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Abstract

‘Learning organizations’ enable companies to remove hierarchical levels and to

introduce a flatter organizational structure, which can lead to reduced costs and increased

productivity. A recent Danish study has proved coherence between a flat, integrative

organizational structure and an increased productivity. This enables a kind of

management in which the managerial form is not as direct as it is in more traditional

structured companies. Value-based management is advanced as a possible answer to the

question of which managerial form that is appropriate for these kind of companies.

In the article, value-based management is described as well as the underlying factors that

are affected by such a managerial form. Required managerial elements in relation to

value-based management are advanced. Examples from Hewlett-Packard are used to

illustrate both the use of value-based management in practice and the underlying factors.
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Introduction: A description of a learning organization

The field of organizational learning, that is relevant for this article, can be defined

through the following widely acknowledged statements:

”Organizational learning means the process of improving actions through
better knowledge and understanding.” (Fiol & Lyles, 1985: 803)
”Organizations are seen as learning by encoding inferences from history
into routines that guide behavior.” (Levitt & March, 1988: 319)
”Organizational learning occurs through shared insights, knowledge, and
mental models … [and] build on past knowledge and experience, that is, on
memory.” (Stata, 1989: 64)

Thus, there will be focused on the cognitive processes that enable organizational learn-

ing. On how information and the impressions from the surroundings become manifest in

the organization, and how meaning is deducted from otherwise paradoxical experiences

and information. The processes of learning that flows in the organization need continu-

ously to contribute to the organization’s development with learning of second order.

Second order learning is the learning that arises, when an incident makes one re-examine

and question one’s basic values and objectives.

Second order learning is thus a necessity for continuous development. If only first order

learning takes place without reflective loops back to examine basic understandings, then

companies will continue to develop in a certain direction until they meet a radical crisis,

which may cause the company to change direction dramatically or to die. The theory

about learning organizations is a theory of continuous development without radical cri-

sis. In order to ensure a company future survival, daily learning processes of first order

must take place, as well as the critical reflection, that is given by a learning process of

second order, must occur from time to time. For example, a centralized mechanistic or-

ganizational structure will be liable to build on previous behavior, while a more decen-

tralized flexible organizational structure will claim new knowledge to a larger degree

(Duncan, 1974).

A company, that has ambitions to become a ‘learning organization’, need what has been

labeled as ‘high caliber’ employees. Characteristic for such employees is that they 1) are

highly educated, 2) have the ability to acquire new knowledge fast and continuously

adapt to new conditions, 3) possess the ability to work without supervision and control,
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being able to lay down own goals, observe the outcome of these goals, and correct errors

that may occur, 4) have good interpersonal skills, and 4) possess the ability to solve

problems by creative evaluation of different possibilities, and by contributing with own

ideas to reach solutions to the emerging problems (Barrow & Loughlin, 1992: 5).

This will enable companies to remove hierarchical levels and to introduce a flatter or-

ganizational structure, which can lead to reduced costs and increased productivity. A re-

cent Danish study proved coherence between a flat, integrative organizational structure

and increased productivity (Nymark, 1999). Therefore a challenge for the management

is to create room for an organizational form in which learning and innovation are en-

couraged.

Morsing (1995: 3) concludes that just as impossible it is to force people to be spontane-

ous, just as impossible is it to enforce people to be creative, to act more independent or

to take on more responsibility. Thus the management has not any direct possibility to

force employees to act spontaneously, take initiatives, and to learn from their experi-

ences. The management needs to create room in the organization that urges the employ-

ees to develop the characteristics that is considered necessary for ‘learning organiza-

tions’ or for making organizational learning possible. It is pointed out that the manage-

ment cannot force renewal, but management can try to create an environment for radical

renewal by influencing the processes in the organization that is a requisite for second or-

der learning (Morsing, 1995: 27). Continuous learning cannot as such be ‘implemented’.

Garvin (1993) argues that a learning organization is one that encourages learning among

its employees and continuously reorganizes itself. A learning organization is character-

ized by 1) a social climate in which employees are encouraged to learn and develop their

full potential, 2) a strong integration between human resources and companies strategic

policy, and 3) keeping the organization in a continuous state of transforming itself

(Pedler, Burgoyne & Boydell, 1989). Dogdson further defines a learning organization as

one that consequently adopts organizational forms and strategies that encourage learning

(1993: 387).

