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Abstract

Purpose — The review of contemporary organisational change theories identified one theory which
seemed relevant to explaining the organisational change phenomenon in public enterprises — Van de Ven
and Poole’s (1995) Evolutionary Change Theory (ECT). However, further review of the management
literature revealed its limitations in explaining change, particularly in public enterprises. The theory fails
to identify the triggers of change and the roles of various stakeholders, and the purpose of this paper is to
enhance model of the ECT and appraise it.

Design/methodology/approach — Researchers continue to highlight the need to examine context
when examining a change process; therefore, the authors utilised a process research approach to examine
changes in the New Zealand electricity industry over the past four decades. As the approach is a flexible
one, it allowed exploration of the critical features of change.

Findings — Analysis revealed compelling evidence of two new proposed stages to the ECT which
operated in conjunction with external environmental influences that acted as stimuli for change.
Research limitations/implications — The research provided insight into the various influences on
organisational change, particularly public enterprises. It confirms the previously ignored power of the
external environment and the role of stakeholders in influencing organisational change.
Originality/value — The research advances current understanding of organisational change as it
offers an enhanced model of the ECT by identifying the trigger for organisational change in public
enterprises. Furthermore, it finds different stakeholder groups with the ability to influence the
organisational change process.

Keywords Evolution, Organizational change, New Zealand, Electricity, Stakeholders, Privatization
Paper type Research paper

Introduction

As described by Hood (1991) the new public management (NPM) concept presented a
different approach to how publically owned organisations could be run. NPM’s focus is
to make public enterprises perform better and more efficiency by making them operate
more like private businesses (Diefenbach, 2009; Fernandez and Rainey, 2006). With the
advent of NPM, management became an important orientation for public enterprises,
replacing simple administration. Change remains an unending process in the life of
organisations and this underlies why scholars have emphasised the need to understand
organisational change. Researchers often try to explain organisational change by borrowing
concepts or theories from other fields (Poole et al, 2000) and numerous theories have been
proposed to explain the organisational change phenomenon. Pettigrew’s (1985) critique of
the organisational change literature initiated an era of transformation in change research.
Previous organisational change theories focused on the dynamics and attributes of the
change process, not recognising the importance of processes (Pettigrew et al,, 2001;
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Poole, 2004; Van de Ven, 1992). Such approaches had restricted change theory, as
they ignored the influence of other influential factors affecting change (Poole, 2004).
In respect to public enterprises, Kuipers ef al. (2014), and previously Fernandez and
Rainey (2006), have argued that organisational change theories relating to public
enterprises still needed researcher attention. Kuipers et al. (2014) recognise the need for
more detailed longitudinal studies to examine change processes in public contexts.

Our review of contemporary organisational change theories identified one which
seems especially relevant to explaining the organisational change phenomenon in
public enterprises — Van de Ven and Poole’s (1995) Evolutionary Change Theory (ECT),
which forms the central feature of this paper. The ECT offers a notable explanation
of evolutionary phenomenon in organisational populations (Poole et al,, 2000). However,
with regards to evolution organisational theorists are divided among two popular
perspectives which currently dominate the field: selection and adaptation perspectives.
These perspectives find their roots in biology through Darwin and Lamarck, respectively.
Hodgson (2013) contends that the selection-adaptation debate is a confusion that leads to
misleading terminology. Paulino (2009) has suggested otherwise, highlighting that they
are in fact two different perspectives. Theorists who adopt the Darwinian view argue that
change is driven by natural selection, with the environment selecting the best fit (Paulino,
2009). In contrast, the Lamarckian view argues that adaptation by organisations is
necessary in order to achieve a better fit with the environment (Paulino, 2009). In response,
many researchers have suggested it is important to amalgamate the two perspectives to
better understand organisational change (Astley and Van de Ven, 1983; Paulino, 2009;
Singh et al., 1986). We agree with Hodgson (2010) who suggests that Darwinian principles
that apply to organisms are unlikely to explain organisational phenomena. Recent
scholars have suggested adopting variation, selection, and retention as an overarching
framework (Aldrich and Ruef, 2006; Aldrich et al, 2008; Hogdson, 2010, 2013).

