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Abstract. The traditional organizational structures and processes along the value 
chains on a world wide scale in turbulent business environment have to continuously 
adapt to new conditions. Business environment puts pressure on organizations to 
effectively meet the fundamental changes. We focused on the major technical and 
technological changes which evolve rapidly. In global competition information 
technology (IT) has unique impact on competitive climate, it is changing the nature of 
classic competition and adds a new dimension of competition-interrelatedness. 
Competitive and technological forces do not permit any single organization to enjoy 
sustainable competitive advantages just from use of information technology, but they 
arise from the human, organizational and system innovations. Organizational rules are 
instruments (mechanism) which arise from institutional and organizational settings. 
Changing the system of rules changes the behaviour of members of the organization so 
that the members actually obtain new knowledge through the process of learning the 
new rules, which are the carriers of knowledge. Institutional and organizational 
settings are sources of rules and factors in the continuous changing of rules. The 
dynamic quality of the changes is the reason for continuous learning, which results in 
changes in the behaviour of members of the organization. In the environment of 
permanent technological changes, the dynamic effect of rules is an important 
mechanisms that can be used to co-ordinate the flow of knowledge and influence the 
behaviour of members of organizations which are creators of information - strategic 
business resources and pillars of sustainable competitive advantages arisen from 
human, organizational and system innovations, foundations of knowledge based 
management Therefore the core of our research model is the dynamic effect of rules on 
the behaviour of members of organizations in environment of permanent technological 
changes. 
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Information technology (IT) which consists of a powerful collection of elements that 
have wide and significant applicability as modern information technologies, especially via 
the Web, provide inexpensive, fast, capable, reliable means of supporting communica-
tions, network computer systems, require significant changes in organizations processes 
and roles played by individual employees. Information technology basically has the abil-
ity (capacity) to alter fundamentally the nature of work in all work classes. The traditional 
organizational structures and processes along the value chains on a world wide scale in 
turbulent environment do not have to stay the same, organizations have to adapt to new 
conditions. Bogataj, M., Bogataj, L. and Vodopivec, R. (2004) By carrying out activities, 
organizations move from one state of capacity to another. The transition from state to 
state is not limited by natural laws, but by organizational and especially business rules, 
which in various ways affect the behaviour (carrying out of activities) of the organization 
and its members. The organization is a composite structure which can be seen as a set of 
organizational rules and resources, a set of routine social practices, and people who are 
engaged in regulated interactions within spatial and chronological limits (Rosenbaum 
1997). Membership in an organization is based on organizational rules, their application 
and resources and their interaction in the simultaneous reproduction of structural condi-
tions which allow the possibility of their interaction (Yates and Orlikowski 1992). The 
large capacity of modern organizations is ascribed to their ability to create and implement 
organizational codes in an imaginative way, which reflects the lessons of their experiences 
and behaviour and which symbolizes the organizational regulations and rules. In some 
cases, the codified rules are followed in a very deliberate and precise manner. In other 
cases, the following of rules within the organization occurs unnoticeably, since the rules 
become an internal unspecified premise of the activities or are not organizationally insti-
tuted. The difference between organizational rules and organizational regulations can be 
explained by the fact that rules affect the existence of a high degree of accuracy and clar-
ity, both individually and canonically, while in regulations these elements are more gen-
eral. Rules are present throughout human behaviour, but they are especially visible in 
formal organizations and can usually be seen as prototypical instruments of organization 
and coordination (O'Reilly and Chatman 1996, Schauer 1991, Hauser 1995, Elster 1989). 
As such they must be treated as an explicit managerial mechanism for defining and limit-
ing the behaviour of the organization and its members (March et al. 2000, Schulz 1998, 
Weick 1995, Weber 1978, Hayek 1973). Rules function through organizational routines 
and standard operating procedures and act as their background (Pentland and Feldman 
2002). Through organizational routines and standard operating procedures (algorithms) 
they are implemented in the software of business information systems. Rules of behaviour 
have long been considered an alternative to anarchy (Parsons 1982). Organizational rules 
are a substitute for management supervision, or rules become a substitute for direct influ-
ence on situations (Zhou 1997). In the conditions of the use of information technology 
these statements require no elaboration. Organizations realize that following their own 
rules and paying attention to their changes is an essential strategy, although there are also 
assertions that rules are the source of action, but owing to variations in context they do 
not determine performance (Taylor 1993). From another point of view, organizational 
rules are a special form of organizational knowledge – explicit knowledge which is coded 
in the wording of the rules. They represent accumulated learning and the problem-solving 
process (March et al. 2000, Feldman 2000), which reflects learning within a given organi-
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zation. They are the framework for the development of organizational knowledge as a 
response to internal and external pressures and demands. They also serve to encourage 
and initiate learning (Krstov and Pivka 2005). 

