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This chapter presents interventions for trans-
forming organizations—that is, for changing the
basic character of the organization, including
how it is structured and how it relates to its envi-
ronment. These frame-breaking and sometimes
revolutionary interventions go beyond improv-
ing the organization incrementally, focusing
instead on changing the way it views itself
and its environment. They bring about impor-
tant alignments between the organization and
its competitive environment and among the
organization’s strategy, design elements, and
culture.

Transformational change can occur in res-
peonse to or in anticipation of major changes in
the organization's environment or technology.
In addition, these changes often are associated
with significant revision of the firm's business
strategy, which, in turn, may require modifying
internal structures and processes as well as its
corporate culture to support the new direction.
Such fundamental change entails a new para-
digm for organizing and managing organiza-
tions. It involves qualitatively different ways of
perceiving, thinking, and behaving in organiza-
tions. Movemnent toward this new way of operat-
ing requires senior executives to take an active
leadership role. The change process is charac-
terized by considerable innovation as members
discover new ways of improving the organiza-
tion and adapting it to changing conditions.

Transformational change is an emerging part
of organization development, and there is some

Transformational Change

confusion about its meaning and definition. This
chapter starts with a description of several major
features of transformational change. Against
this background, three kinds of interventions
are discussed: integrated strategic change,
organization design, and culture change.
Integrated strategic change is a compre-
hensive OD intervention aimed at a single
organization or business unit. It suggests that
business strategy and organization design must
be aligned and changed together to respond
to external and internal disruptions. A strategic
change plan helps members manage the tran-
sition between the current strategic orientation
and the desired future strategic orientation.
Organization design addresses the different
elements that comprise the “architecture” of the
organization, including structure, work design,
human resources practices, and management
and information systemns. It seeks to fit or align
these components with each other so they direct
members’ behaviors in a strategic direction.
An organization’s culture is the pattern of
assumptions, values, and norms that are more
or less shared by organization members, A grow-
ing body of research has shown that culiure can
affect strategy formulation and implementation
as well as the firm's ability to achieve high levels
of performance. Culture change involves help-
ing senior executives and administrators diag-
nose the existing culture and make necessary
alterations in the basic assumptions and values
underlying organizational behaviors.

CHARACTERISTICS OF TRANSFORMATIONAL CHANGE

As the twenty-first century unfolds, a large number of organivations arc radically
altering how they operate and relate to their environmenis.! Increased global com-
petition is foreing many organizations to downsize or consolidate and become lcancr,
more efficient, and [lexible. Deregulation is pushing lirms in the linancial services,
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Lelecomimunications, and airline industries to rethink business strategies and reshape
how they operaie. Public demnand for less government intervention and lowered defi.
cits is forcing public scctor agencics 1o streamline opcrations and to deliver more for
less. Rapid changes in technologics render many organizational practices obsolete
pushing lirws to be continually innovative and nimble. ’

Orgauization transformation implies radical changes in how members perceive,
think, and behave at work. These changes go far beyond making the cxisting organi.
zatiou better or fine-tuning the status quo. They are concerned with fu.ndamentaliy
altering the prevailing assumnptions about how the organization [unctions and relates
to its environment. Changing these assumptions ¢ntails significant shilts in corporate
values and norms and in the structurcs and organizational arrangements that shape

‘members’ behaviors. Not only is the magnitude of change greater, but the change

tundamentally alters the qualitative nature of the organizaiion.

Change Is Triggered by Environmental and Internal Disruptions

Organirations are unlikely to undcrtake transformational change unless significant
rcasons to do so emerge. Power, emotion, and expertise arc vested In the oxisiing
organizational arraingements, and when faced with problems, organizations are more
likely to finc-tune thosc structures than to alter them drastically. Thus, in most cases,
organizations must experience or anticipale a severe threat to survival before they will
be motivaled 1o undertake transformational change.? $nch threats arise when covi-
ronmental and internal changes render existing organizational stratcgies and designs
obsolete. The changes threaten the very existence of the organization as it presently is
constituted.

In studying a large number of organization transformations, Tushiman, Ncwiman,
and Romanelli showed that transformational change occurs in respornse Lo at Icast
three kinds of disruption:’

1. Indusiry discontinuities—sharp changes in legal, political, cconomic, and tech-
nological conditions that shilt the basis for competition within an industry

2. Product life cycle shifts—changes in product life cycle that require differeut
busincss strategies

3. Internal company dynamics—changes in size, corporate portlolio strategy, or
cxecltive turnover.

These disruptions scvercly jolt organizations and push them to question their business
strategy and, in turn, their mission, values, structure, systcins, and procedures.

Change Is Aimed at Competitive Advantage

Transformational change is concerned with choices organizations make to improve
their competitive performance. To establish a competitive advantage, organizations
must achicve a favored position vis-a-vis their competitors or perlorm internally in
ways that are uniquc, valuable, and difficult to imitate.* Although typically associated
with for-profit tirms, these competitive criteria can also apply to nonprofit and gov-
crnmental organizations. Activitics that are unique, valuable, and diflicult to imitate
enhance the organization’s performance by establishing a competitive advantage over
its rivals.

Uniqueness All organizations possess a unique bundle of resources and processes
which, individually or in combination, represent the source of competitive advantage.
An important task in transtormational chauge is to understand these unique organi-
zational featurcs. For example, resourees can be financial, such as access to low-cost
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capital; reputational, such as brand image or a history ol product quality; technological,
such as patents, know-how, or a strong research and development department; and
human, such as excellent labor-management relationships or employees with scarce
and valuable skills. Apple’s reputation as a leading-edge innovator ol consumer elec-
rronic products, such as the iPod and iPhone, makes a powcerful case for how resources
alope can represent a unique advantage.

An organization’s processes—regular patterns of organizational activity involving
a sequence of tasks performed by individuals®—use resources 10 produce goods and
services. Por example, a software development process combines computer resources,
programining languages, typing skills, knowledge of computer lauguages, and customer
requircments to produce a new software application.. Other organizational processcs
include new product development, strategic planning, appraising member perfor-
mance, making sales calls, fulfilling customer orders, and the like. When resources and
processes are lormed into capabilities that allow the organization to perform complex
activities better than others, a distinctive competence is identified.® Collins found that
a key determinant in an organization’s transition from “good to great” was a clcar
understanding and commitment to the onc thing an organization docs better than
anyone else.”

Value Organizations achieve competitive advantage when their unique resources
and processes are arranged in such a way that products or services cither warrant
a highcr-than-average price or are cxceptionally low in cost. Both advantages are
valuable according to a performance/price criterion. Products and services with
highly desirable icatures or capabilities, although expensive, are valuable becausc ol
their ability to satisfy customer dermands for high quality or some other performance
dimension. BMW automobiles-are valuable because the perceived benelits ol superior
handling excced the price paid. On the other hand, outputs that cost little to pro-
duce are valuable becausce of their ability to satisfy customer demands at a low price.
Hyundai automobiles are valuable because they provide basic transportation at a low
pricc. BMW and Hyundai are both prolitable, but they achicve that outcome through
different value propositions.

Difficult to Imitate Finally, competitive advantage is sustainable when unique and
valuable resources and processes are difticult to mimic or duplicate by other organiza-
lions.® Organizations have devised a number of methods for making imitation difflicult.
For example, they can protect their competitive advantage by making it difficult for
other lirms to identily their distinctive competence. Disclosing unimportant informa-
tion at trade shows or forgoing superior profits can make it difficult for competitors to
identily an organization’s strengths. Organizations also can aggressively pursue a range
of opportunities, thus raising the cost for competitors who try to replicaie their suc-
cess. Finally, orgauizations can seek to retain key huwan resources through atrractive
compensation and reward practices like those described in Chapter 17, thercby making
it more difficult and costly for competitors to attract such talent.

The success of a competitive siralegy depends on organization responses that resualt
in unique, valuable, and difficult-to-imitate advantages. Transtormational change
assisls organizations in developing these advantages and managing strategic change.

Change Is Systemic and Revolutionary

Transformational change involves reshaping the organivation’s design clements and
culture. These changes can be characterized as systemic and revolutionary because the
entire nature of the organization is attered fundamentally. Typically driven by senior
executives, change may occur rapidly so that it does not get mired in politics, individ-
ual resistance, and other lorms of organizational inertia.” This is particularly pertinent
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to changing the dillerent features of the organization, such as structurc, inlormation
systenis, human resources practices, and work design. These features tend 10 reinforee
one another, thus making it dillicult to change them in a piecemeal manner. ' They
need to be changed together and in a coordinated fashion so that they can mutually
support each other and the new cultural values and assumptions.'' Ultimately, these
changes should wotivate and dircet people’s behavior in a new strategic direction.
They are considered transformational when a majority of individuals in an organiza-
tion change their behavior.'*

Long-term studics of organizational cvolution underscore the revolutionary nature
of transformational change."* They suggest thal organizations typically move through
relatively long periods ot smooth growih and operation. These periods of convergence
or evolution are characterized by incremental changes. Al times, however, most
organizations cxperticrice severe external or internal disruptions thal render Cxisting
organizational arrangements incllective. Successiul firms respond to these threats 1o
survival by transforming themselves to it the new conditions. These periods ol total
system and quantum changes represent abrupt shifts in the organization’s structure,
culture, and processes. It successful, the shilts cnable the organization to expericnce
another long period of smooth functioning until the next disruption signals the need
[or drastic change.™

These studies of organization evolution and revolution point to the bencfits of
implewenting translormational change as rapidly as possible. The faster the organiza-
tion can respond to disruptions, the quicker it can attain the benefits ol operating ina
new way. Rapid change enables the organization Lo reach a period of smooth growth
and funciioning sooner, thus providing it with a compelitive advantage over those
lirms that change more siowly.

