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Halfway through the research study that forms the basis for this
book, I gave a preliminary report to a group of Harvard Business
School faculty members. In the ensuing discussion, comments
seemed to divide into two camps. One camp was excited by the bold
scope of the research—attacking areas clearly at the heart of the
general manager’s job but complicated, hard to measure, and perhaps
intractable for the researcher’s art. The other (smaller) camp was
angry. Even though the topic was how managers cope with ambiguity
and change, they felt that all good research should begin with precise
definitions of terms and a carefully programmed plan of attack. In

_deference to the subject matter, I was engaging in a more directional,
more “learn and revise as you go’’ research mode.

The comments of both camps were helpful and stimulating,
though one camp was easier to hear than the other. The polar
responses of my colleagues helped me anticipate the likely reactions
of readers to this book. Without abandoning my position—that a
researcher is foolish to preprogram an attack onill-defined problems—
I have tried to make the going more comfortable and productive for
the second camp. Where possible, I present clear definitions; where
precise definitions would be premature and misleading, I offer
approximations clearly labeled as such.

This book asks the reader to take an active role. Learning to
manage change and ambiguity better requires more than just the
transfer of concepts. The ideas, guidelines, and ways of thinking, if
they are to be useful, must be evaluated by each reader and made
one’s own. That is not an easy nor a simple process, and it cannot be
accomplished without the reader’s active involvement with the
material.

In that spirit, I often use ‘““we” in the text to indicate that this is
a journey of exploration and learning for both author and reader. I
have written many of the passages as if I were talking with one of the
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managers with whom I consult. For other passages, I wrote as if I
were talking to a class of MBA students, trying to give them practical
ways to think about ambiguity and change in the managerial world.

Footnotes appear for several reasons. The notes acknowledge
intellectual debts and help to make connections for readers familiar
with the literature being cited. The notes may also serve, along with
the Bibliography at the end of the book, to identify further reading
on a particular point or topic.

Three permissions to use previously published materials should
be acknowledged. An earlier version of Chapter 4, the High Tech-
nology Research Project, was published in an article I wrote for
Organizational Dynamics, Spring 1979. The case is reprinted by
permission of the publisher, copyright 1979, by AMACOM, a divi-
sion of American Management Associations. All rights reserved. The
passage quoted in Chapter 8 from My Years With General Motors is
copyrighted 1963 by Alfred P. Sloan, Jr. and is reprinted by per-
mission of the Harold Matson Company, Inc. The maps of ancient
Rome and the New World (Chapter 2) appear through the courtesy
of the Research Libraries of the New York Public Library.
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Chapter 1
R R IR IR

Introduction

Managers today increasingly confront problems whose ambiguities
seem to baffle all familiar methods of attack. Even when they rise to
the occasion, and invent the new tools they need, the process can be
an intensely stressful one. Here’s how it might feel:

I'll be glad when this is over—if I survive! For two months now the
pressure has been relentless, nothing but work on my mind around the
clock. I used to leave office problems at the office. Now I'm coming
home at erratic hours, and when home, I'm holed up with reports or on
the telephone. The family resents my not being with them and they
worry about my health.

Usually I fall asleep rather easily, but lately I find my mind races
on—even though the switch has supposedly been turned off. Then, after
falling asleep, I might wake up at four a.m. thinking of something else
that could go wrong and needs to be checked. My wife’s getting grumpy
from having her sleep interrupted so frequently, not to mention the
tension.

Last week scared the hell out of me. My brain muscle was tight-
ened for too long, and it cramped. On my way to an important meeting
I felt dizzy and started seeing double. My mind couldn’t sort things out
the way it usually does. If there is one thing I am not, it is addle-
brained. I got scared that the whole thing was going to collapse, or that
I would collapse physically, I wondered if I was going crazy.

The others are feeling the stress too. One colleague carries the smell
of mounting disaster, hands perspiring, and voice coming out strange.
Another treats the rapid shifts of fortune as a vast practical joke. Events
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2 The Executive Challenge

wear him down, but a night’s sleep revives him. Perils only serve to
breed a genial, desperado philosophy in him; momentous changes be-
come part of the general joke.