Value-based management
The emphasis on learning organizations also requires another managerial form than the

traditional authoritatively form with focus on supervision and regulation. The manage-

ment needs to focus on communication of values and visions. This managerial focus is
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called value-based management. It is highly relevant for companies in change-intensive,

knowledge based industries with a high degree of highly educated employees.

Value-based management can fundamentally be seen as an indirect managerial style. It is

concerned with making the employees carry out the correct work assignments on their

own initiative without ordering them directly to do so. In knowledge based companies

the circumstance also exists that the management does not know what the employees

specifically are supposed to do, and the management is not expected to know. The man-

agement’s role is to define, create, and communicate the conditions in which knowledge

workers can work. Conditions about what is acceptable behavior, and which actions are

appropriate in relation to the management’s vision and company values. By this infor-

mation from the management the employees deduct their understanding of conditions

and direction in the company. Value-based management is thus a managerial form that is

concerned with making a group of people work together towards a mutual goal without

explicit managerial pressure and use of power.

Hewlett-Packard has practiced these ideas for more than half a century. The previous

CEO of Hewlett-Packard, Lew Platt, explains:

“In the HP environment, you really can’t order people to do anything. As
CEO my job is to encourage people to work together, to experiment, to try
things, but I can’t order them to do it. We’ve picked people who are high-
energy self-starters. You can’t tell them what to do. The best I can do is sort
of bring people together and hope they mate.”
“The philosophy of The HP Way is built on guiding rather than telling: in-
stead of telling people what to do, real leaders focus on helping people find
their own way through ‘adaptive challenges’ – problems without readily
apparent solutions.”
“I spend a lot of my time talking about values rather than trying to figure
out the business strategies. I don’t think I realized until I became CEO and
started to talk to other CEOs how different that is. The most important as-
pect of the management of this company is cultural control. Get that and the
rest follows.” (Nymark, 2000)

At Hewlett-Packard the organizational values are described in an inhouse publication

called ‘The HP Way’. These organizational values are described in Textbox 1. ‘The HP

Way’ contains the company philosophy as it was seen in the late 1950s, and it has been

revised only little since. The founders, Bill Hewlett and David Packard, saw ‘The HP

Way’ as the ‘glue’ that kept the company together, and as a critical factor for Hewlett-
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Packard’s success. ‘The HP Way’ was written based on 20 years of experience with the

management of Hewlett-Packard since its start in 1939. To a large degree it can be noted

that the founders of Hewlett-Packard already in the late 1930s foresaw many of the ten-

dencies in organization and management that have become today’s management fashion

(Nymark, 2000: xi).

These values at Hewlett-Packard are commented in the publication as:

‘HP’s organizational values are a set of deeply held beliefs that govern and
guide our behavior in meeting our objectives and in dealing with each
other, our customers, shareholders and others’ (Hewlett-Packard, 1997).

‘HP’s objectives and values have guided us very well for more than half a
century. We believe they are what will give us firm footing in this rapidly
changing environment’ (Lew Platt in Hewlett-Packard, 1997).

Textbox 1: Organizational values at Hewlett-Packard

We have trust and respect for individuals.  

We approach each situation with the belief that people want to do a good job and will do so, given the proper tools and 
support. We attract highly capable, diverse, innovative people and recognize their efforts and contributions to the 
company. HP people contribute enthusiastically and share in the success that they make possible.  

 

We focus on a high level of achievement and contribution. 

Our customers expect HP products and services to be of the highest quality and to provide lasting value. To achieve 
this, all HP people, especially managers, must be leaders who generate enthusiasm and respond with extra effort to 
meet customer needs. Techniques and management practices which are effective today may be outdated in the future. 
For us to remain at the forefront in all our activities, people should always be looking for new and better ways to do 
their work.  

 

We conduct our business with uncompromising integrity.  

We expect HP people to be open and honest in their dealings to earn the trust and loyalty of others. People at every 
level are expected to adhere to the highest standards of business ethics and must understand that anything less is unac-
ceptable. As a practical matter, ethical conduct cannot be assured by written HP policies and codes; it must be an inte-
gral part of the organization, a deeply ingrained tradition that is passed from one generation of employees to another.  

 

We achieve our common objectives through teamwork.  

We recognize that it is only through effective cooperation within and among organizations that we can achieve our 
goals. Our commitment is to work as a worldwide team to fulfill the expectations of our customers, shareholders and 
others who depend upon us. The benefits and obligations of doing business are shared among all HP people.  
 

We encourage flexibility and innovation. 

