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Abstract

Existing theories of the globalisation of firmslfahort of integrating evolutionary,
self-reproductive mechanisms. This paper servggdeide an overview on existing
literature in systems theory that may serve to ldgva basic framework for the study
of evolutionary processes in the globalisationiwhs$.

1 Introduction

Theories explaining the internationalisation orbgllisation of firms define firms as
goal-directed organisations. The focus is on inteindievelopment processes based on
decision-making. Learning-based theories such asirbremental models of the
Upsalla School (Johanson/Vahlne 1977) and the kelSichool (Luostarinen 1980)
also include learning processes but do not explicexplain the underlying
evolutionary mechanisms that drive the globalisatof firms. A firm that is
conceptually constituted by individuals as its edafs cannot reproduce itself as
individuals do not “reproduce” themselves in thegamisation — only their
communications and actions do. In order to allow & study of evolutionary
mechanisms based on self-reproduction, an ont@bgiange in the question of what
a firm is would be necessary. In this paper, sosyatems theory will be used to
develop a model of a firm that is constituted bynocaunication and actions rather
than by individuals and assets. On this basisplbservation of self-reproduction (i.e.
on the basis of the own elements) becomes pos3ib&eobservation of globalisation
processes thus gets a totally different angle ass#if-reproduction of a firm is
embedded in a co-evolutionary interplay with itstaglly differentiated environment.

2 Properties of firms as social systems

An evolutionary perspective on the globalisatioriiohs has to be embedded within a
conceptual framework that allows for the applicatad evolutionary principles to the
firm level. In order to have evolutionary propesti@ firm has to be autonomous in its
reproduction. This means it has to be self-reproducrhe traditional instrumental
perspective of organisations does not allow fohsarw approach because individuals
as the elements of an organisation do not reprotheraselves in the organisation.
Neither, they are exclusively elements of one asgdion. Hence, an application of
evolutionary principles within the instrumental ggective is not possible. However,
the application of evolutionary principles to orgations is possible when the latter
are conceived as autopoietic systems as will beeargn the following. In a first step,
basics in systems theory will provide a basis for tonceptualisation of firms as
autopoietic social systems.



2.1 Theoretical basis of a social systems perspective

Systems theories provide a general framework fa¥ dbservation of social
evolutionary processedGeneral systems theoryprovides basic properties and
mechanisms characterising natural systems, e.gbdbie design of production and
regulation processes or the inherent tendencyrfmwtty. Theories of living systems
already describe the transition of systems towaates of higher order and
differentiation. Such organic forms are considessdhe expression of processes of
an ordered system of forces, constituting a proeadsslynamic morphing(von
Bertalanffy 1950: 26-27). A living system is chasased by autopoietic
reproduction.The theory of autopoiesisdeveloped in cognitive biology marks the
watershed in the integration of autopoietic pritespn social systems theory because
cognitive and emotional processes are the basisd@al processes. The three levels
of systems theory are outlined briefly in the fallog.

2.1.1 Firms as open systems: General systems thgor

General systems theoryis a kind of meta-theorythat serves to integrate various
theories from natural to social sciences. Thets were developed in theatural
sciencesby von Bertalanffy (1950), von Hayek (1945), antlen chemists, physics,
and biologists. General systems theory was enhahgecbntributions from social
sciences and established a common language anépternto describe and observe
different kinds of systems. While the general systéheory provides some common
basis for all kinds of systems, several streamshi theoretical approach were
adapted to more specific research areas.

Systems can be differentiated into closed and gpystems.Closed systemslike
machines, have no elements of self-organisation @&mdhange with their
environment. In contrastppen systemslike organisations are in a continuous
exchange with their environment (Katz/Kahn 19785-126). Katz/Kahn further
define nine properties of open systems (Table Gi):Importation of energy, (2)
Through-put, (3) output, (4) negative entropy, {®pormation input and negative
feedback, (6) steady state and dynamic homeost#8js, differentiation, (9)
equifinality (Ibid. 20-25)

In contrast to physics {2law of thermodynamicspiological and social evolutionis
accompanied bprogressive structuration such as that introduced by the division of
labour in the history of human societies (Prigogl®&6: 94). The basic principle of
the biological and social universe is increase igemdification, heterogeneity, and
symbiotisation. ‘What survives is not the strongest, but the mognbsotic’
(Maruyama 1976: 202).



Self-regulatingequilibrium-basedand thusleviation-counteracting systemere the
object in the first phase of cybernetic thinkingsniedCybernetics | by Mayurama
(1963). Cybernetics Il, on the other hand, focuses oincular processeswhich
constituteautonomous, self-referential unitgith the capacity foself-structuration
andself-organisation(Schulz 1993: 44). The difference between Cyb&sétand Il
is that thedeviation-counteracting systehas mutuahegative feedbacketween the
elements in it while theleviation-amplifying systerhas mutualpositive feedback
between the elements in it (Mayurama 1963: 166)erent in this perspective is the
principle of learning, i.e. the increase in the adaptability and seffylexity of the
system. Cybernetics Il is focused on change, ingigland self-reinforcing processes
as well as evolution and co-evolution (Schulz 1983.

The properties of firms as open, evolving systemasige important hints tgeneral
behavioural traits of firms. For example, firms are characterised by an intiere
drive towards growth and increasing complexity.sTakplains the traditional trend
towards large, diversified firms. The growth priplei exerts a strong influence on the
evolution of a firm if not addressed consciouslydgcision-makers, e.g. in order to
stress profitability or flexibility rather than €zOn a macro-level, globalisation itself
is a result of this inherent drive of social systetowards growth and increasing
extension.

General systems theory also provides the Hdagiding blocks in the constitution of
systems. There is a basic production or transfoamgirocess, which provides the
necessary resources in co-evolution with the enwent. The internal organisation is
based on equifinal and adaptable structures andlategy processes based on
information. Globally operating firms develop a nmaxMm complexity with dispersed
and differentiated subsystems, each characterigedit®o own production and
regulatory processes and embedded in a co-evolwibim both the integrating
internal MNE context and the external local contéxglobally operating firm thus is
subject to fluctuations on multiple levels and depeg on a resource exchange with
multiple other systems in different local contexts.

2.1.2 Theory of living systems

The next step from the general systems theory ttalkorganisations is the living
systems theory. Living systems theory is a gersrstems theory of the organisation
(Duncan 1972: 518). Living systems are open systenantaining themselves in
exchange of materials with the environment, andcamtinuous building up and
breaking down of their components. Such systemsaver in true equilibrium, but
in a steady state In a steady state, an open system may attaimexitidependent
state where the system remains constant as a whdla its phases, though there is a
continuous flow of the component materials (vont8lanffy 1950: 23). Contrary to
closed systems, which are subject to the secondofatiermodynamics €ntropic



death of systems), in organic development and evolytetransition toward states of
higher order and differentiation seems to occund(ll®6). Organic forms are
considered as the expression of processes of aneordystem of forces, constituting
a process ofdynamic morphing’ (lbid. 27). A living system is characterised orly

a network of processes of production of componehtd is continuously, and
recursively, generated and realised as a concrgity éunity) in the physical space,
by the interaction of the same components thatradyces as such a network
(Maturana 1975: 313). A basic premise in the cotusation of living systems is
the fact thatall the distinctions that we handle, conceptuallyconcretely, are made
by us as observers: everything said is said byl@sener to another observe(ibid.
315). It is principally a decision of thebserver to choose the criteria for the
definition of a system and its boundaries (zu Kraysden 1988: 213).

The internal logic of a systemcannot necessarily be observed externally. On the
contrary, each observer creates the observatiorieeohasis of his or her individual
organisation of cognition (knowledge, experienaent of perception). The result is
that everything said might indicate more aboutdheerver than about the described
object, which will be perceived and described dédfely by each observer. Perception
and cognition varies more across biological spebigiseven within social systems
strong differencesexist due tocultural andindividual differences. Our cognitive
system completes the image by means of memory.eKpiins the phenomenon that
new things in a familiar milieu are often overlodke which can have disastrous
consequences (Roth 1980: 50). Living systems astorisal systems and their
realities are aresult of a historical process(Hejl 1984: 68). Maturana (1975: 315)
defines someeommon properties of living systemsn order to make an objective
discourse about them more probable:

* A ‘unity is any entity (concrete or conceptual) separ#tech a background by a
concrete conceptual operation of distinction. Tiweity’ of a globally operating
firm is subject to centrifugal forces due to theghidegree of global
differentiation. Integration by network formationdaidentity building hence are
central tasks in such firms.