Change Demands a New Organizing Paradigm

Organizations undecrtaking transformational change arc, by definition, involved in
second-order or gamma types of change.”” Gamma change involves discontinuous shilts
in mental or organizational lrameworks.'® Creative metaphors, such as “organization
learning” or “continuous improverent,” are often uscd to help members visual-
ize the new paradigm.'” Increascs in technological ¢hange, concern for quality, and
worker participation have led many organizations o shilt thelr organizing paradigm[
Characterized as the transition from a “control-based” to a “commitment-based™ orga-
nization, the features of the new paradigm include leaner, morc flexible structures;
information and decision making pushed down to the lowest levels; decentralized
Leams and business units accountable for specific products, services, or CustoImers; and
participative management and teamwork. This new organizing paradigm is well suited
to changing conditions.

Change Is Driven by Senior Executives and Line Management

A key feature of transformational change is the active role of senior execntives and linc
managers in all phases of the change process.'® They are Tesponsible for the strategic
direction and operation ol the organization and actively lcad the transformation. They
decide when to initiate transformational change, what the change should be, how it
should be implemented, and who should be responsible for dirccting it. Because exist-
ing cxeculives may lack the talent, encrgy, and commitment Lo undertake these tasks,
they may he replaced by outsiders who are recrited to lead the change. Research on
rranslormational change suggests that cxternally recruited cxeculives are three times
more likely (o initiate such change than are existing executives,?

The critical role of executive leadership in transformational change is clearly emerg-
ing. Lucid accounts of tra nsformationai leaders describe how executives, such as Jack
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CHAPTER 20 Transformational Change

welch at General Electric, Lou Gerstner at 1BM, and Sir Celin Marshall at British
Airways, actively managed both the organizational and personal dynamics of transfor-
mational change.® The work of Nadler, Tushman, and others points to three key roles
for executive leadership of such change:*

1. Envisioning. Executives must articulate a clear and credible vision of the new
strategic oricntation. They also must set new and difficult standards for perlor-
mance, and generate pride in past accomplishments and enthusiasm for the new
strategy.

2. Energizing. Excculives must demonstrate personal excitement for the changes
and model the behaviors that are expected ol others, Behavioral integrity, cred-
ibility, and “walking the talk” are important ingredients.”” They nust conmnunicate
examples ol carly success to mobilize energy tor change.

3. Enabling. Executives must provide the resources necessary for undertaking signif-
icant change and use rewards to reinforce new behaviors. Leaders also must build
an ellective top-management team to manage the new organization and develop
management practices to support the change process,

Change Involves Significant Learning

Transtormational change requircs much Icarning and innovation.?* Organizational
menthers musi learn how 1o enact the new behaviors required (o implement new
strategic directions. This typically involves trying new behaviors, assessing their
consequences, and modilying them il necessary. Because members usually must learn
qualitatively different ways of perceiving, thinking, and behaving, the learning process
is likely to be substantial and to involve much unlearning. It is directed by a vision of the
future organization and by the valucs and norms needed to support it. Learning occurs
at all levels of the organization, from senior executives to lower-level employecs.

Because the environment itself is likely to be changing during the change process,
translormaticnal change rarcly has a dclimited time frame but is likely to persist as
long as the firmm needs to adapt to change. Learning how to manage change continu-
ously can help the organizaiion keep pace with a dynamic environment. It can provide
the buili-in capacily to [it the organization continually to its environment. Chapter 21
presents OD interventions for helping organizations gain this capabhility for continuous
change and learning.

INTEGRATED STRATEGIC CHANGE

Integrated siralegic change (1SC) cxtends traditional QD processes into the content-
oriented discipline of strategic management. 1t is a deliberate, coordinated process
that leads gradually or radically 1o systcmic realignments hetween the environment
and a firm’s strategic orientation, and that results in improvement in performance
and effectiveness.?

The I1SC process was initially developed by Worley, Hitchin, and Ross in response
1o managers’ complaints that good business siralegies often arc notl implemented.?
Rescarch suggests that too little attention is given to the change process and hnman
resources issues necessary to execute strategy.”® The predominant paradigm in stra-
tegic managenmceni—lormulation and implementation—artificially separates strate-
gic thinking from operational and tactical actions; it ignorcs the contributions that
planned change processes can make to implementation.”” In the traditional process,
senior managers and strategic planning stafl prepare cconomic lorecasis, compeli-
tor analyses, and market studics. They discuss these studies and rationally align the
firm's strengths and weaknesses with cnvironmenial opportunities and threats o
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form the organization’s strategy.” Then, implemcntation occurs as middle manageys
supervisors, and employees hear aboul the new strategy through memos, rcstructm:
ing announcements, changes in job responsibilities, or new departmental objectiveg.
Consequently, because participation has been limited to top management, there is fiye
nnderstanding of the need lor change and little ownership of the new behaviors, initia.
tives, and tactics required to achicve the annonnced objectives.

Key Features ISC, in contrast to the traditional process, was designed to be a highly
participative process. It has three key featnres:®

. The relevant unit of analysis is the organization’s strategic orientation comprising itg
strategy and organization design. Strategy and the design that supports it must be
considered as an integrated whole,

2. Creating the strategic plan, gaining commitment and support for it, planning ig
implementation, and exccuting it arc treated as one integrated process. The ability
1o repeat such a process quickly and clffectively when conditions warrant is valu-
able, rare, and difficult Lo imitate. Thus, a strategic change capability represents a
sustainable competitive advantage.”

3. Individuals and groups throughout the organization are integrated into the analysis,
planning, and implementation process to creatc a more achicvable plan, to maintain
the firm's strategic focus, Lo ditect attention and resources on the organization’s key
competencics, to improve coordination and in tegration within the organization, and
to create higher levels of shared ownership and commiltment.

Application Stages The I5C process is applied in four phascs: pexforming a strategic
aualysis, excrcising strategic choice, designing a strategic change plan, and implement-
ing the plan. The lonr steps are discussed sequentially here but actually unfold in
overlapping and integrated ways. Figure 20.1 displays the steps in the ISC process and
its change compouents. An organization’s existing stratcgic orientation, identitied as

[Figure 20.1 =
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its cutrent strategy (5,) and organization design (O}, is linked to its futore strategic
prientation (S,/0 ) by the strategic change plan.

1. Performing the strategic analysis. The ISC process begins with a diagnosis of the
grganization’s readiness for change and its current strategy and organization design
(S,/0,}). The most important indicator of readiness is senior management’s willing-
ness and ability to carry out strategic change. Greiner and Schein suggest that the
two key dimensions in this analysis are the leader’s willingness and commitmeni
to change and the senior team’s willingness and ability to follow the leader’s initia-
tive.*! Organizations whose leaders are not willing to Icad and whose senior manag-
ers arc not willing and able Lo support the new strategic dircclion when necessary
should consider team-building processes to ensure their cominitment.

The second stage 1 strategic analysis is understanding the current strategy and
organization design. The process begins with an examination of the organization’s
industry as well as its current financial performance and cllectiveness. This infor-
mation provides ihe necessary context to assess the current stratcgic orientation’s
viability. Porter’s modcel ol industry allractiveness® and the environmerntal
framework introduced in Chapter 5 are the two most relevant models for analyz-
ing the environment.

Next, the current strategic orientation is described to explain carrent levels of
performance and human outcomes. Several models for gniding this diagnosis exist.®
For cxample, the organization’s current strategy, structurce, and processes can be
assessed according to the model and inethods introduced in Chapter 5. A metaphor
or other label that describes how the organization’s mission, objectives, and
business policics lead o improved performance can be used to represent stralegy.
3M’s traditional strategy of “differentiation” aptly sumimnarizes its mission to solve
unsolved problems innovatively, its goal of having a large percentage ot current
revenucs come from products developed in the last live years, and its policies that
sipport innovation, such as encouraging cngincers to spend up to 15% of their
lime on new projects. An organization’s objectives, policies, and budgets signal
which parts of the environment are imporiant, and allocate and direct resources to
particndar environmental relationships.® Intel’s new-product development objec-
tives and allocation of more than 20% of revennes to research and development
signal the importance of its linkage 1o the technological environment.

The orgaunization’s design is described by the structure, work design, informa-
tion system, and human resources system. Other models for understanding the
organization’s strategic orientation include the compeltitive pesitioning model*™
and other typologies.” These frameworks assist in assessing customner satisfaction;
product and scrvice offerings; [inancial health; tlechnological capabilities; and orga-
nizational culture, structure, and systems.

The stratcgic analysis process aclively involves organization members. Large
group conferences; employee focus groups; interviews with salespcople, custom-
crs, and purchasing agents; and other methods allow a variety of employees and
managers to participate in the diagnosis and increase the amount and relevance
of the data collected. This builds commitment to and ownership of the analysis;
shounld a strategic change effort resnlt, members arc morce likely to understand why
and be supportive of it.

2. Exercising strategic choice. Once the existing strategic oricniation is understood,

a ncw one musl be designed. For example, the strategic analysis might reveal mis-
fits among the organization’s environment, strategic orientation, and perlormance.
These mislits can be used as inputs for craltling the [uture strategy aud organiza-
tion design. Based on this analysis, senior management formulates visions lor the
future and broadly defines two or (three allernative seis ol strategies and objectives
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for achieving those visions. Market forecasts, cmployecs’ readiness and willingneg,
to change, competitor analyses, and other projections can be used to develop the
alternative futurc scemarios.”” The different sets of strategies and objectives alg,
include projections about the organization design changes that will be necessary 1
support each alternative. Although participation from other organizational stake.
holders is important in the alternative generation phase, choosing the appropri-
ate strategic orientation ultimately rests with top management and cannot casily
be delegated. Senior execulives are in the unique position ol viewing a strategy
from a general-management position. When major strategic decisions are given g
lower-level managers, the risk ol [ocusing too narrowly on a product, market, or
technology increascs.

