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INTRODUCTION

Like it or not, organizations are exposed to
society, and the exposition to an increasingly
modern society implies an even increasing
exposition to organization as organization is a
key principle of modern societies. While organi-
zation is correspondingly popular in modern
and postmodern management and business
research, another key principle of modernity,
functional differentiation (Bergthaller and Schinko,
2011; Leydesdorff, 2002; Luhmann, 1977, 1990,
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1997; Roth, 2015; Roth and Schiitz, 2015;
Schoeneborn, 2011; Seidl, 2005; Vanderstraeten,
2005; Wetzel and Van Gorp, 2014), is less
prominent and often reduced to a side-aspect of
—mechanistic or bureaucratic—organization.
Functional differentiation indeed is traditionally
associated with divisions of labour and sub-
divisions of organizations. Such forms of
departmentation (Young et al., 1981) or departmen-
talization (Moon, 2013; Raju et al., 2011), however,
have often been found to have a negative impact
on organizational and management performance
(Mastenbroek, 1990), and some scholars have
even gone as far as stating that functionalist per-
spectives, structures, and activities necessarily
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lead to decline (Fowler, 2003, p. 139). Cross-
functional approaches to—former—management
functions (Cooper et al., 2008; Perez-Freije and
Enkel, 2007; Ragatz et al., 2002; Wind, 2005)
therefore appear as promising alternatives, how-
ever, not always unambiguously so (Cuijpers
et al., 2011).

In this article, we start from the assumption
that functionalist and cross-functional per-
spectives are not mutually exclusive, but rather
the first facilitates and the second requires the
other. Problems with functional silos' therefore
do not simply disappear if functional borders
are arbitrarily crossed, liquefied, or blurred.
Consequently, we do not only perceive these
borders to be risks or obstacles that call for man-
agement (Nowotny et al., 2001), but also opportu-
nities and resources for the further development
of management and organization theory. Our
ambition is hence not to un-observe, but rather
to refocus functional differentiation so as to de-
velop its full potential, which includes the option
of a functional cross-functional management.

To this end, we show that functional differenti-
ation is a special case of social differentiation. In
drawing on theories of social differentiation, we
further show that functional differentiation is
actually not about the division of work or
organization, but rather about a multiplication of
horizons for decision-making (see also Roth,
2017). We conclude that a systematic manage-
ment of functional differentiation makes or-
ganizations more versatile and agile, a claim
that we corroborate by demonstrations of how a
functional lens on functional differentiation
facilitates the development of new management
tools and research agendas in fields such as
entrepreneurship, strategy, and human resource
management.

RATIONALE

Many good ideas are simple, and many success-
ful management tools are based on such ideas.
For example, one of the most popular tools in

! Such as “little human movement across functional borders’ (Hernes
and Weik, 2007, p. 254).
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strategic management, the SWOT matrix, is
essentially designed by the cross-tabling of two
very basic distinctions: positive/negative and
internal/external (Weihrich, 1982) or—apparently
originally—present/future ~ (Humphrey, 2005).
While the motives for the selection of these two
SWOT key distinctions remain largely opaque,”
the reasons why theories of social differentiation
are preoccupied with the distinctions similar/dis-
similar and equal/unequal can be traced back to
the early days of sociology: Virtually all classical
theories of social differentiation (Durkheim,
1933; Marx, 1867; Spencer, 1895; Toénnies and
Loomis, 1957; Weber, 1978) agree that early
societies were formed by observations of dis-/
similarities. Furthermore, all these classical
theories were developed in a time when political
and industrial revolutions unveiled and
challenged traditional patterns of inequality, thus
literally making them debatable. The implicit
consent hence was that the issue of in-/equality
is a social question par excellence, too, and the
only dissent concerned the subordinate question
whether inequalities are avoidable or inevitable
side-effects of increasing specialization, and
whether or not this specialization itself was an
unavoidable aspect of social evolution (Cattacin,
2001; Giddens, 1973).