» ‘Spacéis the domain of all the possible relations anigtiaction of a collection of
elements that the properties of these elementsi@etlobally operating firms
occupy the maximum and globally differentiated spac

* ‘Organisation refers to the relations between components, whefime a system
as a unity. Globally operating firms may be chaased both by allopoietic and
autopoietic organisation. Global differentiation kea the co-evolution of
subsystems critical in both the internal global artkrnal local context critical.

» ‘Structure refers to the actual components and to the actlations, which these
must satisfy in their participation in the congitn of a given unity. Globally
operating firms may develop subsystems with veffent structures and are
capable to adapt to changing environments.



* A ‘consensual domadims a domain of interlocked sequences of statetsbéished
and determined through ontogenetic interactionéden structurally plastic state-
determined systems (lbid.). A consensual domaia dmain with overlapping
behaviours resulting from the ontogenetic reciprocaupling of systemic
structures. Interaction and the interchange of etdm between two distinct
systems become possible after the establishmemucii consensual domains
(Maturana 1985: 256). Living systems are interacthystems, which construct
consensual domains as socially accepted realithni@it 1986: 34). Globally
operating firms have to develop consensual domazotis externally with systems
in their global environment. And internally betweand across their dispersed
organisational units. These, in turn, have to dgvebnsensual domains with their
respective local and global environment.

A ‘domain of structural coupliighas been established through the recurrent
mutual structural selection of the participatingamisms and reveals their present
operationally congruent structures (Maturana 1988). Structural coupling
between organisms leads to the creation of isomorgtructures and of a
consensual space (Fischer 1991: 78). Globally dpgrdirms have to develop
structural coupling on the activity level in themsa way as they have to do it
develop consensual domains on the meaning levéh &e necessary to establish
and maintain the co-evolutionary interplay betwesgstems and their
environment (including other systems and subsystems

In terms of living systems, firms develop idiosyatgr properties in structural terms.
They develop an identity and an individual form afanisation, which manifests
itself in changing structural arrangements. Behaviand structure of a firm is
recursively linked to other systems in its socralisonment. Consensual domains and
structural coupling allow for the co-evolution bese systems. In tlggobal context
the organisation, structure, consensual domairg,semctural couplings are subject
to cultural and contextual differences that calt fthe differentiation of internal
structures and the development of integration mashzs.

2.1.3 Theory of autopoietic systems

With the concept of autopoietic systems enterecetément of evolution into systems
theory. Autopoietic systems are capable of sermice, self-organisation, and self-
reproduction. Autopoiesis is a term of Greek ddrra and means selfagto)
production poiesis; poeip (von Krogh/Roos 1995: 33). Maturana (1975: 318)31
defines autopoietic systemsas follows:

‘There is a class of mechanical systems in whicth eaember of the class is a
dynamic system defined as a unity by relations twmaistitute it as a network of
processes of production of components which: a)reeeely participate through their
interactions in the generation and realisation dfetnetwork of processes of
production of components which produced them; djdconstitute this network of



processes of production of components as a unithenspace in which they (the

components) exist by realizing its boundaries. Systems | call autopoietic systems:

the organization of an autopoietic system is thpoietic organisation

The evolution of autopoietic systems exposes thewong characteristics:

. The result of the establishment of thdgnamic structural correspondence
between an autopoietic unity and its mediumgsiouctural coupling is the
effective correspondence of changes of state ofutiigy with the recurrent
changes of state of the medium while the unity iemautopoietic (lbid. 320).

. A fragmentation of the autopoietic uni{gelf-division or self-reproduction)
produces at least two new autopoietic unities Heaate identical or different
structures (Ibid. 323).

. Two plastic systems beconstructurally coupledas a result of sequential
interaction when their respective structures unaesgquential changes
without loss of identity (Ibid. 326).

. Evolution can be conceived as the reproduction of circutgamisation with
changes in each stage of reproduction (Maturana:198.

Contrary to autopoietic systems, in ‘allopoietigsgems, the organisation itself does
not produce the elements and processes constitiitisg a unity (Maturana 1985:
177). Allopoiesis is defined as groduction of something else than itselfin
management theory, it resembles the traditigpebpective of purposive, rational
planning and implementation including the construction of formal hierarchical
organisation, in which lower levels are designedl aontrolled. Informal and
emergent properties from this view are excludethassible. Allopoietic systems are
undoubtedly the precursors of autopoiesis in sosj@tems —dllopoiesis is the
framework, a condition, within which autopoiesisidake place(Zeleny 1981: 95-
96). Autopoiesis and allopoiesis areomplementary rather than exclusive
characterisations for a system (Varela 1981: 39).

A basic principle of social systems is that eaatiadsystem is embedded in a wider
social system in a recursive way while all are patetic. Social systems are hence
characterised by th@rinciple of recursiveness A social system and its subsystems
all have thesame basic structural propertieherefore, they are also characterised by
the ‘principle of self-similarity’ (Malik 1984: 104).All subsystemsherefore are
‘wholes with boundaries and all characteristics of a ab@ystem. For example,
within an organisation, albrganisational unitshave defining boundaries, a formal
and an informal structure, an identity, thus legdio comparableself-similar
principles of organisation Within such dayeredor multi-level structureallopoietic
organisation has to define arenas for self-orgénisgzu Knyphausen 1988: 309).
Adapted to firms this would mean that units at d&iehically lower levels are
purposively structured and given orders by higkgels while maintaining their self-
organisation within defined limits and residual gg& Such a consciouwntext



management proved to be particularly valuable in internatibnaanagement
(Bartlett/Ghoshal 1987). The task of managemenbistimulate the growth of a
network of decision processes, systems, programd, rales, that is to say, an
organisation, which may be considered effectivatiaining institutional objectives.
One basic objective is to develop twetonomous dynamic unity of the organisation
(i.e. an autopoietic operation). The network of isiec processes must produce
components capable of recursively generating thmesaetwork through their
interactions. In this sense, a manager is the ysdtahther than the designer of an
organisation (Zeleny/Pierre 1976: 161).

Individuals are the nodes between several soceteBys (Maturana 1985: 178). A
cognitive or social system can creatwnsensual linguistic fieldsand self-
consciousnesby orientational interaction with similar systesusd with itself (Ibid.
71). The fact is thainformation does not exist independent of cantext of
organisation that generates a cognitive domain, from which laseover community
can describe certain elements as informational symdbolic (Varela 1981: 45).
Globally operating firms thus have to cope witmultiple diverse consensual
domains on different geographical and business-orientedl$e As observers know
and create their environment through interactioi w (Uribe 1981: 51), such firms
have to develop their consensual domains irewaslutionary interplay with their
respectivelocal and business environmentswhile maintaining an overlapping
consensual domain vis-a-vis thglobal environmentas a whole.

2.1.4 The dual character of social systems

Despite the conceptual problems in the adaptatidheotheory of autopoietic systems
to social systems, Jantsch (1986: 161) contends‘tfemetic, epigenetic, social, and
socio-cultural evolution appear to be connected Hmymologous, and not only
analogous principles — principles which in diffetemriations and on different levels
of evolution are of the same type as they all stem the same origin.’In a similar
vein, Malik (1993: 101) contends that genetic, epgjic, social, and socio-cultural
evolution are linked through homologous principlesd expose an astonishing
coherence in form of circular logics of trial-anaes processes. According to Malik
(1993: 99) it is important to note thatit was not human reason that produced social
institutions in order to pursue certain objectivest rather that human reason
emerged as a consequence of the evolution of Sosi#utions’.

