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18   COMPLEXITY 

”Evolution is chaos with feedback.” 

Joseph Ford 

Since our goal is to find companies that remain 

outstanding over time, we cannot overlook the risks 

that rapid change, disruption, turbulence, and 

obsolescence pose to our investment objectives.  Like 

fashion, stocks come into, and go out of favor all the 

time as the backdrop evolves and new trends take 

over.  It is our belief, though, that there exists a small 

subset of outliers that manage to thrive in the chaos, 

and get stronger over time, much like how organisms 

thrive in nature. These are the companies that we 

want to invest in.      
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In his ambitious book The Misbehavior of Markets, 

Benoit Mandelbrot proposes that markets, industries, 

and economies are governed by the same complex 

processes that govern the rest of nature.1  According 

to him, these systems are better understood through 

the concepts of chaos theory than conventional, 

deterministic models.  In a 1972 study, Mandelbrot 

showed how changes in the airflow speed over an 

airfoil closely resembled changes in stock market 

prices.  Instead of clustering around a mean, “price 

swings are highly erratic, with the large ones 

numerous and clustered together.”  Just as stocks rise 

and fall in seemingly recurring, though unpredictable 

patterns, so too does the speed of air as it switches 

erratically from orderly into gusty, turbulent flow.  

Mandelbrot’s wind tunnel experiments confirm our 

original point in unintended ways.  Aeronautical 

engineers know that simple vortex generators, when 

attached to a wing’s upper surface, will “trip” the 

airflow into turbulent mode before it has the chance 

to separate.  In a sense, a wing’s performance can be 

improved with a controlled dose of the very 

turbulence that it seeks to avoid.  A similar analogy is 

found in medicine, where venom is used to cure 

viruses, or in thermodynamics, where greater entropy 

promotes stability.  We contend that companies are 

no different.  Their ability to thrive in the face of 

continuous change is a function of how they adapt to 

change before it is allowed to become disruptive.  

This ability to use chaos to promote order is the true 

essence of adaptability.  
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The idea of organizations thriving at the boundary of 

order and chaos is explored in a book by Dee Hock, 

the founder of Visa, titled Birth of the Chaordic Age.2  

Hock defines the word chaordic as “the behavior of 

any self-governing organism, organization or system 

which harmoniously blends characteristics of order 

and chaos.”  An avid and eclectic reader, Hock admits 

that his ideas and management philosophies were 

inspired by the theories of prominent scientists and 

academics on the nature of complex systems.  “There 

is something about the nature of complex 

connectivity,” he writes, “that allows spontaneous 

order to arise, and when it does, characteristics 

emerge that cannot be explained by knowledge of the 

parts.”  Enabled by the explosion of information and 

technological innovation, which Hock was early to 

see coming, he claims that “we are living on the 

knife’s edge of one of those rare and momentous 

turning points in human history.”  In this new age, the 

command-and-control institutions that defined the 

Industrial Age will give way to a new type of 

enterprise that self-organizes in the face of paradox 

and conflict.  While Hock stopped short of providing 

in his book a concise list of the attributes shared by 

chaordic organizations, we have used his concepts, as 

well as the theories of other thought leaders such as 

Mandelbrot, to propose the top three attributes of 

such organizations.   

The first of these attributes is simplicity.  The nature 

and purpose of any organization must be simple and 
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clear enough for every participant to understand and 

follow.  Simplicity is powerful in that it reduces the 

distance between leaders, employees, and customers, 

which in turn promotes agility and adaptability.        

The second attribute is optionality, a concept that 

refers not only to a company’s current set of choices, 

but also its ability to network and explore new 

degrees of freedom.  Unbound by paradigms, a 

chaordic organization rarely sets internal growth 

targets.  Instead, they abide by broad, guiding 

principles that open new possibilities and lead the 

way to progress.  The ability to be creative while 

remaining simple is uncommon, but new examples of 

such organizations continue to emerge, not only in 

the technology space, but also in healthcare, 

transportation, and retailing.    

The third and final attribute is risk dispersion.  By this 

we mean a company’s ability to succeed by accepting 

frequent failures.  This is an attribute often associated 

with companies that are organized into numerous, 

self-contained entities, where people are empowered 

to innovate.  While most companies fear failure, the 

chaordic organization engages in self-organized, 

repeatable processes of trial and error, and uses their 

feedback to drive continuous improvement.  This 

dynamic is the essence of Joseph Ford’s quote at the 

top of this chapter.     

As investors and risk managers, we are focused on 

companies and themes that not only endure, but also 
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improve with time.  We cannot avoid uncertainty, 

disruption, and turbulence, and neither do we wish to 

do so.  It is turbulence itself that drives evolution.   
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