This step determines the content or “what” of sirategic change. The desired
strategy (S,) defines the products or services to oflcr, the markets to be served, and
the way these outputs will be produced and positioned. The desired organization
design (0,) specifies the organization structures and processes necessary 1o support
the new strategy. Aligning an organization’s design with a particular sirategy can
be a major source of superior performance and competitive advantage.®®

3. Designing the strategic change plan. The strategic change plan is a comprehen-
sive agenda for moving the organization from its current strategy and organization
design to the desired futurce strategic orientation. It represents the process or “how”
of strategic change. The change plan describes the types, magnitude, and schedule
of change activitics, as well as the costs associated with them. It also specilics how
the changes will be implemented, given powcer and political issues; the nature of
the organizational culture; and the current ability of the organization to implement
change.*

4. Implementing the plan. The final step in the ISC process is the actnal
implemeutation of the strategic change plan. This draws heavily on knowledge
of motivation, group dynamics, and change processes. It deals continuously with
such issues as alignment, adaptability, teamwork, and organizational and personal
learning. Tmplementation requires senior managers to champion the different
clemenis of the change plan. They can, for example, initiate action and allocate
resources to particular activitics, set high but achievable goals, and provide feed-
back on accorplishmenis. In addition, leaders must hold pcople accou ntable to the
change objectives, institutionalize the changes that occur, and be prepared to solve
problems as they arisc. This final point recognizes that no strategic change plan
can account for all of the contingencies that emerge. There must be a willingness
to adjust the plan as implementation unfolds to address unforeseen and unpredict-
able events and (o take advantage of new opportunities.

Application 20.1 describes an integrated strategic change process at Microsoft Canada
and demnonstrates how the process was refined over time as the organization built its
capahility in stralegic management.

ORGANIZATION DESIGN

Organization design conligures the organization’s structure, work design, human
resources practices, and managemceni and information sysicms to guide members’
behaviors in a strategic direction. This intervention typically occurs in response 10 d
major change in the organization’s strategy that reqnires lundamentally new ways
for the organization to funciion and members to behave. Tt involves many of the
organizational fcatures discussed in previous chapters such as restructuring organ-
izations (Chapter 14), work design (Chapter 16), and performance management
(Chapter 17). Because they all significantly affect member behavior, organization
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Managing Strategic Change
at Microsoft Canada

Microsoft Canada is a subsidiary of the Microsoft
corporation respensible for the marketing, sales,
and service of the full range of software products,
including the Windows operating systcms, the
office productivity suite, a variety of .Net products,
and the Xbox video gamie console. The organization
marketed to avaricly ol sepments, such as sofiware
application developers, small and medium busi-
ness, and large enterprises, through a broad range
of pariners that worked directly with the client
organizations to install and optimize the soltwarc’s
use. A small service organization, along with the
partner, provided consuling support 1o clients.

prior 10 2001, Microsoft Canada had been part of
the North American subsidiary. Under this struc-
ture, the large U.S. market was clearly the locus
of attention for Microsolt’s scrver, desktop, and
otiier software products. However, vrank Clegg,
president of Microsoll Canada, argued that the
Canadian market was dilferent and underdevel-
oped, Tt had a different mix of customers than did
the United States, different competitors, and differ-
ent growlh opportunities. Morcover, soltware sales
and personal computer shipments as a pereeniage
of the market’s size and growth were below world-
wide averages. These dilferences, Clegg argnced,
warranted a specialized strategy.

Asthefiscal ycar ended, Cleggand hisnewly appoint-
ed birector of Strategic Planning, Sandra Palmero,
wanted Lo seize the opportunity to define a uniquely
Canadian strategy. Prior to becoming Director of
Strategic Planning, Pabmero had been Director
of Marketing and Corporate Communicalions in
Microsoil Canada. There, with Richard Reynolds,
her senior marketing manager, they had crafted
and pmplemented a pariicipative process of strategic
planning. Palmero contacted the OD praclitioner
who had worked with them and contracted to
design and implement a strategic planning process
for the Canadian organization. Over a fwo-month
period, Palmcro conceived ol a scries of workshops
involving the Canadian Leadership Team (CIT).
This 1eam represenited a broad cross section of the
organization, including represcntatives from the
legal staff, human resources, Microsolt’s consulling
and service business, marketing managers, custonier

support, and managers responsible for different seg-
ments of Micrasoft’s business, including enterprisce
customers, small and medium business, Xbox, and
the Microsoft Network (MSN).

The strategic analysis phase consisted of prelimi-
nary work by several inembers of the CIT as well
as initial exercises during the firsi workshop.
Members of the CIT each preparcd an analysis ol
their respective area of responsibility. For cxample,
the cnterprise sales manager provided historical
growih Tales in revenucs, developed forecasts for
market growth and Microsoft's share, described
current levels of cusiomer satisfaction, and a tech-
nology road map of products being developed by
the Redmond headquariers organization. In addi-
tfion to these specific analyses, Palmero contracted
wilth a market-research finm to provide overall
descriptions of the Canadian information technol-
ogy market. Finally, a competitor analysis was
performed to develop an understanding of likely
strategics, goals, and initiatives froni key competi-
tors such as IBM, Oracle, and Sun Microsystems, as
well as the competitive threat poscd by the Linux
operating system soltware.
During (he first workshop, the CLT used the pre-
work data to perforin an environmentai scan. They
discussed, debated, and ultimately came (o SOTRC
agreements aboul the trends alfecting the organi-
zation. Based on that scan, the group engaged in
4 vision and value formulation exercise and set
out an initial list of shert- and long-term goals.
These activitics led 1o several important decisions
for the new marketing organization. Fot example,
the vision and values excrcise produccd impor-
tant insights about what the Canadian organiza-
tion stood lor, its uniquencss compared Lo other
marketing subsidiarics within the Microsofl organi-
zation, and ils sirengths in compeling as a Canadian
organization. The values also informed discussions
about future goals and the stralegy for achiev-
ing them. lmportantly. the Canadian leadership
realized that customer loyalty would and should
becomne a driving lorce for the organizalion. This
realization led to passionate discussions about the
relative emphasis in the organization oo revenues
versus customer satisfaction and loyalty. 1 also led
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to the development of a Big Tlairy Audacious Goal
(BHAG) that the members of the CLT believed
would be challenging but achievable.

The first workshep ended with a number ol assign-
ments, unresolved issues, and excitement about
the futurce. In between the fivst and second work-
shops, members of the CLT worked with (heir own
arganizations. Issucs, decisions, and questions that
were addressed within the CET were  discussed
throughout the organization. The most important
discussion concermed the BHAG and the relative
emphasis of revenues and customer loyalty over
the short and the long term. A consensus began
Lo emerge that the right and proper strategy for
Microsolt Canada was to arguc for a slower growth
rate in revenues in the short term, invest in cus-
tomer satisfaction and loyalty, and then leverage
that loyalty for a more sccure strcam of revenues
in the futurc.

Frank Clegg 1ook this idea to the executives in
Redmond and discussed the implications of this
strategy, including revenue projections, budget
implications, the rislks invelved, and how the strai-
egy aligned with corporate and other marketing
organizations’ initiatives. The resulls of these con-
versations became the subject ol opening discus-
sions at the second workshop.

The cautious but positive support from the corpo-
rate organization allowed the CLT to mowve forward
on its strategic intent. In the second workshop, the
organization’s mission and valucs were finalized,
year-by-year revenue goals were agreed upon to
achieve the BHAG, and these goals were broken
down and assigned to specific groups and managers.
Finally, key customer and partner-loyalty programs
were eslablished and outlined. Ownership for the
diflerent initiatives was assigned and a strategic

change plan emerged. Clegg pressed the Zroup ap
its decision te cmphasize customer loyalty angq
challenged the group with several scenarios that
tempted them to trade off satisfaction tor revenye
These scenarios helped cement the CLIYs c()mmit:
ment to their strategy.

An important part of the strategic change plan thyy
cmerged was a discussion and decision o tie the
individual performance appraisals ol CIT memberg
to the achicvement of both revenue and customer
satisfaction goals. The CLT as a whole also stakeq
their end-of-fiscal-year bonuses to the achieve.
ment of customer satisfaction, rather than revenue
goals.