A conception of social systems as constituted biywiduals as elements would allow
for an allopoietic perspective. It may hence prevateleological approachto the
evolution of systems. This is an important contiifiu as intended influences on the
reproduction of a social system from outside thstesy’s boundaries always have
allopoietic connotations. Due to tpenciple of recursiveness and self-similayitiis
also applies to influences from othembsystemsvithin the same system, e.g. the



influence of headquarters on subsidiaries in MNBath headquarters and
subsidiaries are organisational units and as sockhtitute themselves a social system
in thenested hierarchy of social systems

In contrast to the allopoietic approach, whichl sidsumes individuals to be the
elements of social systems, tadaptation of the concept of autopoiesis to social
evolution appears to be conceptually possible by an adaptafi the mechanism of
thereproduction of componentSocial actsas communication, legal acts etc, may be
components of self-referentiabut not of autopoietic systems: they do not exist
independent from the existence of acting individuatd in physical-biological sense
communicative acts do not produce new communicaote themselves but trigger
them in individuals. A social system may only bgaieled as beingutopoieticby an
ontological changeof the system level. This implies (1) a completelesion of
acting and communicating individuals from the cqoicef social system, and (2) a
conceptualisation of social acts (communicatioeipas) as the only components of
the social system. It is thus possible to developrtology of systems, in which the
states adopted by the components of an allop@gstem become the components of
anontologically higher systenwhich may be regarded asacial system of a second
level or order(Roth 1986: 212). Arimary social systemin terms of a population -
e.g. a society, or tribe — may be conceived asuwtopaietic systentonstituted by
individuals as their elements. Organisations are primary bayatems that are
allopoietic as individuals do not ‘reproduce’ thaives. Functional social systems
andorganisations however, are autopoietic systems afegond levelor secondary
social systems as they areconstituted by social actas their elements. The
individuals constituting a social system by thaicial acts do not enter the system as
elements. Rather, they may be conceived as stal@isoand primary resources,
which provide all necessary tangible and intangresources by communication and
action.

The elements of the autopoietic social system are all communications and actions on

its behalf and from its perspective - not the constituting individuals.

Members of a social system constituteramary, allopoietic social system which
serves as the basis for the formation skaondary, autopoietic social systenThe
latter is constituted by social acts on its belaaldl from its perspective, which may
consequently also be provided by individuals that ao formal members of the
primary system. As individuals are not exclusivengnts of one social system, they
can contribute to the autopoietic reproduction afiaus secondary social systems by
providing them with actions and communications hglog to their path-dependent
reproduction. On balancepcial systemsare bothautopoietic in their underlying
meaning-based reproduction aaltbpoietic, as they depend on the intentions of the
individual stakeholders. Social systems emergehenbiasis of consensual domains
formed and implemented by the founding individudlsey grow as other individuals



or social actors increasingly contribute to thepnoduction internally, or externally
as exchange partners.

2.2 Properties of firms as allopoietic systems

The view oforganisations as allopoietic social systems is ttraditional view of
purposeful, instrumental, and goal-directed systenrsstituted by individualdt has
traditionally been dominating organisation and ng@maent theory. With the
exception of ecological organisation theories andtitutionalisation theory, the
perspective is basically voluntaristic and funcéibrhe focus has traditionally been
on formal organisation. Elements of organisatiom farmal roles and organisational
units. The function of the organisation is to attdie formulated purpose and specific
goals by means of specialisation and co-ordinadioorganisational processes, roles,
and units.

From the allopoietic perspectivegleological processesf planning and decision-
making drive evolution. All properties of organisais, which may not be observed
by this formal and instrumental perspective, bdlsicakecome a residual in the
shadow of this lens. For example, Tichy (1981: 286)ed that the prescribed
organization structure provides the pegs upon whieh emergent networks hang’
thus putting all organisational properties, whicte anot formally intended and
prescribed into theinformal drawer. This tnknown organisational worldnay be
‘contained or even integrated bycontext managemeénbut remains a black box -
theoretically and in managerial practic&niergent strategies may dccur and
shadow options may exist but are not part of thedsdrd repertoire in management.
Informal organisation hence often remains a residask for the human resource
management as most efforts to explain it have begee by concepts of motivation,
incentives, and social cohesion. Organisationatespthemselves are basicalbut
of sight of the allopoietic perspective, as — even by mi&bn — it cannot explain
organisation from within and by its own logic.

On the other hand, the allopoietic perspective ipless directly applicable
knowledgefor those who have amstrumental stake in organisations It provides
insights about how goal attainment, instrumental iaentional behaviour as well as
efficient organisational structures and processayg be designed and implemented.
This literature comprises botbrganisation theory (e.g. contingency theory) and
management literature particularly on organisation structure and desigystems
theory has been applied explicitly only in form tbe cybernetic concepts, which
focus on control and regulation based on negasedldack loops.

While the designs oformal organisation structure and processesaditionally
have been the main targets a@fanisation research the focus is increasingly on
dynamic meaning-related organisationas reflected by the knowledge-based view.



Routines, capabilities, best practices, and corenpetencieshave become main
concepts in theoretical and instrumental orgarosatiterature. Particularly in the
global context such a reorientation may be verpimgg as it directs more attention
to underlying differences and basic levers in theganisation of dispersed
organisational units. For example, Egelhoff (19284-205) contends that a key
function of formal MNC structure is that managecsoas the company know where
specific sources of knowledge and capability lis.I18ng as the locations tend to be
fairly stable, managers are generally familiar whbw to access them. With
increasing dynamics in transnational structuresformal structurebegins to lose its
value as an accurate and stable directory of wkeosvledge and capability reside
and how they can be accessed.shft in the focus fromformal regulations to a
dynamic knowledge perspectivethus provides more flexibility also for the
instrumental, allopoietic perspective of organizatin the global context.

2.3 Properties of firms as autopoietic systems

Autopoietic systems are capable to reproduce thiessen this view, firms are not

only instruments to achieve the goals of the stakigns but they take a life on their
own (Selznick 1947). An evolutionary perspective soicial systems can only be
based on an autopoietic view as it allows concgifirms as autonomous systems
reproducing themselves. Of course, a conceptuiaisaf firms as autopoietic social

systems presupposes a definition of respective epties. The most important

difference between allopoietic and autopoietic @losystem level is that the latter is
constituted by meaning and social acts rather llyandividuals as their elements.

2.3.1 Meaning as the basis of social systems

While psychic systemsare constituted on the basis of a unified (sdHrential)
nexus of conscious stajesocial systemsare constituted on the basis of a unified
(self-referential)nexus of communication$he co-evolution of both has led to the
common evolutionary achievement ofeaning employed by psychic as well as
social systems. Both kinds of systems are ordecedrding to it, and for both it is
binding as the indispensable, undeniable form eirtbomplexity and self-reference
(Luhmann 1995: 59). Meaning extracts differencesetable adifference-based
processing of information (Ibid. 63). The processing of meaningfollows the
principles of distinction’ and ‘indication’ (Spencer-Brown 1972: 3). The
mechanism for the construction and description dbran (an object) is therefore:
‘Draw a distinction! (Ibid.) While doing this in a plane is quite siragl line drawn
between two objects may be sufficient), social ayst expose a high degree of
complexity so that the introduction of central gogl differences is critical to co-
ordination of decision-makers and of globally disgel activities. Globally
operating firms have to identify the most importaguiding differencesin their
heterogeneous context in order to augment theiluggoary capability. Intercultural
comparisons may be difficult becausdtures diverge in thesemanticsof the very
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first proceeding of this compulsion to self-charfgghmann 1995: 64). This causes
serious implications for globally operating firmBhe meaning-based structure of
social systemgoes not onlhydiffer with regard tocontentbut also in theprocess of
selective reproductianSelection mechanisms and criteria may be diftebetween
cultural contexts and respective social systems.