When I am tired and discouraged, I feel unable to change things, or
even seriously disturb the flow of events. We just don’t have enough
facts, don’t understand the sensitivities. Yet if the project fails, they
will be looking for someone to blame. In this lightning storm, I'm the
one carrying a metal rod. Ambivalent and confused motives abound.
What is going on here? My purpose must be to define direction, to in-
spire confidence even as the lightning cracks around us. I can’t let
people stay so scared that they refuse to come out of hiding. At times I
feel weary and undecided myself, but mainly I'm optimistic that it will
work out. I feel the adrenalin pumping. In spite of the dark moments,
we are going to solve this thing.

The experience of trying to manage ambiguity is a common one.
The monologue presented above, for instance, is based on a com-
posite of my research, interviews with business executives, and
reading in the novels of Tolstoy, Melville, and Joseph Heller.! These
disparate sources yield a common picture of the process of coping
with a poorly defined administrative situation. The problems are
complex—signal and noise are confused, players have complicated
and ambivalent roles, the pressure of work is pervasive. Supported by
his own internal strengths, his work team, his family, and others, the
successful manager feels he is making progress. Other colleagues, how-
ever, may be incapacitated by the stress of high-pressure, high-stakes
change. Managing in these situations requires special skills.

Managers increasingly face poorly defined problems that are
interdependent, complex, and changing. In such situations informa-
tion is not as complete nor causal relationships as well understood as
managers would like. For the most challenging situations, experts
have cloudy crystal balls or strenuously argue contradictory positions.
Yet, to be effective, a manager may have to act before the situation
is entirely clear, while important elements of the problem can be
interpreted in conflicting ways, and while convincing arguments are
made for and against different alternatives. In short, a manager must
act in the face of ambiguity.

Furthermore, the ambiguity of the manager’s world is increasing.
We live in an age when old value frameworks are doubted and estab-
lished patterns for behaving are stretched beyond recognition. Peter
Drucker identifies several reasons for the turbulence of our times:

¢ Rapid inflation distorts and misinforms a manager on how the
enterprise is doing.
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e The structure and dynamics of the population are changing
erratically and unpredictably.

o New modes of economic integration are appearing as goods are
produced transnationally, that is, as more goods have com-
ponents produced in several countries.

e The labor force is fragmented into ‘labor forces,” each with its
own needs, expectations, and performance characteristics.

e Business and other institutions are politicized, forcing top
managers to spend more time on relations with external constitu-
encies.

To this list one might add sudden shifts in government regulation or
deregulation and the destabilizing potential of new technology.

In response to this turbulence managers have been rethinking the
way they design an organization to interact with its environment.
Buffering out uncertainty in order to keep internal operations stable
and continuous, used to be a rational strategy for organizations—but
no longer. The ground itself is shifting and many organizations find
themselves lying on a fault line. Managers need to build structures
that will flex and bend with ground tremors rather than break.
Building in flexibility means allowing more uncertainty inside the
organization. Practitioners are experimenting with new organizational
forms such as the matrix, project management, sharing the respon-
sibilities of the president’s office, and dual lines of authority. The
increased flexibility is not without its costs. For example, with the
matrix form some managers work in its “hot spots,” reporting to two
bosses and being charged with responsibilities that outstrip their for-
mal authority. The matrix form is appreciated for its flexibility,
efficient use of resources, and rapid response to environmental
changes, but the matrix ‘“‘chews up” people. Managers at the hot
spots of the organization must endure considerably more ambiguity
than managers in more traditional organizations. For members of the
organization, these changes mean greater discomfort, less stability,
more adventure, and more stress. While some enjoy the excitement,
many experience vertigo and fear a loss of control.

These feelings of uncertainty stem from the increasing turbulence
and the increasing complexity of organizational life. Researchers who
have looked closely at organizational processes have characteristical-
ly been impressed by their complexity. Joseph Bower concluded his
two-year study of resource allocation in a large multinational corpo-
ration by observing:
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Perhaps the most striking aspect of the process of resource allocation,
as described in this study, is the extent to which it is more complex
than most managers seem to believe. It bears little resemblance to the
simple portfolio management problem described in traditional financial
theory. Moreover, the systems created to control the process sometimes
appeared frrelevant to the task. They were based on the fallacious
premise that top management made important choices in the finance
committee when it approved capital investment proposals. In contrast
we have found capital investment to be a process of study, bargaining,
persuasion and choice spread over many levels of the organization and
over long periods of time.3

How resources are allocated, then, is not determined solely at the
top; and choices about which projects receive funding are not con-
trolled in any simple, straightforward way. When change and ambi-
guity are added, the equations become even more complicated.

