
Readings in global oRganization design

Many GO Society affiliates including the author of this document have generously granted permission to the society to distribute their 
creative work for educational, non-commercial use. To ensure our affiliates’ continued willingness to contribute high quality resources, 
the society includes educational, non-commercial provisions to protect authors’ rights in its site registration terms-of-use agreement.

Permitted uses of this document include your personal educational use and sharing your interest with colleagues by sending them 
a short excerpt together with the GO Society web site URL where they may register for a free account and download the entire 
document. 

Any exemption from this policy requires written permission from the editors. Editors@GlobalRO.org 

Academics may request permission to use the document for educational purposes within educational institutions. Managers may 
request permission to use the document within their own organization. 

Any consultant or commercial interest that wishes to email, host on a web site, print or to distribute this document in any form must 
seek permission by writing directly to the author who holds copyright and requesting a copy that does not include the GO Society 
logo, as the society is restrained by its author agreements from granting such permission. You can find an author’s contact information 
in his or her profile on the GO web site.

peRmitted uses

Article #12-06-14-19

PROfiT bY RAiSinG A KEY fUncTiOn TO ThE nExT LEvEL:
TOOLS TO bUiLd A WORK LEvELS ShifTinG STRATEGY
by Julian Fairfield

Extracted from the book, Organization Design, Levels of Work & Human Capability: Executive Guide; Editors: 
Ken Shepard, Jerry L. Gray, James G. Hunt, and Sarah McArthur, 2007 - pp. 129 - 142. You may purchase a printed 
copy of the book at Amazon.com or download a free digital copy of the book at Globalro.org

the importance of understanding complexity and how it relates to corporate strategy and growth is the focus 
of Julian Fairfield’s article, “Profit by raising a Key Function to the Next level: tools to Build a Work levels 
Shifting Strategy”. An ex-perienced consultant with global experience in implementing requisite concepts, his 
position is that companies that dominate markets are those who operate at a higher level of complexity than 
their competitors. Similar to the approach taken in his popular book levels of excellence, Fairfield integrates 
other management theories—such as the McKinsey “7 S model”—with requisite concepts.

http://www.amazon.com/Organization-Design-Levels-Human-Capability/dp/097838590X/ref=sr_1_1?ie=UTF8&qid=1339804344&sr=8-1&keywords=organization+design%2C+levels+of+work+%26+human+capability
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Companies that lead their market are often operating at a higher • 

level of work than their competitors. 

Successful strategic planning articulates how functions presently • 

differentiated at one level, are subsumed and integrated within a 

new function at the next highest level. 

Integrating requisite organization levels and holonic theories with • 

business tools such as McKinsey’s 7S Model and Porter’s Five 

Forces, provides key insights into whether an organization will be 

successful.

Profit by raising a Key function 
to the Next Level: 
Tools to Build a Work Levels 
shifting strategy
Julian Fairfield
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One may think that a company determined to lift quality one level would focus resources on 

that function. Actually, the quality function can’t be lifted without lifting the level of all func-

tions that contribute significantly to quality. It requires a congruent lifting of product design, 

procurement, process technology and even maintenance. If these functions are not lifted, they 

will draw the quality function back down to the lower level. The effort will wither as soon as 

the quality change team disbands.

This article is the explanation of the recent thinking of a global strategy consultant 
and how several new ideas have changed the way that I approach creating effective 
business strategies. I have seen that, when possible, a work levels shifting strategy 
produces the greatest returns, but is also requires more creative effort and potential 
risk. The thinking behind a successful such strategy can be difficult, but understand-
ing it gives you the tools to create your own, no matter what the design.

A good place to start is by seeing how the quality function has evolved over time 
from lower to successively higher levels of work complexity. 

the Evolution of the quality Function

When I worked on a lathe in a manufacturing plant in the Uk in the 1960s, quality 
control was performed by end-of-line inspection. Every four hours a level II inspec-
tor would come around and randomly measure my output for out-of-specification 
conditions. For every faulty piece I produced, ten pieces were subtracted when my 
piecework pay was calculated.

Upon moving to the United States in 1972, I started work as a department man-
ager in a plant that manufactured telephone cable. The approach here had devel-
oped to quality assurance through operator inspection. 

