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Transforming
Organizations:
Why Firms Fail

v any objective measure, the amount of significant, often
traumatic, change in organizations has grown tremen-
dously over the past two decades. Although some people
predict that most of the reengineering, restrategizing, mergers,
downsizing, quality efforts, and cultural renewal projects will soon
disappear, I think that is highly unlikely. Powerful macroeconomic
forces are at work here, and these forces may grow even stronger
over the next few decades. As a result, more and more organiza-
tions will be pushed to reduce costs, improve the quality of prod-
ucts and services, locate new opportunities for growth, and increase
productivity.
To date, major change efforts have helped some organizations
adapt significantly to shifting conditions, have improved the com-
petitive standing of others, and have positioned a few for a far better



4 + THE CHANGE PROBLEM AND ITS SOLUTION

future. But in too many situations the improvements have been
disappointing and the carnage has been appalling, with wasted re-
sources and burned-out, scared, or frustrated employees.

To some degree, the downside of change is inevitable. Whenever
human communities are forced to adjust to shifting conditions,
pain is ever present, But a significant amount of the waste and an-
guish we've witnessed in the past decade is avoidable. We've made a
lot of errors, the most common of which are these.

FIGURE 1-1

Eight errors common to organizational change efforts and their
consequences

Common errors
e Allowing too much complacency

* Failing to create a sufficiently powerful guiding
coalition

e Underestimating the power of vision

Undercommunicating the vision by a factor of 10
(or 100 or even 1,000)

Permitting obstacles to block the new vision
Failing to create short-term wins

Declaring victory too soon

Neglecting to anchor changes firmly in the
corporate culture

Consequences

New strategies aren’t implemented well
Acquisitions don’t achieve expected synergies
Reengineering takes too long and costs too much

Downsizing doesn’t get costs under control

Quality programs don’t deliver hoped-for results




the motives of those pushing for transformation; they worry that
major change is not possible without carnage; they fear that the
boss is a monster or that much of the management is incompetent.
After watching dozens of efforts to enhance organizational perfor-
mance via restructuring, reengineering, quality programs, mergers
and acquisitions, cultural renewal, downsizing, and strategic re-
direction, I draw a different conclusion. Available evidence shows
that most public and private organizations can be significantly im-
proved, at an acceptable cost, but that we often make terrible mis-

takes when we try because history has simply not prepared us for

Successful Change
and the Force
That Drives |t

eople who have been through difficult, painful, and notvery
successful change efforts often end up drawing both pessi-
mistic and angry conclusions. They become suspicious of

transformational challenges.

FIGURE 2-1

Economic and social forces driving the need for major change in

organizations
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The globalization of markets and competition

{

More hazards

More opportunities

- More competition - Bigger markets

- Increased speed - Fewer barriers

- .

More large-scale change in organizations

To avoid hazards and/or capitalize on opportunities, firms must become

stronger competitors. Typical transformation methods include:
- Reengineering - Mergers and acquisitions

- Restructuring - Strategic change

- Quality programs

- Cultural change

Source: From The New Rules: How to Succeed in Today’s Post-Corporate World by John P. Kotter.

Copyright © 1995 by John P. Kotter. Adapted with permission of The Free Press, a Division of Simon &

Schuster.



FIGURE 2-2

The eight-stage process of creating major change

1 Establishing a sense of urgency

+ Examining the market and competitive realities
+ Identifying and discussing crises, potential crises, or major opportunities

2 Creating the guiding coalition

« Putting together a group with enough power to lead the change
+ Getting the group to work together like a team

3 Developing a vision and strategy

+ Creating a vision to help direct the change effort
+ Developing strategies for achieving that vision

4 Communicating the change vision

+ Using every vehicle possible to constantly communicate the new vision and strategies
+ Having the guiding coalition role model the behavior expected of employees

v

5 Empowering broad-based action

+ Getting rid of obstacles
+ Changing systems or structures that undermine the change vision
+ Encouraging risk taking and nontraditional ideas, activities, and actions

v

6 Generating short-term wins

+ Planning for visible improvements in performance, or “wins”
» Creating those wins
+ Visibly recognizing and rewarding people who made the wins possible