Once they are collected, classified, modelled and codified as declarative statements, 
rules can be used in various ways: in routines and standard operating procedures (as in-
structions for everyday work), to support the taking of business decisions or implemented 
as "business logic" in the software of information systems. Due to the fact that they are a 
framework for knowledge, business rules are also interesting as methods in the field of 
knowledge management (Schreiber, Wieliga et al. 1993, Argote and Ingram 2000, Nelson 
and Winter 1982), that have numerous shared features with methods of developing infor-
mation systems (Sharp 1994), and it would be useful to consider the potential advantages 
of integrating them (Chen, Kendal et al. 1997). Below we present organizational rules and 
describe their functioning in institutional and organizational setups. We then demonstrate 
their effect on the behaviour of members of organizations in the context of dynamic ad-
aptation on the basis of a set of internal and external rules which are changed and im-
proved in an interactive process in which information and knowledge are transferred. We 
conclude with findings and a discussion of the importance of the implementation of rules 
in the conditions of the use of information technology. 

ENVIRONMENT WITH PERMANENT TECHNOLOGICAL CHANGES 

Business environment is turbulent and puts pressure on organizations to effectively 
meet the fundamental changes that occur in social, political, technical, economic envi-
ronment. We focused on the major technical and technological changes which evolve 
rapidly. 

Every economic era, from the Agricultural Age, to the Industrial Age, to the Informa-
tion Age, has its paradigms and principles, along with its technologies. The Agricultural 
Age had a paradigm of "managed" land and crops with principles of cultivation - technol-
ogy was cultivation tools. The Industrial Age paradigm was "managed" work with princi-
ples of mass production and specialized labour - technology was power and machines 
applied to work. The Information Age paradigm is one of "managed" information with 
principles of resource management and collaborative work. The full power of information 
technology cannot be fully realized until business and information systems management 
comprehend and apply principles of resource management and collaborative work to in-
formation. (English L. 1999)1 

IT has become inescapably intertwined with the operations of organizations, i.e. IT 
guarantees a breathtaking amount of power in reconfiguring the nature of work and the 
social conditions which regulate production and coordination activities. Costs of IT have 
dropped and organizations are focused with radically different trade offs over time as was 
trade off between processing power of IT and human effort with which organizations best 
meet the organizations objectives. 

                                                 
1 The notion of data as a byproduct of business processes is giving way to information as a direct product that 
has value beyond its immediate processes. Organizations that fail to recognize and manage information as a 
strategic business resource will fail in the realized Information Age. 
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IT which consists of a powerful collection of elements that have wide and significant 
applicability as modern information technologies, especially via the Web, provide inex-
pensive, fast, capable, reliable means of supporting communications, network computer 
systems, like the Internet, intranets, and extranets, are the enabling platforms that support 
communication. Technologies that followed built upon them. Electronic mail (e-mail), 
chat programs, newsgroups, listservs (electronic mailing lists), electronic bulletin boards, 
and inexpensive, effective desktop video conference systems for effective uses and the 
benefits of videoconferencing (Donston D. 2002)2 require significant changes in organiza-
tions processes and roles played by individual employees.  

IT basically has the ability (capacity) to alter fundamentally the nature of work in all 
work classes. Changes occur in process of production work and in the process of coordi-
nation activities. The use of information technology in production change a typical cleri-
cal work (ordering and paying) as well as work of engineers, designers, market research-
ers, which add value to the original information. (Financial transaction can be made in 
global markets anywhere in the world from any city). The use of information technology 
changes also the work of coordination activities, sharing distance and time. Organization 
memory (corporate data base) is future coordination activity, constructed for better man-
agement of organization. 

The traditional organizational structures and processes in turbulent environment do 
not have to stay the same, organizations have to adapt to new conditions. All dimensions 
of an organization will have to be re-examined while implementing information technol-
ogy and organisational change. Different groups within the organization have an essential 
role in ensuring efficiency in implementation of the information system. Patterns of tech-
nical and social system – coordinated change (or) alignment take place early, when the 
users pull the appropriate technology.  