The operator at each station was responsible for making go/no-go quality decisions 
and adjusting the machine accordingly. At the end of the process, the finished cables 
underwent final quality assurance by the QA department, led by a level III manager.

By the time I left cable manufacturing in 1979, the process had evolved to statisti-
cal quality control. Quality assurance had been centralized under a level Iv, head-
office vice-president of product quality. They had a full complement of staff, down 
to level II statisticians located in the plant. We still did our “go/no-go” inspections at 
the plant level, but the results were monitored at headquarters. 
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This provided the basis to both change the specifications and to develop higher 
levels of quality through process innovation. The objective of the quality function 
was still couched in terms of cost/benefit; exceptional quality was not seen as a value 
in its own right. 

I later lived in Japan, where I was exposed to the concept of total quality man-
agement. There quality was the focus of level v management—even level vI. In a 
Japanese smelter that I studied, improving quality was the ongoing objective of ev-
ery employee. Quality was viewed as a strategic variable. It continued to be valued 
as a method of reducing costs and improving quality for customers, but it was also 
valued in its own right as giving each employee meaning and an opportunity for 
creative activity. 

Over a period of 15 years, I had witnessed the evolution of the quality function 
through four levels, from an end-of-line inspection to something that was part of 
the meaning and creativity of the people of the firm. When I learned work levels 
theory and reflected on my experience in light of it, I realized that one could see the 
same process of evolution in any function. It is the basis of progress. 

the Evolutionary Path of strategy

Strategy itself has undertaken a similar evolution, from a level III concentration on 
execution in a single function to a level vII focus on global markets. 

Level III (1850): Functional execution, usually operations. Success was seen 
to be driven by the single function/holon of production. “you can paint it any color, 
so long as it’s black.”

Level IV (1900): Business unit profit. Profitability was recognized as the result 
of the interplay of new product development, production, sales, and finance a fully-
fledged business, a holon that could sustain itself over time.

Level V (1970): Relative competitive position. Research by the Boston 
Consulting Group (BCG) showed that profitability was not only a function of com-
petence within a single business. More often than not, profitability was a function of 
the relative competitive position of one business to all others in that industry.

Level VI (1980): Industry structure. Michael Porter demonstrated that profit-
ability was not only a derivative of internal business capability and relative com-
petitive position, but also of the domestic industry structure. Some industries were 
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inherently more profitable than others. Industry profitability is a function of the 
relative power position not only with competitors, but also with suppliers, custom-
ers, and potential competitors.

Level VII (2000): Worldwide industry structure: The domestic industry struc-
ture model was forced to move up a level by international trade and the realization 
that super profitability decay curves were accelerating. It became apparent that pro-
fitability in industries with trade products was driven not by domestic dynamics, but 
by evolving worldwide industry and social structures. 

As businesses differentiated at one level, successful strategic thinking moved up 
into the next higher level, integrating the lower levels. Successful strategies at the 
higher levels were predicated on successful execution of the strategic thinking at the 
lower levels. 

It is this process of differentiation and integration that is explained by the theory 
of holons.

holons and holonic shifting

Both in the real world of things and in the conceptual world of humans there is an 
upward evolving hierarchy of differentiation and integration of differences, each level 
of integration providing the next level of difference. This results in higher and higher 
levels of complexity. Everything is not only a whole in itself, but also a part of a greater 
whole, both a “whole” and a “part,” or what Arthur koestler called a “holon.”1 

Work levels theory is a reflection of the holonic structure of reality and con-
sciousness. It provides insight into different levels of strategy and the organizational 
demands of strategic change.

The physical world shows this ordering. Starting at the bottom, we move from 
subatomic particles to atoms, to molecules, to complex molecules, to compounds of 
complex molecules, which are the stuff of planets, solar systems, galaxies, and finally 
to the cosmos itself. 

Humans then extend this patterning of differentiation and integration into ab-
stractions like nuclear family, extended family, tribe, nation state, unions of states, 
and ultimately the globe or United Nations 

1 The idea of holons was initiated by Arthur koestler (1967) then developed by ken Wilber.
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In the world of business we do the same thing (Figure 2.5.1). For example, an 
employee on the night shift is part of the assembly department, which is in turn 
integrated into the production function, which is integrated with additional func-
tions (such as sales, marketing, finance, etc.) to make up a business. The business is 
differentiated from competitors, but integrated into a domestic industry structure, 
which in turn is integrated into a worldwide industry structure.
What we see in each figure is ongoing differentiation and integration:

A is different from B but both are integrated by C, which has a different emergent 
quality than either A or B. 