-

7 Consolidating gains and producing more change

e Using increased credibility to change all systems, structures, and policies
that don’t fit together and don’t fit the transformation vision

e Hiring, promoting, and developing people who can implement the change vision
* Reinvigorating the process with new projects, themes, and change agents

-

8 Anchoring new approaches in the culture

* Creating better performance through customer- and productivity-oriented
behavior, more and better leadership, and more effective management

* Articulating the connections between new behaviors and organizational success
e Developing means to ensure leadership development and succession

Source: Adapted from John P. Kotter, “Why Transformation Efforts Fail,” Harvard Business Review (March—
April 1995): 61. Reprinted with permission.



FIGURE 2-3

Management versus leadership

Management Leadership

* Planning and budgeting: = Establishing direction: developing
establishing detailed steps and a vision of the future —often the
timetables for achieving needed distant future —and strategies for
results, then allocating the resources producing the changes needed to
necessary to make it happen achieve that vision

* Organizing and staffing: = Aligning people: communicating
establishing some structure for direction in words and deeds to all
accomplishing plan requirements, those whose cooperation may be
staffing that structure with individuals, needed so as to influence the creation
delegating responsibility and authority of teams and coalitions that under-
for carrying out the plan, providing stand the vision and strategies and
policies and procedures to help guide that accept their validity
people, and creating methods or « Motivating and inspiring:
systems to monitor implementation energizing people to overcome

e Controlling and problem solving: major political, bureaucratic, and
monitoring results, identifying devia- resource barriers to change by
tions from plan, then planning and satisfying basic, but often unfulfilled,
organizing to solve these problems human needs

v v

= Produces a degree of predictability e Produces change, often to a dramatic
and order and has the potential to degree, and has the potential to
consistently produce the short-term produce extremely useful change
results expected by various stake- (e.g., new products that customers
holders (e.g., for customers, always want, new approaches to labor rela-
being on time; for stockholders, tions that help make a firmm more
being on budget) competitive)

Source: From A Force for Change: How Leadership Differs from Management by John P. Kotter. Copyright
© 1990 by John P. Kotter. Adapted with permission of The Free Press, a Division of Simon & Schuster.

FIGURE 2-4

The creation of an overmanaged, underied corporate culture

Some combination of visionary entrepreneurship and/or luck creates
and implements a successful business strategy.

!

A fairly dominant position (and thus lack of strong competition) is
— established in some market or markets —usually a product or
service market, perhaps also financial, labor, or supply markets.

!

The firm experiences much success in terms of growth and profits.

Tl Il I

The firm needs, The pressures on Managers begin to
hires, and promotes managers come believe that they are
managers, not lead- mostly from inside the best and that
ers, to cope with the the firm. Building their idiosyncratic
growing bureaucracy. and staffing a traditions are supe-
Top managers allow bureaucracy that can rior. They become
these people, not -<+— cope with growth is more and more
leaders, to become the biggest chal- arrogant. Top man-
executives. Some- lenge. External agement does
times top manage- constituencies are nothing to stop this
ment actively neglected. trend and often exac-
prevents leaders erbates it.

from becoming

senior executives.

|—> A strong and arrogant culture develops.

L Managers fail to acknowledge the value of
customers and stockholders. They behave in
an insular, sometimes political fashion.

Managers fail to acknowledge the value of leadership
and the employees at all levels who can provide it.
They tend to stifle initiative and innovation. They
behave in centralized/bureaucratic ways.

Source: From Corporate Culture and Perforrmance by John P. Kotter and James L. Heskett. Copyright
© 1992 by Kotter Associates, Inc. and James L. Heskett. Adapted with permission of The Free Press, a
Division of Simon & Schuster.



