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Introduction

Swift instinct leaps;
Slow reason feebly climbs.
Edward Young,
Night Thoughts

year-old steam radiators. Despite the advantages of the

last hundred years in heating systems, steam is still one
of the most efficient and comfortable ways to heat a house.
Except for one slight problem. The exposed radiators can
be scalding to an unaware visitor.

Two years after buying our old home our first daughter,
Mia came along. I was panic-stricken as Mia grew beyond
the toddler stage and began exploring the house. But she
never once scalded herself. She quickly developed a keen
sense of when the radiator was on and always kept a safe
distance.

As a child, I melted all sorts of objects—crayons, toy sol-
diers, my mother’s “nylons”—as experiments to test how
these various items, and my parents, would hold up. Of
course, Mia would test the concept of heat by running her
hand close to a radiator, pointing to it on occasion and
telling us it was hot. But never once did she need to touch
it to tell it was hot. Like many new parents, I had severely
underestimated her ability to understand and adapt to the
world around her.

I have no illusion. Mia will eventually burn herself, as
most children do, if not on the radiator then somehow,

Ilive in a 200-year-old house that is still heated by 100-

b {11
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somewhere. But the wonder of the human mind is that it is
wired to make connections between accepted truths, pieces
of otherwise unlinked information, thereby connecting con-
cept and reality in such a way that even a toddler can know
what it means to be hot, without needing to fully experience
scalding heat. These links create an ability akin to a sixth
sense that helps us to navigate successfully through the
world by giving us the capacity to visualize the future
results of our actions.

What does Mia have to do with organizations and the
topic of corporate instinct? Ask yourself this question: How
close does your organization have to get to the fire to know
it is hot?

If you're still struggling with the answer, let’s make it a
bit more real. Imagine yourself seated at a fancy Japanese
steak house—the kind where eight to twelve people are
crowded around a sizzling stove-top table. Now hold your
hand out in front of you about six inches above the hot
table top. Close your eyes and imagine how the dissipating
heat would feel at six inches.

Now consider yourself as a metaphor for your company.
Your hand is the company’s ability to sense a new market,
or a shift in the market. And the heat is the intensity of that
market shift. Slowly begin lowering your hand and stop
when the heat is intense enough for the company to take
positive action.

How close did you get? Five inches? Two? Barely touch-
ing the surface? Some companies need to smell burning
flesh before they take action. Even then, the action may be
to figure out what the smell is—not remove the hand! The
motto these companies seem to follow is, “Where there’s
smoke, there’s a committee.”

How many markets pass companies by, how many new
opportunities get grabbed up by competitors, how many
employees take good ideas elsewhere because their com-
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panies lack an awareness of themselves, their abilities, and
their markets? In short, how many companies fail to feel
the heat of the market before it’s too late?

Why is it that some companies react while others are
rendered helplessly numb?

Microsoft came to market with an inferior user interface
in the 1980s and early 1990s, trailing behind Apple’s extra-
ordinary user interface. Its inferior Internet strategy in the
mid-1990s lost ground to that of wunderkind Netscape.
New models for computing, such as Oracle’s NC (Net-
worked Computer), are the latest challenge to Microsoft’s
edge. Yet, Microsoft has continued and is likely to continue
coming out on top. How? Microsoft simply keeps putting
out products. It keeps reevaluating even its most popular
and profitable products and strategies and constantly
comes out with new and improved versions. The process,
some would say, drives its customers crazy—more to the
point, it drives its competition insane!

So while Apple has been fearful about making profound
changes in its products, Microsoft eagerly improved
Windows 3.1 with its rollout of Windows 95. Industry
experts believed Microsoft was slitting its own throat, that
no one would upgrade. Clearly, the pundits were wrong.
Microsoft knows its strength is in desktop computers. What
desktop computers will look like is secondary to the com-
pany maintaining its leading edge. To do so, Microsoft has
no reluctance to cannibalize its own products.

Compare these instincts with those of the 1980s Digital
Equipment Corporation. DEC responded to the threat of
personal computers by attempting to compete with IBM in
the ebbing mainframe computer market and introducing a
new generation of mainframes.

Which one was better able to feel the heat, DEC or
Microsoft? Both had extraordinary resources, in people
and finances. In fact, during its 1987 DECWORLD confer-
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ence in Boston, Digital Equipment actually leased the QEII
for a week simply to hold evening parties for prospects,
partners, and clients. There was no lack of financial or cre-
ative resources at DEC.

I recall a conversation on the deck of the QEII with a
DEC employee who speculated whether Ken Olsen,
founder and then president of DEC, would pursue the PC
market. At the time it was a matter of great debate at DEC,
although middle management and just about every sales-
person at DEC could have answered the question as easily
as my two-year-old daughter can tell when the radiator is
hot by the whistling steam valve and banging pipes.

- There are countless examples of companies that were
nearly engulfed in flames, yet still lacked the ability to
sense the heat and react to the market. It is far too easy to
chalk this ineptitude up to simplistic market positioning,
poor management skills, or inadequate financial resources.
Especially when the most notable failures have involved
companies whose health and prosperity were unquestion-
able when they fell from grace.

What then is the problem? How can companies feel the
heat before it's too late to take action, before their compe-
tency fades into complacency? To probe these questions,
we interviewed 350 organizations. The most successful of
these companies shared similar attitudes, organizational
structures, and, most important, a knack for ignoring their
own corporate memory when good ideas came along. Their
answers, sprinkled throughout the book, along with anec-
dotes and case studies of companies on various points
along the spectrum of responsiveness lead to the formula-
tion of three key concepts: corporate instinct, which is
the sixth sense the companies exhibited; the knowledge
chain, which was the mechanism of their success; and the
knowing enterprise, which is how we characterize these
highly responsive and aware companies.
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The most important and consistent trait in these compa-
nies was an ability to unlearn as quickly as they re-learned,
thereby pushing aside their own best ideas for new ones
that meet the rapidly changing markets they inhabit.