The strategic change efforts at Microsoll Canada are
important for several reasons, First, the Canadian
organization’s realization of the importance of
customer satisfaction and loyalty was inlluential in
moving the larger Microsott Corporation to ¢xam-
inc its values in this avea. Business Week veported
on the changes Steve Ballmer was making in the
organization; they reflected the increased impor-
tance of customer loyalty in Microsoft's strategy
and structurc changes. Scecond, the organization
learned how to organizc a strategic planning cifort.
In the two years since this cffort began, Sandra
Palmero has built a stronger strategic planning
organization and has taken more and morc respon-
sibility for driving the strategic planning process.
Even as the corporate Microsoft organization was
making important changes in its reporting struc-
Lure, linancial systems, and busincss processes, the
Canadian organization was able to adapt using its
own resources and knowledge. Finally, the BHAG
has become an institutionalized part of the organi-
zation Lhal drives thinking and decision making in
the organization.

design constructs them 1o lit with each other so they all mutually reinforce the
desired Dehavior in the new strategic direction. This comprchensive intervention
contrasts sharply with piecemeal approaches that address the design elemenits sepa-
rately and thus risk misaligning them with cach other and sending mixed sigpals
about desired behaviors, For example, many organizations have experienced prob-
lems implementing teamn-based structures becausc their cxisting information and
reward sysitcms emphasize individual-based performance.
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CHAPTER 20 Transformational Change

conceptual Framework
A key potion in organization design is “fit,” “congruence,” or “alignment” among the
Organizati(mal clements.® Bigure 20.2 presenis a systems model showing the dilfer-
ent components ol organization design and the interdependencies arnong thewn. It
highhghts the idea that the organization is designed to support a particular sirategy
(strategit‘ fit) and that the ditfcrent design elements must be aligned with each other
and all work together to guide members” behavior in that strategic direction (design
fit}- Research shows that the hetter these fits, the more cffective the organization is
likely L be. M

Most of the design <
are reviewed briefly below.

omponents have been described previously in this book, so they

. Strategy determines how the organization will use its resouTces 10 gain competitive
advantage. Tt may focus on iutroducing new products and services {innovation strat-
egy), controlling costs and reducing prices (cost-minimization slralegy), or some
combination of both (imitation sirategy). Sirategy sets the direction for organization
design by identilying the criteria for making design choices aud the organizational
capahilities needed 1o malke the strategy happeiL.

. Structure has to do with how the organizadion divides tasks, assigns them to
depariments, and coordinates across them. It generally appears on an prganization
chart showing the chain of comma nd_wherc formal power and authortity reside
and how deparunents relate to each other. Structures can be highly format and pro-
mote control and cfficiency, such as a [unctional structure; or they can be looscly
detined and flexible and lavor change and innovation, such as a matrix, process, or
network structure.

« Work design specifics how tasks arc performed and assigned to jobs or groups. It
cau create traditional jobs and groups {that involve standard tasks wiily lirtle task
varicty and decision making, or cnriched jobs and self-managed teams that involve

highly variable, challenging, and discretionary work.

[Figure 20.2}—
Organization Design Model

Organization Strategy

| G |

Organization Design

Managemeth and Structure
Information
Systems
Design Fit
Work

Human Resource
Practices

Design
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« Human resources practices involve selecting people and training, dcveloping’
and rewarding them. These methods can be oriented to hiring and paying people
for specilic jobs, training them when necessary, and rewarding their individual pey.
[ormance. Conversely, human resources practices can also sclect people to fit the
organization’s culture, continually develop them, and pay them for learning my].
tiple skills and contributing to business success.

» Management and information systems have to do with how cmployees are
led and the nature and kinds ol information they are provided to guide their work,
Managers can lead through command and control, relying on hicrarchical authgy-
ity and the chain ol command; or they can be highly participative and facilitate
employee involvement in decision making. Infornation systems can be highly cen-
tralized, with limited access and data sharing; or they can be open and distribute
copious information throughout the organization.

Table 20.1 shows how thesc design components can be configured into two radically
ditferent organization designs: mechanisiic, supporting efficiency and control, and
organic, promoting innovation and change.* Mechanistic designs have been prevalent
in organizations for over a century; they propelled organizations into the industrial
age. Today, competitive conditions require many organizations to be more [lexible, fast,
and inventive.** Thus, organization design is aimed more and morc at creating organic
designs, both in entircly new start-ups and in existing lirms that reconfigure mechanis-
tic designs to make them more organic. Designing a new organization is much easier
than redesigning an existing one in which multiple sources of inertia and resistance to
change are likely embedded.

As shown in Table 20.1, a mcchanistic design supports an organization sirategy
emphasizing cost minimization, such as might be found at Wal-Mart and McDonalds or

[Takle 20.1]
Organization Designs

MECHANISTIC DESIGN ORGANIC DESIGN

Strategy : s Cost minimization * Innovation
Structure e Formal/hierarchical s Flat, lean, and flexible
s Functional » Matrix, process, and
networlc
Work design s Traditional jobs e Enriched jobs

» Traditional work groups

e Self-managed teams

Human Resources
Practices

e Selection to fit job

s Up-front training

s Standard reward mix

* Pay for performance and
individual merit

e Job-based pay

= Selection to fit
organization

s Continuous training and
development

s Individual choice rewards

s Pay for performance and
business success

s Skill-based pay

Management and
Information Systems

e Command and control
¢ Closed, exclusive,
centralized information

» Employee involvement
* Open, inclusive,
distributed information




cloping,
} People
ual per-
3 fit the
1g mul-

€es are
ir work,
author-
acilitate
TIIY cen -
istribute

‘adically
ol, and
revalent
idustrial
ble, tast,
organic
>chanis-
h ecasier
tance to

strategy
nalds or

ile 20.1]
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other firms competing on price. The organization tends to be structured into functional
departments, with employces performing similar tasks grouped together for maximum
efficiency. The managerial hicrarchy is the main source ol coordination and control.
Accordingly, work design follows traditional principles, with jobs and work groups
being highly standardized with minimal decision makiug aud skill variety. Human
resources praclices arc gearcd loward selecting people to fit specific jobs and training
them periodically when the need arises. Fmployees are paid on the basis of the job
they pcrform, share a standard set of fringe benefits, and achieve merit raises based
on their individual performance. Management practices stress command and control,
with powcer concentrated at the top of the organization and orders llowing downward
through the chain of command. Similarly, information systems are highly centralized,
limited in access, and do not permit sharing data widely in the organization. When
taken together, all of these design clements direct organizational behavior toward clfi-
ciency and cost minimization.

Table 20.1 shows Lhal an organic design supports an organization stralcgy aimed at
innovation, such as might be found at 3M, Apple Computer, and Intel or other firms
compeling on new products and services. All the design clements arc geared to getting
employces directly involved in the innovation process, facilitating intcraction among
them, developing and rewarding their knowledge and expertise, and providing them
with rclevant and timely information. Consequently, the organirzation’s structure tends
to be flat, Ican, and [fexible like the matrix, process, and nctworls structures described
in Chapter 14. Worl design is aimed at employee motivation and decision makiug with
enriched jobs and self-managed teams. Human resources practices locus on atiracting,
motivating, and retaining talented cmployeces. They send a strong signal that cmploy-
ces’ knowledge and expertise are key sources of competitive advantage. Members are
sclected to [it an organization culture valning participation, teamwork, and invention.
Training and development are iotense and continuous, Members are rewarded lor
learning mnltiple skills, have choice about fringe benefits, and gain merit pay based on
the business success of thefr work unit. Management practices are highly participative
and promote employce involvement. Infermation systems are highly open and inclu-
sive, providing relevant and timety information throughout the organization. Tn sum,
these design choices guide members” behaviors toward change and innovation.

Application Stages Organization design can be applied to the whole organization or
1o a major subpart such as a large departinent or stand-alone unit. 1t can start [rom
a clean slate in a new organization or reconfigure an existing organization design. To
construct the differcnt design clements approprialely requires broad content knowld-
edge of thenm. Thus, organization design typically involves a team of OD practitioners
with cxpertise in corporate strategy, orgauization structure, work design, human
resources practices, and management and information systems. This team works
closely with senior executives who are responsible for determining the organization’s
strategic direction and Iecading the organization design intervention. The design pro-
cess ftself can be highly participative, involving stalkcholders [rom throughout the
organization. This can increase the design’s quality and stakeholders” commitment to
implementing it."

Organization design generally lollows the three broad steps outlined below.®
Although they are presented sequentially, in practice they are highly intcractive, often
feeding back on cach other and requiring continual revision as the process unfolds.

L. Clarifying the design focus. This preliminary stage involves assessing the
organization to create the overall framework for design. It starts with examining
the organization’s sirategy and objcclives and delermining what erganization capa-
bilitics are needed to achieve them. These become the design criteria for making
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choices about how to configure the design components. Then, the Organizatioy,
is asscssed against these design criteria to uncover gaps between how it curreng
functions and is designed and the desired capabilities. This gap analysis identifieg
current problems the design intervention should address. It provides informatiey,
lor determining which design elements will receive the most attention and tpe
likely magnitude and time frame ot the design process.

2. Designing the organization. This key step in organization design involves contig.
uring the design components to support the organization’s strategy and objectiveg.
It starts with a broad outline of how the organization should be structured and
how the design components sheuld fit together 1o form a particular design 15y
ally falling somewhere along the continuum from. mechanistic to organic. Senjop
cxcculives responsible for the overall direction of the organization typically design
this overarching structure. Next, the design process addresses the specific detailg of
the components, which involves generating alternatives and making specific design
choiccs. A breader set of organizational members often participates in these deg-
sions, relying on its own as well as experts” experience and know-how, knowledge
ol best practices, and information gained from visits to other organizations willing
to sharc design experience. This stage results in an overall design for the organiza-
tion, detailed designs for the componenis, and preliminary plans for how they will
fit together and be implemented.

3. Implementing the design. The linal step involves making the new design hap-
pen by putting into place the new structures, practices, and systems. It draws
heavily on the methods tor leading and managing change discussed in Chapier 10
and applics them (o the entire organization or subunit, and not just limited parts,
Because organization design generally involves large amounts of transformational
change, this intervention can place heavy demands on the organization’s resources
and lcadership cxpertise. Members from throughout the organization must be
motivated to implement the new design; all relevant stakeholders must support
it politically. Organization designs usnally cannot be implemented in one step but
must proceed in phases that involve considerable transition management. They
often entail significant new work behaviors and relationships that require exten-
sive and continuous organization learning.

