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Upon an introduction to the history and main assumptions of system theory of differentiation, my approach of a general
sequence of development will be deduced and, after exemplification, be applied to explain the rise of services.
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The history of origins of theories of differentiation is in works of Georg Simmel and Emile Durkheim on social interaction or split of labor.
Fundamental to system theory of differentiation, as elaborated by Niklas Luhmann, revisited and refined in my PhD, are works of Max \Weber
and Talcott Parsons on distinct social spheres of rationalities or functions, as well as works of Gregory Bateson, Francisco Varela and George

Spencer-Brown in logic or mathematics.
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= Adistinction is not given but drawn.
= To draw a distinction is to construct two sides.
= Oneside is focused and the other side inevitably neglected.

= Differentiation might later be completed by re-entry of the other side.

From system theory of differentiation abstract statements collected, coherently arranged or advanced in my PhD, are:

A distinction is not given but drawn. To draw a distinction is to construct two sides. Thereby, to be able to see, select, operate and
be productive, one side is focused and the other side inevitably neglected. Differentiation might however later be complemented
by re-entry of the other side.

© Sofie Hansen Sequence of development from diffusion over differentiation to re-entry 4



Diffusion: Differentiation: Re-entry:

Interrelation Differentiation Differentiation
without without and
differentiation integration reintegration

These formal statements of system theory of differentiation are in my PhD for the first time shown by real macro historical
developments. Development is conceptualized as a sequence from diffusion over differentiation to re-entry. More concretely, the
first phase of diffusion means an initial state of interrelation of all dimensions without differentiation, the second phase of
differentiation an intermediate state of differentiation of the dimensions but without integration, and the third phase of re-entry
a possible final state of reintegration of now independent dimensions.
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Transactional Marketing

Relationship Marketing

Straight profit orientation
Differentiation of facmal/social/ temporalspatial

by primacy on factoal which is profit in the function system of economy
and in-between neglect of social, temporal, and spatial

Investments in building a relationship with the costomer

Peintegration of the second sides “social”, “temporal”, and “spatial™ on the continuing primary side “factal™:

A twofold rise m sales potential is achieved by reduction o the distinction ‘able/not able to pay aft a certain price’ (factoal) and thereupon
instnumental reconsideration of the enchange panper's characteristics, previous exchanges, and imteraction (secial, temporal, and spatial).

transaction Personalized commumication fv consumers
Differentiation of personal impersonal Peintegration of the second side “personal” oo the comtimring primary side “imperscmal™:
by primacy on impersonal for exchanze commnication on markets Communication on markets remams nonpersonal and indifferent. To raise consumer awareness and response, mformation content and
amd im-between neglect of persomal communication channe] are personalized antificially by new technologies of data collection and data nxining (database marketng).
Unidirectional mass communication LCirect communication fo consumers and costomer diales
Differentiation of conversational disseminating Peintegration of the second side “conversational” on the confimung primary side “disseminating™
by primacy on disseminating ICT imventions, as printing machine, custed conversation for bomogenous, simmltaneous, and cost effactive mass market commumication.
and im-between neplect of comversational Instanring direct mail and hodine, direct addressing and reply of consumers exist apain by main@ining mass communication on markets.
Ome-off tram=action Castomer refention
Differentiation of same/different Peintegration of the second side “same™ on the contimying primary side *different™;

by primacy on different in terms of mare and new
and in-between peslact of same

A firm aims 56l at expanding ifs customer base and customers keep their exit-option. As customer acquisition, customeT refention is o

increase sales by remarchase, cross selling, up selling. and racommendation,

Economization of inferaction

and in-betwesn ne af

Interaction with the customer s most valwable sales commmmication

Peintegration of the second side “presence™ on the contiming primary side “absence™
Almgmmurmdmmmmm mﬁehﬂdz:ﬁskzyucnmuﬂp&mﬂ]mmmamm:mp]emﬂdm
of commumication on markets from interaction.

Ni control of commumication amons customers
Differentiation

Referral manazement

of related unrelated Peintegration of the second side “related” on the contimyng primary side “unrelated™
by primacy on umrelated Aﬂmghmmwmyumhﬂﬂduwmﬂﬁmﬂcmm{egﬁmmmﬂmgﬁthemlmeefpmtml
and in-betwesn ns of related Iecommendations amon= customers, substantally. markets rerain independent from ransfer of information by meeTpersonal netwerk
Production orienfation Customer orientation
Differentiation of client'renderar Peintegration of the second side “client™ on the contivuing prmary side “renderer™
by primacy on renderer Apart from rationalization of production, firms are now also concemned to develop products, husmess stroctares and processes

and in-batween peslact of client

(& z. complaint management) that mea? Customer expectations.

