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Resolving innovation capacity issue through system thinking and management innovation approach
[bookmark: _Toc40380992][bookmark: _Toc40704335]Abstract
This report provided an overview of development of management theories, identified contemporary challenges faced by the organisation in today’s hypercompetitive business environment characterized by rapid developments originating from technological advancement, interconnected economies, and globalisation, and lastly proposed a solution to solving this problem taking into consideration current management theories. The report identified “innovation capacity” as the major hindrance faced by the organisations to attain and maintain competitive advantage. Two theories considered to resolve above mentioned issue are Systems Thinking and Management Innovation through “innovation ecosystems”. The report concluded that new management practices and models must be developed for this digital revolution era as the old practices are not appropriate enough to resolve the issue of innovation capacity. 


1) [bookmark: _Toc40704336]Introduction
There is a constant heated debate among various management gurus, scholars, and practitioners about viability of exiting management theories in resolving current managerial issues, where few believe that these theories, centred on the earlier management principles are capable to effectively address current challenges. On the contrary, few prominent management scholars argue that more work must be done to address emerging issues mainly resulting from globalisation of the economies, thus strongly postulating to change these management approaches (Golden Pryor and Taneja, 2010, Hamel, 2009, Colquitt and Zapata-Phelan, 2007). 
This report begins by briefly highlighting few contemporary management issues and attempts to evaluate and reconcile various management theories around those issues. The report then critically examines and evaluates in detail these challenges through literature review on management theories. The critical analysis of these management approaches will result in a better understanding for the nexus between current management issues and theories of management. Several theories have been used to elaborate and support the stance of the arguments in the report. Moreover, theoretical approach of the problem identification would make critical analysis much simpler to clarify the paradigms’ strengths and weaknesses in resolving these contemporary managerial issues.
To get a comprehensive picture of different management theories and paradigms, this report takes into account the origins and various definitions related to management. For example, management is a systematic approach for decision making to resolve various issues faced by the organisation both in strategic and operational terms (Drucker, 1955). On the one hand, management aligns an organisation with its external environment and on the other hand it develops a culture to continuously achieve its objectives. Moreover, management theories are an abstraction of knowledge based on practical thoughts (Santos et al., 2002) for resolving challenges arising from continuous technological advancements, where Hamel (2009) linked these developments to resolve issues of efficiency and scale. Several authors grouped various management theories into different periods and paradigms. It is noted that each new paradigm an extension of the previous one and resolves weaknesses of the previous theory.
The purpose of this report is to review management theories in the context of contemporary issues. In doing so, it is expected that weaknesses of management theories inhibiting successful alignment with the external environment will be identified. Moreover, the report also covers the major shifts of management paradigms with respect to operational, organizational, and sociocultural environments. Furthermore, various theoretical evidences provided the arguments backing up the paradigm shift. For instance, evidences provided in the report include Khorasani and Almasifard (2017) aspects of management, Bodrožić and Adler (2018) view of management developments and several other supporting theoretical evidences.
Globalization has brought revolutionary and unprecedented shift in the external business environment for all organisations. In this changing business environment adhering to old management theories might not be fruitful. In 21st century the technological changes have overwhelmingly impacted several industries and organisations (Reeves and Deimler, 2011), thus their survival and growth in this dynamic business environment is hinged on the ability to continuously learn and adapt (Unnikrishnan Nair, 2001). The process of continuous learning and adaptation is premised on development of competitive advantage, which can be leveraged on being innovative. The forces of globalisation and technological advancements have shifted traditional economies into sharing economies (Belk, 2014, Hamari et al., 2016). The most profound challenge emerging out of globalisation and in sharing economies is to continuously remain competitive. Although many organisations have used management theories supporting innovation in order to resolve the challenge of remaining competitive, however in the long run these successful organisations could not remain innovative by relying on those set of management theories. The contemporary challenge for the organisations is therefore to develop a capacity to continuously innovate. A possible way is to re-examine management theories in use and to improve those. In the following section the report examines how system thinking and management innovation can be instrumental in addressing this contemporary challenge. 
2) [bookmark: _Toc40380993][bookmark: _Toc40704337]Management and its evolution
[bookmark: _Toc40704338]2.1. Defining Management
Management is regarded as one of the utmost significant innovation of mankind and a source of economic progression (Hamel, 2009).  Academics, scholars, and practitioners remains at odd about meaning, definition and scope of “management”. As a word it is originated from the word “manage” that is rooted from two words, an Italian word “maneggiare” which means “to handle” and this is derived from Latin word “manus”, implying “hand”, and another French word “menage” meaning “to use carefully” (McFarland, 1979). Management has also been conceptualised as having three dimensions as a noun, a process, and a discipline (Kumar and Sharma, 2000). 
Similarly, there is no universally agreed definition of management proposed by several prominent researchers, due to differences in perspectives. For instance, few viewed it as art whereas other described it as science (Havinal, 2011). Some portrayed it as an activity, whereas others thought of it as a process. The definitions of management can be categorised into notions of function, human relation, leadership, productivity, and integration (Kumar and Sharma, 2000). Despite varying definition, the objective of the management is to achieve organisational objective in relation to the external environment by integrating its peoples and systems (Bonne et al., 2019). 
[bookmark: _Toc40704339]2.2. Management Paradigms
Pryor et al. (2011) defined theories as “plausible or scientifically acceptable principles and models are representations of reality” and emphasized on the relevance of evidence-based approach for development of theories in today’s dynamic business environment. According to Santos et al. (2002), a (management) theory, is the outcome of abstracted knowledge of practical reflections, that evolved continuously and Barkema et al. (2015) noted that management theories were developed to resolve a range of impenetrable issue, where the concepts in these were originated from related disciplines (Buble, 2015) . Kuhn (1970) defined paradigm as a “universally recognized scientific achievements that for a time provide model problems and solutions to a community of practitioners” (Brad Wary, 2010).