Arie de Geus, in his book The Living Company,
describes many such companies that have survived far
beyond the average corporate life cycle of twenty years—
companies such as Stora, a Swedish chemical manufactur-
er that started off as a copper mine 700 years ago.

De Geus and his researchers at Royal Dutch Shell found
that “across the Northern Hemisphere, average corporate
life expectancy was well below twenty years. Only the large
companies [they] studied, which had started to expand
after they survived infancy (during which the mortality
rate is extremely high) continued to live, on average,
another twenty to thirty years.”

In fact, more than half of all the companies in the
Fortune’s Top 100 industrial group ten years ago are no
longer there, and long protected industries have been com-
pletely restructured.

Companies like Stora have surely been innovative, but
after the turmoil of the 1980s and 1990s, every astute man-
ager recognizes the need for constant innovation and the
ability to react rapidly to change. Recognizing the need for
agility and reengineering is only a diagnosis; it is not a pre-
scription for change. What was still missing was a concrete
set of tools and a unifying framework that would enable
organizations to react and reform on a continuous basis.

Corporate instinct is such a framework. It is also a new
way of thinking about organizations and a novel way of
applying specific technology tools (most of which you
already have).

Your organization most likely has an information tech-
nology system infrastructure, such as a database and e-
mail. You may even be starting to think of a knowledge
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management system to manage digital information that
employees constantly create. That information represents
your organization’s competitive edge.

How are you using that digital information? Are you bury-
ing it by putting it into systems that don’t allow you to
reevaluate the context in which the knowledge was origi-
nally created? Are you focusing all of your energy on getting
knowledge out of your information systems or are you con-
sidering how to get it in, perhaps even how to turn that
energy into knowledge? The promise of corporate instinct
—the ability to sense the market, access your organization’s
resources and competencies, and act instantaneously—can
only be realized if you capture and organize internally and
externally generated knowledge in a way that creates an
intimacy and awareness in the organization of why things
are being done the way they're being done.

All of this sounds relatively straightforward until it
comes time to put it into practice. Although the concept of
corporate instinct may be easy to grasp, it requires chang-
ing attitudes and some very strongly held beliefs. It also
requires constant vigilance—what Andy Grove, Intel’s
Chairman, describes as a fair measure of “paranoia.” This
book is a detailed road map intended to provide you with a
case for developing your own corporate instinct and a com-
prehensive context for understanding how and why corpo-
rate instinct offers enduring competitive advantage.

The book is divided into four parts that will guide you
through corporate instinct: the basic principles of corpo-
rate instinct, how to apply and manage it, the economic
and social imperative to create instinct, and finally a
Corporate 1Q test for evaluating your own corporate
instinct quotient.

A quick tour of the book will help you better understand
its structure and the variety of new concepts presented.
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Part I begins by differentiating between instinct as
it is commonly defined when referring to the animal
kingdom, and how it is defined within the context of
an organization. It then distinguishes corporate
instinct from corporate memory, and describes
how a strong corporate memory can become the
water wheel that shackles an organization to a sin-
gle stream of thought, making it difficult to move
into new markets and take advantage of new oppor-
tunities. The knowledge chain will provide a
glimpse of how an organization can overcome its
corporate memory by focusing on its internal/
external awareness/responsiveness, allowing it to
accelerate the speed of its innovation and more
effectively compete. Most important, Part 1 will
review the eight attitudes of organizations, which
embrace corporate instinct, thereby transforming
themselves into a knowing enterprise—an organi-
zation that is constantly aware of itself, and respon-
sive to its business and market environment.

Part II delves deeper into the concept of the knowl-
edge chain and describes how it is facilitated or
impeded by the structure of an organization. Part II
also introduces a new means of organizational
structure that hinges more on time than on form,
the perpetual organization. The role of meta-
skills and communities of practice will be intro-
duced here, as well as the importance of balancing
the chaos of fast innovation with the necessary
coordination of an organization’s resources.
Finally, we review some of the specific technologies
that can be used to create corporate instinct.

Part III reviews the economic, managerial, and
social context for corporate instinct. It focuses on
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how radical changes in the very rules of economics
and the valuation of organizations, as well as work-
ers, are leading to the inevitability of corporate
instinct as a competitive cornerstone. Part III also
looks carefully at the leadership styles and qualities
that are essential for an instinctive organization to
thrive, and the ways that executives can cultivate
corporate instinct. Finally, we review the virtues of
an instinctive organization and the compelling rea-
sons to adopt this new concept in your organization.

The appendixes introduce the Corporate IQ test—a
brief test to measure your own corporate instinct
and to rank it against the hundreds of organizations
that have already taken the test.

Any company that has even a modicum of success has
instinct. If you are able to react to the market more quick-
ly than your competition, even if only by the grace of dumb
luck, you have tapped into your company’s instinct. But
most corporate success stories are short stories, not epic
novels. They are like the many rock bands from the 1960s
and 1970s that made the charts with a hit song, never to be
heard from again. Doing it once may get you in the lime-
light, but it won’t get you into the Hall of Fame. Corporate
instinct is about developing your organization’s ability to
feel the heat, using its sixth sense of the market, and per-
petuating success.
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