We create an inclusive work environment which supports the diversity of our people and stimulates innovation. We 
strive for overall objectives which are clearly stated and agreed upon, and allow people flexibility in working toward 
goals in ways that they help determine are best for the organization. HP people should personally accept responsibility 
and be encouraged to upgrade their skills and capabilities through ongoing training and development. This is espe-
cially important in a technical business where the rate of progress is rapid and where people are expected to adapt to 
change. 

Hewlett-Packard (1997); Nymark (2000: 140).
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The organizational values of Hewlett-Packard, described in Textbox 1, are somewhat

broad and flexible, even though they communicate an understanding or feeling for ap-

propriate behavior in Hewlett-Packard to the individual employee. The values need to be

flexible in order to be enduring over time, but one might question the effect as the values

are vaguely defined. A consequence is that the concept of ‘storytelling’ must supplement

the focus on organizational values. Through ‘storytelling’ the organizational values are

communicated and made concrete.

Storytelling in organizations

Stories are in every culture considered a media for providing meaning and understanding

of the world for the individual: “It has been proposed that man lives by stories (Mitroff

& Kilmann, 1976: 189); that people in organizations are ‘natural, born storytellers’

(Boje, 1994: 433); that man is ‘a storytelling animal by nature’ (Eco, 1983: 13); and the

human race is even considered as ‘homo narrans’ (Fisher, 1984).” (Nymark, 2000: 47).

Stories are told at all levels in an organization. The stories are evaluated by their recipi-

ents on criterions as verisimilitude, and to whether the stories make sense out of events

encountered by the individual.

Here focus is on the function that both formal and informal stories have in organizations.

Formal stories are seen as a means for communicating the management’s visions about

the company future as well as the set of values, which the company emphasizes. Formal

stories can for instance have the form of the management’s speeches at employee meet-

ings, vision and value statements in internal brochures, and books written by the man-

agement. Formal stories reflect the image of the company that the management prefers

to communicate to both internal and external stakeholders. Through formal stories man-

agement influences organizational cultures.

Informal stories are of an uncontrollable and fundamental character in an organization.

Informal stories are stories that make sense out of otherwise paradoxical and ambiguous

events in the organization for the individual employee. If for instance an employee is in

a situation where the employee has acted in accordance with the organization’s set of

values, but the action is resented in the organization, and the employee subsequently

consults a colleague, then the event often will be explained in the form of a story. Infor-

mal stories arise in the situation and are not as such something the employees are con-
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scious of in everyday situations. A story will, based on the company history, explain

why an otherwise rational action according to the company’s values is not comme il faut

in that specific situation. Thus the story gives meaning to an ambiguous situation so the

employee is able to act with increased understanding of the organizational cultures in

future situations.

An organization’s cultures consist of elements with different degrees of visibility.

Norms and assumptions lie deeply rooted and implicit in the organization’s cultures.

Also the values, that the organization is built on, can be found here. These values are

shaped over time through different factors, which influence the organization’s culture.

One way, in which these values are shaped and thus influence the organizational cul-

tures, is through the organizational stories. When values in organizational cultures lie

implicit, they can be hard both to grasp for new employees and to communicate explic-

itly to other employees. This function is thus maintained through organizational stories.

It is through the stories that elements of the cultures are communicated throughout the

organization. Hereby employees learn what is acceptable in the organization and what is

not. In the stories this is communicated explicitly, but also an implicit understanding or

intuitive understanding is communicated in the morale of the stories, which thus con-

tributes to an increased ability for employees to act appropriately in the organization in

other situations.

Formal and informal stories can be seen as correcting each other. If the stories that the

management communicates do not correlate to the organizational reality as the employ-

ees see it, then informal stories arise between the employees to adjust for this incongru-

ity. It can cause the management and thus the company more harm than otherwise, so in

that sense it is important for the management to walk its talk. This is illustrated in Figure

1.
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Figure 1: Relationship between formal and informal stories.
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Organizational stories serve several important functions. Informal stories have two main

purposes. The first one is that stories are creators of meaning for all employees in their

daily roles and thus also function to both maintain and revise the organizational culture,

the basic understanding of the organization. The second main purpose is to communi-

cate the organizational culture to new members of the organization. Through informal

stories new members are given meaning to otherwise ambiguous or paradoxical situa-

tions, they have experienced. Formal stories function directly to communicate and influ-

ence the organizational culture and values. Formal stories are explicit, and most often

the management communicates formal stories as seen in the example of Hewlett-

Packard below.