Differences in meaning structures do not only ekistween culturesMeaningis
always system-specific Only shared meaning allows for interaction and
communication between systems. Meaning may be pocated in worldviews,
values, norms, roles, etc. It is produced and nagaok in ongoing interactions (Willke
1994a: 175). Meanings are open, have no ultimagenoor ultimate truth. Meanings
are bounded by socio-cultural limit§Dachler/Hosking 1995: 9). For example,
‘efficient’” management structures and practices differ in marportant respects
because business environments sdo as well (Whitley 1992: 122). The socially
constructed nature of firms and markets implies thay are meaningful entities
whose nature and operations vary according toréifiees in meaning systems and
dominant rationalities. Thusrules of the ganie business recipésand economic
rationalities may vary considerably between coest(ibid. 122, 125). No set of rules
can ever be self-contained and complete. Everyodchuman understanding is
essentially based on unarticulated background @it \wghtaken for granted. It is when
we lack a common background that misunderstandanige, in which case we are
forced to articulate the background, and explato burselves and to others (Tsoukas
1996: 16). A recipe, e.g. an industry recipe (SpentP89), consists of a set of
background distinctions tied to a particular fieldexperience. It is learned within the
context of discursive practices (Tsoukas 1996: 2D-2

The world of social systems is brought forth indaage. For example, Eskimos have
some thirty words for different kinds of snow besadheir world is, to a large extent,
made up of snow (von Krogh/Roos 1995: 95). The uagg we use influences how
we experience our world and thus how we know ourldvoOrganisational
languaging presupposes socialised organisationalwlegige and gives rise to
distinctions that form an integral part of the cepicof organisation. The organisation
has no substance except for being a self-similagpmietic system of knowledge and
distinctions.'It demands of its members to continue to langualgaut it on all scales
in order for it to survive, or in other words, camie its autopoiesis(lbid. 98).
Particular usage of words tend to be specific tbonal cultures, to regional sub-
groups within a nation, as well as to organisatiangl are embedded in specific
contexts of meaning. The same applies to professiéior instance, everybody
participating in a medical operation knows the nmegrwhen the surgeon shouts
‘scalpel. Therefore, thanterpretation even of individual words is based brghly
contextual knowledgeand might vary betweerdifferent contexts Socialised
organisational knowledge allows for less to be fa@h what is known (Ibid. 119).
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In international management, a basic preconditisntad develop differentiated
discursive practices that allow failobal discourse across all unitsSpecialised
discursive practices ongeographical leve(e.g. local subsidiaries and networks) and
on aprofessional levejcommunities of practice) should complement theesp-wide
discourseGlobally operating firms have to provide fonested consensual domains
and common evolutionary motors across the dispersets umsluding a framework
that allows for aco-evolution of subsidiarieand local environmentsMeaning
providesstability in the form of organisational memory, structurasd routines but
is also subject to a continuous process of new mgageneration. The variety of the
internal and external context of globally operatifigns provides a high self-
complexity and rich source for the generation oWwn@eaning. In management
literature this is a central aspect in innovatiad &nowledge-based approaches.

Meaning may be conceptualised quite differently dependamttlze theoretical
perspective Evolutionary economicsoncentrate on routines and technolodsexial
evolutionary theorie®bserve social traits and culture, Campbell (19@n stresses
knowledge and learnindg?opulation ecologistéocus on comps as an equivalent to
genes in biological evolutions. Institutional thiegrilluminate economic regulations
(institutional economics), sense (interpretative ew), and institutions
(institutionalisation theory), respectively. In nagement theory, meaning has always
played a role in form of information, technologwtents, and others. An explicit and
consistent approach to explore the meaning levédirms is being developed in the
knowledge-based view of managemeiue to the underlying instrumental
management perspective, meaning is observed dggicaérms of rational meaning,
though tacit knowledge may represent a bridge terpnetational or emotional levels
of meaning. The knowledge-based view developedravocabulary and conceptual
pool, which may provide the raw material for anr@asingly consistent approach to
the meaning level in organisations, particularlyfirms. In general, the concept of
meaning allows for the use and transfer of knowdedgross different disciplines and
theoretical perspectives.

2.3.2 Evolutionary mechanism of social systems

In terms of Waddington (1976: 11jnan’s development of language as a means of
communicating information and instructions ... pd®d him with an enormously
powerful mechanism of evolutiorSocial evolutionis much faster than biological
evolution as is is based on the processing of megaiiven in the global context the
unit acts of this process increasingly proceed @era-time basis due to information
and communication technologies. The basimlutionary mechanism of social
systemsis the operation of meaning on the basis of ggidiifferences Guiding
differencesare distinctions that steer the possibilities @fcgssing information. For
example, these guiding differences can acquirgtbperty of a dominating paradigm
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if they organise a supertheory in such a way thatractice all information processing
proceeds according to them. For example, Darwinnmbiled the supertheory
evolution into the difference between variation aeteéction (Luhmann 1995: 4).

While most economic and management theories ateumental and focused on
normative issues in order to provide managers widans to pursue their goals,
evolutionary theories explain mechanisms of chafddeey are open-ended and not
directed towards the achievement of defined gole latter only applies to the
teleological mechanism. The processing of meanimghe basis of distinctions, i.e.
opposites, drives social evolution. farmal (static) logic, contradiction has the
connotation ofalsity. That is, a contradiction proposes that somettsrnopth the case
and not the case at the same time and is, therdfmgially impossible because
‘tertium non datur(Hatch 1997: 321). From gemporal perspective however, the
dialectic tension between two opposites provideseholutionary motor that instils
social systems with dynamics. Guiding differences @entralsources of variation
andselective retentiomas they provide the basis for the recursive icteva between
meaning processing and action. For example, busrggnisations may be driven by
the temporal needs for more expansion (e.g. divemtobn), then (as a consequence)
for more consolidation and selective focusing (eapncentration on core
competencies)Firms hence are floating between the extreme points wdlirng
differences, which are constitutive for their exan. In theglobal context a critical
task of firms thus is to define and to actualiseghiding differencesthat are most
important for their economic and reproductive ssscelhese guiding differences
provide thebasis for perception, interpretation, and decisiommaking. They direct
the attention and preferences of decision-makedsaae decisive for the pattern of
self-organisation.

The processing of meaning, actions, and decisions by guiding differences
congtitutes the autopoietic evolutionary motor of social systems. Globally
operating firms have to develop the requisite self-complexity and resonance
capacity to facilitate the autopoietic reproduction across dispersed units in a
globally differentiated and nested hierarchy of social systems.

Globally operating firms are subject to internal and external pressuredoical
adaptation and global integration This paradox must not be neglected but appear as
adominating guiding difference, which has to bealanced dynamicallyThe more a
firm understands and manages the dominant paradmaerlying its business, the
higher is its self-complexity and evolutionary chitigy.

2.3.3 Complexity of social systems
A major task in globalisation processes is the creation antbokption oforganised
complexity across the globally differentiated unitgoroduced by internationalisation
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activities. In effect, complexity means being fafde select; being forced to select
means contingency; and contingency means risk. Eaofplex state of affairs is

based on a selection of relations among its elesnevitich it uses to constitute and
maintain itself. The focus in business organisatiovith globally dispersed units

therefore is on theelational structure among these units or, in other terms, the

internal network of relations among the units ahd éxternal network of relations
with the organised environment.

Clearly, systems lack thequisite variety that would enable them to react to every
state of the environment, that is to say, to esaldn environment exactly suited to
the system. There is10 point-for-point correspondencéetween system and
environmen{such a condition would even abolish the diffeeeshetween system and
environment). The system’s inferiority in complgxinust be counter-balanced by
strategies of selection(Luhmann 1995: 25). Particularly the differentchtglobal
contextprovides an immense complexity. Firms have to bgvéhe capacity for the
dynamic selection and design of their networkseabétiors or, in terms of systems
theory, their Eigenkomplexitat(‘ self-complexity).

Resulting from the historical accumulation of syststates like knowledge and
experience, self-complexity is the capability ofsgstem not only to reduce the
unlimited environmental complexity, but also tonséorm it into a specific order by
using rules, which depend on the conditions of adpction and co-ordination
provided by the existing self-complexity (Willke 94 103). The accompanying
‘Resonanzfahigkei(’resonance capacity) is the capability of a social system to
equilibrate, respond, and absorb external pertim&tand to act with regard to them.
In the knowledge-based view of strategic managemansimilar concept was
developed in the knowledge-based view of strategi@nagement and termed
‘absorptive capacityCohen/Levinthal 1990).