Rather than discard the theory, we argue that the current representation of the ECT by
Van de Ven and Poole (1995), whilst valuable, is oversimplified and hence incomplete. Thus
we utilise the Darwinian concepts as a meta-theoretical framework and integrate ideas from
other management theories to develop a more comprehensive ECT. It can be argued that
ECT, although a process theory, fails to acknowledge the role of context (organisation’s
external and internal environments) and content (organisational structures and strategies)
in the change process. Thus, we propose an enhanced ECT with two additional stages
— dissatisfaction and adaptation. It also acknowledges two important aspects of
organisational change — its stimuli (what influences) and moderators (who matters).

The New Zealand electricity industry (NZEI) serves as an ideal research setting for
appraising this enhanced version of the ECT. This industry has evolved over the past
four decades, with electricity reforms a significant component of the political agenda.
Moreover, the industry provides two necessary dimensions for ECT analysis (Van de
Ven and Poole, 1995) — having multiple entities and a prescribed mode of change.

These arguments highlight this study’s dual contribution to studying change in
public enterprises. First, it provides a more comprehensive understanding of the
dynamics of change as organisations progress through the ECT’s stages. Second, it
specifically identifies the different stimuli provoking change and the key moderators
influencing change in the industry. This has implications for government, as the study
can explain the behaviour of different moderators during the change process, identifying
possible influences on policy making.

The remainder of this paper provides a brief overview of organisational change, followed
by a discussion of the ECT’s origins and limitations in its current form. An enhanced version
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Figure 1.

The Evolutionary
Change Theory
proposed by Van de
Ven and Poole (1995)

of the ECT is proposed after reviewing other organisational theories. With the NZEI as
the research setting, we discuss how the enhanced ECT has contributed to a better
understanding of the dynamics of organisational change, particularly in public enterprises.

The organisational change phenomenon
Scholarly research has focused on ascertaining “how and why organisations change” (Poole
and Van de Ven, 2004a, b). Since the early 1950s, researchers have continued to investigate
organisations, trying to explain the fundamentals of change. From these efforts, numerous
theories have emerged. However, the multifaceted nature of organisational change has
complicated attempts to comprehend it in its entirety (Weick and Quinn, 1999). It is beyond
the scope of this paper to review the quite extensive body of literature; however, detailed
summaries can be found in Armenakis and Bedeian (1999), Poole (2004), and By (2005).
Change is widely associated with the notion of evolution — following a path that
achieves ever greater fitness with the environment (March, 1994). Thus, organisational
change becomes an observable phenomenon captured by the process of evolution, as
borrowed from biology. The evolutionary approach encompassing adaptation and
selection, is generally used to explain the organisational change phenomenon (Paulino,
2009). These two well recognised processes offer a means for developing theories with
different outlooks on change (Aldrich and Ruef, 2006). While the adaptation view
implies that organisations are flexible and thus responsive to exogenous conditions,
with change as a consequence (Levin, 2003; Nelson and Winter, 1982; Paulino, 2009),
natural selection implies that organisations are relatively inflexible, resist change, and
consider it difficult and hazardous (Amburgey et al, 1993; Hannan and Freeman, 1977,
1984). The two perspectives offer independent assessments of the role of the organisation
in its environment, differing on how they see the stimuli for change. However, it is
important to acknowledge that organisations and their environments coexist and are
involved in a pattern of co-creation (Morgan, 1996). Therefore, as stated by Paulino (2009),
a combination of both processes is necessary to completely comprehend change dynamics.

The ECT
The ECT proposed by Van de Ven and Poole (1995) is depicted in Figure 1. Consisting of
a repetitive sequence of variation, selection, and retention, the cycle is generated by
competition for scarce resources between entities inhabiting a population. To thoroughly
understand the three stages proposed in the ECT, we reviewed the literature examining
the process of natural selection incorporating these stages, particularly the seminal work
of Hannan and Freeman (1977) and Aldrich and Ruef (2006), in organisational theory.
The ECT in its current form represents a mechanism that appears to describe
organisational change from an evolutionary perspective. However, the ECT is simply
Darwin’s natural selection process of variation, selection, and retention taken from biology
and applied to organisations. As such, it has attracted criticism from organisational thinkers.
March (1994) points out, the “evolution” is used in a relatively narrow sense in organisational

» VARIATION —» SELECTION — » RETENTION

Unit of Change —
Multiple Entities

Mode of Change - Prescribed
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theories, suggesting that the traditional meaning of evolution emphasises ordered change in
species, individuals, and social systems. Like biological organisms, organisations appear to
evolve from relatively simple structures to more complex ones. We argue that the ECT pays
little attention to the other complex aspects involved in organisational change. This clearly
highlights the need for research to re-examine the ECT.