Application 20.2 describes organization design at Deere & Company.* Tt illustrates how
the dilferent design clements must {it together and reinforce each other Lo promote a
high-performance organization.

CULTURE CHANGE

The topic of organization culture is becoming a very important one to companies,
and the number ol culture change interventions has grown accordingly. Organivation
culture is also the focus of growing research and OD application and has spawned a
number ol best-selling management boolks siarting with Theory Z, The Art of Japanese
Management, and In Search of Excellence and, more recently, Built te Last and Corporate
Culture and Performance”” Organizalion culturc is seen as a major strengih ol such
companies as Herman Miller, Intel, PepsiCo, Motorola, Hewlett-Packard, Southwest
Airlines, and Levi Strauss. A growing number ol managers appreciate the power of
corporate culturc in shaping employee beliefs and actions. A well-conccived and
well-managed organization culture, closely linked to an effective business strat-
cgy, can mcan the difference between success and failure in today’s demanding
environments.
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Organization Design

peerc & Company, one of the world’s leading
producers of agricultural, construction, l‘urestr_y,
and turf carc equipment, has a rich history of dedi-
cated employees, quality products, and loyal cus-
torpers. When Robert W, Lane, an [8-year veleran
ol Deere, became Chairman and CHEO in August
of 2000, however, cconomic and organizational
problems were threatening this tradition. The com-
pany’s opcrations were capital intensive, extremely
decentralized, and sprcad across a diversity of
products with highly cyclical business cycles, This
meant that overall company profitability required
comsiant vigilance and comparisor of profit marging
across products with an cye to reducing cyclical
swings and to optimizing the whole business and
not just a particular business unit. Unfortunately,
Deerc locused too looscly on managing asscts and
prolit ntargins and was too decentralized to do
business this way, oficn wasiting cconomic valuce,
Lanc described the firm as “asset heavy and margin
lean.” Moreover, Deere was having problems keep-
ing pace with a rapidly changing and demanding
global business environment.

with the support ol a unilied senior team, Lane
immediately created a plan (o manage assets more
efficienily, 1o make a new generation ol producis
geated to emerging markei demands, and 1o reduce
the firm’s vulnerability 1o cyclical swings and uncer-
tain agriculture and consiruction markets which
together accounted for about 70% ol Deere’s sales.
To make the plan work over the next several monihs,
Lane made a number of related changes in the
company’s management and information systems,
structure, and human resources practices.

Deere's redesign ellort started with a siinple yert
powerlul approach 1o measuring firm performance:
shareholder value added (SVA), which is net oper-
ating profit alter taxes minus cost of capital. Because
this value-based metric is straightlorward and
intuitive, it was casily understood and embraced by
operating pcople throughout the lirm, SVA became
the central tool for managing the company’s busi-
ness. I provided a common performance measure
that could be applied to every product; it addressed
the fundamental question, What value does this
product add 1o Deere’s shareholders?

at Deere & Company

Consistent with this new perlormance measure,
Deere restructured its largest division, agricullure,
into two business units: worldwide harvesting and
tractors/implements. This enabled each new unit o
focus more diligently on the underlying economics
of its products. 1t also provided lor a [ar more inte-
grated business than the previous structure allowed.
Thus, for examiple, worldwide harvesting could now
gct its combine harvester laclories in Asia, Burope,
and North America to all work together as one
global product team with common metrics. It could
also do the samec for its factories that made cofton
pickers and so on.

Nexl, Lane introduced an online performance
managerment system to align goals and rewards
with SVA. All (8,000 salavied employces now had
to develop goals that were explicitly linked to the
lirm’s goals. Specific SVA tlargets were sel for each
product line at various points in the business cycle.
High expectations for improvements in operating
perlormance and $VA growth were sel and widely
communicated. Then, rewards were lied directly to
progress on meeling those objectives. The simplic-
ity and consistency ol this system focused cmploy-
ee behaviors on the economics of the business
and reinlorced the need to continuously improve
perflormance and raise SVA.

Finalty, Lanc made significant changes in Deere’s
talent mix to better meet the higher performance
standards and the increasing demands ot global
competition. Employee sclection and  training
practices were oriented to acquiring and developing
a worklorce with a strong customer orientation and
collaborative skills. Employees needed to under-
stand customer needs fully so they could respond
wilh appropriatc technological solutions and prod-
ucl innovations. They needed to be able to work
together in teains on a worldwide basis.

Six years into Deere’s organization redesign, finan-
cial results were remarkable. In contrast to 2003, the
firm’s 2006 net income more than doubled and rev-
cnues were up almost 50%. In 2006, SVA was ncar
$1 billion. Perhaps more important, Deere’s culture
had shifted from mainly family values to those pro-
moiing a high-performance organization.
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Conecept of Organization Culture

Despite the increased attention and research devoted to corporate culture, there i stil]
some confusion about what the term “culture” really ineans when applied o Organizs.
tions.™ Martin argues that culture can be viewed from an integrated, a differentiageq
or a fragmented perspective.” The integrated vicw locuses on culture as an organiza:
tionally shared phenomenon; it represents a stable and coherent set of beliefs abgy,
the organization and ils environment. In contrast to the integrated perspective, the
differcntiated view argucs that culture is not monolithic but that it is best scen in terp,
of subcultures that exist throughoul the organization. While each subculture is locally
stable and shared, there is much that is different across the subcultures., Finally, the
fragmented view holds that culture is always changing and is dominated by ambiguity
and paradox. Sumiuarizing an organization’s culturc from a lragmented viewpoin jg
somewhat meaningless.

Despite these different cultural views, there is some agreement about the clemengg
or featnres of culture that are typically weasured. They include the artilacts, norms,
values, and basic assumptions that are morc or less shared by organization members,
The mcanings attached to these clements help members make sense out of everyday life
in the organization. The meanings signal how work is to bc done and evaluated, angd
how cmployees are 1o relale 1o each other and (o significant others, such as customers,
suppliers, and government agencics.

As shown in Figure 20.3, organization culture includes four major elements existing
at diffcrent levels of awarcness:™

1. Artifacts. Artilacts are the highest level of cultural manifestation. They are the
visible symbols of the deceper levels of culture, such as norms, valucs, and basic

Levels of Corporate Culture

Artifacts

Basic

Assumptions
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assumptions. Artifacts include members” behaviors, clothing, and language; and
the organization’s structures, systems, procedurcs, and physical aspects, such
as décor, space arrangements, and noise levels. At Nordstrom, a high-end retail
department store, the policy and procedurce manual is rumored to be one sentence,
*Do whatever you think is right.” In addition, stores promole {rom within; pay
comrnissions on sales to link effort and compensation; provide stationcry lor sales-
people to wrile personal notes to customers; and expect buyers to work as sales-
people to betier understand the customer’s expectations. By themselves, art ifacts
can provide a great deal of information about the real culture of the organization
because they often represent the deeper assumptions. The difficulty in their use
during cultural analysis is interpretation; an outsider (and even some insiders) has
no way ol knowing whal the artifacts represent, if anyihing.

5. Norms. Just below the surlace of cultural awarcness are norms guiding how
members should behave in particular sitnations. These represent unwritten rules
of behavior. Norms generally are inlerred [rom observing how members behave
and interact with each other. At Nordstrom, norms dictate that jit's okay for mem-
bers to go the extra mile to satisly customer requests, and it’s not okay for sales-
people Lo process customers who were working with another salesperson.

3. Values. The next-deeper level of awareness includes values about what ought to
be in organizations. Values tell members what is important in the organization and
what deserves their attention. Because Nordstrom values customer service, the sales
representatives pay strong aitention to how well the customer is treated. Obviously,
this value is supported by the norms and artifacts.

4. Basic assumptions. Al the deepest level of cultural awareness are the
taken-for-granted assumptions about how organizational problems should be
solved. These basic assumptions tell members how (o perceive, think, and feel about
things. They are nonconlrontable and nondebatable assumptions aboui relating to
the environment and about human nature, human activity, and human rclation-
ships. Ior example, a basic assumption at Nordstrom is the belief in the fTundamental
dignity of pcople; it is morally right to trcat customers with extraordinary service so
that they will become loyal and [requent shoppers.

In summary, culture is defined as the pattern ol artifacts, norms, valucs, and basic
assumptions about how 1o solve problems that works well enough (o be taught 1o oth-
ers.’! Culture is a process of social learning; it is the outcome of prior choices about and
expericnces with stralegy and organization design. It is also a foundation for change that
can either facilitate or hinder organization transtormation. For example, the cultures ol
many companics (c.g., IBM, JCPenney, Sony, Disncy, Microsoft, and Hewlell-Packard)
are deeply rooted in the firm'’s history, They were laid down by strong founders and have
been reinforced by top executives and corporate success into customary ways of perceiv-
ing and acting. These customs provide organization members with clear and often widely
shared answers to such practical issues as “what really matters around here,” “how do
we do (hings around here,” and “what we do when a problent arises.”