[bookmark: _Toc40704340]2.2.1. Exploring developments of management paradigms
Heraclitus said, “The only constant in life is change”.
Management continuously evolved over the period as organisations grew, became more integrated, complex, and globalised due to advancements in technology and various theorists presented an evolving set of approaches to manage organisations efficiently. Management theories changed in relation to pressures, challenges, and changes emanating from the environment, both internal and external, and hence helping organisations to adapt, survive, and grow. Perez (2009) showed how different business paradigm are associated with various technological developments. The author identified, labelled, and summarised  technological advancements, from 1770s to 2000s, into five phases of revolution, namely the industrial revolution (1771), age of steam and railways (1829), age of steel, electricity, and heavy engineering (1875), age of oil, the automobile and mass production (1908), and age of information and telecommunication (1971). 
Bodrožić and Adler (2018) elaborated gradual development in management concepts. Firstly, authors identified that each wave of technological revolution brought a transformation in existing paradigm then, this primary cycle obsoleted the prior organizational paradigm, and a secondary cycle mitigated the dysfunctions of the primary cycle’s model.  Lastly, a problem-solving process created related management concepts. They reasoned that these technological revolution in prominent industries created radical organizational and management problems, and solutions to these issues lead to adaption of new business strategies, thus developing a new management paradigm. Hamel (2009) is of the view that management theories advanced initially mainly as a result of two problems, which were “efficiency and scale” and solution to these were employees performing repetitive tasks and bureaucracy respectively. 
[bookmark: _Toc40704341]2.2.2. Classifications of management paradigms
Various scholars attempted to classify management theories into different management paradigms. Khorasani and Almasifard (2017) presented evolution of 20th century management theories by grouping these into 5 major paradigm shifts considerably impacting organisations’ environment, and sociocultural changes. These paradigms include scientific management theory, administrative theory, and behavioural management theory, management science theory, and organization environment Theory. They argued that these theories evolved in response to the needs of industries and customers, problems and potential solutions.  According to Bodrožić and Adler (2018) the main models are the line-and-staff model, industrial betterment, scientific management, human relations, strategy-and-structure, and quality management, business process model and the knowledge management model. 
Similarly, Pryor et al. (2011) among various academics briefly summarized evolution of management theories into different paradigms. Continuous advancement in organisational theories are result of change in organisational practices and environment that shape up as productivity evolve and new technologies emerge. The developments in organisational theories are grouped in three periods classical, neoclassical, and modern theories (Yang et al., 2013).
Scientific management encouraged workers’ training to improve productivity through faster work, whereas administrative management focused on improving hierarchical and disciplinary structure. The behavioural model relied on employees’ motivation for faster work for productivity enhancement. Management science era emphasised on quality through introduction of knowledge management and mathematical techniques. Lastly, organization knowledge and management revolutionised the era to organization environment theory (Khorasani and Almasifard, 2017). 
Scientific approach of Taylor is heavily criticized by researchers owing to its focus on profitability and efficiency while neglecting human aspect and considering humans as entities thus limiting their creativity. Similarly, Henry Ford approach overlooked psychological aspect of employees. To overcome the shortcomings of scientific and behavioural approaches, modern management focused on systematic techniques, increased collaboration, employee engagement and relationship, flexibility, and employee wellbeing and creativity (Uddin and Hossain, 2015). 
3) [bookmark: _Toc40380994][bookmark: _Toc40704342]Contemporary issues and challenges 
Business environment comprises of factors, both intangible and tangible, influencing administrative actions of managers in the organisations (Adegbite et al., 2018). Buble (2015) strongly argued that changes in organisation’s external environment caused internal environment to changes.  Lynch et al. (2012) signified the impact of business environment on its performance. It is essential for business to be aware of probable challenges (like demand volatility, economic turbulence and increased competition) arising from its business environment, as these creates uncertainty for management in making long-term decisions and choosing appropriate strategy. They further emphasised that a competitive advantage can be gained by aligning corporate strategy with business environment. 
Ivanov (2011) emphasised the importance of management and strongly argued its role in developing strategies for the survival of the organisation. Similarly, effective management strategies and practices are required to counter emerging issues for the survival and growth of companies and industries (Piercy et al., 2010).
Several authors have identified twin force globalisation (opening of markets) and technological advancements (digitization of technologies) especially Information Technology as main forces fuelling shift in businesses’ operating environment and resultantly in managing these issues (Barkema et al., 2002, Buble, 2015). Furthermore, in this era of rapid change, creative destruction, and creative economy, the management is challenged to equip organisations with radical new approaches to organise and mobilise resources, thus making companies adaptable and resilient, innovative, keeping diverse employees passionate and motivated, and meeting various stakeholders pressures, while remaining efficient, ethical, and profitable (Hamel, 2009). 
Another contemporary challenge identified by Boin (2009) is managing crisis. The author highlighted that higher integration of modern societies is likely to cause future crises. In comparison to contemporary crises, these future crises will be more damaging due to features like “increasingly transboundary in nature”, “escalating globally”, “crossing functional boundaries”, and “transcending traditional time boundaries”. Therefore, it will be hard to manage, and management theory and practise will have to evolve to effectively respond to these negative events. Pearson and Sommer (2018) pointed that inadequate notice has been given to leadership challenges of trans-boundary crisis management.
[bookmark: _Toc40380995][bookmark: _Toc40704343]3.1. Innovation Capacity as a contemporary challenge
Learning is fundamental to all human endeavours. With our ability to learn we have transformed from scattered groups of hunter gatherers to inhabitants in sophisticated cities. This entire journey has been possible through innate ability of humans to learn, adapt and innovate. Our aptitude for innovate has influenced all walks of life i.e. social, economic, political, educational etc. In modern times, the most profound impact of innovation can be witnessed in the business world, where innovation, from industrial revolution to technology revolution, has continuously created more value for human society. 