In his first pertinent English-language article,
Differentiation of Society, Niklas Luhmann (1977)
systematically combined both distinctions to
develop a framework for what would later
become a distinctive and comprehensive theory
of social differentiation (Luhmann, 2013). In the
subsequent section of this article, we draw on
Luhmann’s early framework as a both simple
and theoretically well-grounded tool (thus keep-
ing the full theory as a background). We will
use this tool not so much to indicate that manage-
ment and business research has largely neglected
a critical set of key variables of modern

2 The inventors of SWOT seem to have followed their inspiration (and
to be more concerned with the who than the how of their invention):
‘We started as the first step by asking, “What’s good and bad about
the operation?” Then we asked, “What is good and bad about the
present and the future?” What is good in the present is Satisfactory,
good in the future is an Opportunity; bad in the present is a Fault,
and bad in the future is a Threat. Hence S-O-F-T. This was later
changed to SWOT—don’t ask. (I'm told that Harvard and MIT have
claimed credit for SWOT...not so!)” (Humphrey, 2005, p. 7).
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organization. Rather, it is our ambition to demon-
strate that a systematic consideration of these
new factors opens up new horizons for new ven-
ture discovery and business model innovation;
for the further development of strategic manage-
ment tools such as PEST and its derivatives; for
organizational identity work and the facilitation
of M&A processes; and for personnel selection
and team building procedures.

In this article, we will use our tool to indicate
and distinguish four different basic forms of
social differentiation, one among which is func-
tional differentiation. Because these basic forms
of social differentiation allow for sub-system
formation not only within particular orga-
nizations, but also within the overall society,
our concept of functional differentiation deviates
considerably from the traditional departmentation
or departmentalization (Moon, 2013; Raju et al.,
2011; Young et al., 1981) views of functional
differentiation. Rather, in our case, functional
differentiation is about the distinction of func-
tion systems of society: political system, economy,
science, art, religion, legal system, sport, health,
education, and mass media system (Roth and Schiitz,
2015). Against this background, we are interes-
ted in the relationship between organizational or
team performance and functional diversity
(Parboteeah et al., 2015; Tekleab et al., 2016), too.
However, our concept of functional diversity case
cannot be ‘measured by asking participants to in-
dicate the functional area in which they worked at
their current job” (Tekleab et al., 2016, p. 4). In a
similar way, we are also keenly interested in the
facilitation of cross-functional interaction and
decision-making (Crittenden and Woodside,
2006) as long as our perspective is not again
confined to the observation of traditional organi-
zational departments. Our concept of functional
differentiation simply is a different beast.

In the subsequent section of this article, we will
therefore give a both compact and theoretically
grounded idea of what we understand by
functional differentiation and how our observa-
tion of functional differentiation comes about,
before we move on to demonstrations and a
discussion of the considerable impact that our
concept of functional differentiation has on
management research and practice.

THEORY

In combining the two fundamental or even
foundational sociological distinctions, similar/
dissimilar and equal/unequal, Niklas Luhmann
identified initially three (Luhmann, 1977, p.
32ff) and later four basic forms of social differen-
tiation (Luhmann, 2013, p. 12f). A compact pre-
sentation of his theory of social differentiation is
available in the form of Table 1.

Table 1 shows that the crossing of the above
two basic distinctions creates a scenario of four
alternative worlds of social differentiation. In
the top left quadrat, we find that societies may
be differentiated by or into similar and equal seg-
ments. This segmentation of society is commonly
considered the earliest form of social differentia-
tion. Segmentation may be used to distinguish
segments and to group smaller segments into
larger segments: Several families may form a
clan, or several tribes a nation. Segmentation
can also be applied to zoom in on a given
segment. For example, women and men may be
considered two different segments of a given
tribe. The archaic logics of segmentation are still
valid today: We naturally distinguish nation
states, and most market researchers literally
engage in market segmentation (Roth, 2016b).
Yet, today, we also know that in the course of

Table 1 Social differentiation (Roth, 2015b; Roth and Schiitz, 2015)

Equal

+

Similar +

Segmentation (families, tribes, nations, etc.)
- Functional differentiation (economy, science, art, etc.)