An example from Hewlett-Packard

An often-referred story goes about an event concerning the confidence that Hewlett-

Packard places in people as well as the company’s emphasis on innovation. It concerns

an incident that happened one weekend, when Bill Hewlett stopped by the plant to pick

up a microscope and found that the storage bins were locked up (Nymark, 2000: 133).
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The legend has it that he smashed open the latch, took what he needed, and left a note

saying that the bins should always be kept open to encourage workers to take home

equipment for experiments. The incident and the peculiarities of the open store labora-

tory policy are later recalled as:

“The faith that HP has in its people is conspicuously in evidence in the cor-
porate ‘open lab stock’ policy that a few of our students encountered in the
Santa Rosa division. The lab stock area is where the electrical and me-
chanical components are kept. The open lab stock policy means that not
only do the engineers have free access to this equipment, but they are actu-
ally encouraged to take it home for their personal use. The idea is that
whether or not what the engineers are doing with it directly related to the
project they are working on, by fooling around with the equipment at work
or at home, they will learn – and so reinforce the company’s commitment to
innovation. Legend has it that Bill visited a plant on a Saturday and found
the lab stock area locked. He immediately went down to maintenance,
grabbed a bolt cutter, and proceeded to cut the padlock off the lab stock
door. He left a note that was found on Monday morning: ‘Don’t ever lock
this door again. Thanks, Bill’.” (Peters & Waterman, 1982: 245 in Nymark,
2000: 133)

This event has been seen as an early pivotal event in the history of Hewlett-Packard,

which emphasizes explicitly that Hewlett-Packard was not going to be a company that

distrusted its employees. Furthermore, the open stock and laboratories’ policy can easily

be seen as a symbol of trust, which is a central aspect of the way that Hewlett-Packard is

managed. The open stock policy can also be seen as a symbol of the strong devotion to

innovation that Hewlett-Packard has, as well as recognition of the fact that continuous

innovation is what marks the future of the company.

The strengths of the story were later illustrated, when an interview session took place at

Hewlett-Packard at the Birkerød site in Denmark. The interviewer made inquiries into

stories that particularly can be emphasized to illustrate or underline the organizational

culture at Hewlett-Packard. The questions asked to the employees were not directly on

organizational stories, but organizational stories were the topic of the inquiry. The em-

ployee, who was interviewed, explained about: ‘some incident years back, before I was

hired, about a door that had been locked, which was broken up by a manager to illustrate

the trust that was shown the employees at HP. And the employee, who had put a lock in

good faith on the door, had been told never to do that again’ (Nymark, 2000: 171).
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The original story has been used as a formal story for the management to communicate

an aspect of the organizational values. This story has now become informal, as it can be

seen in the example above, and is thus used between employees to give meaning and

understanding of everyday topics and incidents. It has developed from being a formal

story to becoming institutional practice at Hewlett-Packard worldwide. It can clearly be

seen from the history of Hewlett-Packard, and especially some of the first many years

with Hewlett and Packard in the top management, that much has been done, and even

perhaps overdramatized, in order to explain and communicate organizational values to

employees by strong examples and deliberate communication of these examples.

Organizational stories, learning and memory

Through members of the organization stories are handed over to new members and to

older members in new situations in which the re-told story is handed over. New events

affect and revise continuously the collective organizational memory. In Figure 2 the

connection of elements affecting the organizational memory is illustrated. The organiza-

tional memory can be seen as an intersubjective consensual social knowledge, which is

created, maintained and revised through the employees’ stories. Organizational stories

then can be seen as a medium for understanding and communication of organizational

knowledge.

Figure 2: Connection of elements in organizational memory

Members of the
organization

The organizational
memory

Forgotten events;
organizational unlearning

Stories

Stories

New
significant

events
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New stories emerge, some are adjusted and some are forgotten. If a story about an event

in the organization is not re-told, it might be because the organization has developed in a

direction in which these stories about certain significant events no longer contribute to a

sense making process for the individual. These stories are eventually forgotten, and the

members of the organization, who still remember the stories, will gradually leave the

company, and thus unlearning of the organizational knowledge has commenced.

In situations, which an employee may find ambiguous or paradoxical, understanding of

the situation is communicated by colleagues in the shape of stories, with origin in the

organizational memory. Hereby meaning is attached for the individual employee to the

occurrence as previously explained.

Table 1 synthesizes the notion of organizational memory in relation to formal and in-

formal stories in perspective of learning and development.

Table 1: The role and function of organizational stories: A synthesis.