In 21st century, the business environment is characterized by risk and uncertainty (Reeves and Deimler, 2011), where survival is dependent on development of competitive advantage for survival and growth. Through advancements in technology, this century has transformed traditional economies into sharing economies i.e. “socioeconomic system that commonly uses information technology to connect different stakeholders – individuals, companies, governments and others – to share or access different products and services and enable collaborative consumption (Belk, 2014, Hamari et al., 2016)”. The shift towards sharing economies made a profound impact on different industries. 
The concept of sharing economies is brought to fruition by globalization and communication technologies. International rules and regulations are facilitating cross border trade and information technology is linking business entities all over the globe. The result is a dynamic business environment which offers challenges and opportunities. From management perspective, the era of globalization and dynamic business environment must transform management theories and models to effectively address novel challenges associated with sharing economies. In other words, the emergence of sharing economies must be reflected in management theories. As discussed earlier, organizations have developed a particular source of competitive advantage for every paradigm. Therefore, organizations must also design competitive to be successfully integrating with sharing economies. One possible strategy is to embrace practices of innovation.
With the transition of traditional economies to sharing economies, several organizations began to lose their competitive advantage. Once vaunt as leaders in innovation, now increasingly number of these companies are re-evaluating and redesigning their business models to fit in the environment of sharing economies (Laamanen et al., 2018). In changing business environment organizations cannot afford to be complacent. The contemporary challenge for organizations is to develop continuous “Innovation Capacity” which is aligned with the dynamic changes in sharing economies. Organizational survival is dependent on the ability to continuously learn and adapt to the emerging market situations (Unnikrishnan Nair, 2001), therefore, several types of strategies are presented to foster innovation. For example, blue ocean, venture capital, external alliances, crowd sourcing, rapid prototyping etc (Pisano, 2015). These strategies, though helpful, have fallen short of a creating a company’s ability to sustain innovation or to develop continuous “Innovation Capacity”. 
Like in traditional economies, the best option to stay afloat and be successful in sharing economies is to remain innovative. No organization can exist successfully by abandoning innovation. Empirical research has shown that innovation in terms of product, process or organizational system is fundamental to organizational success (Boer and During, 2001). Much of these research efforts have been fruitful, however, for several companies, innovation still remains a frustrating pursuit (Pisano, 2015). Companies once renown for innovation – Nokia, Polaroid, Yahoo, Sun Microsystems, Hewlett-Packard – find it difficult to sustain continuous innovation (Pisano, 2015). Sporadic innovation effort is no solution to fit well in sharing economy. These companies, although once successful innovators, were not able to keep up continuously innovating and experienced immense difficulties in remaining competitive.
The best remedy for challenges arising from hyper competition in sharing economies is to be successful at innovation. Organizations are increasingly embracing a new concept i.e. “innovation ecosystem”, defined as “loosely interconnected network of companies and other entities that coevolve capabilities around a shared set of technologies, knowledge, or skills, and work cooperatively and competitively to develop new products and services” (Moore, 1993). By using ecosystem innovation, organizations collaborate in product development and later commercialize new products and services (Furr et al., 2016).
In the previous section, “innovation capacity” has been identified as a contemporary challenge. Companies like, Nokia, Polaroid, Yahoo, Sun Microsystems, Hewlett-Packard and many others will have a better chance to remain enhance “innovation capacity” once successful integration is obtained with innovation ecosystems. Put differently, this report suggests that the challenges associated with “innovation capacity” can be addressed effectively by integrating organizational operations with innovation ecosystems. For example, Apple won Nokia’s market share only because Nokia didn’t build “innovation capacity”. Apple paved the way for Smartphone industry by launching iPhone, whereas Nokia failed to innovate in terms of touch screen and digital keyboards supporting myriad of mobile applications. In essence, failures like that of Nokia, signal that management model at work is not aligned with the market conditions. Had Nokia realized that sharing economies are on the rise and had successfully integrated with Innovation Ecosystem, the demise of its brand might have been very difficult.  
Although sharing economies have brought new opportunities to cooperate with different business partners and stakeholders, it has equally given rise to unprecedented challenges too. For example, knowledge is readily available to everyone through integration of diverse business entities; however, not everyone is capable of using this knowledge. As Verganti (2016) quotes the words of division head of consumer electronic company, “We have a mass of ideas, but honestly, we don’t know what to do with them. While we’ve tried to explore some unusual avenues, we’ve ended up committing ourselves to ideas that are already familiar.” This statement clearly indicates that organizations can integrate with several business entities however; the knowledge obtained through these relationships is of little use if no mechanism is in place to leverage it. The statement also indicates that despite availability of knowledge and ideas, the “innovation capacity” is not enhanced. In fact, management ensconces companies in established traditions and do not venture new avenues of innovation. This pattern confirms that management theories at work in such organizations are not being updated to assimilate practices more suitable for sharing economies or innovation ecosystems.   
In this research we have defined “innovation capacity” as a contemporary management issue. One can learn from academic research and can also abstract from experience of several companies, that unless a continuous innovation capacity is maintained, organizations cannot survive in competitive environments in long run. The problem of “innovation capacity” also falls in contemporary domain as number of failures of famous organizations is clearly evident on year by year basis. After identifying the problem, the next step is to look for solution in management theories and management models. The solution can be obtained by answering basic questions related to a company’s relationship with sharing economy. For example, how relationships between business entities are changing? Who has more controlling power? How can an organization make internal changes to fit with external environment? Put differently, how business models can be designed for successful integration of internal systems with external entities. 