The enhanced ECT

By recognising variation, selection, and retention as essential components of an ECT,
we then sought to integrate useful ideas from approaches (Aldrich and Ruef, 2006) to
develop a more comprehensive ECT. The evolutionary perspective is appears to be
dominated by the selection perspective (Paulino, 2009). Thus, to enhance the current
ECT, we began by focusing on those which emphasise the adaptation perspective.

The adaptation perspective and its relevant theories

Responsiveness to the environment is important for organisations as otherwise they
will appear dormant in organisation-environment interaction. Hence, it is essential that
adaptation is taken into account when explaining organisational change. The concept
of adaptation is often associated with organisations (Lewin ef al., 2004). Levinthal (1994)
cites Thompson (1967) who argued that organisational changes are adaptive responses
which result from environmental feedback as organisations change strategies and
structures in response to threats and opportunities. Additionally, researchers have
emphasised that organisations adapt to environmental changes by “replacing less
favourable competencies with more favourable competencies” (McKelvey, 1998).

In their extensive review of the adaptation and selection debate, Lewin ef al (2004)
identified six theories focusing on the organisation. From reviewing these, it was apparent
that two ideas predominated — elements in the environment that act as stimuli for change,
and actors (both internal and external) who act as moderators of change. Identifying the
relevance of stimuli and moderators of organisational change is important for understanding
change more comprehensively. To identify the stimuli and the moderators, we reviewed a
range of management theories. A snapshot of these is presented in Figure 2.

Environmental influences — stimudi. As organisations integrated into society (Hannan and
Freeman, 1989), they are affected by a variety of external influences — social, politio-legal,
economic, technological, and others (Feldman, 2004; Harrison and John, 1996; Schaltegger
et al, 2003). We argue that these influences create the atmosphere for organisational change
and can act as triggers of change. This is also recognised in strategic choice theory where it
is argued that organisations react to their environment (Child, 1972; Miles and Snow, 1978;
Thompson, 1967). As the current ECT emphasises the influence of the external environment,
we focused only on those external influences that act as stimuli for change.

Change moderators. It is hard to imagine organisational change without intervention
by groups who have an interest in business well-being — stakeholders (Schaltegger ef al,
2003). The existence and potential contribution of these groups to businesses activities
mandates asking the question of how various stakeholders influence organisational
change. We derive our identification of stakeholders from the works of Clarkson (1995),
Freeman et al, (2008), and Wheeler and Sillanpaa (1997).

Dissatisfaction and adaptation. Changes in external environments act as stimuli.
Along with moderation by stakeholders, such stimuli are critical for initiating change.
Among these, dissatisfaction has long been recognised in research on decision making
and strategic planning (Chakravarthy and Lorange, 1991; March and Simon, 1958;
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Figure 2.
Overview of various
theories examined

Figure 3.

An enhanced
Evolutionary
Change Theory

Selection Adaptation
(Darwin) (Lamarck)
I |
Organisational Populations Organisational Communities
(Hannan and Freeman,1977) (Freeman and Audia, 2006)
ENVIRONMENT ORGANISATION
" Population Ecology © " Community Ecology
(Hannan and Freeman,1977) . (Astley,1985)

e Resource Based Theory

(Penrose, 1957; Wernerfelt, 1984; Barney, 1991)

e Behavioural Theory of Firm

(Cyert and March, 1963)

¢ Organisational Learning

(Fiol and Lyles, 1985; Levitt and March, 1988; Huber, 1991)
e Punctuated Equilibrium