Organization Culture and Organization Effectiveness

The intercst in organization culture derives largely from its presumed impact on. orga-
nization effectiveness. Considerable speculation and increasing research suggest that
organization culturc has both direct and indirect retationships with effectivencss.
Indirectly, culture affects performance through its influence on the organization’s
ability to implement change. A particular pattern of values and assumptions that once
was a source of strength for a company can become a major liability in successtully
implementing a new strategy.™ Case studies of organization transformation are full of
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accounts where the change failed because the culbture did not support the new Strategy,
including AT&T’s failed intcgration of NCR, Daimler-Bens’s troubles with Chrysley,
and Prudential Insurance’s difficulties in diversifying into other financial services,
The growing appreciation that culture can play a significant role in implcmeming
new strategy has fueled intcrest in the topic, especially in those firms needing 1o adap
1o turbulent cnvitonments. A nnmber of practitioners and academics have focuseq
on helping tirms implement new strategies by bringing culture more in line with the
new direction.”™ Indeed, much ol the cmphasis in the 1970s on formulating bus;.
ness strategy shifted (o organization culture in the 1980s as firms discovered culturg]
roadblocks to implementing a strategy. Along with this emerging focus on organiz;.
tion culture, however, came the sobering reality that cultural change is an extreinely
difficult and Tong-term process. Some experts doubt whether large firms actually can
bring about fundamenial changes in their culinres; those who have accomplished
such feats cstimate that the process takes [rom 6 Lo 15 years.” For example, Alberto-
Culver’s performance in its core business was suffering, and senior management, with
the help of an employce opinion survey, realized that the culture was not aligned
with the changing business needs. Beginning with the commitment ot influential top
managers, a management restructuring, explicit values, and new roles and practices,
Alberto-Culver began a culture change intervention that took over seven years. Tts
efforts have been rewarded with increascd sales and pretax profii growth.”
Indirectly, culture can also affect performance through its influence on a firm’s ability
to operate in diffcrent countries. Multinationals may face problems doing business in
other countries, especially when their corporate culture docs not fit with the natioual
culture. For example, Disney lcarned this fesson the hard way when it tried to export iis
Americanized service culture to Euro Disney outside of Paris. Its European cmployees
were disgruntled with the strict dress and grooming code; customers who were accus-
tomed (o having wine with their meals balked at Disney's policy of not serving alcoholic
beverages. This cuttural mismatch resulted in serious labor problems and Jower guest
attendance than expected.® Four Scasons Hotel and Resorts, on the other hand, made
a relatively smooth transition into the French market by keeping its corc service valucs
while modilying its norms, procedures, and artifacts to fit with the French culture.”
Directly, cvidence suggests that, in addition to affecting the implementation of busi-
ness strategy, corporate culinre can affect organization periormance. Comparative stud-
ies of Japanese and American management methods suggest that the relative success
of Japanese companics in the 1980s could be partly explained by their sirong corporate
cultures cruphasizing employee participation, open communication, security, and equal-
ity.” A study of the productivity of university research departments in the UK showed
a strong relationship belween productivity and organization cultures emphasizing tcam-
work, information {low, and employee involvement.” Another study of American firms
showed a similar pattern of results.® Using survey mcasures of culture and Standard &
Poor’s finandial ratios as indicators ol organizational effectiveness, the results showed that
firrns whosc caltures support employee participation in decision making, adaptable work
methods, sensible work designs, and reasonable and clear goals performo significantly
higher (financial ratios about twice as high) than do companies scoring low on thosc
lactors. Moreover, the employee participation element of corporate culture showed di-
fercnces in cffectivencss among the firms only after three ycars; the other measures of
culture showed ditferences in all five years. This suggests that changing soine parts of cor-
porate culiure, such as participation, should be considcred as a long-term invesunent.
Another study of 207 firms in 22 different industries cxamined relationships
between financdial performance and the strength of a culture, the strategic appropriate-
ness of a culture, and the adaptiveness ol a culture.® First, there were no significant
performance differcnces between organizations with widely shared valucs and those
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with little agreement around cultural assumptions. Second, there was a signilicant
relationship between culture and performance when the organization emphasized the
sright” values—values that were critical to success in a particular industry. Finally,
perfo'rmam‘c results over time supported cultures that emphasized anticipating and
adapting to environmental change.

These lindings suggest that the strength of an organization’s culturc can be both an
advantage and a disadvantage. Under stable conditions, widely shared and strategically
appropriate values can contribute signilicantly to organization performance. However,
if the environment is changing, strong cultures can be a liability, Unless they also
emaphasize adaptiveness, the organization may cxpericnce wide swings in performance
during transformational change. This linc of thought was recently given empirical
support.” In a study of over 150 large, publicly traded companies from 19 industrics,
organizations wilh sirong cultures had more reliable performance outcomes—ithat is,
the strength of the culture was related o the predictability of performance. However,
when the environment was more uncertain and dynamic, this reliability faded. In
stable environments, strong cultures can provide cllicicncy in decision making and
operations. In volatile environments, the strength of the culture can become a weak-
ness if it stunts creativity. Organizations with strong cultures are less able to cxploit
new environmecental opportunities, unless of course, the culture crphasizes innovation
and change.

Diagnosing Organization Culture

Culture change interventions generally start by diagnosing the organization’s cxist-
ing culture to assess its fit with current or proposed business strategies. This requires
uncovering and understanding the shared assumptions, values, norms, and artifacts that
characterize an organization’s culture. OD practitioners have developed a number ol
useful approaches lor diagnosing organization culture. These approaches fall into three
different vet complcmentary perspectives: the behavioral approach, the competing val-
ucs approach, and the deep asswmption approach. Each diagnostic perspective focuses
on particular aspects of organization cnlture, and together the approaches can provide a
comprehensive assessmment ol these complex phenomena.

The Behavioral Approach

This method of diagnosis emphasizes the surface level of organization culture—the pattern
of behaviors that produce business resnlts.®* Tt is among the morce practical approaches
to culture diagnosis because it assesses key work behaviors that can be observed.® The
bchavioral approach provides specific descriptions about how tasks are performed and
how relationships are managed in an organization. For example, Table 20.2 summa-
rizes the organization culture of an nternational banking division as perceived by its
managcers. In Lhis classic case, the data were obtained from a scrics ol individual and
group interviews asking managers to describe “the way the game is played,” as if they
were coaching a new organization meniber. Managers were asked Lo give their impres-
stons in regard to four key relationships—companywide, boss—subordinate, peer, and
interdepartmeni—and in terms of six managerial tasks—innovating, decision making,
communicating, organizing, monitoring, and appraising/rewarding. These perceptions
revealed a number of implicit norms for how tasks are performed and relationships
managed at the division.

Cultural diagnosis derived from a behavioral approach can also be used to assess the
cultural risk of trying to implement organizational changes needed to support a new
stratcgy. Signilicant cultnral risks result when changes that arc highly important to
implementing a new strategy arc incompatible with the existing patterns ol behavior.
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[Table 20.2}F —
Summary of Corporate Culture at an International Banking Division

RELATIONSHIPS CULTURE SUMMARY

Companywide Preserve your autonomy.
Aliow area managers to run the business a5
long as they keep
the profit budget.

Boss—subordinate Avoid confrontations. E |
Smooth over disagreements.
Support the boss.

Peer Guard information; it is power.
Be a gentleman or lady.
Interdepartment Protect your department’s bottom line.

Form alliances around specitic issues.
Guard your turf.

TASKS CULTURE SUMMARY

Innovating Consider it risky.
Be a quick second.

Decision making Handle each deal on its own merits. ;

Gain consensus.
Require many sign-offs.
Involve the right peopie.
Seize the opportunity.
Communicating Withhold information te control adversaries.
Avoid confrontation.
Be a gentleman or lady.

Organizing Centralize power.

Be autocratic.
Monitoring Meet short-term profit goals.
Appraising and rewarding Reward the faithtul.

Choose the best bankers as managers.
Seek safe jobs.

SOURCE: Reprinted from Organizational Dynamics, Surmmer/1981. @ 19871 American Management
Association International with permission from Elsevier.

Knowledge of such risks can help managers determine whether implementation plans
should be changed (o0 manage around the existing culture, whether the culture should be
changed, or whether the strategy itself should be modilicd or abandoned.

The Competing Values Approach

This perspective assesses an organization’s culture in terms of how it resolves a sct of
valuc dilemmas.®® The approach sugecsis (that an organization’s culture can bhe under-
stood in terms of two important “value pairs”; each pair consists of contradictory val-
ues placed at opposile ends of a continuum, as shown in Figure 20.3. The two value
pairs are (1) internal focus and integration versus cxternal focus and dilferentiation
and {2) flexibility and discretion versus stability and control. Organizations continually
struggle to satisfy the conflicting demands placed on them by these competing values.
For example, when laced with the competing values of internal versus external focus,
organizations must choose between attending to the integration problems of internal
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erations and the compctitive issues in the external environment. Too much empha-
— sis O the environment can result in neglect of internal cllicicncics. Conversely, too
ach attention to the internal aspects of organizations can result in missing imporiant

n
—_— changes in the competitive environment.
. The compeling values approach commeonly collects diagnostic data about the comt-
—_— _ eting values with a survcy designed specilically for that purposc.® It provides mea-
. sures Of where an organization’s cxisting values [all along each of the dimensions.
Iness ag : when taken together, these data identify an organization’s culture as falling inte one ot
: the four quadrants shown in Figure 20.3: clan culture, adhocracy culture, hierarchical
culture, and market culture. For example, il an organization’s values arc focused on
ipternal integration issues and emphasize innovation and flexibility, it manifests a clan
culture. On the other hand, a market culture characterizes values that are externally
focused and emphasizes stability and control.
:e' : The Deep Assumptions Approach

This final diagnostic approach cmphasizes the deepest levels ol organization culture—
e the generally unexamined, but tacit and shared assumptions that guide imember behav-
: ior and that often have a powerful impact on organization effectiveness. Diagnosing
culture [rom this perspective typically begins with the most tangible level of awareness
and then works down to the deep assumptions.