In global competition supply management emerges as a process of integrating the ex-
isting business activities (Vodopivec R. (2002a) Vodopivec, R. (2002b). Information 
technology has a unique impact on competitive climate. It is changing the nature of clas-
sic competition and it adds a new dimension of competition-interrelatedness. Competitive 
and technological forces do not permit any single organization to enjoy sustainable com-
petitive advantages just from the use of information technology, but they arise from the 
human, organizational and system innovations. 

Changes caused by permanent technical and technological changes can be managed 
with traditional theoretical approach of reengineering of business process, focused on 
structured coordination of people and information-change formal organization3. However, 
this takes time and as they accomplish the reengineering that process becomes stale.  

                                                 
2 The use of desktop videoconferencing systems has grown dramatically in the wake of the events of September 
11, 2001. Even three-dimensional television systems have entered the market. Most of these technologies 
operate on the Web/Internet. Collaborative technologies that include the latest communication developments of 
electronic meeting systems (EMS) and electronic conferencing systems and services, generally use the Internet 
for connecting decision-makers. 
3 It is top down and assumes that it is easy to codfy value creation and that organization compite in predictable 
environement. Business process reengineering initiatives usualy replace the vertical, functional management 
paradigm with horizontal, process, or value-chain management principles. 
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The second approach is to adapt to the permanent technical and technological changes 
by knowledge management - business, that could capture the knowledge embedded in 
their organization. Using ideas and experience of employees, customers and suppliers to 
improve the organizations performance (Skapinker 2002). Information and communica-
tion technology facilitate explicit knowledge flows such as designing portals, intranets 
and group decisions support systems. A key objective is to create an environment for 
continuous learning and problem solving allowing the latest knowledge to be shared 
quickly. 

To learn effectively employees need to interact with the environment in which the 
learning is to be applied so that the context from which they create meaning is relevant 
(Dewey, J 1916/1966). Technology solutions are frequently used to provide tools and 
techniques to capture, create, structure, communicate and effectively make use of knowl-
edge resources. Existing technologies offer organizations a way to improve their effi-
ciency and effectiveness mainly through explicit knowledge sharing.4 They have to use 
the latest technology and tools available which allow quicker knowledge acquisition and 
knowledge transfer or otherwise they cannot successfully compete in global competitive 
climate. Organizations which learn more successfully (and quicker) than others can enjoy 
sustainable competitive advantages. For knowledge to flow across boundaries (functional, 
structural, cultural and national), there need to be appropriate 'translation mechanisms'.  

Rules, procedures, taxonomies and operating policies are standard mechanisms that 
can be used to co-ordinate the flow of knowledge. Technology provides the standardiza-
tion mechanism for sharing learning and knowledge across organizational boundaries, 
which is the key to improving capability, the use of rules and procedures as an efficient 
way of converting tacit knowledge into readily comprehensible explicit knowledge 
(Grant, 2002). Therefore in the environment of permanent technological changes, the dy-
namic effect of rules is an important mechanism that can be used to co-ordinate the flow 
of knowledge and influence the behaviour of members of organizations which are pillars 
of knowledge based management. 

ORGANIZATIONAL RULES 

The word rule is used in broad and varying contexts and understood in various ways 
(March et al. 2000). Some organizational rules refer to the operations of an organization, 
while others refer to other organizational concepts. Institutional and organizational cul-
ture, norms, customs and values could be viewed as types of non-business (soft) organ-
izational rules which create and trigger a set of behavioural mechanisms. For organiza-
tions the most important rules are those which set limits and guidelines with regard to 
business processes (hard) and within them with regard to business transactions.  

Organizational rules which limit and guide the behaviour of the operations of an or-
ganization are defined as the business rules of the organization (BRG 2000, March et al. 
2000, von Halle 2002, Date 2000, Ross 2003). Hodgson (1997) states that the main char-
acteristic of rules is that they are defined by a logical structure (condition/action): in cir-

                                                 
4 De Santis G and Gallupe R.B. 1987 Classifying IT communication support technologies. 
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cumstance (condition) X, do Y. If condition then action or else action is a clear, simple 
expression of a rule which can be "understood" by the average user. 