C can’t exist without A or B. A and B can exist without C, but without C both are 
somehow diminished.

A, B, and C are simultaneously in cooperation and competition with each other.
If C becomes an apex holon, it invites integration with D (which is at its level) to 

form the emergent F.

LEVELS OF
INTEGRATION
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INDUSTRY
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FigurE 2.5.1  a holoniC sChEma oF BusinEss
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Each level contains and respects all its lower levels.
Mechanics and narrow purpose exist at the lower level. Inclusive purpose exists 

at the higher level. 
Events at any level impact all other levels vertically and horizontally.

Business applications of holonic ideas

Corporations are clearly organized in a hierarchical holonic pattern, with each level 
of management addressing more complexity by being both the integrator of lower 
holons and the responsible, purposeful owner of a holon, a zone of differentiation.

Although the argument works for any holons and their apex holon, let’s take A as 
production, B as marketing, and C as the profit and loss business unit. Production is 
different than marketing, and both together create the emergent business, which is 
different still than either of them. The business cannot exist without production and 
marketing, but both are diminished without the cross-integration of the business 
unit manager. If this is a new business with two entrepreneurs—specialists in mar-
keting and production, respectively—they would need a crossover general manager 
(GM) to maximize their performance in their specialties. 

The crossover manager at each higher level is required to cross integrate more 
and more conflicts of purpose. time is the currency used to integrate the conflicts 
between these holonic levels. The higher up the holonic structure you go, the more 
time it takes to reach an outcome that respects both the purpose of the apex holon 
and the purpose of lower holons.

Production and marketing cooperate with each other to create a profitable busi-
ness. They also compete with each other for resources and approval from the busi-
ness unit (and maybe, for their managers, the chance to become the new GM). 

The role of the GM is to create and communicate common purpose across pro-
duction and marketing. Each function will have both a functional purpose and a 
higher business purpose. While the business purpose will take priority, actual exe-
cution always takes place at lower levels. The GM cannot sensibly ignore or overrule 
either production or marketing. The GM must respect and integrate both as critical 
components of the business unit’s success.

Lack of delivery at any level in any function—marketing or production—will di-
lute the realization of purpose at all other levels. Contemporary business practices 
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like Just-in-time (JIt), efficient consumer response, kanba, and business process 
engineering all try to overcome holonic conflict and siloing by uniting holons. For 
example, JIt processes to remove inventory melds two holons into one.

At each discrete level, managers view the source of profitability and their purpose 
quite differently. Thus, they pay attention to different things; a manager’s conscious 
attention and intention reflects the level at which he or she is operating 

insights into applying holonic/Work levels theory to strategy

When you look at this evolution of strategic thinking and apply the holonic/work 
levels theory, several implications come out.

The strategic capability of a business is limited by the capability of its most sen ior •	
manager. For example, a CEO, appointed to a level v role, may only be capable 
at level Iv and may make the error of being excessively production- focused 
with no ability to see the value of, for example, marketing (assuming that mar-
keting has some value in this case). The business and all participants will be 
constrained to level Iv thinking and performance.
Strategy is a horizon condition•	 . The process of differentiation is never-ending. 
Differentiation leads to conflict across the apex holons, which leads to inte-
gration to form the next apex holon, which leads to another differentiation. 
The emergence of global companies, air travel, CNN, immigration, and the 
Internet (i.e., increased holonic communication) will ultimately invite—and 
even demand—economic, environmental, philosophical, and political global 
solutions.
Each work level has different felt truths and they are hard to change•	 . Felt truths 
about the way the world is perceived to work, about how I prosper and survive, 
are different by holonic level and the level of skills accumulated. Our felt truths 
are abstractions held with survival vigor, making them resistant to change, es-
pecially in a threatening environment. These are the current personal apex ho-
lons of the manager. 
The level IV marketing manager will know a good deal about marketing but per-•	
haps little about production. He or she is thus unable to integrate the needs of 
both. Marketing knowledge has been the basis of success and almost certainly 
his or her felt truths.
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The dominant, most profitable player in a market is often operating at one level •	
higher than its competitors in key competitive functions/holons. In the 1970s, 
the American auto industry saw quality as a cost/benefit trade-off in “statistical 
quality control,” a level Iv function. Its competitors in Japan saw it as a strategic 
function and created tQM at level v. The rest is history, as Ford and GM have 
never recovered.