According to Laamanen et al. (2018) business models in sharing economies are unique because they incorporate more diverse interrelationships and have more opportunities for co-investment, co-learning, and co-innovation. As the network of cooperation increases in sharing economies, so flow of knowledge and ideas should also increase for every organization in the network. Therefore, it is assumed that the interdependencies and network of organizations will enhance capacity to innovate. The problem is that the interdependencies are blurring the organizational boundaries (Rong et al., 2015); consequently, organizations must evolve new design features to fit well in sharing economies. In this situation where co-dependence is becoming a reality for organization to survive in sharing economies, traditional management models must evolve. For example, new forms of organising must be explored and implemented. One of the reasons that inhibit “innovation capacity” is to maintain rigid boundary walls limiting an organizations ability to learn from others. 
It must, however, be noted that much of the extant research lacks management theories and empirical research to address issues of innovation in context of sharing economies. The main challenge is to come up with organizational design and management models that enable a fit with the new business environment. With sharing economies on the rise, both researchers and practitioners are dealing with novel research problems. For instance, in sharing economies, how work will be carried out and how the organizations are designed to incorporate emerging interdependencies. The phenomenon of sharing economies is at discovery stage, therefore, set of theories and models supporting sharing economies are also only rudimentary. According to Laamanen et al. (2018) there isn’t enough research on sharing economy, no converging set of theories is available to address innovation issues being faced by the organizations. In order to resolve limitation associated with “innovation capacity”, organization must rework their management practices. By rethinking management theories, organizations can capitalize on knowledge flowing through sharing economies in general and specifically through “innovation ecosystems”.
In the past, an organization design emerged that was based on bureaucratic hierarchies, higher degree of centralization, higher degree of supervision and tight control of contractors and sub-contractors. These design features are not suitable in the broader picture. These characteristics transform an organization into a closed system, not linked with the external environment. The use of information technology has helped to link many business entities and to leverage innovation related objective. In sharing economies, an organization with traditional management features will not be suitable candidate for other partners and will not be able to add to its own “innovation capacity”. A viable option to resolve the problems associated with “innovation capacity”, to leverage “innovation ecosystems” and achieve effective integration with “sharing economies” is to take into account a System Thinking perspective. 
4) [bookmark: _Toc40380996][bookmark: _Toc40704344]Systems Thinking
Nowadays, organisations have become complex and face threat, challenge, and opportunity that arise from the environment it operates in. As a result, learning to adapt, align, renew, and survive became vital for all organizations (Andreadis, 2009). Since organizations do not operate in isolation, rather these are connected in networks of industries and economies, therefore, organizations are part of systems and sub-systems. 
NG et al. (2009) defined systems as an entity which is a coherent whole and have features including unified whole, boundary separating its internal elements from external environment, control means, inputs from outside the entity and outputs to external environment, and subsystems. Systems can be viewed as open systems and closed systems. In business context, an organization that is successfully integrated with other entities in the marketplace is representation of Open System. On the other hand, if an organization is not effectively integrated with external environment, it is Closed System. The survival and growth of organizations resembling a close system is not possible. NG et al. (2009) further argue that differences in nature, interdependencies and complexity, of open systems and closed systems, make it necessary that different approaches are used to manage organization operations. Furthermore, reductionist and deterministic models are required for closed systems whereas open systems are suited to dynamic models that represent the complex inter-dependencies, time delays and non-linearities to be found in these more dynamic environments.
According to Chase (1978) open systems are characterized with higher degree of complexity in comparison to those of Closed Systems. Consequently, managers cannot rely on reductionist approach to solve “innovation capacity” related issues. Management scholars can build on the fact that contemporary organizations operate in open system, as business environment has become dynamic and complex. Since, companies are part of open system where interaction with different market forces cannot be ignored; therefore, “innovation capacity” must be taken into account in relation to the open system. 
Andreadis (2009) credited Ludwig von Bertalanffy (1968) for introducing the notion of organisations as an open system, which interacts with environment, premising on systems theory. The application of fundamental notions of systems i.e. sub-systems, boundary, process, hierarchy of systems, feedback, information and control, open systems, holism, and the observer across many disciplines is called General Systems theory (Mingers and White, 2010). In contemporary business environment, organizations are increasingly viewed as an integrated and interdependent subsystems processing inputs/raw material into profitable outputs/products and services. In other words, these subsystems are reliant on suppliers, customers, government organizations and are influenced by economy and competition. Consequently, the “innovation capacity” challenge must be viewed in light of these relationships. Only when a system perspective is incorporated, the relationships and interdependencies become more meaningful.
Further, open systems also receive novel information in shape of feedback from environment that help members of the organisation to either maintain or change its offerings, thus, to learn, adapt and innovate accordingly. Andreadis (2009) categorised organisation into 4 interconnected and intersecting subsystems, which are the governance subsystem, the management subsystem, the work subsystem, and the people subsystem. Success of each subsystem ensures the success and survival of the organization (Andreadis, 2009). Sapra et al., (2014) provide empirical evidence that governance system of an organization can facilitate innovation. Similarly, management practices that are centred on knowledge flow are also related to innovation success (Donate and de Pablo, 2015). From these studies it is clear that system approach is effective in germinating innovation in an organization. 
Rising interdependence and interconnectedness of global world due to technological advancements and openness in trade have created complex societies, therefore a change in any of these systems create a “ripple-effect” on other systems and enhance volatility and (Arnold and Wade, 2015), necessitates an approach to. Systems thinking approach have widespread and valuable applications within business management and other disciplines to resolve ambiguous issues (Mingers and White, 2010). Senge (1990) described systems thinking as a fifth discipline for organisational learning that ensure organisation survival and defined it as a theoretical framework, a body of knowledge and tools, to make the full patterns clearer, and to help us see how to change them effectively.