Centralization (civilizations, empires, etc.)
Stratification (castes, estates, classes, etc.)
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the Neolithic revolution, another pattern of social
differentiation emerged, which is indicated by
the top right quadrant of our table. The distinc-
tion of logically similar, yet unequal social
systems is the core principle of centralization.
Consider for example a set of families among
which one is considered more important than
the other. On a larger scale, the same principle
is used to distinguish cities from villages, civiliza-
tions from barbarisms, or any further kinds of
centres from peripheries. In a next step, the obser-
vation of centre—periphery differences seemed to
have also supported the assumption that unequal
systems are also essentially dissimilar. This
qualitative leap is at the heart of the bottom right
form of differentiation: stratification. Stratified
societies are formed by the distinction of dissimi-
lar and unequal subsystems such as castes or
classes. In this context, it is worthwhile to stress
that new forms of differentiation overrule rather
than overwrite older forms. For example, the
segmentary family logic, according to which the
elder discipline the younger (and not vice versa),
might well remain valid within the families of a
stratified society. However, the situation has
now changed insofar as an old farmer cannot
punish a young nobleman anymore. Similarly,
nowadays, we would not consider a noble
person of humble intelligence to be the better
scientist than an intelligent person of humble
beginnings.®> This is true because, in spite of the
prevailing importance of stratification, the
down left form of differentiation, functional

® This attitude has not always been as self-evident as it seems to be to-
day: Membership in early learned societies was largely reserved to
those who belonged to the First and Second Estate. The UK Academy
of Sciences, the Royal Society, initially was ‘like a gentlemen’s club’
(Shapin, 1988, p. 390). The logic is conclusive: Only gentlemen were
sufficiently well educated and financially independent and, thus,
trustworthy, while ‘technician’, i.e., ‘those that were paid to do some-
thing were open to the charge that this was why they did it. A
gentleman’s word might be relied upon partly because what he said
was without consideration of remuneration. Free verbal action, such
as giving testimony, was credible by virtue of its freedom. Technicians,
as such, lacked that circumstance of credibility. Thus, so far as their ca-
pacity to give authentic experimental testimony was concerned, they
were truly not present in experimental scenes. Technicians were not
therein roughly the same way, and for roughly the same reasons, that
allowed Victorian families to speak in front of the servants. It did not
matter that the servants might hear: if they told what they heard to
other servants, it did not signify; and if they told it to gentlemen, it
would not be credited.” (395). Modern science has indeed not pre-
served much of this noble attitude; witness its strong orientation to ex-
ternal funding.

Copyright © 2017 John Wiley & Sons, Ltd.

differentiation—which refers to the distinction of
function systems, i.e., the political system, econ-
omy, science, art, religion, legal system, sport,
health, education, and mass media system (Roth
and Schiitz, 2015)—is the dominant form of so-
cial differentiation today. As an epiphenomenon
of modernization, functional differentiation
emerged by the use of symbolically generalized
communication media such as money, power,
truth, or belief, with the corresponding codes
working as communicative duplication rules:
‘They bisect communication without halving it.
Communication is not overwritten but translated
into the binary form of the code and thus remains
intact.” (Roth, 20164, p. 8). Functional differentia-
tion has thus created a situation in which ‘society
remains the same but appears as different depen-
ding upon the functional subsystem (politics,
economy, science, mass media, education, reli-
gion, art, and so on) that describes it" (Luhmann,
1995, p. 48). While in earlier societies elements of
constitutive subsystems were confined to their
subsystems—a noble lady has normally not si-
multaneously been a male commoner—in func-
tionally differentiated societies one and the same
social event can now simultaneously be politi-
cized, scientificized, or mediatized. In this sense,
it is true that the present approach to functional
differentiation does not divide, departmentalize,
or decompose societies,* but rather turns strati-
fied universes into functional multiverses of both
different, yet incommensurable perspectives.
Although functional differentiation may safely
be assumed to be the primary form of social
differentiation today (Baecker, 2007; Beck and
Lau, 2005; Beck et al., 2003; Brier, 2007; Laermans,
2007; Roth, 2015; Roth and Schiitz, 2015), research
and practice in management and business shares
with the broader context of social sciences a sur-
prising disinterest for the key concept of modern
societies (Roth, 2013; Roth and Kaivo-oja, 2016;
Wetzel and Van Gorp, 2014), and thus for the cor-
responding key variables. In this sense, our fields

* This has been the critical leitmotif of many prominent sociological
classics, most notably Ferdinand Tonnies (Ténnies and Loomis,
1957), who observed functional differentiation as a process of frag-
mentation and erosion of formerly well-‘functioning’” communities.
The question remains whether contemporary management research
and practice are well advised to join in this early sociological
melancholia.