(Miller and Friensen, 1980; Tushman and Romanelli, 1985;
Gersick, 1991)

e Strategic Choice

(Thompson, 1967; Chid, 1972; Miles and Snow, 1978)

* Contingency Theory

(Burns and Stalker, 1961)

e Equifinality

(Gresov and Drazin, 1997)

* Resource Dependence Theory

(Pfeffer and Salancik, 1978; Green and Welsh, 1988)

ORGANISATION

ENVIRONMENT and

Mintzberg et al, 1976). Dissatisfaction arises from the perception of risk that the
organisation might not survive changing conditions or that it might fail to meet desired
goals. Therefore, we borrow the concept of dissatisfaction from Van de Ven and Poole
(1995), arguing it is a precursor to variation.

In their seminal work, Nelson and Winter (1982) and Levin (2003) recognise that
organisations can adapt to new and unexpected changes by self-organising and
reconfiguring (Hearnshaw and Wilson, 2013). Moreover, previous research points
out that many organisations change and align themselves with environmental
changes — social, political, economic, and institutional (Daft and Weick, 1984; Smit and
Wandel, 2006). Considering the relevance of adaptability in organisational change
studies, we argue it as an important stage in the ECT.

In Figure 3, we represent an enhanced model of the ECT which incorporates — external
environmental influences as stimuli and stakeholders as moderators. We also propose
dissatisfaction and adaptation as two necessary stages in the ECT. In order to empirically
mvestigate this enhanced ECT, we needed an appropriate research setting and method.
These are discussed below.

EXTERNAL
ENVIRONMENTAL
INFLUENCES STAKEHOLDER STAKEHOLDER
* INFLUENCES INFLUENCES

RETENTION/

’—vDISSATISFACTION—> VARIATION —» SELECTION —» ADAPTATION —‘
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Research method and data

Evolutionary

Pettigrew et al (2001, p. 697) suggest “if the change process is the stream of analysis, change stimuli

the terrain around the stream that shapes the field of events, and is in turn shaped by
them, is a necessary part of the investigation”. Other scholars have suggested that
process research is appropriate for examining forces influencing change (Langley ef al,
2013; Poole et al., 2000; Van de Ven 2007). In process research, the focus shifts towards
understanding how entities adapt, change, and evolve over time (Hernes and Weik,
2007; Van de Ven, 2007). Moreover, the ECT was put forward as a process theory by
Van de Ven and Poole (1995), confirming the process orientation.

Research setting

In the 1980s, a wave of privatisation of state-owned enterprises (SOE) swept through
the developed nations to become a component of public management policy. Taking a
company private was a useful economic tool for governments to improve the efficiency
and performance of SOEs (Letza ef al., 2004). Thus, the idea of NPM introduced in many
western nations from the 1970s (UK, USA, Europe, Australia, New Zealand, and
Canada) (Diefenbach, 2009) found its motivation from pro-privatisation arguments.
Faced with an economic crisis in the mid-1980s, New Zealand embarked on significant
economic and social reforms that would have substantial and lasting effects on the
electricity industry (Funnel ef al, 2009). Change is not new for the NZEI as it has
undergone significant changes and continued to evolve over the past four decades.
Reforms emphasising privatisation, continue to be a significant part of the political
agenda. When a Labour government came to power in 1984, radical reforms were
initiated in due to rising public debt, higher unemployment, and increasing inflation.
The Electricity Corporation of New Zealand which was set up as an SOE in late 1980s
was later divided into three separate competing SOEs in 1999. The NZEI has
continued to evolve over the years and became a matter of debate in 2011 again
following the government’s plan to pursue a mixed-ownership model. The substantial
changes in the industry over the past four decades provides an ideal setting for
empirically testing the enhanced ECT. Moreover, it provides a rich and varied
political and social context.