Jackson (2009) traced the origin of applied systems thinking (AST) to the Second World War and associated it to originating from the interdisciplinary ferment to resolve vital military problems of logistics. Mingers and White (2010) classified theoretical development of systems thinking approach in three phases, basic concepts phase (1920s – 1960s), applied methodologies phase (1970 – 1990), and recent phase of chaos and complexity theory. Further, Jackson, MC. (2009) used Boulding’s ‘hierarchy of complexity’ to identify three different approaches to AST, which he labelled into functionalist, structuralist, and interpretive applied systems thinking. 
Firstly, organismic philosophy is used under the first approach to determine performance and boost productivity of every part of system. Few models of functionalist AST are systems analysis, systems engineering and the socio-technical systems approach. On the other hand, Structuralist AST delve about crucial features necessary for system sustainability and functionality, irrespective of its type, thus allowing to control major design structures. Commonly used structuralist systems approaches in management are system dynamics, organizational cybernetics and complexity theory. Lastly, interpretive AST utilize the ‘inside track’ to knowledge of human and social systems to resolve unorganized and highly interdependent situations through diverse analyses of reality. Social systems sciences, social systems design, and “team syntegrity” are few of the methodologies of interpretive AST (Jackson, 2009).
Organizations are part of a complex ecology, where they are born, prosper, decay and die. The understanding of complex world of organizations is a difficult task because the relationship works in non-linear fashion. In order to achieve better fit with the environment, organizations have to consider that they are part of complex systems (Vargo et al., 2017) which are dynamic, intertwined and non-linear. Once an organization adapts system thinking it is ready to develops relationship with other organizations to set and achieve mutual objectives. System thinking perspective allows an organization to view itself as a small sub-system within an industry and economy. Each relationship brings new type of knowledge and of learning for the organization which can be utilized to foster “innovation capacity”. Without embracing system thinking, management will make an organization a closed system inhibiting its learning and innovation.  
“Systems Thinking” is derived from Systems Theory. Systems Thinking views a system in broader perspective which comprises of overall structures, cycles and pattern, instead of focusing only few on limited events. By using System Theory, the task of understanding organizational ecosystem can be made easy. In general, systems comprise of various components, their inter-relationship and the unique characteristics (Carlsson et al., 2002). General Systems Theory emerged from work of Bertalanffy’s (1976) and is incorporated in several fields. Systems theory delineates that systems comprise of various components and a larger system comprises of various sub-systems. Furthermore, the whole is more than the sum total of a system’s parts (Vargo et al., 2017). Markets, economies and industries are composed of individual parts which continuously interact with each other to give rise to the whole. The parts of a system act differently in isolation, however, they their interactive effect is entirely different. The interactive nature of the components is important characteristic of the system. System thinking endows a holistic approach to understand how market will evolve in the future. 
In business world, there are various entities like suppliers, manufacturers, customers and physical markets which become part of a larger system like industry or economy. All of these entities are important source of knowledge, learning and innovation. Similarly, every organization comprises of departments, divisions and employees, giving rise to another system. The interaction of these entities shapes interdependencies and mutual reliance on resources and competencies. Better reliance on internal systems can also lead to achieve “innovation capacity” objectives. A system thinking approach, therefore, can explain how one organization becomes the part of an industry or economy. 
In system theory and system thinking, some components are considered very important. For example, networks, feedback cycles and boundaries are all central to the concept of System Thinking (Vargo et al., 2017). All of these characteristics of system thinking are related to the innovation objectives of an organization. For example, innovation of an organization is embedded in various networks marinating by the organization (Schøtt and Jensen, 2016). Similarly, feedback loops are important because they foster innovation for organizations (Gkypali et al., 2017). System Thinking is a change in mindset where managers realize that relationship between companies is not linear or one directional. As a result of implementing System Thinking, managers re-evaluate their relationship with various organizations and through feedback loops and networks acquire knowledge which can add to “innovation capacity”. Similarly, the causality of the relationship must also be understood to establish relationships with different organizations. The System Thinking perspective helps to understand the relationship between different companies in terms of Cause-and-Effect. Equipped with the Cause-and-Effect understanding, managers establish cooperation of activities for adding to “innovation capacity”.  According to Senge (1990) “Systems Thinking” identifies various behaviour patterns and helps in shifting the mindset so that an organization can achieve successful integration with the external environment. 
Limited Growth Pattern: Set of activities that improve “growth acceleration” rather than “reducing growth” limiting factors. In System Thinking sense, unless an organization invests to abolish growth reducing activities, its innovation capacity will not enhance. Only when an organization is able to abolish growth reducing activities, its innovation portfolio can increase. 
Moving Problem: Instead of solving the root cause of problem, solutions are developed only for symptoms of the problem. In System Thinking perspective, unless the basic factors causing problems are not uprooted, innovation capacity will always remain limited. 
Deteriorating Goals: In time of crisis and difficulty, organizations abandon their goals. It is counterproductive as goals and vision give direction to the efforts of organization especially in difficult economic times. Another important concern for increasing “innovation capacity” of an organization is to develop good objectives and then to adhere those objectives. In case market pressures make an organization to abandon its defining objectives then the survival for the organization will be in jeopardy. Furthermore, if organization objectives are linked with innovation, and in challenging times, these objectives are altered, “innovation capacity” will suffer the most.  
Escalation Loop: This loop appears when participants of system resort to lose-lose options for their conflicting priorities. For example, price wars emerge as a situation where escalation loop is detrimental for all participants. System Thinking postulates that escalation loops should be avoided. Since escalation loops are source of defeat for the entire system, everyone will end up losing market share. It is far better to find new markets and segments and novel ways of using products than to lose market shares on the basis of negative escalation loops. 