Computer programs are full of such statements, which set algorithms for the behaviour 
of computer programs, and through this also of business processes. This is appropriate 
and understandable as long as they are not connected with organizational rules and vari-
ous perspectives on them. A written sentence is only the technological implementation of 
business rules in the syntax of a certain procedural programming language and is far from 
the notation of rules in an organizational context. 'Business rule' is an organizational 
category, and only the subset of the organizational rules which have been adopted by the 
organization is included in its information system. Therefore definitions (Bevington 2004, 
Herbs et al. 1996, Elmasari and Navathe 1994, Widom and Ceri 1996), which present 
rules simply as some sort of demand with respect to the building of an information system 
are not suitable. From the organizational point of view rules are the formal codified ele-
mentary business statements (expressions and facts) and limitations (including condi-
tions), implemented in organizational practice, which limit and maintain the behaviour 
(carrying out of activities) of the organization (Krstov 1995), (Krstov 2007). 

INSTITUTIONAL AND ORGANIZATIONAL SETUPS AS SOURCES OF RULES  

Organizations can be viewed as closed systems with recognizable, normative and 
regulated structures, which originate in the external environment (Scott 1995). Changes to 
external structures usually result in isomorphic changes in the behaviour and structure of 
an organization. The appearance of more sophisticated behaviour patters is a direct con-
sequence of a higher number of interactions and forms of hierarchy within the organiza-
tion and external institutions. Rules play an active role in framing the institutional nota-
tion of legitimate behaviour. At the same time, human activities are guided by cultural 
notations of legitimacy, which are reflected in rules. From the institutional viewpoint, 
rules articulate and maintain the established structure of legitimacy. On the other hand, 
suitable rationality of the behaviour of the individuals within an organization is achieved 
if their behaviour is aligned with "internal models" of behaviour (Holland 1998). Internal 
models assist the individual in creating assumptions and accepting expectations about 
what constitutes appropriate behaviour in a given situation. Using their "natural" abilities 
and capacities for learning, individuals search for ways of conducting themselves appro-
priately in new situations by ordering schemes of assumptions and mental pictures of fu-
ture events. 

The environment in which the organization is developed, established and functions 
constitutes a "social activity system" (Skok and Legge 2001). The environment of an or-
ganization and the organization itself have their own setups, such as: institutional legal 
order, national and organizational culture, professional standards, organizational routines, 
standard operating procedures, organizational regulations and rules, within which the or-
ganization must function. Institutional and organizational setups are the fundamental 
sources of organizational rules and as such have a major influence on their functionality, 
see figure 1.  
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Fig. 1. The effect of institutional and organizational setups on rules 

Changes in institutional or organizational setups cause changes in rules. Feedback 
about the capacities (knowledge is the main factor of capacity) of an organization pro-
vides the support for the repeat imposition of rule-forming mechanisms. The organiza-
tion's positive capacities promote the rules' becoming more permanent; they therefore 
become routine and part of procedure. This is a more tangible form of support for rules, 
since when the organization's capacities are positive, the organization understands the 
rules as useful. It is more satisfied with the rules and there is no interest in deviation. If 
the results are good, there is no reason to change. If the capacities are not increased, the 
organization sees the reason for this in the fact that there is insufficient and unsuitable 
interaction with the rules.  

Changes in the institutional environment cause changes in the rules. Rules are elimi-
nated and consciously substituted. The elimination of rules is a consequence of non-func-
tionality in new circumstances. 

THE DYNAMIC EFFECT OF ORGANIZATIONAL RULES  
ON THE BEHAVIOUR OF THE ORGANIZATION 

An organization is an adaptive evolutionary system that includes various participants, 
various capabilities and capacities for interaction, adaptation, responding and constant 
changing of behaviour patterns and structures which are helpful for achieving the set ob-
jectives. It carries out a large number of organizational processes, which are a set of logi-
cally connected executive actions for achieving defined business results. In general, work 
processes are more or less well-researched and explained. 
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Analysing what the organization does (or more precisely what its members do) can be 
viewed as an excellent starting point for finding out what the organization should be do-
ing.  

One of the ways of describing, at a detailed level, what the organization should be 
doing, is to describe behaviour. Behaviour is the alignment of one or more actions with 
their conditions. Carrying out a task is the result of the possible implementation of a spe-
cific behaviour.  

This result includes the actions which take place, the effects which are achieved 
through these actions and the instructions on how the actions are supposed to take place in 
connection with individual instances of implementation. The actions are the intentional 
and reasonable behaviour of human beings. People engage with the world in order to cre-
ate something different. An important distinction is made between the results of actions 
and the effects of actions (Goldkuhl and Melin 2001). 