Data collection and analysis

Our research plan follows Van de Ven’s (2007) recommendations, where identifying key
issues and decisions are necessary to the method. The flowchart in Figure 4 demonstrates
how we progressed from data collection to analysis. In line with other studies (Bingham
and Kahl, 2013; Klarner and Raisch, 2013; Knudson and Ruttan, 1989; Maguire and Hardy,
2013; Wright and Zammuto, 2013), longitudinal data were taken from archival records
from early 1984 through 2007. Real time data were captured from 2008 until end of 2012.
We also interviewed an economist who has extensively reviewed the industry to gather
his views. The use of multiple sources for gathering data ensured triangulation to
strengthen implications for the proposed theory (Huberman and Miles, 2002). Following
Scudder et al (1989), a timeline of incidents was created (Jick, 1979). The data were then
organised sequentially into “incidents” (Abbott, 1984; Poole et al., 2000). A total of 350 were
identified as relevant to the industry. We next identified theoretically meaningful “events”
from the incident data (Poole ef al, 2000; Van de Ven, 2007). Before coding, it was
mmportant to defining how events would be mapped (Poole et al, 2000). Utilising a
deductive approach, we derived a set of theoretical constructs from the literature to
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Figure 4.
Snapshot of
research method

Mode of Inquiry
Deductive

!

Data Collection

Unit of Analysis: New Zealand Electricity Industry

Observation Method:

Historical data (1984-2008) from 5 different local newspapers, journal articles,
reports published by various Govt agencies, IMF & OECD reports

Real time data: Jan 2009-Dec 2012

349 Incidents collected between Feb 1984-Dec 2012

'

Process Concepts
Stages:

Dissatisfaction,
Variation,
Selection,

Retention and
Adaptation

Ext
Environmental
Influences:

Social, Political,
Economic and Legal
Stakeholders:

Incidents and
Events:

Coding rules
developed to
identify incidents
are indicators of
what stages, ext
environmental
influences and

Data Measurement and Analysis

Tabulating and
Organising Data:
Microsoft Excel and
Nvivo 9

Testing an enhanced
process theory:
Explanation of
generative mechanisms
of observed events

External/Internal, stakeholders

Primary/Secondary

categorise events (Poole et al, 2000). Coding rules were developed for classifying the
incident data into the relevant theoretical constructs (indicated in Figure 4) and thus to
achieve reliability and validity (Poole ef al., 2000; Van de Ven and Ferry, 1980). Coding was
performed by the three researchers, who evaluated a random sample of 20 per cent of the
incidents. Inter-rater reliability (IRR) of 90 per cent was initially achieved. The researchers
resolved differences in categorisation through discussion and mutual consensus,
following Van de Ven and Garud (1994). A second pass with another 20 per cent sample
yielded an IRR of 99 per cent, thus demonstrating consistency comparable to other
published studies (Balzarova and Castka, 2008; Van de Ven and Garud, 1994).

Findings

By coding the data into the theoretical constructs, we were able to examine patterns in
the data. These included interactions between stakeholders and the role of external
influences in relation to each incident. A brief overview of the key events by decade is
presented in Table L.

External envivonmental influences (stimuli)
« Economic influences — a total of 121 incidents were identified as influenced by
economic concerns confronting the NZEI.
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« Political influences — the nature of the NZEI is such that it is tightly bound up
with politics. New Zealand’s government is an active, pivotal participant in the
activities of the industry.

« Legal influences — to implement changes in the industry, a government must
have appropriate legislation in place. We identified 67 incidents that were
consequences of legislative implementation.

« Social influences — although issues in the social external environment may play a
less significant part in influencing this industry, we identified 42 incidents
reflecting social environmental factors.

Stakeholders (moderators)

There were several different groups able to influence change in the NZEIL The
government of New Zealand has been regarded as an omnipotent stakeholder, as it
influences all stages and entities across the change process. More importantly, it sets
the “rules of the game” for other stakeholders in the industry. Table II summarises key
incidents in the New Zealand electricity industry.

Stages of the enhanced ECT
Figure 5 provides details of the various connections between the five different stages of
the proposed enhanced ECT:

« Dissatisfaction accounted for 26 incidents. In total, 11 of these lead to adaptation,
whilst another 11 lead to variation. The economic external environment was a
major source of dissatisfaction. Prominent stakeholders influencing dissatisfaction
stage were classed as external-primary stakeholders.

+ Variation provided 96 incidents, with 23 leading to selection. Variation was also
mainly influenced by the external economic environment. External-secondary
stakeholders had more influence over this stage.