This shows what was stated at the start of this article: creating a strategy for im-
proving business performance means choosing between two alternatives. The organ-
ization can either (1) become more effective at its current level or (2) shift a level 
upwards. Shifting levels is much more difficult, but has far more impact. Business 
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thinkers have long known how to improve performance by increasing effectiveness 
at the current level, but it is only through the lens of levels and holonic evolution 
that we can see what shifting levels requires.

There is considerable overlap between work levels theory and the ideas of holons. 
Strategic attention changes as you move up to higher levels. Higher levels of strategy 
(the answer to the question, “What drives sustainable profitability?”) demand an in-
creasing ability to integrate more and more competing functions across continually 
expanding time and space.

Functional evolution, understood as holonic evolution where the new apex holon 
integrates the lower ones, can be viewed through a work levels perspective. Using 
the 7 S Model2 exposes the organizational changes required as one moves through 
work levels, and why there are considerable gains to be achieved through shifting of 
work levels.

table 2.5.1 shows what different levels look like across different functions/holons. 
At this higher level of abstraction, you can see how each apex holon integrates the 
differentiation of the next lower one, and all other holonic levels below. 

2 See Pascale, Richard t. and Athos, Anthony G. The Art of Japanese Management. New york: Penguin Books, 1981. 
Peters, t. and Waterman, R. In Search of Excellence. New york City: Harper & Row, 1982. Waterman, R. Jr., Peters, t., and 
Phillips, J.R. “Structure Is Not Organisation.” Business Horizons, 23(3): 14-26. 1980.

FunCtIOn→ MEASuRE
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FROM ∞	 TO
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• sales per mobile mortgage manager • 2 per week ∞	 5 per week

• $80,000 ∞	 $130,000• value per mortgage
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• Availability of multi-system 

continuous plant
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admin overhead • Total cost of administration • reduced by 35-40%

marketing
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productivity
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Why lifting an organization up a level is difficult

Over my career I have been able to witness the impact of work levels shifting. table 
2.5.2 highlights some of the real gains that I have seen either as a consultant or as a 
line manager. This has more than convinced me as to the power of work levels shift-
ing and also the difficulty achieving it. Shifting an organization is extremely difficult 
because it requires both personal self-awareness and congruency within levels as 
necessary, if not sufficient, conditions. 

When I first encountered the work levels theory, I recognized intuitively that as 
any business function evolved, it demanded a different organizational design. This 
led me to use Mckinsey’s 7 S Model as an organizational template to describe the 
changes as one moves up levels.

taking the levels/holon model together with the 7 S model, one can develop a pic-
ture of how organizational design shifts as you move through work levels. table 2.5.3 
is a highly abstract example of the holonic evolution of the quality function using the 7 
S Model. This process can be taken down to a low level within the organization.

Managers’ capacity to lift themselves up one level is critical. Shifting a level re-
quires a higher cognitive capability, a new set of felt truths and skills: this is why apex 
managers are often replaced when a business shifts upward.

One may think that a company determined to lift quality one level would fo-
cus resources on that function. Actually, the quality function can’t be lifted without 
lifting the level of all functions that contribute significantly to quality. It requires 
a congruent lifting of product design, procurement, process technology, and even 
maintenance. If these functions are not lifted, they will draw the quality function 
back down to the lower level. The effort will wither as soon as the quality change 
team disbands. (See table 2.5.4.)3 

This is another example of the holistic holonic theory in practice and leads to two 
general rules. 

An organization’s overall level is determined by the lowest level of any of its key 
functions for success.

Less obviously, if a level shift has not been achieved (i.e., breaking new ground), 
it must initially be led at one level above the final level.