Social systems are characterised by the principfesrecursiveness and ‘self-
similarity . A social system and its subsystems are selflaimand linked in a
recursive interplay (Malik 1984: 104). All subsysi® are Wwholes with boundaries
and all characteristics of a social system linked delf-similar principles of
organisation. In this layered structuatlopoietic organisation has to definarenas
for self-organisation in the form of context management which proved to be
particularly valuable in international managemeBar{lett/Ghoshal 1987). The
explanatory value of self-organisation and autonomy particularly high in
international business because of the differeneesnvironmental conditionsSelf-
similarity reduces structural complexity, and makes transparency, communication,
and substitutability of elements easier. Self-saamdnd recursive structures may also
facilitate information processing (e.g. data swwes, algorithms) and knowledge
management (e.g. knowledge integration and digtaby Self-similar structures may
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be designed on the basis of subsidiaries or otieest of organisational units
(Schiemenz 1994: 304).

In firms, no matter where it is or how small it \8hen the scale for observation is
changed, (e.g., when studying learning processexl@idual, group, or SBU level),
new processes are revealed, each resembling thallopeocess. They are always
similar but never identical (von Krogh/Roos 1993).8or example, MNEs pursuing
a ‘multinational’ strategy are characterised by @uplication of activities across
countriesand local autonomy. Subsidiaries are given equtment and develop
similar activities along the whole value chain. pies local differences, these
subsidiaries will exhibit a great similarityDecision-making in organisations
including rational choice models, bureaucratic nm®dand political models of
decision making, can also be said to $&f-similar as it can applied to all
organisational levels (Ibid. 82). How an individualitopoietically produces new
knowledge (new distinctions) is similar to the wa$BU produces knowledge, which
in turn, is similar to the way an organisation proels knowledge. This may even be
extended to inter-organisational and societal kvt various levels of scales of
observations, the individual, group, or organisatawe autonomous, simultaneously
open and closed, self-referential, and observirglesys. In generalylobalisation
leads to an increase in the complexity of decisi@king (Schiemenz 1994: 286).
The design of self-similar structures is a mairtrinaent to reduce global complexity.

2.3.4 Interpenetration of system and environment

A patrticularly neglected research area in stratagit international management is the
dynamic coupling of organisational actorsand the interaction between individual
level understanding and organisational action (&A8ehwenk 1997: 52). From a
knowledge-based perspectivagmplex organisationare conceived agépositories
of knowledgeand exist as communities in which varieties aidtional expertise can
be communicated and combined by a common languadj@rganising principles. A
firm’s functional expertiseés nested within a higher-order set of recipeg #w as
organising principles A firm’s knowledge may also consist of the infaton of
other actors in a network, as well as the procedhyewhich resources are gained and
transactions and co-operation are conducted (Kagnder 1992: 3845uch a views
pragmatically appealing but lackseoretical foundationas the ontological status of a
‘firm’ remains unclear. Arepository cannot dispose aévolutionary capabilitiesit
may only be subject to transformation on the basistional choice fromdutside.
Thus, viewing firms as repositories of knowledgéowvill decide as no individuals
or organisational actors are included as elements?

In the social systems view, howeveintérpenetratioh provides thebasis for

structural coupling consensual domainsnd theco-evolution of psychic and social
systems Interpenetration is an intersystem relation betwesystems that are
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environment for each other. Whipenetration exists when a system makes its own
complexity available for constructing another sgstenterpenetration exists when
this occurgsreciprocally, that is, when both systems enable each othentbyducing
their own complexity into each other (Luhmann 19283).

Interpenetration may emerge (1) externallypetween distinct systemée.g.
organisations), (2) internallgetween distinct parts of a systémg. organisational
units), and (3)between systems of different ontological lepsychic and social
systems). Psychic systems (individual actors) dmtstsocial systems on the basis of
meaning.The interpenetration of psychic and social systenis based on meaning
Psychic systems supply social systems with adeqiiatgder and vice versa. The
construction of social systems follows the prineigf ‘order from noise’ Social
systems come into being on the basis of the nbsepisychic systems create in their
attempts to communicate (Luhmann 1995: 214). Asti@ame simultaneously the
actions of human beings and the possible buildilegks of social systems (Ibid.
215). From this perspective, human beings constitate environment of social
systems. Psychic systems — or cognitive systemstefims of Maturana) — are
subsystems of human beings and belong to the emagnt of social systems (Ibid.
255). Psychic systems are autopoietic systems basezbnsciousness, not on life
(Ibid. 262). Psychic systems and social systemsecioiio being in the course of co-
evolution (lbid. 271). The relationship of humanngs to social system is one of
interpenetration (Ibid. 240). Only thoséocks of meaningin the consciousness of
individuals that‘belong’ to a social systerare parts of it. The same applies to
communications and actions by the individuals omalfeof the system.

= The relation between individuals and social systems

From the autopoietic perspective and akin to mamageé approachesndividuals
(e.g. employees) araot elements of the organisation but may be regarded as
resources, providing labour to conduct necessaiyitges, and to process meaning in
terms of innovation, planning, decision-making, atwhtrol. Individuals act as
stakeholders, catalysts, and means for the foundatnd maintenance of autopoietic
social systems. They contribute to the reproductibautopoietic social systems but
are not part of them. This enables individuals #otipipate in the reproduction of
various different social systems without becominginet when any one system
‘dies. Only what an individual ihvest$ in terms of acting (working) and meaning
processing (planning, thinking, ideas, desires,eetgiions, etc.) on behalf of the
system becomes part of it. All other aspects oindividual’s life remain outside of
the system but will certainly be recursively infheed by it. On the other hand,
individuals do not only receivdirect incentives from the social system but also
valuable meaningand access to relationsAs argued in the case of born globals,
founders invest the meaning (knowledge, experiennastion) and the relationships
generated in their professional history as foundiagital in the new venture. As
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DiMaggio/Powell (1983) contend, the building blocks the formation of social
systems have become virtually littered in the dogpace. Founders of born globals
appear to have collected enough such building Black global scale to set-up new
ventures viable in this context.

Individuals also takéoundary-spanning roles facilitating the interpenetration of
social system, their structural coupling, and tkegaliopment of consensual domains
between them. They provide the autopoietic systath whe capability to import
information and other necessary resources, an&oreits products in exchange.
From the institutionalisation perspective, indivatkiact asisomorphic ventilators,
instilling the social system with meaning from tlsocial environment and
communicating meaning generated by the system & thocial environment.
Individuals are the generators and transmissiots del the recursive interplay of
meaning and action. The autopoietic system thusrtégpon th@rganisationof this
recursive interplay but not on the concreteucture at any given point in time
(Maturana 1985).

As the firm or other organisation provides the nsetomachieve the goals of social
actors, it attracts them to participate. Due to bdeu contingency and
interdependencies with exchange partners, the pildlgaof structural coupling with
other social actors rises as more individuals petrtstakes and resources into the
organisation. Individual motivations of stakehoklemd double contingency with
other social actors constitute the inherent tengdac growth, which is typical for
living systems. In theylobal context individuals in terms of psychic systems are
socialised quite differently and intercultural éfénces may demand more efforts in
the development of shared meaning and activitycgiras. Both more conscious
efforts and learning-by-doing may become necegsalbyidge cultural and contextual
differences by developing globally nested consdndoaains between and across
dispersed organisational units.

