent in the organi-
zation’s limited size, not in their
congenial personalities. If they
choose to grow, they may actually
grow themselves out of a job and a
way of life they enjoy.

And what about very large organi-
zations? Can they find new solu-
tions for continued evolution? Or
are they reaching a stage when the
government will act to break them
up because they are too large?

Clearly, there is still much to
learn about processes of develop-
ment in organizations. The phases
outlined here are merely five in

number and are still only approxi-
mations. Researchers are just begin-
ning to study the specific develop-
mental problems of structure,
control, rewards, and management
style in different industries and in a
variety of cultures.

One should not, however, wait for
conclusive evidence before educat-
ing managers to think and act from 
a developmental perspective. The
critical dimension of time has been
missing for too long from our man-
agement theories and practices. The
intriguing paradox is that by learn-
ing more about history, we may do 
a better job in the future.
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