Successful Activity: The decision to allocate resources is based on the degree of success. Only successful activity is given more resources as compared to unsuccessful. Over time, successful activities do multiply whereas unsuccessful activities remain resource deprived. Successful approach to System Thinking ensures that no area remains underfunded. Finance gives necessary impetus to the innovation practices. Unless an organization distributes resources evenly it cannot enable the internal sub-systems to foster “innovation capacity”.
Resource Politics: Organizational departments bid for more resources through political tactics. Managers refuse to acknowledge a complete picture and full scope of the activities, rather they act in a myopic fashion to maximize resources for their own departments. The most important aspect of System Thinking is to develop a culture that facilitates political exchanges for benefit of all departments. Political moves that enable an organization to hoard resources will negatively influence objective of achieving “innovation capacity”. 
Temporary Solutions: In order to solve a problem in short-term, the long-term consequences are ignored. The long-term problems infest different decision areas of the organization. 
System Thinking perspective is embraced by social science researchers (Vargo et al., 2017) which have analysed the implications of System Thinking across different fields such as, psychology, life sciences, business administration etc. In service sector, for example, service ecosystem perspective is derived from System Thinking (Lusch et al., 2016). The perspective translates into practices of knowledge exchange process across boundaries of an organization. In other words, System Thinking allows the way knowledge transcends across organizational boundary. Research also shows that System Thinking is a significant antecedent for service innovation. For example, using precepts of System Thinking organization make multi-disciplinary teams which work on product innovation by obtaining new knowledge (Jaaron and Backhouse, 2018).
Similarly, Dodgson et al. (2011) found that System Thinking approach is helpful in developing innovation policy. They argue that instead of solely focusing on learning from past project failures, innovation should incorporate system thinking perspective. Learning from project failure is important to improve future innovation; however, one must note that learning only from failure is limiting condition for innovation, as mentioned by Peter Senge. In the same vein, research on Business Model Innovation also reveals that System Thinking is one of the necessary factors that facilitate innovation (Snihur and Zott, 2019). In organizations, when teams engage in process of System Thinking, they can analyse industry partners and nature of interaction among different industry relations (Snihur and Zott, 2019). As a result, new opportunities for learning and innovation can emerge. 
From these set of examples, it is clear that, innovation is strongly influenced by System Thinking. Therefore, those organizations that are facing the challenges related to innovation must incorporate System Thinking perspective. In other words, when an organization faces problems related to “innovation capacity”, the organization must earnestly rely on System Thinking. This approach changes mindset of management as they realize that interdependencies and networks with different market identities are important assets. These assets can be translated into novel market offerings. New innovation can take place when businesses are strongly linked up with value chains. Innovation can also be achieved on relatively consistent basis when organizations realize that interconnectivity with other organizations and stakeholders is valuable for survival and growth. 
The application of System Thinking to achieve innovation is important because it gives an architectural structure so that managers can recognize possibilities of joint effort and more innovation possibilities (Boscoianu et al., 2018).
Innovation Ecosystem is a manifestation of System Thinking (Bassis and Armellini, 2018). To enhance level of competitiveness and achieve higher productivity organizations must add to their “innovative capacity” (Argote et al., 2000). In order to continuous innovation capacity, an organization must have complementary set of competencies. However, if a comprehensive set of competencies is not available, then the organization can look outward for competencies from organizations that are part of ecosystems (Abreu and Camarinha-Matos, 2010). 
The network of all entities in an industry can be viewed as framework of innovation. In other words, knowledge can be sourced in from the network of organizations to foster innovation.  
The System Thinking perspective can help to diagnose many problems related to interactive nature of various components. 
5) [bookmark: _Toc40380997][bookmark: _Toc40704345]Management Innovation
The contemporary challenge of limited “innovation capacity” is vexing problem for all types of organizations. A solution to this problem can be achieved by integrating with “Innovation Ecosystems”. This integration is challenging task and Systems Thinking can be useful tool to resolve the problem. Along with Systems Thinking theory, there is another important theory which can be used to overcome the challenge of “innovation capacity”. In other words, Management Innovation can be used to resolve the “innovation capacity” issues.
Fairly recently, innovation has not been considered to include administrative innovation. Management innovation, formerly considered as organizational or administrative innovation, is ignored by scholars (Hervas-Oliver et al., 2016), but now several researchers have signified the importance of management innovation as an essential source to gain and maintain competitive advantage for the company (Hamel, 2009, Gobble, 2018, Birkinshaw and Mol, 2006). Recently, developments of new management approaches receded. For examples, a study analysed 667 empirical articles published in Academy of Management Journal from 1963 to 2007 in an attempt to find the developments of managements theories through theory building and testing and classified into 5 categories, which are reporters, testers, qualifiers, builders, and expanders. It finds out management theory development witnessed upsurge between late 1950s to beginning of 1990s, though later eras were only additions to preceding theories, and then this rate receded (Colquitt and Zapata-Phelan, 2007). These figures clearly indicate that administrative and management domain has not gained much share of innovation. The theories build around management practices and administrative processes are mostly devoid of an innovative impetus. Consequently, Hamel (2009) referred current management practices as “a mature technology” and advocated reinvention of management by emphasising its role to resolve future challenges and Issues.
Furthermore, Gobble (2018) emphasized on the increasing need for the development of new management models relying due to onset of present technological innovation trend gearing organist ions towards era of empathy, and networks from pyramids “lines of command”. This is especially true when one considers that business environment is becoming more competitive and an increasing number of business entities are associated with each other. The novel interdependencies also need novelty in management perspective and administration models. In similar vein, Volberda et al., (2013) related the need of new innovation models and theories with increased competition owing to ease in trade-barriers, reduction in transaction costs, lacklustre industrialized and overheating developing markets coupled with accelerating pace of technological innovation. In other words, the age of globalization requires all firms to successful become part of sharing economies through “innovation ecosystems”. This goal can only be achieved when; innovation in management perspective and administrative spheres is actively perused.