Syst. Res 34, 195-207 (2017)
DOI: 10.1002/sres.2452

198

Steffen Roth et al.



Syst. Res

RESEARCH PAPER

—although forms of functional differentiation
themselves—seem to imply rather than study
functional differentiation. In fact, in looking at
the key factors of past and present management
research and practice, we find that the focus is
on variables such as age, race, nationality, culture,
or class, not to forget the persistent hype of gen-
der, all of which, however, are associated with
earlier forms of social differentiation. The ques-
tion that we intend to address in the subsequent
section of this article is hence what management
research and practice can gain if the narrow focus
on pre-modern variables is complemented by a
research agenda that also turns the former
implicit constants of functional differentiation
into variables.

APPLICATIONS

The above comprehensive concept of functional
differentiation is currently least unpopular in
organization studies (Andersen, 2003; Dooley,
2002; Hasse and Kriicken, 2008; Nassehi, 2005;
Peetz et al., 2010; Roth, 2014; Seidl and Mormann,
2014). Initial applications to management have
also targeted the fields of public, regional, or
non-profit sector management (Andersen, 2000;
Andersen and Pors, 2016; Brans and Rossbach,
1997, Etzkowitz and Leydesdorff, 2000;
Leydesdorff, 1996, 2005a; Rennison, 2007;
Valentinov, 2012; Valentinov et al., 2015). In this
section, we demonstrate how applications in
further management disciplines may be fruitful.
To this end, we focus on the fields of entrepreneur-
ship, strategy, and human resource management.

Entrepreneurship

Market research in general and the discovery of
new market opportunities in particular imply
the identification of key variables that impact
the outcome of entrepreneurial ventures. So far,
the main variables identified and processed in
this context are identified mainly by segmenta-
tion and stratification.

It is a common sense that value creation as
much as new venture discovery often, if not

Copyright © 2017 John Wiley & Sons, Ltd.

ideally, involves the crossing of regional or
national borders (Acs et al., 2003; Hitt et al.,
2001; Keupp and Gassmann, 2009; McDougall
and Oviatt, 2000; Oviatt and McDougall, 2005;
Wright and Dana, 2003; Young et al., 2003). First
movers across national borders expected to bene-
fit from considerable advantages and might even
enjoy the view on the blue ocean (Kim and
Mauborgne, 2005) of a more or less temporal
monopoly. Yet, international borders are not the
only segmental borders the crossing of which
might lead into blue oceans. Further examples
include inter-segmental business models that
follow and cross the dividing lines of age and
gender, for example, face moisturizers being set
across the gender border now also targeting male
markets, or mobile phones with extra large
numbers that aim at certain age segments.

Another set of business models is associated
with the systematic transgression of borders
made by stratification. Henry Ford’s most
famous attempt to bring the former luxury prod-
uct car to the middle-class market is such an
example. Today, the Tata Nano is a token for the
circumstance that the car is currently being
handed further down to the bottoms of the global
pyramid. Many of our today’s basics initially
have been invented for the tops of the social
pyramids. This includes items as essential as the
handkerchief, which had been a luxury product
(Elias, 1994) and been used to distinguish the
nobles from the lower ranks of society, before,
centuries later, the paper handkerchief is now
accessible for everybody today. In fact, in reading
Rogers (2003), Diffusion of Innovation, we realize
how many inventions actually have been or are
currently being handed down from often
privileged avant-gardes and early adopters to
broader middle classes and eventually to the
mass markets at the bottoms of the pyramid.
The strategic transgression of borders between
the estates, castes, or classes hence clearly is
associated with enormous business opportuni-
ties, too.