Typology: Informal stories Formal stories

Process of learning: 2. order learning 1. order learning

Function: Development Maintenance

Action: Adjustment of organiza-
tional memory

Communication of organizational
values

In an organization the communication of the company’s values maintain the organiza-

tional memory through formal stories as illustrated by the case Hewlett-Packard. Infor-

mal stories contribute continuously to an adjustment of the organizational memory.

Through informal stories the existing values and norms, which are maintained through

the formal stories, are questioned. Thus formal and informal organizational stories’ role

in relation to 1. and 2. order learning processes can be illustrated. 1. order learning proc-

esses function to maintain the established system, while 2. order learning processes

function to develop the existing system by questioning the existing values and norms.

And thorough the learning processes information is collected, analyzed, stored, and

transferred (Popper & Lipshitz, 1998: 170).

For the individual employee formal stories function to maintain and reinforce the exist-

ing understanding of the organizational culture, while informal stories function to give
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meaning to otherwise paradoxical occurrences in the organization. In this re-telling from

employee to employee the organizational memory is adjusted. Hedberg links individual

learning with organizational memory as:

”Although organizational learning occurs through individuals, it would be
a mistake to conclude that organizational learning is nothing but the cu-
mulative result of members’ learning. Organizations do not have brains, but
they have cognitive systems and memories. As individuals develop their per-
sonalities, personal habits, and beliefs over time, organizations develop
world views and ideologies. Members come and go, and leadership
changes, but organizations’ memories preserve certain behaviors, mental
maps, norms, and values over time.” (Hedberg, 1981: 6)

Walsh & Ungson (1991: 72) points out that in organizations ability must exist to collect

and store communicable, consensual, and integrated knowledge. Through this knowl-

edge organizational activities are integrated and coordinated. This can for example be

the transference of new knowledge throughout the system. This ability is the organiza-

tional memory. In the organizational memory lies knowledge about previous events

from the organization’s past, which can make sense in ambiguous situations for the in-

dividual employee. Thus the organizational memory functions to connect the past with

the present.

The organizational memory is a part of the culture. Schein (1990: 111, 115) underlines,

that culture is something that has to be learned. Culture is what members of the organi-

zation learn over a period of time by acting according to the problems they meet both in

the organization’s internal and external surroundings. This process of learning is thus at

the same time a behavioral, a cognitive, and an emotional process. Schein defines cul-

ture as:

”… as (a) a pattern of basic assumptions, (b) invented, discovered, or de-
veloped by a given group, (c) as it learns to cope with its problems of exter-
nal adaption and internal integration, (d) that has worked well enough to be
considered valid and, therefore (e) is to be taught to new members as the (f)
correct way to perceive, think, and feel in relation to those problems.”
(Schein, 1990: 111)

Organizational culture is a network of local meaning and significance between members

of the organization (Schultz, 1990: 73). Organizational culture is a socially constructed

and meaningful reality for the members that sums up the specific way of existing in the
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particular organization. However, the organizational culture must not be understood as a

static and unambiguous entity. Culture is an active, dynamic, and subjective entity that

always is undergoing changes in a forum of negotiation between members of the organi-

zation. Bruner illustrates this very well:

”… culture is constantly in process of being recreated as it is interpreted
and renegotiated by its members. In this view, a culture is as much a forum
for negotiating and renegotiating meaning and for explicating action as it is
a set of rules or specifications for action. Indeed, every culture maintains
specialized institutions or occasions for intensifying this ‘forum-like’ fea-
ture. Storytelling, theater, science, even jurisprudence are all techniques for
intensifying this function – ways of exploring possible worlds out of the
context of immediate need. … It is the forum aspect of a culture that gives its
participants a role in constantly making and remaking the culture – an ac-
tive role as participants rather than as performing spectators who play out
their canonical roles according to rule when the appropriate cues occur.”
(Bruner, 1986: 123)

In an organization’s culture different levels of visibility exist (Schein, 1992: 238). The

most explicit way of getting an impression of the organization’s culture is for example

by reading the information material that is handed out to new employees, as those val-

ues, on which the organization builds its culture, lie on a deeper and more implicit level.

Through these values it is possible to come under management rhetoric about the com-

pany’s culture and how things are done in the particular company. In the deeper lying

values the organization’s culture is reflected.