Barkema et al.  (2015) further stressed that rapid digitization and growing influence of internet beside economic developments demands the development of new business practices. This compels organisations to utilize management innovation as a major tool to enhance productivity, thus aiding in attaining and sustaining competitive advantage. Additionally, Buble (2015), highlighted two significant periods of innovations in management due to increased pressure from global competitiveness. While realizing the implications of globalization, digitization and increased competitiveness, Hamel (2009) emphasised the need to alter traditional management models which were suitable in 1990’s is in prior years. Where Hamel (2009) strongly opined a need to switch from Management 1.0 model constructed on the “principles of standardization, specialization, hierarchy, control, and primacy of shareholder” and to Management 2.0. As discussed earlier, organizational boundaries are becoming fuzzy in relationship with other market entities, therefore, organizational design composed of standardization, specialization, rigid hierarchy is not suitable in sharing economies. The misfit can be overcome only through innovative thinking.
Birkinshaw and Mol (2006) traced work on the management innovation to over past 150 years. Management innovation begun with the work of Fredrick Taylor, focusing on “optimized processes and monitored performance indicators”, in late nineteenth century as companies grew and became complex. The main objective of these new approaches is to “optimize” the business performance. Now, with the organizational focus shifting from old-fashioned product innovation to structural innovations like platform initiatives, new business models, digitalization, servitization, and acceleration in market velocity, the need for new management innovation is imminent to build a sustainable business model (Gobble, 2018). Put differently, what worked as management innovation for Fredrick Taylor is not going to work in contemporary organization as the rules of competition and nature of relationship between different businesses entities have changed.
Simply, management innovation is managers’ way to doing approaching his work differently from traditional management approaches (Hamel, 2006), whereas Birkinshaw and Mol, 2006 strongly propagated a significant change from exiting norm. Birkinshaw and Hamel (2008) defined management innovation as “invention and implementation of a management practice, structure, or technique that is new to the state of the art and is intended to further organizational goals”. The change in management perspective along dimension of structure and technique will ultimately make the organization more aligned with the external environment. Furthermore, these structural changes and novel management practices will enable an organization to collect and synthesize knowledge from external environment for better innovation.  
Management practices are methods used by managers to perform their routine responsibilities and achieving goals, whereas management processes refer to the procedures utilised by the mangers to convert intellectual ideas into actionable instruments. On the other hand, organizational structure deals with communication, and alignment of workforce. Finally, management technique are tools used by managers to govern and perform its functions (Volberda et al., 2013). Some notable examples of management innovations under practices are Motorola’s Six Sigma, Kanban, and Just in time. Management processes examples are Ford Motor’s moving assembly line, and Toyota Motor Corp.’s lean production system, whereas under structural management innovations examples are GE’s Multidivisional structure, Oticon’s Spaghetti organization, and self-managed teams. Similarly, balanced scorecard, and Objectives and Key Results are few recent modern management techniques examples (Volberda et al., 2013, Birkinshaw and Mol, 2006, Mol and Birkinshaw, 2009, Birkinshaw and Hamel, 2008).
An implementation of these techniques will enable an organization to garner more knowledge from internal as well as external network of people and organizations. This knowledge can be used in more innovative way; the result will be a better innovation portfolio for an organization. When organizational structure, practices and management models are aligned with each other, it becomes easy for the organization to assimilate knowledge from different market sources and add to its ability to continuously innovate. As a result of these innovations in management models and techniques, the “innovation capacity” will increase.
(Volberda et al., 2013) highlighted two main forms of innovations which are technological innovation from non-technological innovation, and categorized administrative innovation, organizational innovation, and management innovation as nontechnological forms of innovations. Other types highlighted are institutional innovation, and sustainable development and eco-innovation.
· Technological innovation refers to alterations in the company’s technical capabilities of principal activity and can include process, product, and service innovation. 
· Administrative innovation relates to adaptation in the organization’s administrative resource allocation, structure and human resource procedures while operations and marketing is not included. 
· Organizational innovation captures any new changes implemented in the organization excluding management work. 
· Management innovation mainly aim to bring substantial changes in dimensions of internal management functions reflected in its practices, processes, structures and techniques to make it more productive.
As compared to technological innovation, management innovations are difficult to replicate due to their nature as these are more tacit requiring expertise for gradual implementation, and are highly system or context specific, thus these tools tend to provide long lasting competitive advantage and substantial returns (Birkinshaw and Mol, 2006). Imitation of management practices is always a daunting task as compared to imitation of technological innovation. Innovation along management practices gives more sustainable advantage because other organizations are not supporting same culture and mindset suitable to replicate management practices of rival firms. In current times, when sharing economies are offering both threats and opportunities, those firms are better suited to reap the benefits which are culturally attuned to generate and implement management innovation. Going forward, technological innovation coupled with management innovation will ensure companies to gain and maintain competitive advantage (Gobble, 2018, Volberda et al., 2013, and Hervas-Oliver et al., 2016). 
Management innovation offers significant benefits to organisations in various aspects. It aids companies in attainment of set strategic goals. Shen (2005) classified goals into two categories hard goals and soft goals, where former is quantifiable and objective while latter is qualitative in nature. Apart from attainment of enduring competitive advantage, Volberda et al., (2013) noted that management innovation positively affects other hard areas like higher profitability and growth. Similarly, it also tends to bring improvements in soft goals like higher employee motivation level, and customer satisfaction enchantment. The link between motivation, satisfaction and management innovation is recognizable from success stories of many organizations. In their heydays, firms like Kodak were generating customer value and growth through motivated employees. Then, the firm lost its connection with the external environment, instead of moving towards a digitized medium of pictures and videos, the firm continued producing high quality product, which customers were not interested in. Had an innovative management approach been implemented in Kodak, the company’s future would have been very different.    