2.3.5 Recursive interplay of action and meaning sicture

A social system is constituted as an action systbot, must presuppose the
communicative context of action. Both action ancthownication are necessary, and
both must constantly co-operate in order to ensdgeoduction out of the elements of
reproduction. Reproduction means only productioh afuwhat has been produced;
for autopoietic systems this means that the systees not end through its actual
activity, but goes on. This going on depends on fd that actions (whether
intentionally or not) have communicative value. Goumication and action are

The evolution of a social system is driven by the recursive interplay of its activity
structure and its meaning structure. Actions and communications are the unit actsin

this process.
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The autopoietic organisation of a social system is constituted by thexursive
interplay between meaning and action level The basic social acts are
communication and action - both on the basis ohth-dependent structure, which
reflects the underlying organisation. A social sgstis constituted as an action
system, but must presuppose the communicative @&aghimg-based context of action.
Communication and action are recursively relatedi thie elements of the autopoietic
system (Luhmann 1995: 169). Through communicatavganised action can occur
despite differences of interpretation among orgaimaal members. Communication
enables members to create equifinal meaning, fréimworganised action can follow
(Donnellon et al. 1986: 43).

Communication or processing of meaning in general recursivelyvedrthe
reproduction of the underlyingneaning structure, which is first imprinted by the
founding stakeholders and then begins itautopoietic reproduction. The same
applies to theaction level where actions recursively drive the autopoietic
reproduction of the activity structure. The elenseat an autopoietic social system
hence are meaning and social acts — not individuEt® autopoietic systemis
dependent on the interpenetration atductural coupling with individuals who
provide their contribution in form of necessaggources- including the capacity of
meaning processing and activity conduct - and wihdurn receive the expected
incentives by the autopoietic system. As long a&ssibcial systemfinds individuals
(stakeholders) who participate in this interpldye tautopoietic system will survive.
The system may even change its purpose, its teappobr products as long as it
maintains its reproduction, i.e. its autopoietigaisation.

Giddens assumes thabcial actors sustain meaning in communicative .aBtgt
settings are also ‘regionalised’ in ways that higawfluence, and are influenced by,
the serial character of encounteRegionalisation here is best understood not as a
wholly spatial concept but as one expressingcthstering of contexts in time-space
(Giddens 1984: 365). All social interaction is atied in space and time (Ibid. 86). In
addition, meaning inherently forces itself to chan®ne must be careful about
intercultural comparisons because cultures diverge in tt@manticsof the very first
proceeding of this compulsion teelf-change (Luhmann 1995: 64). This causes
serious implication for globally operating firmsh& meaning-based structure of
social systems does not only differ with regarccoatent but also to the process of
selective reproductiorSelection mechanism&nd criteria may be different between
cultural contexts and respectivesocial systems Globally operating firms have to
provide for a commonevolutionary motor across the dispersed units and a
framework on meaning and action level that alloarsafco-evolution of subsidiaries
with both theMNE network andlocal environments
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2.4 Change and reproduction of global social systems

The structure of elements and relationsn social systems igasically stableover a
certain period of time. A givemrganisational structure restricts the amount of
possible choices and relations among elements ahdviburs and consists of a
structure of expectationsregulating legitimated behaviour (Luhmann 1995:)283
Expectations are the autopoietic requirement feréproduction of actions. There are
no other structural possibilities for social sysselbbecause social systems temporalise
their elements as action-evenExpectationstranslate meaning into intended action
and its implementatiorDecisionslegitimate expectations and make them explicit. An
action therefore is always oriented by expectatioi®outinisation and
institutionalisation can reduce the need for decision-making as expexohs are
stabilised. Routine and institutionalised actiomsstlose the character of a decision
(Ibid. 293- 295). They refledrganised complexityand reduce the amount necessary
decisions but may also become rigid and dysfunation

In globally differentiated systems the complexity and dynamics would call for
routines and institutionalised action in order éaluce the complexity of decision-
making. However, as local contexts and expectatioay differ profoundly, such
standardisation may be difficult to achieve. Onsibaolution is the minimisation of
interdependencies by decentralisation; anothethés development otonsensual
domains between and across globally differentiatednits. The latter allows for a
commensurability of expectations across the unitgroviding ajoint orientation
towards intended actions and transformations. Asimum condition, the units
have to develop equifinal meaning (e.g. expectajidny communication, which
allows for directed organised action - even thotlgére are diverging interests,
motives, and interpretations.

As structures of social systems, expectations aecaacial relevance and suitability
only if they can be anticipated. Only in this wanadouble contingency be ordered.
Expectationsmust becomeeflexive across the subunitsnvolved The anticipation
of expectations induces all participants to take asgentations that reciprocally
overlap in time and are, in this sense structurhls prevents social systems from
being formed as mere chains of reactions (Luhma®®51 303, 305). A basic
condition in globally operating firms is the devahoent of interculturally suitable
communication and meaning structures, which mayvigeo the necessary
transparency and direction.

The historical law governing the structural development of action eyst is the
increase of functional differentiation (Ibid. 349). A theory of evolution then focuses
on the formulation of causes and effects of thdedshtiation of evolutionary
mechanisms. When the mechanisms are differentrated sharply, structural change
becomes more probable and the social system iregats speed of transformation
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(Ibid. 152).Intentional changesare always embedded in an evolutionary process,
which assimilates and ‘deforms’ them. Choice amghping are components of the
evolution of social systems but a planning syste® to be capable to observe itself
in the system’s evolution (Luhmann 2000: 185, 3%3en that uncertainty rather
than certainty is continuously characterising thtasion of an organisation,
evolutionary rationality in planning is reflected in aarganisation’s robustness
rather than in the efficiency of optimisation (Luanm 1988: 122). From a systems
perspective, it would be reasonable and a predonddf robustness to design an
organisation in a way that allows it to grow andirgh within a certain range
(Luhmann 2000: 310). This argument also support® tposition that
internationalisation processes involve both inaeesaand decreases in the geographic
and cultural extension of a firnManagement in complex global systemtherefore
includes theincrease in the global requisite varietyin the capability of
organisational resonance in globally differentiatedvironmentsand therespective
processing of contingenciags terms of the behavioural potential of the syste
(Muller 1996: 73). A process of global differenttat and integration drives the
development of these organisational propertiescapdbilities.

2.4.1 Differentiation and integration

Historically, the first move on the way from a manlstic general systems theory to a
theory of social systems is the replacement oftthditional difference between
whole and part by that betweesystem and environment This transformation (von
Bertalanffy 1950) enables to interrelate the themfrthe organism, thermodynamics,
and evolutionary theory, constituting the theorysgstem differentiation (Luhmann
1995: 6). System differentiation is the repetitairthe difference between system and
environment. Through it, the whole system usedfitse environment in forming its
own subsystems (Ibid. 7). THenctional differentiation of social systems increases
the pace in the evolution of social action in stegsubstantially (Kieser 1989: 178).
In terms of population ecology, it produagswy nichesin which new organisational
forms may emerge and develop. From an evolutionary petye, differentiation
facilitates the structural implementation of thectmenisms of variation. It facilitates
systemic change through tlavision of subsystemsso that not each change in a
subsystem induces adaptation in other subsystemgehgLuhmann 1975: 62). In
economic terms, differentiation and subsequenignatéon of social relations in the
differentiated systems constitutesictional specialisation The evolutionary process
of differentiation and integration therefore creatariation (innovation) and more
efficiency in the functional systems. For examphe global market economy based
on the generalised medium 'money' provides muchemaariety and efficiency than
ancient forms of economic organisation. The sampliep to the organisations
working within the economic subsystem.
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Differentiation and integration, i.e. theevolutionary motor of social systems, is
constituted by the continuousecursive interaction between their two constituting
levels of meaning and action In the course of its evolution, the interpretatiof
perceptions of a system determines its activiflédge activities of a system, in turn,
determine the interpretations of its perceptionachSa circular explanation is
necessary and valid because it infuses a systemitwitlynamic (von Foerster 1985:
47).

After the founding processof a new social system, th@ocess of differentiation
and integration sets in internally and with regard to thecoupling with the
environment Internally, the social system differentiates newbsystems (e.qg.
organisational units), which are themselves s@yiatems due to the principle of self-
similarity. The social system unfolds an internakted hierarchy of social systems.
The self-similarity of these(sub-)systemsallows for consistent communication,
action, and organising principles. In theocess of globalisationthe social system
encounters perturbations, as individuals belongimgother national or cultural
systems — living and socialised in a different w@t context - constitute new
differentiated subsystems.