Diagnosing organization culture at the deep assumptions level poses at least ihree
difficult problems for collecting pertinent inlormation.®” First, culture reflects the more
or Jess sharcd assumptions about what is important, how things arc done, and how
people should behave in organizations. People generally take cultural assumptions for
. granted and rarely speak of them dircctly. Rather, the company’s culture is implied in
arsaries. concrete behavioral examples, such as daily routines, storics, rituals, and language.
This means that considerable time and elfort must be spent observing, sifting through,
and asking people about these cultural outcroppings to understand their deeper signifi-
cance for organization members. Second, some values and belicls that people espouse
have little to do with the onces they really hold and follow. People arc reluctant to admit
this discrepancy, vet somehow the real assumptions underlying idealized portrayals of
culture must be discovered. Third, large, diverse organizations arc likely to have several

s,
subcultures, including countercultures going against the grain of the wider organiza-
—_— tion culture. Assumptions mayv not be shared widcly and may differ across groups in
t the organization. This mcans that [ocusing on lmited parts ol the organization or on
a lew sclect individuals may provide a distorted view of the organization’s culture
and subcultures. All relevant groups in the organization must be identificd and their
_ cultural assumptions sampled. Only then can praciitioners judge the extent to which
on plans assutnptions are shared widely.
hould be OD practitioners emphasizing the deep assumpﬂons approach have developed a
number ol useful techniques for assessing organization culturc.® One method involves
an itcrative inicrvicwing process involving both outsiders and insiders.® Quisiders help
members uncover cultural elements through joint exploration. The outsider enters the
; a set of organization and cxperiences surprises and puzzles that are different from what was
e under- expected. The outsider shares thesc obscrvations with insiders, and the two parties
tory val- joinlly explore their meaning. This process involves several iterations of expericenc-
vo value ing surprises, checking for meaning, and formulating hypothescs about the culture. Tt
‘ntiation resulis in a formal written description of the assumptions underlying an organizational
wtinually culture.
z values. A second mcthod for identifying the organization’s basic assumptions brings
al focus, ' together a group of people lor a culture workshop—for examnple, a senior manage-

internal meni team or a ¢ross section of managers, old and ncw members, labor leaders, and

525




526

PART 6  Strategic Change Interventions

stall.”® The group first brainstorms a large nmmber of the organization’s artifacts, syey
as behaviors, symbols, language, and physical space arrangements. From this list, the
values and norms that would produce such artifacts are deduced. In addition, the vy).
ues espoused in formal planning documents are listed. Rinally, the group atlempts tq
identily the assumptions that wonld explain the constellation of values, norms, ang
artifacts. Because basic assnmptions generally arc taken for granted, they are difficy)y
to articulate. A great deal ol process consultation skill is required 1o help organization
members see the underlying assumptions.

Application Stages There is considerable debate over whether changing something
as deep-scated as organization cullure is possible.” Those advocating culture change
generally focus on the more surtace clements of culture, such as norms and artitacts,
These clements are more changeable than the decper clements of values and basic
assumptions. They ofler OD practitioners a more managcable sct of action levers
for changing organizational bchaviors, Some would argue, however, that unless the
deeper valnes and assumplions are changed, organizations have not rcally changed
their culture.,

Those arguing that implementing culture change is extremely difficult, if not impos-
sible, typically focus on the decper elements of culture {valucs and basic assump-
tions). Because these deeper clements Tepresent assuin ptions about organizational life,
members do not guestion them and have a difficult time envisioning anything else.
Moreover, members may not want to change their cultural assumptions. The culture
provides a strong defense against external uncertainties and threats.” It represents past
solutions to dilficult problems. Members also may bave vested interests in maintaining
the culture. They may have developed personal stakes, pride, and power in the culture
and may strongly resist attempts to change it. Finally, cultures that provide firms with a
competitive advantage may be dilficult o imilate, thas making it hard for less success-
ful firms to change their cultures to approximate the more successlul ones.”

Given the problems with cultural change, most practitioners in this area suggest that
changes in corporate culture should be considered only alter other, lcss difficult and
less costly solutions have been applied or ruled out.™ Attempts 1o overcome cultural
risks when strategic changes arc incompatible with the cxisting culture might inciude
ways 1o manage around that culture. Consider, lor example, a single-product organiza-
tion with a functional locus and a history of centralized conirol that is considering an
ambilious product-diversification strategy. The firm might manage around its existing
cultnre by using business tcams to coordinate functional specialists around each new
product. Another alternative to changing culture is to modify sirategy to bring it more
in linc with culture. The single-product organization just mentioned might decide to
undertake a less ambitious strategy of product diversification.

Despite problems in changing corporate culture, large-scale culinral change may be
necessary in certain sitnations: if the firm’s culture does not fit a changing cnvironment,
if the industry is cxtremely comnpetitive and changes rapidly; if the company is medio-
cre or worse: if the firm is about to become a very large company; ox if the conpany is
smaller and growing rapidly.” Organizations lacing these conditions need to change their
cultures to adapt to the situalion or 1o operate at higher levels of eflcctivencss. They may
have to supplement attempts at cultural change with other approaches, such as manag-
ing around the existing culture and modilying strategy.

Although knowledge aboui changing corporate culiure is in a formative stage, the
tollowing practical advice can serve as guidelines for cultural change:™

|. Formulate a Clear Strategic Vision. Ellective cultural change should start from a clear
vision of the lirm’s new strategy and of the shared valnes and behaviors needed 10
make it work.” This vision provides the purpose and dircction [or cultural change. It
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serves as a yardstick for defining the fivm’s existing culture and for deciding whether
proposed changes are consisient with the core values of the organization. A usctul
approach to providing clear stratcgic vision is development ol a statement ol corporate
purpose, listing in straightforward terms the firm’s core values. For example, Johnson
& Johnson calls its guiding principles “Our Credo.” It describes several basic values
that guide the firm, including, “Wc belicve our first responsibility is to the doctors,
nurses and patients, to mothers and all others who use our products and scrvices”;
“Qur suppliers and distributors must have an opportunity to makc a fair profit”; “We
must respect [employeces] dignity and recogrize their merit”; and “We must maintain
in good order the property we arc privileged to use, protecting the environment and
natural resources.””®

Display Top-Management Commitment. Cultural change must be managed from the
1op of the organization. Senior exccutives and administrators have to be sirongly
commitled Lo the new values and need to creaic constant pressures for change.
They must have the staying power to see the changes through.” For example,
when Jack Welch was CEO at Gencral Electric, he enthusiastically pushed a policy
of cosl culling, improved productivity, customer focus, and burcaucracy busting for
more than ten years 1o cvery plant, division, group, and scctor in his organization.
His etforts were rewarded with a Fortune cover story lauding his organization for
crealing more than $52 billion in shareholder value during his tenure.®

Model Culture Change at the Highest Levels. Senior executives must comuiunicate
the new culture through their own actions. Their behaviors need to symbolize the
kinds of valucs and behaviors being sought. In the few publicized cases of success-
[ul cufture change, corporate lcaders have shown an almost missionary zeal for
the new values; their actions have syrbolized the valucs forcefully.®! For example,
when the Four Scasons hotel chain agreed to operate the George V hotel in Paris,
it not only remodcled the hotel; it had to implement a cullure consistent with
its corporate brand and strategy, which were both “North American” in nature.
Didicr Le Calvez, General Manager of the Four Seasons George V, made a number
of controversial decisions, including agrecing to the 35-hour work week, hiring an
executive chel, and implementing a performance appraisal process. The nature of
these decisions symbolized his understanding of French culture on the onc hand
and the importance of the Four Scasons’s standards on the other. In addition,
Le Calvey was very visible on the property, meeting the French union ofticials
for lunch, finding constructive ways (o correct behavior in line with the Four
Scasons’s service expectations, and participating in the interview and selection of
all employces.®

Modify the Organization o Support Orgamizational Change. Cultural change
gencrally requires supporting modifications in erganization structure, human
resources systems, inlormation and control systems, and maovagement styles.
These organizational features can help to oricnt people’s behaviors to the new
culture.®® They can make people aware of the behaviors required o get things
done in the new culture and can cncourage perlormance of those behaviors. For
cxamnple, Carol Lavin Bernick, President of Alberto-Culver North America, created
the “growth development leader” or GDL to support the cultural imperatives of
honesty, owncrship, trust, commitment, and teamwork. Hach of the 70 GDLs men-
tors about a dozen key people in the organization to ensure they create and follow
through on their “individual economic value-add” {IEV) stalcments. In turn, Ms.
Bernick meets with the GIDLs every six weceks Lo symbolize the importance of their
work #

Select and Socialize Newcomers and Terminate Deviants. One of the most cllective
methods for changing corporate culture is to change organivational membership.
People can be selected and terminated in terms ol their it with the new culture,
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This is cspecially important in key leadership positions, where people’s actiopg can
significantly promote or hinder new values and behaviors. For example, Gould, i
trying to change from an auto parts and batlery company Lo a lcader in electronicg
replaced about two-thirds of its senior exccutives with people more in tupe Witl:[
the new strategy and culture. Jan Carlzon of Scandinavian Airlines (SAS) veplaced
13 out of 15 top excculives in his turnaround of the airline. Another approach is tg
socialize newly hired people into the new culture. People are most open 10 organigz,.
tional influences during the entry stage, when they can be effectively indoctrinateq
into the culture. For example, compauies with strong cultures like Samsung, Procier
& Gamble, and 3M attach great importance 1o socializing new members into the
company’s values.