Value-based management by storytelling

Value-based management is concerned with indirectly setting the conditions, under

which employees can work and develop in the organization as previously explained. Or-

ganizational stories are used to communicate organizational values and culture as well

as making sense for employees in the organization. Formal stories are communicated by

the management in order to explain organizational by ‘correct’ guidelines for behavior

in the organization to new employees as well as to keep older employees focussed on a

common picture of the organization, its values, and its vision for the future. Enduring

organizational values is important for, for instance, fast growing companies and compa-

nies in change-intensive surroundings as the high-tech industry. Enduring values creates

an important sense of stability in the organizations, while the need for direct managerial
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attention is less necessary. The management can use formal stories to communicate

these values, but must be aware of ‘walking the talk’. Otherwise they will be exposed to

informal organizational stories among employees correcting the wrong image. This is a

process that continuously goes on in organizations as illustrated in figure 2.

This form of value-based management has been seen at Hewlett-Packard for decades.

Especially the founders, Bill Hewlett and Dave Packard, were most aware of the signals

they sent by their behavior and information material. Hewlett, breaking up the lock to

the inventory with a bolt cutter, is a good example, how theatrical and demonstrative be-

havior is used to create stories of small but significant events that function to communi-

cate values and culture to employees. Several of these significant events that have turned

into widely communicated stories at Hewlett-Packard have been collected (Nymark,

2000: 115-148). These stories serve to employees as examples of what the founders

have done in specific situations and from these stories the employees can deduct by

analogy what is acceptable behavior for them in other situations, as also the stories are

giving an impression of the corporate culture. The story of the inventory serves thus both

to communicate the company’s attitude to locking up material, and as well indirectly the

degree of trust, the company has to its employees, and to communicate indirectly that

innovation takes place through playing and in other informal contexts.

The strength of organizational stories as a means in value-based management is given by

the example of the interview situation at Hewlett-Packard in Birkerød. The employee

retold the morale of the inventory story as something that had happened at the site at

Birkerød. Even though the story is passed on through several employees’ re-telling and

re-interpretation, the morale, in which the organizational values lie, remains the same. It

is indifferent to the values, which are communicated in the morale, whether the event

took place at Birkerød or Palo Alto. Furthermore, the story of the locked inventory is a

formal story, that successfully has been accepted and adapted in the organizational

memory, and thus is increasingly used as an informal story. A story that gives meaning

and understanding in the every-day life for the individual employee, and become an in-

tegrated part of the organizational memory.

For companies, that find themselves in change-intensive organizational surroundings

and with highly educated employees, it might be appropriate to put more emphasis on

value-based management compared to vision management. The two managerial forms



14

build on the same premises, but when the management by vision management focuses

on creating and communicating a common vision for employees to identify with, the

management by value-based management focuses on creating and communicating a

common set of values, which employees need to adhere to when working in the com-

pany. It gives the employee a wide degree of freedom knowing that if the employee ad-

heres to the limits of these values, everything is basically allowed as a basic rule. The

difficulty of vision management in change-intensive surroundings is to maintain and

communicate the vision continuously to the employees as frequent as surroundings

change. This is easier done in industries and companies working on less change-

intensive markets as for instance traditional furniture manufacturing market. Vision

management is mainly externally focused whereas value-based management is internally

focused. Therefore value-based management is relevant for companies that strive on the

forefront of their industry and thus being part of creating their own future. Company vi-

sion can thus be frequently changeable, while a solid and enduring set of values is im-

portant for the employees to adhere to in their daily work.

Goal setting on both an individual and an organizational level as an

important part of value-based management

An important part of the managerial role in value-based management, as seen above, is

to communicate the corporate values by different means, which both includes the story-

telling aspect and the symbolic aspect of talking the walk and walking the talk them-

selves. However, another important side of value-based management has not been em-

phasized yet. It is the importance of a continuous goal setting and review of goals and

progress.

Again Hewlett-Packard can be used as an example. If Hewlett and Packard had only fo-

cused on communicating values, things may very well have looked very different for

Hewlett-Packard today. Hewlett-Packard has developed a highly sophisticated system

based on continuous goal setting and evaluation on both an individual and an organiza-

tional level.
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Goal setting on the level of the individual employee through evaluation and devel-

opment

As an example it can be advanced that Hewlett-Packard uses an evaluation system

named Personal Evaluation/Development Plan (PE/DP), which also includes a Position

Plan (DP) as a part of the Development Plan. The Position Plan ensures that the individ-

ual employee at all time is aware of the tasks of which the employee is responsible. The

PE/DP is an yearly evaluation and subsequently a development plan. Every year new

goals are set for the employee, some goals are revised, others are admitted, and the pre-

vious year is evaluated. The PE/DP system is used for evaluation and goal setting for

employees at all levels of the hierarchy, and besides fixed parts there is room left for lo-

cal adjustments if necessary. As a minimum the following items should be included: a

signature area for employee consent to the PE/DP, a list of future targets and expected

results, a list of criterions, which the employee will be evaluated on the coming year, a

summary of previous accomplishments, employee comments to last year's PE/DP, and a

development plan for next year.