Activity and meaning structures and evenmodes of meaning processingre
different and represent a serious obstacle torttegyiation ofglobally differentiated
subsystemsn the evolutionary path of the overall systé€bonsensual domainhave
to be developed both between individual subsysténgs two subsidiaries) and on
system level (e.g. MNE). The system has to devaioganing structures and
processes, which facilitate thgeneration and diffusion of meaning across all
subsystemsat least in those areas that are vital for tis¢esy as a whole.

Globalisation is characterised by the expansiosocfal systems and the development
of network relations on global scale. Globalisatibas provides a fertile context for
the increasing formation, expansion, and linkinga¢ial systems in a recursive, self-
fuelling process. Theprinciple of differentiation and integration leads to
complementary processes of globalisatioon organisation level, here exemplified
by the difference of global vs. local:

< It may be argued thajlobal systemslike MNEs differentiate subsystems (e.g.
subsidiaries), which adapt to local conditions aetlas bridges to build consensual
domains and structural couplings with systems @ ltdtal environment. ThMNE
thus may gain access to local resources and optioagport the systems’ products.
The MNE differentiates own subunits but also depglexternal interdependencies on
global scale, further increasing the probability efystem formation and
differentiation. In order to maintain their steashate and autopoietic reproduction,
MNEs commit substantial resources to the integnatd their subsystems. With
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increasing internal differentiation and externakemependencies, the complexity of
relations increases. Besides the mere quantityet#tions, it is the variety of
environments and the resulting differentiation ofternal subsystems, external
interdependencies and consensual domains, whicdupes the immense complexity
of MNEs. These have to develop the requisite warretorm of organised complexity
in order to maintain their identity and their autggsis. This induces the import and
integration of organised complexity in the formméaning. MNEs must dispose of a
variety of knowledge of the diverse social spacewhich they act and must develop
the capacity to integrate this knowledge in thenm&l process of meaning generation
and reproduction. The generation and diffusion wbWledge at both system level
(global) and subsystem level (e.g. local) becomesitecal capability of MNES in
order to maintain the evolutionary interplay betwegeaning and action levels across
all subsystems.

< Contrary to MNEs, manjocal organisations such asSMEs, do not dispose of
globally dispersed resources and interdependerfsieh local firms have not reached
the global level by internal differentiation andtegration and thus these two
subprocesses of social evolution still await geplgia extension. Local firms may
follow the course of internationalisation by intarwlifferentiation, i.e. FDI, or by the
establishment of interdependencies with other, algllispersed organisations. In the
first case, integration is primarily focused orermal relations. In the second case, the
harmonisation of globally differentiated consensd@inains becomes a main task in
order to maintain a symbiotic co-evolution with th@v geographically and culturally
differentiated environment. Though circular in auesive perspective, differentiation
precedes and even induces integration in a seglipetispective. Internationalisation
efforts of SMEs therefore often concentrate on #mrepreneurial side, i.e.
differentiation, and neglect the integrative asmégdlobalisation.

< Complementary to the single firm imtraorganisational globalisation perspective
which distinguisheglobal firms (MNEs) andlocal firms (majority of SMES), the
local vs. global difference may also be appliednterorganisational networks. As
shown in Chapter 4, there are strong competitivaathges of both local and global
networks.Local networks provide advantages of flexible specialisation,owative
milieus, cultural homogeneity, and social capitahf local embeddedness. As in the
case of MNEsglobal interorganisational networks provide substantial advantages
from global variety, global co-specialisation, armiordination. Contrary to MNEs,
they dispose of more flexibility and possibilitieEniche specialisation by individual
firms. While global interorganisational networkgtealy dispose of a higher variety
and a higher capacity to exploit location advandagad to leverage competitive
advantages, their integration is very difficult andy impede more complex forms of
activities. Local networkson the other hand, are much easier to co-ordidaéeto
their local embeddedness but do not dispose oflbleal diversity of their global
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counterparts. Increasingly, local networks seemdéwelop relations with global
networks, and vice vers@&lobalisation thus induces thearmation of multi-layered
networks from the local to the global level

The described global differentiation and integnatad MNES, the internationalisation

of MNEs, and the emergence of multi-layered netwask global scale induce the
‘liquefaction of global competition’, which sets the standards for the global
evolution of firms in the context of economic gléibation.

2.4.2 Evolutionary motors

The basic principle of evolutionis not teleological, towards some however defined
higher perfection. Rather, the basic principlétasget out of the way’. In biology,
this means to get out of the way of competitoredptors, and other environmental
threats. In societies, social systems encountdr sestriction in terms of other social
systems, i.e. organisations, and legitimacy. Tomyiiwith the process of globalisation
is that the globalisation itself strictly limits ghpossibility to get out of the way.
Globalisation causes adomestication’ of the global arena While ‘discoveriesand
geographic expansion in ancient times basicalllecedd a spatial extension of a
social system, they now lead to changes withinitfeeeasingly dense fabric of
global networks. In addition to the principle to get out of theyia order to find a
stable supply with resources and to pursue the lbasction and goals of the system,
social systems have also been described as beisigndd for the pursuit of
individual goals of the stakeholders. As such, tAeyalso instruments and subject to
allopoietic reproduction. There are basically fanechanisms of changen social
systems identified by organisation theory (van dmANPoole 1995). In addition, the
mechanism of meaning processing by guiding diffeesnby social system may be
regarded as a fifth mechanism. All the five mechians provide thelynamics that
drive theprinciple of differentiation and integration in social evolution.

= Life cycle mechanisms

Life cycle mechanisms are timeost common holistic explanatiorof transformation
in the management literature The typical progression of change events in e lif
cycle model is a unitary sequence, which is cunudaand conjunctive. A singular
discrete entity exists that undergoes change yattaias its identity throughout the
process. The entity passes through stages dissimgoie in form or function. A
program, routine, rule, or code exists in natumagiad institutions, or logic that
determines the stages of development and govewogrgssion through the stages.
Thelogic of life cycle modelss appealing as social systems haveidh’ in terms of
foundation, growth, and often, even death. An intgdr restriction is the missing
consistency of what happens between birth and déltbre are no consistent
overarching principles or phases applying to ajlaoisations or other social systems.
On the contrary, population ecology showed thatremy to biology, the probability
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of death in the case of organisations decreasésimdteasing age. The same applies
to transformation processes. A study by Singh e{1&i86: 606) suggests that
organisational changes made earlier in the lifdecgce more likely to influence the
hazard of death. The life cycle has been expli@gtipsen by Vernon (1966) as the
motor for change in hignternational product life cycle model Life cycle
mechanisms are also underlying all other stage madenternationalisation, though
in combination with other mechanisms.

< Teleological mechanisms
Teleological mechanisms drive the development obr@anisational entity toward a
goal or anend state The organisational entity is purposeful and agapby itself or
in interaction with others, the entity construatseavisioned end state, takes action to
reach it, and monitors the progress. Such a mesmaperfectly fits in the case of
organisations as rational, purposive, and goaktice social systems. Consequently,
the teleological mechanisms dominate the managerpergpective due to their
instrumental value. Thpurpose of an organisationis first defined by théounders
and imprinted at foundation. Later, the respectstakeholders continuously
renegotiate the purpose and the specific goalsndigpe on their power positions.
Strategic contingency theory, exchange theory, esburce dependence theory
provide a great variety of arguments in this regdrte basic meansof social
teleological mechanisms amecision-making processesDecision-making is not
only necessary to make expectations explicit ineporgb implement the intended
activities. In addition, negated possibilities mdgtermine the system more than
pursued possibilities because they cannot be dedemr adapted by learning. They
influence the structural drift ° of the system much more than the accepted
possibilities, which can be modified by further d&mns. Consequently, it may be a
reasonable maxim to decide in a way that decisextend the decisional space and
autonomy of the system (Luhmann 2000: 199). Strastin organisations have the
function of premises for decisions and hierarclaies thus priori decisions on how
decisions shall be made (Luhmann 1971: 69). Datisiaking has received
extensive attention in literature on internatiomaisiness with regard to strategy-
making under the perspectiveentralisation vs. decentralisation (Garland/Farmer
1986, Ronen 1986) and particularly in the Procesd®o@ of international business,
which put the decision-making context — particyldrétween MNE headquarters and
subsidiaries - at the centre of the transnatioradeh

< Dialectical mechanisms
Dialectical mechanisms develop in systems, whi@h sabject tocontradictory or
colliding forces. Historically, such mechanisms have particulafye identified in
contexts ofpolitical and power struggle e.g. in historical materialism (work vs.
capital). In the operation of dialectical mecharssmitially opposingthesis and
antithesis are fused by aynthesis which becomes a stable compromise for a period
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of time and can become the new and challengedstlesithe dialectical process
continuesChangeandstability thus co-exist irdialectical synthesis The dialectical
view particularly applies to the context of glolsalion and particularly to MNEs,
which already internalised the basic dialectic otal adaptation vs. global
integration.