From the above, we may follow that the
margins of new venture discovery ventures
indeed are defined and confined by social
borders made by social differentiation. It is hence
obvious that a focus on the transgression of so-far
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neglected forms of social borders might lead to
new horizons for new venture discovery. In this
sense, we assume that the strategic observation
and crossing of borders between the function sys-
tems of society will also lead entrepreneurs to
new blue oceans. In fact, in using this inter-
functional lens, we find that many, if not most,
business models have an interfunctional
dimension (e.g., if works of art are transformed
into commodities or investments). A prominent
historical example of an interfunctional business
model therefore is the selling of indulgences, where
religious content—here: absolution—was com-
modified, a proper and very successful business
model; witness the Saint Peter’s Basilica in the
Vatican. More recent examples of interfunctional
business models also indicate that an export of
business principles to non-economic system
may also lead again to business success. In fact,
the invention and implementation of new public
management was a process where business
management principles have been applied in—
or better: translated into—a public administra-
tion context. This implementation of the
McKinsey Stalinism (Ulrich Beck in Lorenz,
2012, p. 609) has often been heavily criticized as
‘economization” of political organizations, not
the least because it proved to be a globally
successful business model. A yet purer example
of interfunctional business model development
eventually is patent trolling (Chaudhry and
Walsh, 1995; Durand and Vergne, 2013; Pénin,
2012). As patent trolls are defined individual or
corporate actors who buy patents in a near-
random way, only to look for solvent institutions
with running research projects in fields remotely
similar to those covered by their patents. Once a
target identified, the trolls formally claim dam-
ages against the alleged property right infringers.
As pending lawsuits may force the defendants to
temporarily stop their research activities, some
defendants fear the corresponding costs or losses
of earnings and sign out-of-court agreements in
the context of which they pay considerable
amounts in settlements, and precisely these ‘com-
pensation” payments are the actual purpose of
patent trolling. Patent trolling hence creatively
navigates the borders of science and the legal
system in order to make economic profit, which

Copyright © 2017 John Wiley & Sons, Ltd.

makes it a perfect example of an interfunctional
business model.

Against the background of these examples, we
are positive that a systematic mapping and
management of the interfaces of the function
systems will support the discovery and naviga-
tion of an entire new dimension of opportunities
for both profitable and not-for-profit ventures.

Strategy

Along with SWOT or the five forces, PEST is
among the strategic management tools that have
stood the test of time. It is almost redundant to
say that PEST scans the business environment
for political, economic, social, and technological
information. Yet, in looking at PEST through the
lens of functional differentiation—the distinction
of the function systems political system,
economy, science, art, religion, legal system,
sport, health, education, and mass media
system—we find that a PEST analysis implies
functional differentiation. In fact, we need
functional differentiation to distinguish between
political and economic information. Technology
has a strong science connotation. Finally, the
aforementioned categories need to be distin-
guished from whatever remains in the social
category. In looking closer at the four categories,
we find that legal trends originally had been
under the political umbrella before they gained
an independent status as the L in the PESTLE(D)
models. In looking at the enhanced model, how-
ever, the surprise is not in the second E, which re-
fers to environmental trends.” In our context, the