The results of actions lie within the scope of the efforts of the participants. The effects 
of actions can appear as a consequence of the actions and are out of the control of the 
participants. The actions can be communications acts or physical acts. Physical actions 
are considered to be social actions if they are aimed directly at other persons (Goldkuhl 
and Melin 2001). Depending on its environment or on internal indeterminacy, a specific 
behaviour can be implemented in numerous different ways.  

However, in organizational operations there may not be various undefined ways, but 
several ways which are formally and completely determined in advance by rules. When 
we use the expression behaviour of an organization (alternative expressions used to de-
scribe behaviour are transactions, activities, processes), what do we have in mind? That 
the organization is carrying out activities? Or that the members of the organization are 
carrying out activities? In fact, we are thinking that one and the other activity are being 
processed at the same time at the level of the individual member of the organization and 
at the level of the organization. Here the effects of each individual member are not 
counted separately; what we are considering is the synergistic effect at the level of the 
organization. Organizational activities are always performed by a person with her or his 
co-workers or other organizational entities on behalf of the organization, i.e. human ac-
tivities in an organizational role (Ahrne 1994, Taylor 1993). Or as Nelson and Winter 
state (1982: 72), there is a "weighted equivalence between the value of an individual be-
haviour as a metaphor for organizational behaviour". 

In their view, organizational behaviour includes routines which are metaphorically 
equivalent to individual experiences. As experiences, routines represent a permanent or-
dering of actions, which are triggered by precisely defined triggers, in a precisely defined 
context, and are in some sense the memory of the organization in which they are carried 
out. On the basis of these definitions, it can be stated that a performed action is at the 
same time the action of the organization and the action of the members (authorized per-
sonnel) of the organization. A model which shows and generates explanations for behav-
iour (carrying out activities) on the basis of organizational rules is shown in figure 2.  

The model includes the effects of understanding rules and their effects on the behav-
iour of members and vice versa. It emphasizes two types of processes: the process of vali-
dation of rules and the process of validation of behaviour. These two processes are 
mechanisms with which members of an organization align the models of rules and be-
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haviour, which then represent the real situation. The basic mechanism used is comparison 
and alignment of a perceived model of behaviour with the perceived rules.  

 
Fig. 2. Dynamic effect of rules on the behaviour of an organization 

The process of influencing behaviour loop is identified by a method by which, as a re-
sult of being aware of the rules, the members obtain a cue for reality and generate actions 
or adapt their behaviour. These actions have to become of a type which could be called 
the parameters of adapting behaviour, which does not however change the rules. This 
loop can be connected with what Argyris and Schön (1996) call a "simple learning loop".5  

The process of affecting the rules loop is connected in a similar manner as the process 
of affecting behaviour loop, but is linked with an established system of rules. The manner 
of learning about the system of rules and behaviour and changing them must be struc-
tured. The above-described processes help to identify two different "simple learning loop" 
processes: simple learning of behaviour loop and simple learning of rules loop. 

                                                 
5 Single-loop learning occurs when errors are discovered and eliminated, while the organization continues with 

its current policy and in the framework of its existing system of rules. According to Dodgson (1993), single-
loop learning can be equated with activities which add specific competences or routines to the knowledge 
base of the organization without changing the basic nature of the organizational culture, policies, routines, 
procedures and rules. Single-loop learning can also be seen as low-level learning (Fiol and Lyles 1985), 
adaptive learning or copying (Senge 1990) or as non-strategic learning (Mason 1993).  
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SIMPLE LEARNING OF BEHAVIOUR LOOP 

Models of behaviour based on established organizational rules help individuals to 
form assumptions and accept expectations about what constitutes appropriate behaviour in 
a given situation. Then, the general knowledge becomes fixed in the individual or organ-
izational memory. People learn what sorts of behaviour are acceptable and what are not. 
Selection schemes function through rules and routines which are more or less explicit and 
which determine in advance the occasion of the testing of specific variants and the elimi-
nation of others (Miller 1999).  

Using their "natural" abilities and capacities for learning, individuals search for ways 
of conducting themselves appropriately in new situations by ordering schemes of assump-
tions and mental pictures of future events, i.e. they create routine behaviours. Routine 
behaviours are based on "routine thinking", i.e. on the subconscious application of rules 
which allow the individual to save mental effort. In order to avoid confusion and indicate 
the complexity of collective, repeating patterns of activity, the expression 'routine be-
haviour' is used instead of 'routine'. People think and act schematically. This means that 
they store information in their memories as schemes and recall them when they are needed 
(Isenberg 1984, Hastie 1981, Kellogg 1995).  

