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Open vs. Closed Systems 
1. Introduction 

Every system interacts with its environment in some way. Based on the degree of interaction, 

systems can be classified as open or closed. This distinction is crucial in management and 

business transformation because organizations do not exist in isolation; they are influenced 

by customers, competitors, suppliers, technology, and society. 

2. Definition 

 Open System: 
An open system interacts with its environment by exchanging inputs (resources, 

information, energy) and outputs (goods, services, results). It adapts and evolves 

in response to environmental changes. 

o Example: A business organization that adapts to market demand, customer 

preferences, and government regulations. 

 Closed System: 
A closed system is isolated from its environment and has little or no interaction with 

external factors. It is self-contained and does not adapt to changes outside the 

system. 

o Example: A sealed mechanical clock, or in theory, a laboratory experiment 

under controlled conditions. 

o In business, true closed systems rarely exist, since every organization 

interacts with external stakeholders. 

3. Characteristics 

Open Systems 

1. Interaction with Environment – Receive inputs (resources, data) and produce 

outputs. 

2. Dynamic and Adaptive – Adjust to changes in external conditions. 

3. Feedback Mechanisms – Continuously learn and improve from environmental 

responses. 

4. Exchange of Resources – Capital, labor, raw materials, and information flow across 

boundaries. 

5. Growth and Survival – Dependent on maintaining balance with the external 

environment. 



Closed Systems 

1. Self-Contained – No significant exchange with the environment. 

2. Predictability – Operates in a controlled, stable manner. 

3. Rigid Boundaries – Little to no influence from external changes. 

4. Lack of Adaptability – Cannot easily respond to new conditions. 

5. Short-Term Survival – Sustainable only in static, artificial, or highly controlled 

environments. 

4. Examples 

 Open System Example (Business): 
A smartphone company (like Apple or Samsung): 

o Inputs → raw materials, labor, knowledge, technology. 

o Processes → manufacturing, design, marketing. 

o Outputs → smartphones, apps, customer services. 

o Feedback → customer reviews, market demand, competitor strategies. 

 Closed System Example (Mechanical): 
A battery-powered wristwatch operates independently of its environment. Its 

functioning is unaffected by social, political, or economic conditions. 

5. Business Perspective: Why Organizations Are Open Systems 

 Organizations depend on external inputs such as raw materials, employees, 

technology, and capital. 

 They produce outputs (goods, services, knowledge) that must align with customer 

needs. 

 They must adapt to changes in market conditions, legal frameworks, and cultural 

expectations. 

 Feedback from customers, competitors, and regulators influences continuous 

improvement. 

Thus, organizations cannot function as closed systems; they are inherently open systems. 

6. Key Differences: Open vs. Closed Systems 

Aspect Open System Closed System 

Interaction Interacts with environment No or minimal interaction 

Inputs/Outputs Continuous exchange No exchange (self-sufficient) 

Adaptability Flexible, adaptive Rigid, stable 

Feedback Present and essential Absent or negligible 

Examples Businesses, ecosystems, governments 
Mechanical clocks, controlled lab 

experiments 



Aspect Open System Closed System 

Survival 
Long-term survival through 

adaptation 
Limited survival, only in artificial settings 

 

7. Applications in Business Transformation 

 Open Systems Thinking: 
o Helps organizations scan the environment (PESTEL analysis – Political, 

Economic, Social, Technological, Environmental, Legal). 

o Encourages continuous adaptation in strategies, products, and processes. 

o Promotes innovation by learning from feedback and competitors. 

 Closed System Thinking (Limitations in Business): 
o May lead to ignoring external factors, resulting in failure. 

o Example: Companies that failed to adapt to digital disruption (like Kodak, 

Nokia) treated themselves more like closed systems. 

8. Conclusion 

The concept of open and closed systems helps managers understand the degree of 

interaction between organizations and their environments. 

 While closed systems exist in mechanical or controlled contexts, organizations are 

inherently open systems. 

 Recognizing this interconnectedness ensures businesses remain flexible, resilient, 

and adaptive in dynamic environments. 

 For successful business transformation, organizations must embrace the open system 

model, continuously engaging with stakeholders, monitoring external trends, and 

adjusting strategies. 

 