6. Develop Ethical and Legal Sensitivity. Cultural change can raise significant tep.
sions between organization and individual interests, resulting in cthical and legal
problems for practitioners. This is particularly pertinent when organizations are
trying to implement cultural values promoting employee integrity, control, cqui-
table treatment. and job security—valucs olten included in cultural change efforyg,
Statements about such values provide emplovees with certain expectations about
their rights and about how they will be ireated in the organization, The organi-
zation needs to follow through with behaviors and procedurces supporting and
protecting these implied rights, or risk violating ethical principles and, in some
cascs, legal employment contracts. Recommendations for reducing the chances of
such ethical and legal problems include sctiing realistic valucs for culture change
and not promising what the organization cannot deliver; encouraging input from
throughout the organivzation in sctiing cultural values; providing mechanisms for
member dissent and diversity, such as internal review procedures; and educating
managets about the legal and ethical pitfalls inherent in cultural change and help-
ing them develop guidelines for resolving such issues.

Application 20.3 presents an example of culture change at IBM. It illustrates how
important cultural principles arc used o shape behavior during a period ol organiza-
tional growth and how culture can be used to facilitate merger and acquisition integra-
lion processes.?

SUMMARY

In this chapter, we presented interventions for helping organizations transform them-
sclves. These changes can occur at any level in the organization, but their ulimate
intent is to change the total systemn. They typically happen in responsc Lo or in antici-
pation of significant environmental, technological, or internal changes. These clianges
may involve alierations in the firm’s strategy, which, in turn, may lead to changing its
design and culture.

Integrated sirategic change is a comprehensive intervention lor respending o com-
plex and uncertain environmental pressures. It gives equal weight to the strategic and
organizational laclors alfecting organivation performance and effectiveness. In addition,
these factors are highly integrated during the process of assessing the current strategy
and organization design, sclecting the desired strategic orientation, developing a strategic
change plan, and implementing it.

Organization design involves the organization's structure, work design, human
resources practices, and management and information systers. It aligns these com-
ponents with the organization’s straicgy and with each other so they mutually direct
behavior to execute the strategy. This resufts in organization designs that vary along 4
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continuum form. mechanistic to organic depending on -the requirements of the firm'’s
sgrategy. Organization design typically starts with assessing the organization to dlarity
the design [ocus. Then the design components are configurcd to support the organiza-
gon‘s strategy. Finally, implementation involves putting the new structures, practices,
and systems into place using many ol the methods for leading and managing change
described in Chapter 10.

Organizalion cullure includes the pattern of basic assumptions, values, norms, and
artifacts shared by organization members. It influences how members perceive, think,
and behave at work. Culture affects whether finms can implement new strategies and
whether they can operate at high levels of excellence. Culture change interventions
start with diagnosing the organization’s existing culture. This can include assessing
the cultaral risks of miaking orpanivational changes needed to implement strategy.
changing corporate culture can be extremely ditficull and requires clear strategic
vision, top-management commitment, syuibelic leadership, supporting organizational
changes, selection and socialization of newcomers and termination of devianis, and

sensitivity 10 legal and ethical issues.
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Culture Change at IB

[BM began in 1914 as a maker of cheese slicers,
gcales, and tabulating machines. Thomas Watson,
jts founder who became famous for the “Think”
watchword, created the company on three values
called “Basic Beliefs:” “respect for the individual,”
#the best customer service,” and “the pursuit of
excellence.” Based on these values, TBM grew into
one of the great industrial giants of the world, rou-
tinely hailed as a “best managed company.”

By the late 1980s and the early 1990s, however,
BM’s enormous success had an unintended con-
sequence. The firm became complacent; its basic
beliefs provided a rationale for stability. “Respect
for the individual” had morphed into an entitle-
ment meniality where lifetime employment was
reinforced by cultural norms. The “pursuit ol
excellence” gave way to corporate arrogance and
a lailure to listen to customers or the marketplace
because IBM knew what was right. Tinally, ils
devotion to large, centralized computer systems
rather than PC-bascd distributed architectures led
to its downfall. IBM's stock price dropped 75%
between August 1987 and September 1993,

To turm things around, IBM appointed Lou Gerstner
CBOin 1991. When asked how he would lead TB M,
this former GE cxccuiive retorted: “The [ast thing
TBM nceds right now is a vision.” Over the next few
years, Gerstner cut 1BM’s wortkforce in half, abo-
lished lifetime cmployment, and refocased business
strategy from hardwarce to software and services.
The spectacular success that followed is regarded as
one ol the great turnarcunds in business history.

S0 what would you do as the CEO who followed
Gerstner? Sam Palmisano, a lifetime 13M employee,
was appointed CEO in 2002. He strongly felt that
IBM’s continued success depended on relaying its
foundation. “We couldn’t be casual about tinkering
with the DNA of a company like IBM. We had to
come up with a way Lo get the employees to create
the value system, 1o defermine the conipany’s prin-
ciples, Watson’s Basic Beliels, however distoried
they inight have become over the years, had o be
the starting point.”

To clarify and shift T3M’s culiure, Palmisano
orchestrated a process that began with the corpora-
tion’s top 300 cxecutives. Together, they generated
the basic categories for the new values, including

respect, cusiomer, excellence, and innovation.
These categories were tested in focus groups and
broad surveys with more than 1,000 employees
across levels, locations, and furnctions, Based on
this input, three proposed values—commitment
to the castomer, cxcellence through innovation,
and integrity that carns (rusl—were submitted
13 “ValuesJam,” a 72-hour process where all
employees at IBM were invited to comment omn
the proposed values via IBM’s intranet. ValuesJam
organized employee discussion around tour forums,
A company values [orum asked general questions
about the importance of valucs. A “first draft” dis-
cussion asked [or reactions to the three proposed
values. A third forum asked about TMBY's value
in socicty, and a lourth asked people to describe
[BM when it was al its best. Including Palmisano,
50,000 cmployees made over 10,000 comments
about the company’s culturce and identity. The fol-
lowing were somme early-on comments:

» “The only value in IBM today is the stod price.”

= “Company values {ya right).”

s “I fcel we talk a lot about trust and taking risks,
but at the same time, we have endless audits,
mistakes are punished and not scen as a wel-
comce part of lcarning, and managers (and oth-
ers) arc consistently checked.”

e “Therc appcars to be great reluctance among
our junior cxccutive community to challenge
the view of our scnior execs.”

s “Many timces 1 have heard expressions like “would

you tell Sam that his strategy is wrong?’”

Howcver, after inidal leedback about why things
weren’t working or wouldn’'t work, the debale
turned more positive. Eventually, a small design
team took all the comments, looked lor themes, and
revised the proposed values into “dedication to every
client’s success,” “innovation that matters—for our
company and for the world,” and “trust and per-
sonal responsibility in all relationships.” Palmisano
announced them in November 2003, The feedback,
in the lorm of postings on the intranet and more
than a thousand emails sent directly Lo Palmisano,
was “these are line .., show me.”

In the linal siage ol the culture intervention,
Palmisano sponsored a series of change projects Lo
demonstrate how the values would be used to make
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decisions and manage the company. One project
was dubbed, the “$100 million bet on trust.” Tt was
in response 1o a story that Palmisano heard about
an IBM employee prototyping software for a dient
in Tokyo who immediately needed a software engi-
necr based in Austin o help configure a server. The
employee couldn't get the help right away becausc
a charge code was first needed so there would be a
way to account for the software engincer’s time. In
effect, employees were unable 1o respond quickly
to clicnt needs because financial control processes
required several levels of management approval.
Although the money would usually be approved,
it was often too late o be responsive. To address
thesc issues, the $100 million bet on trust gave each
manger in a pilot group up to $5,000 annually o
spend, no questions asked, to respond o extraordi-
nary situations that wonld help generate business,
to develop client relationships, or Lo respond to an
IBMcrs emergency need. Subsequeni evaluatlion
showed that the money was being spent wisely.
There were several examples of leams winning
deals and delighting clients with a small amount
of immediately availahle cash. Consequently, the
program was cxtended to all 22,000 first-ine
managers. Palmisano was convinced that allowing
line managers o take some rcasonable risk and

trusting them with those decisions would pay off.

More importantly, the program symbeolized living
the IBM values. :

Another important change to reflect the values
better involved setting prices. Valueslam surfaced
many stories about the dilliculty of pricing a cus-
tomer solution that involved a varicty of products
and services lrom multiple IBM groups. Since

cach brand and business unit had its own P&[, an
across-IBM bid was usually pulled apart by each ypj;
and run through the financdial accounting system g
separate bids for individual products and scrviceg,
This made it extremely dillicult {0 come up wigh
an all-inclusive price, which ran counter to 1By’
value of dient success and the strategy ol bcing
ahle to offer a total solution—hardwarc, software.
services, and linancing. In one classic case, IBM’g
CPO was putling together a deal for his pariner-
ship account that involved hardware, software, and
services. He was told by the linance function that
he couldn’t price it as an integrated solution. In
otber words, TBM’s CFO was laold he couldn't offer
the deal he was proposing!

In response, 13M devcloped an integrated bid
system Lo better retlect its values. All of the people
who set prices for clients were brought together and
told, “You work for IBM. When there’s a cross-18M
bid with multiple products, you price it on the TBM
income statement, ol on the income slatements
of cach product.” This led to a series ol intense
mectings with senior executives aboul allocating
integrated bids to business-unit P&Ls. IBM made it
work because it was the right thing to do in aligning
the organization to its values.

The IBM culture cbange was led by senior
executives and involved the whole organization in
discussing and debaiing the lirm’s values and iden-
tity. There was remnarkable agreement on what the
values should be. The debate, as it turned out,
wasn’lL over the values themselves but on whether
IBM would be willing and able 1o live with them.
To make this happen, specific organization changes
were ade that symbolized the values in use.

=n