The schemes and patterns play a key role in theories of cognitive informatics and their 
roles in the management of organizations (Manheim and Isenberg 1987, Manheim and 
Fritz 1998, Medina 1999). Patterns are desired templates for thinking and behaviour. 
Some patterns are derived from observed schemes in the process of reformulating tacit 
knowledge into explicit knowledge, while other patterns are derived from theory and 
practice in the field, as summaries of conclusions and/or through individual or collective 
thinking and discussion (Alexander 1979, Gamma et al. 1995, Rising 1998, Medina 
1999). 

Still other patterns can be derived from normative acts, i.e. are patterns that reflect or-
ganizational objectives, policies and rules. Patterns are keys to the support of knowledge 
management and increasing individual or organizational knowledge. Medina (1999) 
shows the interaction between schemes and patterns, which reflect Nonaka's theory of 
creating knowledge and learning (Nonaka and Takeuchi 1995).  

It is clear that tacit knowledge is implicit in the schemes, while the patterns reflect ex-
plicit knowledge. In numerous practical applications, patterns are usually grouped into 
clusters called knowledge clusters (Medina 1999). Since the clusters place the patterns 
into mutual relations, they appear as entities which are thus easier to understand and can 
be taught more successfully than a large number of unorganised and disconnected pat-
terns. 

SIMPLE LEARNING OF RULES LOOP 

Carrying out activities is not static but dynamic, and individuals attempt to find satis-
factory ways to do their own work. Activities are carried out within an organization – 
internal activities or external activities vis-à-vis other organizations in the framework of 
institutional and organizational setups. Each member of an organization makes selections 
more or less automatically, through a learning process of accretion, while performing 
their everyday work. The process of learning from mistakes creates knowledge which 
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accumulates and is implemented in organizational rules, procedures and routines (Levitt 
and March 1988, Mills and Murgatroyd 1991). 

This knowledge creates a "mental model" which is a "vision of the world" (Carlsson 
and Eliasson 1994), which connects certain actions with certain results in the memory of 
the members of an organization, i.e. contributes to the pattern of the internal selectable 
environment. Organizational routines, procedures and rules play the role of an informa-
tion filter. This process explains the appearance and development of organizational rou-
tines, procedures and rules. The level of satisfactoriness depends on the selected pressures 
and aspirations of the management (highest level (top)) and the perceptive abilities of the 
members of the organization (Nelson and Winter 1982). 

In reducing the amount of potential combinations it is especially important how the 
rules are combined within routines and standard operating procedures. In the phase of 
combining successive activities, a large number of rules can reduce the field of allowable 
successive activities and consequentially reduce the ambiguity which arises when there 
are several possibilities or a large number of outlets (Weick 1976, p. 6).  

In order to avoid a flood of combinations, the range of possibilities must be reduced. 
The need to achieve congruence between the specific components, production routines 
and demands affects the existence of "deep structure" (Drazin and Sandelands 1992), 
which is a set of rules about how to combine routines and procedures in a production cy-
cle.  

Deep structure arises from successful interactions of positive production feedback 
from routines, i.e. the feedback of useful applications of knowledge and behaviour. In this 
way a sort of "generative grammar" is shown as a large number of described or structured 
rules for a collective space, while an "interactive grammar" defines the limits in practice. 
Grammar and order are well-known concepts in the literature on organizational dynamics 
(Pentland 1995, Pentland and Reuter 1994).  

In the same way, these two learning processes could be treated as a type of "single 
loop", as long as the variability of the main sources of learning – systems of rules and 
systems of behaviour – are seriously defined. 

CHANGING BEHAVIOUR THROUGH CHANGING RULES LOOP 

The loop of changing behaviour through changing rules identifies a trend in which 
members change a system of behaviour by making changes to the system of rules, and is 
connected to what Argyris and Schön (1996) call "double-loop learning".6 The members 
of an organization assess the perceived and assimilated behaviours and system of rules 
(with regard to the objectives and standards), in order to generate activities through which 
they could change the perceived reality. The activities will be triggered when the existing 
gap between the perceived actual situation and the target is larger than tolerance which 

                                                 
6 Double-loop learning occurs when in the process of discovering and eliminating errors, an organization 

questions and changes its existing culture, policies, routines, procedures and rules. Double-loop learning 
includes changing the organizational knowledge base or the organization's specific competences and 
routines (Dodgson 1993). Double-loop learning can also be considered as high-level learning (Fiol and 
Lyles 1985) or strategic learning (Mason 1993).  
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the members have for the existence of such a gap. Lower tolerance and a larger gap must 
in fact trigger mechanisms aimed at changing the actual situation (in our case rules and 
behaviour). A theoretically "super tolerant" member would never take measures to re-
spond to the gap, since for him the gap is an insufficient reason for taking action. On the 
contrary, an "intolerant" member will immediately set off a profusion of uninterrupted 
activities as a response to small perceived differences. During implementation the activi-
ties and their effects are closely monitored. Continuous monitoring sometimes allows the 
possibility of changing the activities during implementation. 