® This said although the observation of this re-entry of the environ-
ment into what already is an environmental scanning tool would al-
ready justify an independent article. In fact, the puzzle is what this
second environment actually is, because even if the concern here is
the natural environment, then the question remains how the observa-
tion of this natural environment comes about if not by the distinction
between nature and society. Since nobody has ever managed to ob-
serve the entire society, and consequently, nobody has been successful
in observing the natural environment so far, this leads to the question
whose (social subsystem’s) nature we are actually talking about if we
are talking about the nature. There is necessarily more than one answer
to this question, and hence—if need be, then—more than only one ad-
ditional E to observe. In short terms: The natural environment of the
political system might look fundamentally different as compared to
the scientific or the religious one (Roth, 2016a; Roth and Schiitz,
2015); and also quite different from the natural environment of a par-
ticular family, country, or class (Kaivo-oja, 2002).
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real surprise is the narrow focus on only two or
three out of 10 function systems as well as the
arbitrariness of the later attempts to widen the
narrow focus: the legal system is upgraded to
an independent capital letter, while education
remains a sub-category of the S container. Fur-
ther function systems are ignored and continue
to be so even in further extensions of the model
such as STEEPLE or PESTEV, which bring in
Ethics or Values, however, not—why not?—reli-
gion. This arbitrary selectivity may stem from
the circumstance that PEST originates from
research on a convenience sample of top man-
agers with backgrounds mainly in the chemical
industry (Aguilar, 1967), which might have
suggested a strong focus on trends in political
regulation as well as scientific and technolo-
gical progress. The question, however, remains
whether this particular mid-20th century chemi-
cal industry focus on the political system, the
economy, and science continues to be—or ever
has been—appropriate for business environment
scans in, for example, the 21st century creative in-
dustries. In this sense, a fresh approach to
functional differentiation might well facilitate a
desirable opening of the socio-cultural S con-
tainer (Kaivo-oja, 2012) and support the develop-
ment of an enhanced version of the PEST model
that nevertheless avoids the arbitrary and infla-
tionary accumulation of further letters.® The
ambition in this context clearly is to avoid that
many otherwise accurate business environment
scans remain contingent on preconceived sets of
variables and therefore run the third-order risk
(Godet 1986) of giving right answers to the
wrong questions. In fact, recent interfunctional
research on key variables in foresight and futures
studies (Roth and Kaivo-oja, 2016) supports the
PEST-bias not only still is dominant, but also is
being projected into the future. Yet, who says
that political and scientific issues are necessarily
more critical for business success than artistic,
sportive, or religious factors, e.g., in the context
of a FIFA World Cup in the Middle East?

© The design basic accident of function systemic acronymization would
be RHESAMPLES, derived from the initial letters of the 10 function
systems. There are worse names for a tool for a resampling of conven-
tional environmental scan data.

Copyright © 2017 John Wiley & Sons, Ltd.

Organizational culture is often evoked as main
adversary or issue of strategic management,
which is particularly true for mergers and acqui-
sitions where culture clash (Van den Steen, 2010)
or ‘poor culture-fit or lack of cultural compatibil-
ity have become much cited, if rather poorly
defined, reasons for M&A failure’ (Cartwright
and Schoenberg, 2006, p. S3). In looking at
Table 1 again, one aspect of this critical definition
poverty is that organizational culture is—by
implication—mostly defined in terms of inter-
segmental diversity (Dauber, 2012; Homberg
et al., 2009; Jordao et al., 2014): The focus clearly
is on national culture distance or on differences
in often Hofstede-inspired country scores, the
latter of which also include gender-related items.
Gender is sometimes also the main topic of
research on mergers and acquisitions (Tienari,
2000). In most of the cases, culture is hence
defined as the culture of specific segments. The
strong focus on segmentation, however, is not
self-evident if we consider that in the age of
stratification two aristocrats from different
countries easily identified more communality
between each other than between themselves
and their non-aristocratic countrymen. In a simi-
lar way, two researchers from Finland and Brazil
might find it easier to interact with each other
than with their next-door neighbours. In this
sense, we suppose that the persistent focus on
national or regional culture is not fruitless, but
could be complemented by research on the role
that different functional backgrounds and prefer-
ences play in M&A processes (see Table 2).

Table 2 M&A as interfunctional challenge

Culture company  Post-M&A  Culture company
1 culture

Economy Economy Economy
Political system ? Religion

Legal system ? Health

Science ? Art

Mass media ? Political system
Education ? Mass media
Health ? Legal system
Sport ? Education