Exploitation of laber

Employee orientation

Differentiation of laborcapital Peintegration of the second side “labor”™ on the comtimying primary side “capital™:

by primacy on capital Whereas entrepreneurs of 10% cenfury industrialization did not attend to working and bving conditions, education, health, and famly Lfe,
and m-between neglact of labor the contemporary concept of corporate sodal responsibility reconciles for corporate parposes personnel, public. md other concems.
Aass production Individualization of consumer benefit

Differentiation of unigue/standardized Peintegration of the second side “umigue” on the confimung primary side “standardized™

by primacy on standardized for production procedures and teckmiques
and m-between neglact of umigue

Althongh services and high-value goods are adjusted on demand to the respective customer's lifestyle, whensever possible the frm will
endeawar io realize economies of scale and scope.

Ceniral control of formal organization

Decentralization of formal organization

Differentiation of subordinate:chief Peinterration of the second side “subordinate™ on the continnmg primary side “chief™

by primacy on chief To allow for flexible and faster market adjustments, to release local intelligence and innovation, the concept of empowerment followed

and m-between neglact of subordinate Taylor's mamagzevial model of central vertical command by mamtaining hierarchy as basic stmochare of formal organization.

Adeption of the rules Legitimiration of local self-regulation (as on the level of formal organization as on the level of markeis)

Differentiation of contexiual 'seneralized Reinterration of the second side “contextmual” on the contiming primary side “generalized ™

hg'pnmal:'juugumllmd Independence from context by peneralization of means and procedure enabled global market exchange. Were compliance and conformity
and m-between neglect of contexiual approved up to the last zenertion, semantics and practices have chanzed fo sovereipn handling of mles by mamtaining its principals.

Intermalization of business nnits Externalization of business umits

Differentiation of organ miion'neiwork Peinterration of the outer side “society (consisting of other orzanizations)” on the continuing primary side “oTpanization™

by primacy on formal organization Bafore about 1970, frms were concemed to set up and comirol usiness . Internalization was followed by outseurcing,

and m-between neglect of network :Hpmhm.mdrﬁmmpm]mgmngﬁnmfmuhu:edpafomm:edmtﬁjumLr:rvEtm.enLla:ge-gcale action, and synersy effect.

Low sub- and multi-reference Value chain integration and close relations to non-economic organizations

Funrtional differentintion Reinterration of the outer side on the contiming primary {sub)fiimction system’s muer side on the kevels of orpanization and network:

by primacy on the system’s own specific fumction
amd m-between neglact of other functions

Whereas a fimrtion system is based upon differentiation and tends towards progressive sub-differentiation, m the economic fonction
sysiem since some decades finms show a distinct intra- and inter-functonally integrated network approach to markeds.

I found this three-phase sequence from diffusion over differentiation to re-entry by although in marketing controversially discussed but nevertheless on the levels
of semantics, social technique and structure taking place paradigm shift from transactional to relational marketing, with relationship marketing indicating re-
entry. Reintegration of the second side is illustrated in my PhD at about fifteen distinctions and constructs of relationship marketing respectively.

© Sofie

Hansen Sequence of development from diffusion over differentiation to re-entry



Level | Phase

Diffasi

Diffarentiati

Re-eniry

Semamtics Diffasion of spatial, facmal, social, and temporal by Differentiation facual'sodal temporal by primacy on Fe-entry of social and tempaoral by continning primacy on
dominance of spatial: nabaral, spatially factual (binary code, here profiable/non profitable) factual (here profif); discrete economic (fctual) value attached
perception; oo distinction betw. personal and impersonal: and neglect of social and temporal; in space; exchange commmmication under persons present
personal, mnlkt topic commwnication among exchanze m&.ﬁ!enmmnufspmllasltmmmnf {(here meeraction markefing); equal consideration and
parmers; no difference betw. past and fistore state: meaning: cognition independent from space; change halancing out of all dimensions of compmmnication;
obtainment m the fiviure is like in the past. from nemmative o fachual reasoming; re-eniry of personal: to compmmicate impersopally m a

personal impersonal by primacy on impersonal personalized way (here dialos marketing);

monpersonal, anomymous commnication on markets re-eniry of past: consolidaton and to raise oostomer loyalty
di fferentiation past'future by primacy on fiture- (here retention marketmg by bomus points and other measures).
cognition fowards expansion and customer acguisition.

Commmication  Oral commmmication; exchange depends on individnal — Development of letiers; differentiation of symbalic Re-entry of individual purpeses, contexiual adjustments, and

Meadinm haves and needs of the exchange parmer: exchanze commmmication medivm (here money) that  negotiation by contimyng primacy on the symbolic peneralized
praduct for product; exchange depends on confext; comsists of two differenfiatons individual'symbolic and  compmmication medinm (here money and price);
exchanpe depends on pegotiation and thereby personality, contexbual zeneral by primacy on symbelic and geperal  individualization of consumer benefit, local self-repulation,
thetonc skills, and contimaos commmmiCaton. means of communicaton: for money,  personalization of informaton content and disclosure as well as

exchanze mdependent from mdividual metives and systematic development of social system history as uniwersal
circumstances; implementation of price; exchange compmmication media which mcrease the probability of a
independent from negpdiation: faceless one-off exchange; compmmication offered to be accepted.
implementation of contract; mplementation of

rights and regulations; stmdardrzation of making and

oiffer: mass production.

