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Part I

The Change Problem and Its Solution

Chapter 1

Transforming Organizations: Why Firms Fail

By any objective measure, the amount of significant, often traumatic, change in organizations has grown tremendously over the past two decades.  Powerful macroeconomic forces are at work here, and these forces may grow even stronger over the next few decades.  Whenever human communities are forced to adjust to shifting conditions, pain is ever present.  But a significant amount of the waste and anguish we’ve witnessed in the past decade is avoidable.

Error #1:  Allowing Too Much Complacency

By far the biggest mistake people make when trying to change organizations is to plunge ahead without establishing a high enough sense of urgency in fellow managers and employees.  Without a sense of urgency, people won’t give that extra effort that is often essential.  They don’t make needed sacrifices.
Error #2: Failing to Create a Sufficiently Powerful Guiding Coalition

In the most successful cases, the coalition is always powerful – in terms of formal titles, information and expertise, reputations and relationships, and the capacity for leadership.  Individuals alone, no matter how competent or charismatic, never have all the assets needed to overcome tradition and inertia except in very small organizations.  Guiding coalitions without strong line leadership never seem to achieve the power that is required to overcome what are often massive sources of inertia.
Error #3:  Underestimating the Power of Vision

Of the remaining elements that are always found in successful transformations, none is more important than a sensible vision.  Vision plays a key role in producing useful change by helping to direct, align, and inspire actions on the part of large numbers of people.  Without a vision to guide decision making, each and every choice employees face can dissolve into an interminable debate.  A useful rule of thumb: Whenever you cannot describe the vision during a change initiative in five minutes or less and get a reaction that signifies both understanding and interest, you are in for trouble.

Error #4: Undercommunicating the Vision by a Factor of 10 (or 100 or Even 1,000)

People will not make sacrifices, even if they are unhappy with the status quo, unless they think the potential benefits of change are attractive and unless they really believe that a transformation is possible.  Without credible communication, and a lot of it, employees’ hearts and minds are never captured.  

Three patterns of ineffective communication are common.  First, group actually develops a pretty good transformation vision and then proceeds to sell it by holding only a few meetings or sending out only a few memos.  In the second pattern, the head of the organization spends a considerable amount of time making speeches to employee groups, but most of her managers are virtually silent.  In the third pattern, much more effort goes into newsletters and speeches, but some highly visible individuals still behave in ways that are antithetical to the vision, and the net result is that cynicism among the groups goes up while belief in the new message goes down.
Communication comes in both words and deeds.  The latter is generally the most powerful form.

Error #5: Permitting obstacles to Block the New Vision

New initiatives fail far too often when employees, even though they embrace a new vision, feel disempowered by huge obstacles in their paths.  Sometimes the obstacle is the organizational structure.  One well-placed blocker can stop an entire change effort.

Error #6: Failing to Create Short-Term Wins

Complex efforts to change strategies or restructure businesses risk losing momentum if there are no short-term goals to meet and celebrate.  Without short-term wins, too many employees give up or actively join the resistance.
Commitments to produce short-term wins can help keep complacency down and encourage the detailed analytical thinking that can usefully clarify or revise transformational visions.

Error #7: Declaring Victory Too Soon

While celebrating a win is fine, any suggestion that the job is mostly done is generally a terrible mistake.  Until changes sink down deeply into the culture, which for an entire company can take three to ten years, new approaches are fragile and subject to regression.
Error #8: Neglecting to Anchor Changes Firmly in the Corporate Culture

In the final analysis, change sticks only when it becomes “the way we do things around here,” when it seeps into the very bloodstream of the work unit or corporate body.  Until new behaviors are rooted in social norms and shared values, they are always subject to degradation as soon as the pressures associated with a change effort are removed.

Two factors are particularly important.  The first is a conscious attempt to show people how specific behaviors and attitudes have helped improve performance.
Eight Errors Common to Organizational Change Efforts and Their Consequences

Common Errors

· Allowing too much complacency

· Failing to create a sufficiently powerful guiding coalition

· Underestimating the power of vision

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

· Permitting obstacles to block the new vision

· Failing to create short term wins

· Declaring victory too soon

· Neglecting to anchor changes firmly in the corporate culture

Consequences

· New strategies aren’t implemented well

· Acquisitions don’t achieve expected synergies

· Reengineering takes too long and costs too much

· Downsizing doesn’t get costs under control

· Quality programs don’t deliver hoped-for results

Chapter 2

Successful Change and the Force That Drives It

Available evidence shows that most public and private organizations can be significantly improved, at an acceptable cost, but that we often make terrible mistakes when we try because history has simply not prepared us for transformational challenges.

Economic and Social Forces Driving the Need for Major Change in Organizations

	Technological Change
	International Economic Integration
	Maturation of Markets in Developed Countries
	Fall of Communist and Socialist Regimes

	· Faster and better communication
· Faster and better transportation

· More information networks connecting people globally
	· Fewer tariffs (GATT)
· Currencies linked via floating exchange rates

· More global capital flows
	· Slower domestic growth
· More aggressive exporters

· More deregulation
	· More countries l inked to the capitalist system
· More privatization







The Globalization of Markets and Competition





More Hazards


More competition


Increased speed





More Opportunities


Bigger markets


Fewer barriers





More Large-Scale Change in Organizations


To avoid hazards and/or capitalize on opportunities, firms must become stronger competitors. Typical transformation methods include:


Reengineering			Mergers and acquisitions


Restructuring 			Strategic change


Quality programs 			Cultural change





Mergers and acquisitions


Strategic change


Cultural change








Source: From The New Rules: How to Succeed in Today’s Post-Corporate World  by John P. Kotter.  Copyright 1995 by John P. Kotter.  Adapted with permission of The Free Press, a Division of Simon & Schuster.





Some organizations have discovered how to make new strategies, acquisitions, reengineering, quality programs, and restructuring work wonderfully well for them.





An examination of these success stories reveals two important patterns.  First, useful change tends to be associated with a multistep process that creates power and motivation sufficient to overwhelm all the sources of inertia.  Second, this process is never employed effectively unless it is driven by high-quality leadership, not just excellent management – an important distinction that will come up repeatedly as we talk about instituting significant organizational change.
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