In surveys Hewlett-Packard centrally follows up on the PE/DP. There are e.g. surveys

concerning the degree of success in reaching the goals set, the quality of the process to-

wards reaching the goals set, and the management's support. A number of issues con-

cerning the individual employee are also evaluated. For instance personal sale, orders,

turnover, and to which degree the management has performed the yearly PE/DP with all

subordinates. Additional examples are given in Textbox 2.
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Textbox 2: Issues for survey used in the PE/DP system.

In employee surveys the employees are asked whether they have a de-
velopment plan and have sufficient opportunities for training. The sur-
veys are also a reminder to the employees that they are responsible for 
their own development, and thus are prepared for the changing needs 
in Hewlett-Packard. In the survey it is also checked whether the man-
agement is willing to discuss career development and whether it is sup-
portive of the employee’s continuous development in their current job. 
For instance, performance factors, that the employees are measured on, 
are work characteristics as quality, productivity, process improvement, 
and customer satisfaction; job skills, which include factors as technical 
competence, job knowledge, planning and organization, and job 
satisfaction; and a job approach, which includes factors such as 
dependability, teamwork, initiative, flexibility, work environment, 
safety and security. 

Based on Nymark (2000: 158-164) and Hewlett-Packard (1996).

A key element in the process is the dialogue between the employee and his/her immedi-

ate superior, which ensures that mistakes are not made in the PE/DP as well as the focus

on the employee's responsibility for meeting own goals. Prior to the meeting, the em-

ployee's superior has talked to the employee's colleagues to get an impression of the em-

ployees' personal and professional development. The employee is given a grade on a

scale from 1 to 5 at the meeting. The grade is based upon the issues mentioned above,

and prior to the meeting there has been a meeting between several managers in order to

ensure, that a grade is never given based on a single managers perspective. Also carrier

and salary are affected by the result from the personal evaluation (Nymark, 2000).

Goal setting on the level of the organization

As an example, on the organizational level Hewlett-Packard is inspired by a Total Qual-

ity Management like strategic planning system called Hoshin Planning. Basically Hoshin

Planning is a system of forms and rules for strategic formulation and implementation on

different levels in the organization. Hoshin Planning is a part of the Hoshin Kanri sys-

tem, which was originally developed to communicate corporate strategy and philosophy

to all employees in an organization.

The process focuses on the company's key activities and the system is widely used in Ja-

pan. In the Western world, however, Hewlett-Packard is one of the few leading compa-
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nies, which uses Hoshin Planning, and one of Hewlett-Packard's divisions has even won

the Deming Prize by using the Hoshin Planning technique. In 1965 Bridgestone Tire re-

leased a report in which the technique, which Deming Prize winners had used, was ana-

lyzed. The technique described was called Hoshin Kanri, which origin is described in

Textbox 3.

Textbox 3: Origin of ‘Hoshin Kanri’.

Taken altogether, Hoshin Kanri means management and control of the 
company's direction needle or focus. The term ‘Hoshin’ is short for Hoshin 
Kanri.  

Both the word hoshin and the word kanri can be broken into two parts. The 
literal translation of ho is ‘direction’, and the literal translation of shin is ‘needle’. Thus the word 
hoshin could be translated into ‘direction needle’. However, the most popular translation of hoshin 
is policy deployment. Hoshin in Japanese translates to a course, a policy, a plan, or an aim. 

The first part of kanri, kan, can be translated to control or channeling. The 
second part, ri, can be translated to reason or logic. Kanri in Japanese translates 
to administration, management, control, charge of, or care for.  

Nymark (2000: 155).

A Hoshin is described as a one-year plan aiming to reach goals developed by the man-

agement. The Hoshin Kanri system focuses on stepwise planning, implementing and

follow-up processes, and is used to integrate long-term goals and daily activities. It is

especially valuable in the sense that it provides an organizational flexibility, which en-

sures that managers at all levels are aware of where they stand in relation to top man-

agement strategy.