Interests within the organization are clearly disparate, and members use the available 
inclinations, interpret them and apply them not always in accordance with management 
objectives; from the top down they can bend the rules for their own individual interest. 
The expectation that every member will be prepared to subordinate themselves to rules in 
which they do not believe and do not comprehend on a personal level is more than illu-
sory. 

Of course, drawing absolute conclusions from these findings would be inappropriate. 
The interpretation of the rules would then generate conflict between management and 
members. Regulation within the organization is clearly conditioned by the intensity of the 
battles in this area, and the rules which arise are also the result of the strategies of the 
participants. Crozier and Friedberg (1977) emphasize this argument in defining "zones of 
uncertainty" in connection with organizational rules. The authors demonstrate that hierar-
chically stronger persons interpret the rules depending on their possibilities more or less 
accurately (for example observing arrivals at work) and use them as a source of power, 
since they can change their "tolerance" in order to gain the cooperation of the members 
and if necessary they can threaten them with even more rigorous application of the rules. 

The question automatically arises of whether it is possible to change the rules on the 
basis of changing behaviour. The processes through which members change or eliminate 
existing rules and actuate the changing of behaviour are not always understandable, clear 
and in accordance with management policy. Although routine behaviour creates stability, 
at the same time it also creates instability and change, when employees use the existing 
rules in order to search for solutions to unexpected and unknown problematic situations 
for which the currently existing rules are insufficient (March et al. 2000). Within the 
limitations of formally defined roles, the members of an organization cannot refuse re-
sponsibility for organizational expectations without risk.  

The formalizing of obligations for every role (behaviour of members) is carried out 
with the help of routines, rules and standard operating procedures. As a consequence, the 
organization can face its members with the high "importance of behaviour", behaviour 
with which it is not necessary that the members of the organization agree. 

In such cases this can lead to the creation of "spontaneous" organizational rules 
(Hayek 1978), which are not formalized organizational rules and instruments of the or-
ganization, but are potential "material" from which the organization, if it accepts them, 
creates organizational rules. It is difficult to imagine spontaneous actions of members of 
organizations employed in accounting or information systems, and such actions are also 
less acceptable.  
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CONCLUSION  

Business environment is turbulent and puts pressure on organizations to effectively 
meet the fundamental changes that occur in social, political, technical, economic envi-
ronment. We focused on the major technical and technological changes which evolve 
rapidly.  

Every economic era, from the Agricultural Age, to the Industrial Age, to the Informa-
tion Age, has its paradigms and principles, along with its technologies. The full power of 
information technology (IT) cannot be fully realized until business and information sys-
tems management comprehend information as a direct product that has value beyond its 
immediate processes and apply principles of resource management and collaborative 
work to information. Organizations that fail to recognize and manage information as a 
strategic business resource will "fail", because in global competition IT has a unique im-
pact on competitive climate. It is changing the nature of classic competition and adds a 
new dimension of competition - interrelatedness.  

Competitive and technological forces do not permit any single organization to enjoy 
sustainable competitive advantages just from use of information technology, but they arise 
from the human, organizational and system innovations. IT has become inescapably in-
tertwined with the operations of organizations, i.e. IT guarantees a breathtaking amount of 
power in reconfiguring the nature of work and the social conditions which regulate pro-
duction and coordination activities. Information technology costs have dropped and or-
ganizations are focused with radically different trade offs over time as was trade off be-
tween processing power of IT and human effort with which organizations best meet the 
organizations objectives. 

IT basically has the ability (capacity) to alter fundamentally the nature of work in all 
work classes. The traditional organizational structures and processes in turbulent envi-
ronment do not have to stay the same, organizations have to adapt to new conditions. 
Changes caused by permanent technical and technological changes can be managed with 
traditional theoretical approach of reengineering of business process, focused on struc-
tured coordination of people and information-change, formal organization but this takes 
time and as organizations accomplish the reengineering that process becomes stale. The 
second approach is to adapt to the permanent technical and technological changes by 
knowledge management - business, that could capture the knowledge embedded in their 
organization. 