* Selection offered 61 incidents, where 12 lead to retention, nine lead to adaptation,
and six lead to dissatisfaction. Variation was also largely influenced by the
external economic environment as well as external-secondary stakeholders.

« Retention accounted for 80 incidents. Totally, 12 lead to adaptation and two lead
to dissatisfaction. Retention was influenced by both the economic and legal
external environments. The external-secondary stakeholders exercised more
influence on this stage.

« Adaptation offered 49 incidents. Totally, 13 lead to variation, which was affected
by both the economic and social external environments. External-secondary
stakeholders, again, had greater influence on this stage.

Discussion

Hodgson (2013) reiterates March’s (1994) thought that the term “evolution” is widely
used in organisational studies; however, it remains ambiguous. Additionally, Hodgson
(2010, 2013) suggests that the term “evolution” generally evokes Darwinism, but can
sometimes refer broadly to change. Cordes (2006) cites Witt (2003) to argue that current
Darwinian theories of evolution fail to incorporate the dynamics of the evolution of
capabilities. ECTs tends to confine dynamics to the Darwinian view of evolution (Hodgson,
2013). Hodgson and Knudsen (2010, p. viii) suggest that the Darwinian concept of evolution
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(variation, selection, and retention) “is a meta-theoretical framework that stimulates further
enquiry and provides a repository for contingent auxiliary theories and models”. The
findings support a newly proposed enhanced ECT and provide insight into organisational
change in a public context by incorporating additional influences. Figure 5 reveals that the
process of evolutionary change is complex. It is not a circular process moving from one stage
to another, but rather one where change may “jump” from one stage to another that may not
follow directly from it. For example, rather than being restricted to a selection-to-retention
path, selection may instead lead to adaptation or dissatisfaction.

The enhanced ECT emphasises that stakeholders may play a significant role in the
organisational change process. Our study of the NZEI has identified different stakeholder
groups who can influence the process of change in public enterprises. It clearly recognises
the significant role government plays as the most powerful stakeholder. As these
enterprises are formed from public revenue, decision makers therefore have a responsibility
towards the public (Davis ef al, 2010). Our research also identified other stakeholder groups
that influence the operation of the NZEI This is likely to offer policy makers a clearer view
of the importance of potential stakeholders and also their likely reactions to changes in the
industry. Recently, calls for more longitudinal and process focused research have been
increasing (see Pettigrew ef al, 2001; Langley et al, 2013). Moreover, Kuipers ef al (2014)
indicated the need for more in-depth longitudinal studies which examine the process of
organisational change in public enterprises. The present study addressed these needs.

Limutation and future research recommendations

Although this study makes a contribution to the organisational change literature, it has
limitations which need to be acknowledged. These relate to data collection, examination of
internal influences, and generalisability of the enhanced ECT. This research argues that
evolutionary change progresses through five individual stages influenced by stimuli and
moderators in each; however, this project only examined the role of external environmental
mfluences on the change process and internal environmental forces were not accounted for.
The nature of the NZEI was such that it is strongly influenced by changing economic and
political circumstances, with the government as a powerful stakeholder. It is possible that
other industries in different geographical locations may respond to different external
environmental and stakeholder influences. Most importantly, although robust in its
examination of the NZEIL this project has focused on one industry to appraise the enhanced
ECT, limiting generalisability. Future research should examine the enhanced ECT with a
different industry. Diverse geographical locations might demonstrate (or compromise) its
generalisability, augmenting its explanatory strength further still. Additionally, more
research should accommodate the influences of both external and internal environments
to add to theoretical robustness. Such extensions are likely to further enhance our
understanding of evolutionary change.

Conclusion

Although significant theoretical development has occurred over the past two decades
and the field of organisational change has thus become richer (Weick and Quinn, 1999),
it can be argued that it is still far from mature (Pettigrew et al, 2001). Kuipers et al.
(2014) clearly indicate the need for more in-depth longitudinal studies which examine
the process of organisational change focused specifically on public enterprises.
We attempted to address this gap by examining change in the NZEIL This study has
provided strong evidence of how stimuli and moderators influence the organisational
change process, advancing our knowledge and understanding of organisational change
in public enterprises from an evolutionary perspective.

Evolutionary
change stimuli
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