Types of Interaction, society, and maybe mierpersonal network as mﬁmmmmﬂMMMMMmmmmmﬂm

Social systems the origin of social system; commnumication depends on  differentiations @ 'society, and imterpersomal network (here pesr-to-peer marketing and referral
interaction: what one produces, is consumed by ones=lf,  client'renderer, subordinate/chief, md lsbor/capital management]; re-extry of other organizations, clisnt, subordinate,
what one creates, is owned by ooeself; equal relations  primacy on organization, renderer, chief, and capital and labor by contimuing, primacy oo formal organization, renderer,
amang man beings. internalization of business umits, producton chief. md capital- externalization of business wmits (here network

«ceniral hisrarchical control, and exploitation of labor; mgmmmmmumﬂumm
from imteraction (due to money, price, technology, and

Societal Contexhaality and locality of commmmication; Parallel process of functional differenfiation (formatton  Be-eniry of subdivided societal functions (post modem society)

Stmactare functional diffusion and hierarchy among societal of modem sodety) and global méemelation (formation of by sustainment of fonctional differentiation; infra- and imter-fimc tiomal
fanctions expressed at the macmo stuctural level by wotld society) driven by the factual dimension by re-eqiry as a third and cross macro stachare achieved by
segmentation amd later social sratification of society noa-separation of fachmal and spatial and cammied by sub- and multi-reference of formal erpanization and network at the meso
and at the meso structural level by multiple diffizse symbalic generalized communication medium, formal — stoctoral level: disoete economic value attached to and extension of
fanctions of midsize social units (here paild). organization, and network; progressive functional stmactares of sub- and mwulti-reference (here value chain intepration and

sub-differentiation; formal organization m the mostand  relationship marketing towards non-economic oTFAmizations);
relevant cases as mone-functonal by necessarily beyond nation-state and distance new stabilized boundaries for
concurrent mmkt-reference; low nmit-reference of formal reestablishing commmmication space of medinm size
organization. (post plobal seciety) attained by network.

Technology Direct one-fo-one comemmication and cooversaton; of machinery for Diirect and fargeted commmmication (here direct

fanctional hierarchy of whlization of new
technolopical mnovations, e.g. post and
antpmobile are at first reserved for military
enals of the political fopction system.

Development production;

of madia for dissemination of news and data, such as
printing machme, telegraph. telephone, television, and
Compuier, smmifAnems mass commmication (here
advertisament via radio, television e ); release of

technology for umiversal usags; dommance of producton
information and

technology over technolozy for
communication.
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compmmication (here database marketing, IT marketing, e-marketing).



Personal Anonymous
diversified mass
communication communication
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Personalized
marketing

To exemplify, one distinction constituting, according to system theory, modern society and productivity, is personal/impersonal
communication. This distinction is not a given. In ancient times was diffusion. Exchange of goods depended on personal and
topically diversified communication. Over the course of societal transition to the modern era to increase productivity in the first
instance differentiation of personal/impersonal with focus on impersonal and neglect of personal has been implemented on
product markets. Since then on exchange is primarily on utility or price, different from former times, independent of the
exchange partner's all other characteristics. Impersonal communication accelerates exchange. At the end of the 20t century
anonymous mass communication is to increase productivity in the second instance supplemented by direct, interactive and one-
to-one marketing. In system theoretical terms personalized marketing is re-entry of the neglected side of personal.



Fixed Acquisition Retention
exchange marketing marketing
relations

Another distinction constituting modernity and productivity, is recurrence/replacement. In preindustrial times exchange relations were
permanent or exclusive. Over the course of the industrial revolution orientation changed to expansion. By then on acquisition only a
second changeover in orientation to retention marketing, customer care and loyalty programs at the end of the 20t century show an
overall twofold shift: differentiation, and, on the basis and continuity of differentiation, re-entry.
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Concurrence of Mass production Services as tertiary
goods and services of physical goods sector of the economy

This developmental line from diffusion over differentiation to re-entry may as well be applied for a conceptualization of the historical
formation of the service sector. Initially a supplier of goods was always also supplier of related services, such as providing support or
credit. In the course of the industrial revolution differentiation of goods/services was implemented by primacy on mass production of
physical goods, automobile as prime example, but no provision of services, car insurance or car wash center. At the end of the 20t
century the neglected second side is reintegrated which is the rise of services.
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Thanks for listening.
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