The management innovation can be brought by internal or external agents of change. (Volberda et al., 2013). Mol and Birkinshaw (2009) identified internal and external sources to management innovation. Their study concluded that it could be driven to tackle internal problem and devising new-to-the-state-of-the art practice or structure or could be result of external search for new knowledge adapted from another source, but the main objective is to enhance firm exiting performance. Further, the study revealed that important sources of new ideas would be customers, competitors and consultants. In context of sharing economies, external sources of knowledge, learning and information are increasingly becoming more important. An organization which hopes to be part of “innovative ecosystems” can achieve this objective is a good fashion only when its management acts as a true agent of change and innovation. In this way, management can facilitate in creating an organizational structure and system to support knowledge utilization and integration with other ecosystem components.
The author segregated factors influencing management innovation managerial, intra-organizational, and inter-organizational and contextual factors (Volberda et al., 2013). The process of bringing management innovation begins with innovative ideas development and individuals advocate these ideas, followed by the process of overcoming internal resistance to this innovation by getting support from senior managers (Birkinshaw and Mol, 2006).
Birkinshaw and Mol (2006) disclosed key individuals, both internal and external, for shaping management innovation process and identified four key recognizable stages of management innovation that start internally, disappointing with the status quo. In an attempt to resolve this, the management attempts to take inspiration from outside the company and then inventing a way to resolve this. Last stage is internal and external validation. 
Management innovations are harder to implement and engineer due to higher influence from external agents, and difficulty in gradual adoption as organisations are more complex social systems with several stakeholders having varying viewpoints and purposes (Gobble, 2018). Also, (Birkinshaw and Hamel, 2008) pointed that management innovations is harder to implement as it requires significant changes in the organisation due to attributes of are tacit in nature, difficult to observe, define and to identify system borders thus requiring higher level of subjective interpretation on part of potential users, requires established and specialized expertise from even outside the organisation. Although management innovation is fraught with challenges, it should be noted that the fruits of management innovation are also extremely lucrative. By overcoming challenges associated with management innovation, an organization can develop a capacity to continuously learn and adapt to emerging changes in sharing economies. Lastly due to ambiguity and uncertainty among individuals in organisation, requires organisational change. Approaches to diffuse management innovation include independent validation from external sources to establish the legitimacy of the new practice and focus on organizations with prior experience in management innovation to lower the uncertainty and ambiguity. 
Since management innovation is context specific and can be adapted from other sources, however, Ansari et al. (2010) highlighted that newly introduced practices’ success is dependent on alteration to the unique context of the organization i.e. its existing technologies, culture, and political fields. The context dependent nature of management innovation requires that organizational management should closely monitor external environment, for example, how the growth of sharing economies and innovation ecosystems translate into management and administrative needs for their organization. Not all organization are facing same type of external business environment and not all organizations need same degree of integration in innovative ecosystems.
Further, in order to foster and speedup Birkinshaw and Mol (2006) suggested 6 steps to accelerate management innovation process that include setting up of dedicated structure for pursuing management innovation, creation of problem-solving culture inside organisation, exposing employees to different environments,  encouraging employees to present ideas to challenge exiting issues in structure and processes and take initiative for experimentation, utilize external agents of change, and seek continuously innovation. The bottom line is that inculcating a value system inside the organization that facilitate innovation in management thinking, models and techniques will initiate ideas for developing better relationship with ecosystem partners. These relationships will generate knowledge with can be synthesised for better and continuous innovation portfolio.
[bookmark: _Toc40380998][bookmark: _Toc40704346]Conclusion
This research report began with an overview of different management theory perspectives. The purpose was to develop a historical perspective of management theory development leading to the present day. The past management perspectives have emerged from unique characteristics of industrial and business world. In order to guide organizations to achieve stability and growth, different scholars gave theories and models to reconcile business models with business environment.
In current business environment, the advent of technology and globalization has created very competitive and dynamic business environment. With emerging technologies and ever-changing customer needs, organizations have to devise strategies to develop competitive advantage. The past few decades have seen successful companies which created competitive advantage through innovation. However, as the pace of globalization increased and economic interdependencies become complex, several innovative firms began to lose market share. In other words, these organizations couldn’t develop sustainable “innovation capacity”. 
This challenge is further exacerbated because of emergence of sharing economies. With more and more business entities are linking up in shared economies, pressure to improve “innovation capacity” is also increasing. A respite for the management comes in the form of “innovation ecosystems”. Those organization which want to sustain successfully, must be effectively integrated with “innovative economies”. Although this seems a viable solution, however, the benefits of this approach cannot be harvested until management changes its mindset about the way organizations are related to the business environment. 
This report considers “innovation capacity” as a contemporary issue. The objective of the report is to propose a theory that can improve the problem of “innovation capacity”. Two set of theories are considered as remedy for the problem. First theory is Systems Thinking whereas second theory is Management Innovation. System Thinking proposes that organization must be viewed as a network of interdependencies with other organizations. Only by viewing the organization as system of interdependencies, management can truly integrate with “innovation ecosystems” and remain viable in sharing economies.
On the other hand, Management Innovation theory proposes that management practices must evolve to incorporate contemporary management issues. Management practices evolved with industrial revolution in the past, similarly, management practices must innovate with digital revolution in present times. New ways of thinking must be adapted to redefine and rewrite administrative domain. In short, new management models must be developed to bring revolution to management field. Old practices which suited past business paradigms are not going to help present day organizations to resolve their limitations of “innovation capacity”. To solve the problem of “innovation capacity” novel management practices must be implemented. Otherwise, this contemporary issue will remain unaddressed. 
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