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The Promise

The Viable Systems Model is an elegant and profound intellectual
achievement, but its practical impact and recognition is limited, at least in the
world of business.

In this talk Steve Morlidge will demonstrate how he has introduced cybernetic
thinking into the design and description of innovative management practices to
improve the regulation of organisational financial resources, specifically:

« Alternatives to traditional annual budgeting

« Business forecasting

* Resource Allocation

« Performance reporting

» Goal setting

| will frame this as a practical example of what Beer called transduction, where
sophisticated cybernetic ideas are introduced into practical discourse using
language that makes them intelligible and accessible while creating a portal
into the world of systems that many (hopefully) will want to explore.
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gl The transducer carries a message across a

- ') boundary, between a system and its

£ |l environment, between departments, between

management levels or among participants in a

. network. In each case, messages are conceived

Gyt in the special language of the system or

‘Us and them’——  gybsystem and must be transduced to another
which has its own special language. The variety

) of the transducer must be least equivalent to the

’ variety of the channel. A good transducer

el
srgaiory

should neither amplify nor attenuate variety. A
mechanical device or a human being may serve
AeLE  SysrEm as a transducer.

- Ctaflord Deer

In an organizational setting, the individuals

‘Me’ and ‘you’? \ who operate at the boundaries of the
organization must be aware of the languages
and distinctions which prevail on both sides of
the boundary to be an effective transducer.
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EVERY GOOD REGULATOR OF A SYSTEM
MUST BE A MODEL OF THAT SYSTEM*
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Model B
The design of a complex regulator often includes the making of a model of

the system to be regulated. The making of such a model has hitherto been re-
garded as optional, as merely one of many possible ways.

In this paper a theorem is presented which shows, under very broad con-
ditions, that any regulator thar is maximally both successful and simple must
be isomorphic with the system being regulated. (The exact assumptions are
given.) Making a model is thus necessary,

The theorem has the interesting corollary that the living brain, so far as
itis to be successful and efficient as a regulator for survival, must proceed,
in learning, by the formation of a model (or models) of its environment.



Duck or Rabbit?

Not: convincing (rational change)

¥

Perception (normative change)
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Who is the audience?

Innovators  Early Adopters Early Majority  Late Majority Laggards
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TRADITIONAL BUDGETING

Fixed, annual, detailed

* Targets

* Forecasts

* Resource allocation (budgets)
used for

* measurement (variance analysis)
* synchronisations (plans)

* rewards (Agency Theory)

REQUI
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BEYOND BUDGETING

LAW OF REQUISITE
ARIETY, OR ASHBY'S LA

The Law of Requisite Variety states: only
variety can absorb variety. A regulator of a
system can only regulate if the variety disposed
by the regulator is equal to the variety
generated by the reguland. Variety regulation
can be one-one, such as the players on a soccer
team, or it can be one-many, such as a king and
his subjects. Most regulation of variety,
however, does not proceed from authority but
from convention. Tratfic flow, for instance, is
mostly regulated by two conventions: that
traffic going in one direction will stay on one
side of the road leaving the other side clear for
traffic going in the opposite direction, and that
traffic will stop on the red light and move on
the green light. Ashby said "In its elementary
forms the law is intuitively obvious and hardly
deserving statement-Where the law, in its
quantitative form, develops its power is when
we come to consider a system in which these
matters are not so obvious ...when it is very
large... (or) much too complex to be handled by
unaided intuition."



Forecasting
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Key messages

start with PURPOSE — to make decisions (future actuals) not predict
(reflexivity)
TIME (Requisite Variety)

* horizon reflects latency in the system

* frequency — rate of change in the environment
MODELS (Ashby Conant)

* can be statistical/mathematical or judgemental
MEASUREMENT (feedback)

» good enough for the purpose
RISK (redundancy)
PROCESS (low variety)

Approach

start with a recognised problem to be solved

mainly text

appeal to intuition — everyday examples e.g. regulation
explicit cybernetic discussion at the end



Holistic Perspective (for leaders)

Key messages

e Systematic behaviour is the product of the way that the system is
designed

* Traditional budgeting is not flexible and promotes dysfunctional
behaviour

* Thereason is that is breaks a fundamental systemic law (Ashby’s LORV)