Given the interdependent problems, shifting values, turbulence,
uncertainty, and complexity of a transitional age, managers must be-
come more skillful in dealing with change. Organizations, people,
business, and political environments are changing. First order
changes, merely rearranging the same basic pieces, will not be suf-
ficient. For the more complex and uncertain challenges they face
today, managers must make second order changes, rethinking the
patterns connecting the pieces.? Such meta-level thinking is more
fundamental and demanding, but it opens up correspondingly greater
opportunities. Sociologist James Thompson observed that those who
can successfully deal with major uncertainties become essential to
the organization and gain influence and power.5 Organizational
researcher Melville Dalton argues that the manager who can con-
structive? deal with ambiguity shows the capacities most needed at
the top.? In short, the present turbulence has created both new
dangers and new opportunities for managers.

DEFINING AMBIGUOUS SITUATIONS

Organizational researchers have pointed to several characteristics
associated with ambiguous, changing situations. Table 1.1 presents a
list of these characteristics. The categories overlap somewhat, and
some characteristics might best be described as symptoms of others.
As a first approximation, we might define an ambiguous changing
situation as one that exhibits many of the characteristics listed in



TABLE 1.1.

Characteristics of Ambiguous, Changing Situations

Characteristic

Nature of problem
is itself in question

Information (amount
and reliability)
is problematical

Multiple, conflicting
interpretations

Different value
orientations,
political /femotional
clashes

Goals are unclear,
or multiple and
conflicting

Time, money, or
attention are lacking

Contradictions and
paradoxes appear

Roles vague,
responsibilities
unclear

Success measures
are lacking

Poor understanding
of cause-effect
relationships

Symbols and
metaphors used

Participation in
decisionmaking fluid’

Description and Comments

“What the problem is” is unclear and shifting. Man-
agers have only vague, or competing, definitions of
the problem. Often any one “problem”’ is intertwined
with other messy problems.

Because the definition of the problem is in doubt,
collecting and categorizing information becomes a
problem. The information flow threatens either to be-
come overwhelming or to be seriously insufficient.
Data may be incomplete and of dubious reliability.

For those data that do exist, players develop multi-
ple, and sometimes conflicting, interpretations. The
facts and their significance can be read several dif-
ferent ways.

Without objective criteria, players rely more upon
personal and/or professional values to make sense of
the situation. The clash of different values often
politically and emotionally charges the situation.

Managers do not enjoy the guidance of clearly de-
fined, coherent goals. Either the goals are vague, or
they are clearly defined and contradictory.

A difficult situation is made chaotic by severe short-
ages of one or more of these items.

Situation has seemingly inconsistent features, rela-
tionships, or demands.

Players do not have a clearly defined set of activities
they are expected to perform. On important issues,
the locus of decisionmaking and other responsibil-
ities is vague or in dispute.

People are unsure what success in resolving the situa-
tion would mean and/or they have no way of assess-
ing the degree to which they have been successful,

Players do not understand what causes what in the
situation. Even if sure of the effects they desire, they
are uncertain how to obtain them.

In place of precise definitions or logical arguments,
players use symbols or metaphors to express their
points of view.

Who the key decision-makers and influence holders
are changes as players enter and leave the decision
arena.
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Table 1.1. One aim of this book is to refine our diagnostic powers. In
examining different administrative situations, therefore, we will con-
sider which of the catalogued characteristics are most troublesome to
managers. By the end of the book we will have a better sense of
which features in particular make these situations difficult to
manage.

RESISTANCE TO AMBIGUITY

Individuals respond in quite different ways to the appearance of am-
biguity. Some managers seem able to tolerate high levels of ambigu-
ity before eventually imposing order. Others seem to actually prefer
ambiguity as a way of avoiding unpleasant facts. Still others demand
order and control in one area (such as their work or career plans) and
allow other areas to be murky (such as their personal feelings and
relationships).

For many people, the experience of ambiguity arouses anxiety
and the need for more control. To tolerate ambiguity seems to imply
some sort of personal failure of understanding or skill. My argument,
however, is that ambiguity is a rich, if frustrating, and inevitable part
of life. We should not try to ignore, avoid, or rationalize what is fun-
damentally unclear. To manage the ambiguities of change, we must
first allow them to exist. The greater danger is the temptation to
deny ambiguity or impose clear meaning on ambiguous events. The
experience of U.S. automakers over the last two decades illustrates
this managerial pitfall all too clearly.