3 Editorial Note: See Glenn W. Mehltretter, Jr.’s and Michelle Malay Carter’s article in this book..
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Another example will illustrate this:
As a young plant superintendent, I was part of a new plant startup that was to 

operate non-union, to double productivity, to halve the scrap rate, and to improve 
all quality parameters significantly. In retrospect, our existing unionized plants were 
level III operations, while the new plant was designed to operate at level Iv.

Without the benefit of work levels theory but with strong intuition, senior man-
agement appointed a level v plant manager who then hired a team of level Iv direct 
reports. Within 18 months, each objective had been exceeded. Within 30 months, 
virtually all of the team had been promoted and moved on. The plant had stabilized at 
level Iv and there was not enough level Iv work to keep them engaged. Structurally 
the site had moved from a level v organization to a level Iv. The shift has significant 
benefits, but the difficulty of achieving it is real. Each level develops its own issues:

At level IV: Can an existing manager fill this role, or do you have to go externally, with 
all this entails, especially in relation to the attitude of the current level III manager?

At level III: Where do I suddenly get four level IIIs? Will this include my existing 
three? Often one or two level IIIs are waiting underutilized in the wings, but one can 
rarely fill all these roles internally.

At level II: Similarly as level III. Although there are larger numbers at this level, 
this is more easily addressed because within the level I roles, there are often signifi-
cant numbers of people capable of doing higher level work. 

At level I: The level I roles have largely been eliminated, creating a significant is-
sue with redundancies. Personnel reduction at level I is the source of cost reduction 

typical level iii Function typical level iV Function issues

IV x 1 Can old III become IV?

III x 1 x 4 Where do I get four IIIs?

II x 6 x 20
Where do I get 20 IIs (usually okay 1/3 
1/3 1/3 rule)?

I x 36 Need to lay off a number of people

Total = 43 Total = 25 Net reduction of 18 people = 41%

General Manager

Managers

AssociatesSupers

Operators

Manager

taBlE 2.5.4  lEVEl shiFt diFFiCultiEs
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and must be realized.
In my experience, it is easier to achieve the level shift by initially overstaffing a 

greenfield site than to lift an existing organization.

Conclusion

I’ve shown how in my work life I’ve experienced the quality function going from 
end-of-line inspections (level II) to tQM (level v) and how business strategy itself 
evolved in a similar way. With the idea of holons added to work levels theory, we see 
how the differentiated functions/holons at one level can only be integrated by a new, 
emergent holon at the next level. The emergent holon is always one level greater 
and provides what can seem to be a miraculous value—not merely summing the 
parts—but providing a transformation of them. 

Let’s end by integrating these ideas into praxis, showing they have affected not 
just how I think, but how I do strategy with my clients. Starting a new strategy, I 
always go the Porter Five Forces Model4 and populate it in holonic form. It can have 
as many as 30 or 40 holons of potential interest:

Competitors with several key functions for success•	
Suppliers•	
Market segments•	

Afterwards, I gather data, including interviewing for opinions around the client, 
competitors, and the industry to determine where the power is and who is getting 
the surplus. Is it: Suppliers? Competitors? Consumers? This must be reviewed for 
each market segment.

From this data-rich position, I decide whether the best deliverable approach is an 
improvement strategy—creating incremental improvements in performance at the 
firm’s current level—or a work levels shift strategy—shifting the power balance in 
one or more functions/holons in favor of the client. This may mean giving up more 
power to the consumer and is always a climbing up of the holonic structure, the 
miraculous processes of the new emergent level that integrates the differentiated 
holons below it.

4 For more about this model, see Porter, M.E. “How Competitive Forces Shape Strategy,” Harvard Business Review, 
March/April 1979. Porter, M.E. Competitive Strategy: Techniques for Analyzing Industries and Competitors. Canada, 
United kingdom, New Jersey: Free Press, 1980.
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Shifting a level is the best way to get high returns on change, but such a strategy is 
very difficult to implement. The existing structures, values, and personnel all come 
into play. By acknowledging the felt truths and bringing them into self-awareness, 
one gets the opportunity to establish new felt truths by integrating and creating the 
new emergent apex holon. 

Last, I always suggest getting creative, climbing the holonic ladder wherever 
appropriate!
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