Information and communication technology facilitate explicit knowledge flows such 
as designing portals, intranets and group decisions support systems. Technology solutions 
are frequently used to provide tools and techniques to capture, create, structure, commu-
nicate and effectively make use of knowledge resources. Existing technologies offer or-
ganizations a way to improve their efficiency and effectiveness mainly through explicit 
knowledge sharing. A key objective is to create an environment for continuous learning 
and problem solving allowing the latest knowledge to be shared quickly. 

Organizations have to use the latest technology and tools available which allow faster 
knowledge acquisition and knowledge transfer or otherwise they cannot successfully 
compete in global competitive climate. Organizations which learn more successfully (and 
quicker) than others, can enjoy sustainable competitive advantages. For knowledge to 
flow across boundaries (functional, structural, cultural and national), there need to be ap-
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propriate 'translation mechanisms'. Rules, procedures, taxonomies and operating policies 
are standard mechanisms that can be used to co-ordinate the flow of knowledge. Technol-
ogy provides the standardized mechanism for the use of rules and procedures as an effi-
cient way of converting tacit knowledge into readily comprehensible explicit knowledge 
across organizational boundaries, which is the key to improving capability. 

Organizational rules are instruments (mechanism) which arise from institutional and 
organizational settings. Changing the system of rules changes the behaviour of the mem-
bers of the organization so that the members actually obtain new knowledge through the 
process of learning the new rules, which are carriers of knowledge. Institutional and or-
ganizational settings are sources of rules and factors in the continuous change of rules. 
The dynamic quality of the changes is the reason for continuous learning, which results in 
changes in the behaviour of members of the organization. Therefore in the environment of 
permanent technological changes, the dynamic effect of rules is an important mechanisms 
that can be used to co-ordinate the flow of knowledge and influence the behaviour of 
members of organizations which are creators of information - strategic business resources 
and pillars of sustainable competitive advantages arisen from the human, organizational 
and system innovations, foundations of knowledge based management. 

The above stated is an "espoused theory" which are not guaranteed mechanisms for 
the implementation of organizational rules, i.e. is not a guarantee that the rules are active 
in the procedures and routines within the business context. This, however, is the subject 
of further research. 
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MENADŽMENT ORGANIZACIJE U LANCU SNABDEVANJA  
SA DINAMIČNIM EFEKTOM ORGANIZACIONIH PRAVILA 

Robert Vodopivec, Ljupčo Krstov 

Tradicionalne organizacione strukture i procesi uz lance vrednosti širom sveta u turbulentnom 
poslovnom okruženju, moraju se neprestano prilagođavati novim uslovima. Poslovno okruženje 
nameće pritisak organizacijama da efektivno izlaze u susret fundamentalnim promenama. 
Fokusiramo se na glavne tehničke i tehnološke promene koje se brzo menjaju. U globalnoj 
utakmici informacione tehnologije imaju jedinstven uticaj na konkurentnu klimu, one menjaju 
prirodu klasične utakmice i dodaju novu dimenziju konkurentnosti - međusobnu povezanost. 
Konkurenstke i tehnološke sile ne dozvoljavaju nijednoj organizaciji da uživa u održivoj 
konkurentskoj prednosti samo upotrebom informacionih tehnologija, već i upotrebom ljudskih, 
organizacionih i sistemskih inovacija. Organizaciona pravila su instrument (mehanizam) koji 
proističe iz institucionalnih i organizacionih podešavanja. Institucionalna i organizaciona 
podešavanja su izvor pravila i faktora u kontinuiranoj promeni pravila. Dinamički kvalitet 
promena je razlog za kontinuirano učenje, koje rezultira u promenama ponašanja članova 
organizacije. U uslovima permanentnih tehnoloških promena, dinamički efekat pravila je bitan 
mehanizam koji se može koristiti za koordinaciju tokova znanja i uticaj na ponašanje članova 
organizacije, koji su kreatori informacija - strategijski poslovni resursi i održiva konkurentska 
prednost proistekla iz ljudskih, organizacionih i sistemskih inovacija. Zbog toga je srž naših 
istraživanja dinamički efekat pravila na ponašanje članova organizacija u uslovima permanentnih 
tehnoloških promena. 
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