At Hewlett-Packard the Hoshin Planning system is especially valued because of its in-

herent ability to adapt a large amount of employees from all levels of the organization to

a common goal. Hoshin Planning is used to achieve Hoshin's (breakthrough objectives)

and Business Fundamentals (short-term goals). Both Hoshin's and Business Fundamen-

tals are used for goal setting on corporate, division, and group level. There can be sev-

eral Business Fundamentals every year. In 1998, for instance, there were 13 Business

Fundamentals, but it is important only to focus on a few Hoshin's at a time in order to

keep focused. Both Hoshin's and Business Fundamentals are evaluated every year. Ho-

shin's are attained through a process called Hoshin Management as shown in Textbox 4.
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Textbox 4: The process of Hoshin Management.

1. Determine Hoshin  
Hoshin is determined by the top management. Hoshin should be executed with targets and means 
for achieving targets. While top management is determining the hoshin, middle and line manage-
ment should also determine the hoshin based on their experiences and historical data (if neces-
sary) by themselves.  

2. Deploy Hoshin  
After determining the Hoshin for each level of management, it is necessary to identify if there are 
hoshin relationships between the top and middle levels and the middle and line levels in the or-
ganization. Deploying hoshin is called catchball. It is important for any organization to understand 
which targets should be achieved and how to do so. During the catchball process, it is necessary to 
reach the consensus for targets and means between varying levels of the organization. Since tar-
gets and means will be determined individually, it is necessary and important to identify the rela-
tionships between targets and means of each level and targets between the different levels of the 
organization.  

3. Implement Hoshin 
After adjusting the Hoshin, the means for Hoshin should be implemented. During the 
implementation, each target should be measured using performance measures from the target 
statement.  4. Review Hoshin 
The performance measure in the target statement should be measured. Measurement should be 
performed by each level of management. Thus, from top to bottom, all members related to Hoshin 
should observe the performance measure for each level.  

5. Adjust Hoshin  

If the Hoshin target is achieved, the target value should be accordingly adjusted. Existing target 
values might be low or activities for the means might be highly effective. In both cases, it is sig-
nificant to realize why and how the targets were achieved. The case may be that the target values 
do not require adjustment. It should be decided, depending on the organizational situation, if the 
target value needs adjustment.  

Nymark (2000: 156).

Some targets are set on a five years basis and are spread in the organization through the

'catchball'-process described in Textbox 4. Every year's Hoshin's are a part of the five-

year plan and a Hoshin in one year can become a Business Fundamental the next year.

For example the two Hoshin's in 1997, 'Customer Satisfaction' and 'Our People', became

Business Fundamentals in 1998. This process is encouraged at all levels so different di-

visions can have their own individual Hoshin's besides the focus on the corporate Ho-

shin's if necessary.
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The Hoshin Planning system thus provides a tool for integrating long term and short-

term goals in the organization, and it is a means for integrating these corporate goals

with goal setting for the individual employee as well (Nymark, 2000).

Concluding remarks

It has thus been seen how the conditions for organizational learning are supported by an

emphasis on value-based management. It has been seen how the founders of Hewlett-

Packard have practiced value-based management for decades, and that Hewlett-Packard

even can be called a ‘learning organization’ according to the definitions laid out in the

first part of the article. Furthermore it has been seen that organizational storytelling is an

important means for the organizational culture, and that organizational storytelling is an

important underlying factor for value-based management as well as the processes that

contributes to the organizational memory through learning and unlearning.

However, a final note in relation to value-based management is of significant impor-

tance. Value-based management cannot be based on the ‘soft’ storytelling side alone. It

needs a ‘hard’ side as well to make up for the highly ‘soft’ side that has been advanced

in this article. The ‘hard’ side is continuous goal setting and evaluation.

Thus there are two important approaches that need to be advanced in order to make

value-based management work most efficiently: The ‘soft’ value and storytelling ap-

proach, and the ‘hard’ goal setting and evaluation approach. In value-based management

these two approaches complement each other and increase the possibility of higher or-

ganizational efficiency. If clear and well-communicated company values supplemented

with stories, which explain these values by providing practical examples, are given then

the employees know to a larger degree where they stand, what is allowed in the company

and what is not. Consequently the employees are able to increase decision-making on

their own when they have also been made aware of their personal goals. Thus manage-

rial involvement in everyday decision-making can be reduced significantly. This can in-

crease the ability to make decisions in the organization in less time. Less time can be

spent on managerial issues, and thus the span of control for managers can be increased,

which can lead to a reduced hierarchy. A goal-directed organization focused on a learn-

ing environment with continuous improvement and feedback might be the result.
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