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Continuous Improvement Associates
 The Engines of Growth

You've wanted to grow, but 
growth seems stalled?   

The first thing to do: check the engine
Systems Thinking:

  It’s more than you think.SM

Why do we care?
Nothing grows without reinforcing feed-
back. Unless we explicitly identify and
have a shared understanding of that feed-
back, it’s difficult to align the organization
to support it.
Reinforcing feedback is a two-edged
sword. When it’s working for us, it’s a vir-
tuous cycle … growth brings the re-
sources for more growth. But when it’s
working against us, it’s a vicious cycle …
decline brings less resouces for even less
growth, creating a death spiral. And it's
awfully hard to pull out of a death spiral …
that’s why it's called a “death spiral.”  
The great benefits and extreme perils of
reinforcing feedback loops make it all the
more necessary to know them
and nurture them. 
What we'll cover here
We'll cover some of the possi-
ble positive feedbacks for an
individual firm in an industry. 
A major growth consideration
not covered is balancing feed-
back that can limit growth (for
example, see our paper on The
Customer Service Peril). 
The diagrams
Yes, they're complex; but
please don't be put off. Con-
sider the loops one-by-one.
They're really not as bad as
they look.
Each figure contains some of
the feedback loops that foster
growth or decline. We've made

an effort to keep related loops in the
same figure. But when this would result in
many interconnect crossovers, related
loops are placed in different figures.
The loops
Many of the feedback loops are indicated
as a single loop, but they are actually mul-
tiple loops. For example, each loop in Fig-
ure 1 actually represents loops going
through both “market share” and “industry
demand” … favorable media and word of
mouth not only increase a company’s
share of market, but also increase overall
demand for similar products. Similarly, if
unfavorable, the impact can be quite
negative. 
R6: Word of Mouth. The larger installed base,
the greater the effect. 

R8: Media. Media has effects simi-
lar to Word of Mouth.
B9: Hot Product Effect. There
tends to be more media attention
when sales are growing rapidly.
R4: Sales Effort. (Figure 2) This is
similar to the WOM loops.
Three loops (R18: Product Differ-
entiation, R21: New Products for
New Uses, New Needs, and R22:
Ability to Develop New Products.)
from “invest in product devel-
opment” affect product attrac-
tiveness, which influences both
demand & market share. 
Increased product attractive-
ness allow a price premium
(R20: Price Premium) that is
more or less offset by an effect
on product attractiveness (B23:
Price Repulsion ). 

“Sales Effort” (R4) may be needed, too. Developing new products and
features (R18, R21 & R22) allow charging a “Price Premium” (R8).

They overcome the negative of the higher price (R23).

What is systems thinking?
Seeking to understand system 

behavior by examining “the whole”
… instead of by analyzing the parts.
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Getting positive “Word of Mouth” (R6) from the
Installed Base can lead to favorable “Media

Reports” (R8) and having a “Hot Product” (R9).



** Costs of traffic congestion & decay of central business district are externalized, making true costs to the community higher than apparent.    © 2001 Continuous Improvement Associates   

Feedback is Power - Tap It
These reinforcing loops are extraordinarily powerful. Traditional economics

tells us that if returns in an industry are significantly higher than in other indus-
tries, it will attract other entrants to increase production and reduce profits
overall. Eventually, the theory goes, no industry would have higher risk-

adjusted profits than another. However, the evidence is that firms with high
profits are more likely to generate even higher profits, and those with lower

profits are more likely to generate even lower profits. Those with average prof-
its are more likely to move to significantly higher or significantly lower profits.
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Designing Growth Strategy
“Managers and entrepreneurs must design their growth
strategy by identifying those positive loops likely to be

most important in their markets, most compatible with one
another, and most consistent with the capabilities and re-

sources the firm either has or can develop.”
John Sterman, Business Dynamics, 2001

Workshop Benefits
It can be surprising how often members of the same team have differ-
ent views about what is important. Determining those feedback loops
for which there is consensus is an enlightening and valuable exercise
… as is examining whether changes in technology, the market, or the

industry calls for emphasis on different feedback loops.

Figure 3 shows
more reinforc-
ing feedbacks.
R2: Ads. Effects
similar to media
and WOM except
they add to costs
(link not shown). 
R11: Spreading
Fixed Costs. The
greater the ex-
pected volume of
product to be pro-
duced, the larger
the base over
which fixed pro-
duction and de-
velopment costs
can be spread. 
An interesting
aspect of loop
R11 is that it
can be “reality
creating” (as
many loops
are). Given two
companies with
equivalent products and capabilities, if
one estimates a greater volume than
the other, it leads each to a “self-
fulfilling prophesy.” Because the first
can price below the other based on its
larger estimate, the first will sell more,
the other less … confirming expectations.
R12: Economies of Scale. Because overhead costs do not rise pro-
portional to production volume, larger operations often have lower
costs per unit.
R13: Economies of Scope. Similarly, companies can share resources
across multiple product lines. “Big Box” retailers provide a wide spec-
trum of products and reduce search costs for customers.**
R14: Learning Curve. Learning from cumulative experience can lower
the costs of producing a product.  
R15. Process Improvement. This also lowers costs. The difference is
that this effect does not depend on cumulative production (ask for our
paper on Exponential Improvement).

R16. Network Ef-
fect. When the
utility of a product
depends on how
many other peo-
ple use it, the
product is more
attractive. Exam-
ples are com-
puter operating
systems and
VHS VCRs.
R17: Comple-
mentary Goods.
A product is more
attractive if other
companies create
products that
make the product
more useful. 
Other Loops
These aren’t all
the possible
loops, of
course. 
Examples of
others: As
sales increase

companies can gain more market
power over suppliers, customers and
workers. Vertical integration can yield
economies of scale. Acquiring rivals
can increase monopoly power. Com-

panies with more market power may be able to offer better ca-
reer opportunities, offer higher wages and enjoy a lower cost
of capital.  
Conclusion: They're more important than they appear
Getting on the advantageous side of these loops is vitally im-
portant. Once a rival gets ahead, resources will be available
for it to get even further ahead. System dynamics refers to this
as “path dependence,” systems thinking calls the archetype
“Success to the Successful.” 
These dynamics are powerful; organizations live or die ac-
cording to whether they get on the right side of them.
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“Many long-successful firms stumbled when
the positive loops driving growth in their in-
dustry changed while their strategy did not.” 

John Sterman, Business Dynamics

Fig. 3

Ads (R2) may be necessary to build awareness, especially at the beginning. Economies of scale (R12)
and scope (R13) spread fixed and variable costs (R11a & b). Sharing proprietary information can make

capabilities available at low cost to create complementary effects (R17). Finally, if using the same product
has advantages, once a product gets ahead, it leads to standardization (R16).