Art ? Science
Religion ? Sport
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Table 2 presents two firms that give different
weight to the function systems of societies. Both
rank economy first, which makes them business
organizations and not hospitals, schools, or
churches. As to the rest of the ranking, how-
ever, the differences are quite substantial. In
company 1, decisions are often based on (micro)
political, legal, and scientific considerations,
while in company 2, religion is most important
followed by health and again the legal system.
A merger between such a “political’ business
and a ‘religious’ business immediately emerges
as a culture clash challenge even though we
do not know anything about the companies’
national background; in fact, the religious
company 2 could be based in the Middle East
as much as in the Middle West of the United
States of America. If we look deeper into the
matter, then we also find that a focus on
different ranks for health is not absurd either.
The anecdote that Daimler CEO Jiirgen
Schrempp moved into his new office at
Chrysler and ‘turned off the sprinkler system
so that he could smoke cigars, and he installed
a bar for his red wine’ (Bower, 2001, p. 97)
made it to the Harvard Business Review only
because health made a difference in the obser-
vation of the Daimler and Chrysler cultures.
The issue is even repeated: ‘The Germans
smoked, drank wine with lunch, and worked late
hours, sending out for pizza and beer. The old
Chrysler banned smoking and alcohol in its
facilities” (96). In these and similar contexts, it
might not only be more accurate, but also helpful
if intercultural differences are not attributed to
different national backgrounds, the Germans
versus the US-Americans, but rather indicated
as different functional preferences. In the above
context, such an approach may have allowed to
manage across the obviously prevailing laager
mentalities.

Against the backdrop of the above examples of
directions for theory and tool development for
environmental analysis and M&A management,
we see an enormous potential for high-impact
interactions between multifunctional approaches
to organizational culture and design (Andersen,
2003; Roth, 2014, 2016a) and the strategic
management field.

Copyright © 2017 John Wiley & Sons, Ltd.

Human Resource Management

If we revisit Table 2, then we find that we could
replace one of the companies by a person, thus
not asking for the fit between two companies
anymore, but being interested in the fit between
a candidate and the organizational culture of
the potential employer. That said, an
interfunctional lens may also make perfect sense
as a next-generation approach to team diversity,
in the context of which the focus on standard
variables such as age, race, or gender is
complemented by a functional diversity
approach that accounts not only for diverse
departmental backgrounds (Tekleab et al., 2016),
but rather for the full scope of functional differen-
tiation. In fact, functional division in terms of
management departments does often not corre-
late with the principles of functional differentia-
tion. In hospitals, for example, the functional
problem is not that medical doctors and mangers
are in different departments, and the problem
might even not be an issue with our classical con-
cept of hierarchy. Rather, the key issue might well
be that medical doctors and trained managers
have been trained to personify different function
system preferences, and thus represent different
sequences of the overall organizational program.
A medical doctor has sworn to focus on health at
any cost, while a manager must focus precisely
the costs when tough decisions must be made.
A similar lens may be applied to management
researchers at universities and business schools
(Alvesson and Spicer, 2016; Jemielniak and
Greenwood, 2015). These conflicts are not power
issues, although they can be translated into
these, but rather perfect examples for
interfunctional conflicts that may emerge not
only between professional roles, but also within
individual careers. In fact, interfunctional
conflicts are often observed when organizational
designs imply that career progression of special-
ists or experts requires the assumption of man-
agement responsibilities, which implies that the
person must change its functional program. The
reprogramming is often experienced as a painful
process in the context of which the expert must
learn that they need to devote more—if not
most—of their time to political and economic
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activities and have less or no time anymore for
their original fields of expertise in, e.g., science,
art, or health. In this context, an interfunctional
lens on human resource and career management
discloses new starting points not only for
personnel assessment, but also for career
coaching.

In brief, an interfunctional approach to human
research management will facilitate the develop-
ment of new tools for, among others,

¢ Candidate assessment

* Team diversity management

* Job profile communication

¢ Management training

e Career coaching and development

The development of these and further
interfunctional tools for human research manage-
ment will also require that HR managers,
together with their colleagues from the strategy
departments, imagine and design organizational
structures that unlock rather than cancel the
benefits of functional differentiation.