* Becoming more adaptive demands that you address how people are
managed at the same time

* Learn form others but don’t copy/paste

Approach

format based on target audience — senior leaders
* short — capable of being read on a short hail flight
* small — capable of being carried in a pocket or small bag
e journalistic, pragmatic, no waffle, don’t patronise, use graphics
» appeal to beliefs/experience
* Smuggle control theory in




Performance Evaluation and Targeting: 1/2

PERFORMANCE ANALYSIS
Key messages:

* Required to inform interventions
* We have same problem as the brain: need to attenuate variety

intelligently
* We should use the same strategy as the brain — models of the world and

active learning driven by prediction errors, informed by
* trend analysis
e control charts

TARGETING
Key Messages:

* There are many way to set targets
* Traditional approaches — SMART —too low variety -> failure
* Use them mindfully

Sense




Performance Reporting: 3/4

REPORTING
Key messages:

To be effective (speed, faithfulness and consistency) communication
* has to take account of the models and processing styles of the audience
Human beings are visually biased
We share the same neural equipment which is well understood
Need to apply scientific principles to design of ‘reports’

Approach

Exploit interest in data visualisation, and groundwork or Tufte, few etc, already
known to IT professionals

* Implicitly frame the challenge in cybernetic terms

* Apply it to ‘problems’ identified by Beyond Budgeting

* Explain using cybernetic principles (implicit)

e Use very high ‘production values’

* NO reference to triple index, Bayesian filters etc as promoted by Beer



Regulahon of Costs (not yet published)

Key messages

Enerny Clows In afgans EmE

Money = the ability to do work = energy

‘Controlling” money is about regulating its flow within the organisation
and with the environment

Start with ‘what is the best way to work’ and then add regulatory
systems

Process = efficient flow = ‘Lean’ = align internal/external variety
Projects = (often) S4 ‘exploratory’ = acquisition of
knowledge/uncertainty (variety) reduction

importance of redundancy

Approach

start with cybernetic approach to organising work

small book

‘bite size lessons’ with hand drawn graphics (pseudo didactic/multi
channel)



Holistic Perspective (for system thinkers)

Key messages

An Mustrated Guide
°
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Organisations are necessary to exploit division of labour

Complexity grows exponentially with size — limits to growth

Ashby’s Law accountancy for complexity

Key to success is achieving balance in LORV terms between sub systems
and their internal/external environment (‘Essential Balances’) though:
How activity is structured

How information is used to regulate the system(s)

\ = Approach

small(ish) book

‘bite size lessons’ with hand drawn graphics (pseudo didactic/multi
channel)

position VSM graphic as a ‘dissected’ organism

position book as gateway to esoteric but deep and fundamental
knowledge



Operationalising Beyond Budgeting (WIP)

Key messages

* A Business Model is a description of the structural relationships
between its value creating operation and its environment

* A management model is the complementary construct for the
internal relationships

* Because it is the sea ‘in which we swim’ it is difficult to ‘see it’

 The 12 BB principles identify the dimensions of a Management

the VIABLE
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Final thought:

Me

HANNEL CAPACI

The capacity of a communication channel refers
to the amount of information it can transmat in
a given period of time. It must be able to
distinguish the number of states (or the varety)
it is to transmit and it must be able to do so0 in
the time allotted. In a discrete channel such as a
telegraph wire, the capacity is spoken of in
terms of the " logarithm of the numbers of
symbols of certain time duration... the number
of such symbols handled . . the amount of
information transmitted per second, using bits
per second as a unit.” The needed amount of
channel capacity can be figured accurately for
Morse code or teletype.

You?

AMPLIFICATION

When a signal is amplified it is increased in one
of a number of ways. It may simply be louder -
as when the sound of a musical instrument 15
picked up by a sound system. It may be more
widely distributed, increased in effectiveness or
extended from the specific to the general case or
accomplished in a shorter period of time. In
many cases, the signal to be amplified is
masked by noise or blended in with other
information. In these cases, amplification
involves a selection of one signal from among
many before it is enlarged.
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