< Evolutionary mechanisms

The evolutionary motor causesumulative changesin social systems. Change
proceeds through a continuous cycle of variatietection, and retention. In contrast
to Darwinian evolution where traits are inherited through ig&rerational processes,
the Lamarckian concept argues that traits are acquired withire@egation through
learning and imitation. A Lamarckian view thus agseto be more reasonable in the
case of social evolution. In contrast to blind Daian evolution in biology, active
selection by human agents occurs at all stagehefptocess of social evolution.
Evolution in social systems is constituted by etiolu of knowledge (Loasby 1999,
Boulding 1981, Veblen 1899). The VSR mechanismcasisequently the first
mechanisms used to explain evolutionary dynamicahéknowledge-based view.

< Autopoietic mechanisms
A fifth motor not included by van de Ven/Poole e tautopoietic motor of meaning
processing by guiding differences in social systefte evolutionary mechanism of
social systems is thecursive reproduction of meaning and actionon the basis of
‘guiding differencés(Luhmann 1995: 4). Such guiding differences alléov the
organisation of meaning by building dynamic relaioFor example, as shown by
Ghoshal (1987), the distinction of global integpativs. local adaptation may be
applied to organise knowledge from the industryeleo firms, and even to
individual activities. A basic task in the evolutiof an organisation is to identify the
most critical guiding differences for their sucdesseproduction. The evolution of
the organisational meaning structure and consertuahins across units and with
external partners thus may be facilitated. Qoeding differencesprovide the basis
for perception, interpretation, and decision-makifitpey direct the attention and
preferences of decision-makers and are decisivéh&pattern of self-organisation. In
the process of globalisation, a system has to dpvehe requisite organised
complexity by integration of guiding differenceshieh allow for a viable perception
and meaning processing in the globally differeetiatontext. Generally, more than
one motor comes into play because the organisatmordext of development and
change extends over space and time in any specfie. There may also be some
degree of nesting, timing/sequencing, and compléanieéyn of motors.

2.5 Co-evolution of social systems and their environment

The basic condition for the co-evolution of social systemss their capability to
communicate, to interact, and to understand anerprét the communication and
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actions of each other. When these conditions amengand interaction is taking place,
this is called interpenetratiomterpenetration exists when two systems enable each
other by introducing their own complexity into eacther (Luhmann 1995: 213).
Social systems do this by means méaningful communication and action As
argued above, individuals act as catalysts andngiarfor the flow of such social
acts. Interpenetration provides the basis fostructural coupling, consensual
domains and theco-evolution of systems Meaning enables psychic and social
system formations to interpenetrate, while protectheir autopoiesis (Ibid. 232).

Interpenetration of social systems frondifferent cultural environments is much
more difficult than within a homogeneous contekirst, the basic means of
communication, language, is different. Communicatinay be simply impossible,
but even qualified personnel may not perceive neinutonnotations of
communications formulated in the language of threigm partnerSecond different
cultures have different preferences, norms, ingtgtions, habits, and even different
modes of meaning reproduction. The interchange @immg, ranging from simple
information to the transfer of best practice orhtemlogy thus represents a major
obstacle to international or even global interactiBarticularly more dynamic and
complex forms of interchange like innovation preess may be very difficult
between culturally different systems.

M eaning level Action level
Interpretation
Construction of Interaction according to
consensual domains consensual domains

Implementation

—

“ ('}
Figure 1: Construction of consensual domains

The co-evolution of social systemthus presupposesparallelisation of structural
elements and actsin their reproduction. A set of temporalised exp&ons,
intentions, and actions must be identical in thesferences to system and
environment, for an even flow of time is required dompensate for the lack of
certainty and stability. The increasing differetitia of social systems and the
resulting dynamics in the globalisation process heayl toasymmetrical ageingin
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the co-evolution of structurally coupled organisa and even of their subunits.
Structural elements and relations become temponaltye differentiated. Their
dynamic integration may be facilitated loyentional ‘mutual ageing’ (Schitz 1932:
111), which becomes a key to successful co-spsataln and co-operation.

As the basic structural means for the co-evolutibeocial systems, theonstruction

of consensual domainscan be viewed as theentral demand resulting from
globalisation processegFigures 1, 2). New organisational units or corapen
partners have to be integrated into the ongoingctires and operations, so that the
construction of a shared reality may be the funddrfeg successful interaction. New
operations have to be negotiated and therefore tmbstructed into the open space of
options. Globally dispersed activities lead to aoreéasing necessity of consensual
domain construction and integration. Local subsidg&a have to develop their
consensual domains and structural couplings i theal context and thus they may
be the source of innovative processes for the whetevork. The co-operation with
local partners can also lead to the constructianmdvative products, practices, etc..

o\

et e e Yy = SNy

Figure 2: Integration of local and global conseisilomains

On the other handstandardised knowledgein form of best practices, standardised
processes, and products or structural arrangerhentsto be conveyed to new units
and partners to guarantee efficiency and contionaas well as a boundary-spanning
fit with existing structures and processes. Theettgpment oftransparency in the
own structures and operationsis therefore a very important step to develop the
ability to communicate and construct new realitiwgh partners, co-operation
partners as well as other internal organisatiomalsu Particularly thevariety of
consensual domains on the global scatan be viewed as treentral challengeto
the management of globalisation It can be the source of conflicts and
misunderstanding as well as a source of new idedsreovations and thus exerts a
fundamental impact on the evolution of a company.
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As globally differentiated subsystems are constituted primarily bylocal
individuals, they are instilled withmeaning generated in thécal context A large
variety of meaning and interpretations is thus ingubinto the local subsidiary due to
the interpenetration of social and psychic systdrosal subsidiaries are rich sources
of new meaning and interpretation. At the same timeéividuals from the local
context have to be instilled with system- firm-specific meaning. This includes the
transfer of knowledge and organisational culturelividuals are the linking pins
between the local environment and the subsidiary are themeans of local
interpenetration and the development dbcal consensual domainsin addition,
they act as linking pins between the local subesystsubsidiary) and the network of
globally dispersed subsystems generating and rapmogl the respective
interpenetrations and consensual areas. Individualsubsystems thus have to
develop a‘Janus-faced’ role, which allows for a dynamic balancing of the two
perspectives. Once again, the principle of evotuty the processing of guiding
differences becomes apparent. Individuals may dedd and sensitised to focus on
such central guiding differences in order to alloaw a common orientation on a
heterarchic rather than hierarchical basis. Sucheigd capabilities of system
members provide the fundament for the more speglfibalisation capabilities.

Conclusions

The adaptation of social systems theory to the aliséition process of firms allows
for a different perspective on this phenomenon. €beceptualisation of firms as
social systems based on communications and actioulsl lead to a new kind of
research. Boundaries of the firm have to be redra@entral for the study of
globalisation then becomes the extension and iityeatglobal communication and
action on behalf of the firm rather than the foamsstaff and assets. For example,
who is doing more for a firm such as Coca Cola given time: the manager at
headquarters in Atlanta thinking about his nextdayls or the small boy on the street
wearing a Coca Cola t-shirt that hundreds can $&m® forms of communication
such as Internet communities or blogs get a totakyv weight from such a
perspective and allow for new forms of empiricalaarch.
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