A Case of Avoiding Ambiguity and Fundamental Change®

In 1956 U.S. automobile manufacturers dominated the world auto
market. The large Detroit companies had a clear view of their
business and their customers, reinforced by decades of success. Prime
tenets of this creed were that Americans wanted big, fancy cars;
styling, including annual styling changes, was the premier selling
feature; and small cars equaled small profits.

Then, during the recession of 1958, something unprecedented
occurred. Small, imported cars grabbed 8% of new car sales in the
United States. Two new domestic compacts, the Rambler and the
Studebaker Lark, also sold well. Detroit executives saw these events
through the lens of their beliefs. Their interpretation was that buyers
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of imported cars were pro-foreign and wanted something unusual and
different. Nevertheless, Ford, Chrysler, and General Motors brought
out their first generation of compacts and scored an easy victory over
the imports, who were hampered by weak distribution and service
networks.

With the foreign ‘“‘invasion” successfully turned back, Detroit
executives reached an important choice point. Year by year they in-
creased the size of their once small compacts. Later, in 1969, Henry
Ford II commented on the strong tendency of American automakers
to increase the size and the cost of their small cars. Ford admitted,
“That’s the tendency in this business. It’s the same old thing we’ve
been through so many times. You’d think we’d learn, but we never
do.”® As the American cars grew bigger, the sales of imports started
growing again.

In the 1960s sales of domestic compacts were also hurt by the
charges of Ralph Nader and others. For the first time Congress set
safety standards and then air pollution standards for new cars. GM,
the largest automobile manufacturer, sustained the most vigorous
attacks. Eventually, the company brought in outsiders who broke the
previous insularity of their board. Academic and energy experts
sensitized executives to the long-term energy shortage and the com-
pany began to develop plans for gradually improving the fuel
efficiency of their cars. Ford Motor Company, on the other hand,
was a recognized leader in the manufacture of smaller cars (a title
they were not altogether proud of), and therefore felt less vulnerable.
At this time they were selling small, well-built cars in Europe, and
could have brought this know-how back to the United States. Ford
executives, however, sharply differentiated American from European
buyers and saw two completely different markets.

The oil embargo hit suddenly in 1973. Gasoline was in short
supply, and prices climbed steeply. Americans refused to buy large
‘““gas guzzling” cars. Again Detroit executives were at a choice point.

Decisions had to be made that would cost billions of dollars and
might affect the companies’ survival, yet executives lacked hard and
reliable information. Significant ambiguity surrounded several crucial
issues including:

e changing consumer tastes and fears

e a rapidly shifting economy with wide swings in consumer con-
fidence and purchasing power

e the significance of increasing sales of foreign cars (fad or basic
change?)
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e government regulations that were obscure, shifting, complex, and
expensive and involved unclear technologies and strict deadline
pressures

e uncertainty about gasoline availability and the price levels to
which comsumers could adjust

The list could be expanded, but the essential point is that ambiguity
and uncertainty cloaked many of the elements critical for decision-
makmg The chairman of GM, Richard Gerstenberg, admitted that

“we don’t yet have a good fix on what people want.’ »10 yet execu-
tives could not afford merely to continue the old policies. As
Gerstenberg later recalled, “When the embargo came, I was aware
that we had to do something drastic, and that we had to do it right
away.” 11 (A more detailed description of these events can be found
in Appendix B.)

The business press was harsh in its criticism of U.S. auto exec-
utives. After consumers refused to buy large cars, the press reported
that automakers had lost touch with the consumer, were slow to re-
act to the growing demand for fuel efficient cars, and underestimated
foreign marketing prowess. But such criticism does not explain why
things happened as they did, nor, more importantly, can it suggest
how managers might avoid similar mistakes in the future.

With this in mind I began a research study to investigate what
happens when managers are confronted with ambiguity, uncertainty,
and fundamental change. The times have become turbulent not only
for automakers but also for bankers, the telephone companies, health
care institutions, and a whole range of enterprises that once operated
in more or less predictable environments. In addition, managers of
high technology companies and of fast growth companies have long
had to cope with rapid change. The study aimed to investigate how
managers deal with poorly defined situations and to discover how the
challenges of change and ambiguity can be met more effectively.

THE RESEARCH STUDY: QUESTIONS AND DESIGN

The study took four years. My starting point was to differentiate the
problem of managing poorly defined, ambiguous situations from that
of managing well defined, clearly understood ones. It seemed to me
that most textbook and classroom advice for managers was suited for
well defined problems. Here was a different and an important class of
problems which needed new thinking. Understanding this suggested