OUTLOOK

One of the most critical failures is failure of imag-
ination (Mendonga, Pina e Cunha, Ruff, &
Kaivo-oja, 2009). In this article, we suggested that
the sometimes-negative appraisal of functional
differentiation in management research and prac-
tice might be due to a certain failure to imagine
functional differentiation as a concept that goes
beyond the creation of arbitrary functional silos
within organizations. In contrasting this reduc-
tionist departmentation approach to functional
differentiation, however, we showed that the
systematic exploration of a broader, sociologi-
cally informed concept of functional differentia-
tion inspires the development or improvement
of a broad spectrum of tools for management
research and practice. In concrete terms, we
demonstrated how and why functional differen-
tiation might well

* Facilitate entrepreneurship activities particu-
larly in the context of new venture discovery,
with the keyword being interfunctional

Copyright © 2017 John Wiley & Sons, Ltd.

business models as described in the Section on
Entrepreneurship,

e Allow for the further improvement of well-
established strategy tools such as PEST(LE),
and more concretely so by providing a broader
spectrum of (social) environmental scanning,
yet, still avoiding the risk of inflationary
additions of arbitrary supposed key factors
(Section on Strategy),

* Help to get a thorough view of a new dimen-
sion of organizational cultural diversity, which
might be particularly relevant in the context of
mergers and acquisitions (Section on Strategy),

® Inspire the design of new human research
management tools and practises, e.g.,, new
personnel selection methods or alternative
approaches to career coaching (Section on
Human Resource Management).

In addition to the above examples, a systematic
approach to functional differentiation might also
be most useful in

¢ Innovation management, not least in the con-
text of regional innovation management where
extensions of the original triple helix model of
knowledge-based innovation (Barre, 2001;
Dzisah and Etzkowitz, 2008; Leydesdorff,
2005b; Leydesdorff and Etzkowitz, 1996)
toward quadruple (Ivanova, 2014) or n-tuple
helix models (Leydesdorff, 2012) are currently
being discussed,

e Accounting as much as in the field of CSR,
where social differentiation theory might lead
to a more distinctive and comprehensive idea
of the social, thus opening up horizons for
broader concepts of organizational perfor-
mance and  (social)  accounting  or
accountability,

® General management theory and theories of
organizational design, where a social theoreti-
cally grounded approach to functional differ-
entiation might inspire a reassessment of
current organizational departmentation or
departmentalization habits, and, similarly, in

e Public administration theory, where a system-
atic interfunctional perspective makes us
wonder why, for example, a country like
Germany has 5 ministries with a strong or
complete economy focus—the Ministries for
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Finance, Economic Affairs and Energy,
Economic Cooperation and Development,
Food and Agriculture, and Labour and Social
Affairs—but only one for health or one for
both education and research,

¢ Non-profit and non-governmental organization
and management theory, where an increasing
focus on the non-economic and non-political
function systems would be rewarded not least
by less indirect definitions of what organization
and management in or of the other function
systems actually are about.

A systematic approach to functional differenti-
ation can hence itself be considered a tool for a
broader scope of organizational flexibility, reflex-
ivity, and improvisation (Mendonga et al., 2004).
Consequently, it might well be worthwhile to
re-observe tensions between functional differen-
tiation and organizational, management, or team
performance (Tekleab et al., 2016) through a
broader differentiation theoretically grounded
lens. In a similar way, we see huge potential if
current concepts of cross-functionality or func-
tional diversity are further enhanced using social
differentiation theory in general and theories of
functional differentiation in particular. From an
even broader perspective, we eventually find that
systematic explorations in functional differentia-
tion raise and reframe fundamental challenges
of the management and manageability of
polycontextural societies, including questions
for the—changing—relative importance of the in-
dividual function systems as much as for forms
of translations and conversions of or between
the logics the individual function systems. Are
there such things as exchange rates not only
within the economy, but also between the econ-
omy, the political system, science, art, and further
function systems? These and similar challenges
translated back into a research context also con-
front us with the still unfulfilled promise of more
interdisciplinary research and, accordingly, the
strategic (research) management challenge of in-
terdisciplinarity, which is a challenge that only
arises due to the significance of functional differ-
entiation, and hence requires a thorough knowl-
edge of its foundational principle, to which the
present article was devoted.

Copyright © 2017 John Wiley & Sons, Ltd.
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