EXHIBIT 1
Eight Errors Common to Organizational Change Efforts

and Their Consequences

CoMMON ERRORS

7 Allowing too much complacency

7 Failing to create a sufficiently powerful guiding
coalition

7 Underestimating the power of vision

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

7 Permitting obstacles to block the new vision

7 Failing to create short-term wins

7 Declaring victory too soon

7 Neglecting to anchor changes firmly in the

corporate culture

CONSEQUENCES

7 New strategies aren’t implemented well

# Acquisitions don't achieve expected synergies

7 Reengineering takes too long and costs too much
7 Downsizing doesn’t get costs under control

# Quality programs don't deliver hoped-for results

disturbing activity is even finding its way into presidential
politics.

These errors are not inevitable. With awareness and skill, they
can be avoided or at least greatly mitigated. The key lies in
understanding why organizations resist needed change, what
exactly is the multistage process that can overcome destructive
inertia, and, most of all, how the leadership that is required to
drive that process in a socially healthy way means more than
good management.

CHrA PRE R 2

Successful Change
and the Force That
Drives It

PEOPLE WHO HAVE BEEN

through difficult, painful, and not
very successful change efforts
often end up drawing both pes-
simistic and angry conclusions.
They become suspicious of the
motives of those pushing for
transformation; they worry that
major change is not possible with-
out carnage; they fear that the
boss is a monster or that much of
the management is incompetent.
After watching dozens of efforts to
enhance organizational perfor-
mance via restructuring, reengi-
neering, quality programs, merg-
ers and acquisitions, cultural
renewal, downsizing, and strategic
redirection, I draw a different
conclusion. Available evidence
shows that most public and pri-
vate organizations can be signifi-
cantly improved, at an acceptable
cost, but that we often make terri-
ble mistakes when we try because

17



history has simply not prepared us for transformational chal-
lenges.

THE GLOBALIZATION OF MARKETS AND COMPETITION

People of my generation or older did not grow up in an era when
transformation was common. With less global competition and
a slower-moving business environment, the norm back then was
stability and the ruling motto was: “If it ain’t broke, don’t fix it.”
Change occurred incrementally and infrequently. If you had told
a typical group of managers in 1960 that businesspeople today,

EXHIBIT 1

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

over the course of eighteen to thirty-six months, would be try-
ing to increase productivity by 20 to 50 percent, improve quali-
ty by 30 to 100 percent, and reduce new-product development
times by 30 to 80 percent, they would have laughed at you. That
magnitude of change in that short a period of time would
have been too far removed from their personal experience to be
credible.

The challenges we now face are different. A globalized econo-
my is creating both more hazards and more opportunities for
everyone, forcing firms to make dramatic improvements not
only to compete and prosper but also to merely survive.
Globalization, in turn, is being driven by a broad and powerful
set of forces associated with technological change, international
economic integration, domestic market maturation within the
more developed countries, and the collapse of worldwide com-
munism. (See exhibit 1 on the facing page.)

No one is immune to these forces. Even companies that sell
only in small geographic regions can feel the impact of global-
ization. The influence route is sometimes indirect: Toyota beats
GM, GM lays off employees, belt-tightening employees demand
cheaper services from the corner dry cleaner. In a similar way,
school systems, hospitals, charities, and government agencies
are being forced to try to improve. The problem is that most
managers have no history or legacy to guide them through all
this.

TECHNOLOGICAL INTERNATIONAL MATURATION OF FALL OF
CHANGE EcoNomic MARKETS IN COMMUNIST AND
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MORE HAZARDS MORE OPPORTUNITIES

| 7 More competition 7 Bigger markets
| 7 Increased speed 7 Fewer barriers
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MORE LARGE-SCALE CHANGE IN ORGANIZATIONS

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

7 Reengineering 7 Mergers and acquisitions
7 Restructuring 7 Strategic change
7 Quality programs 7 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.

Given the track record of many companies over the past two
decades, some people have concluded that organizations are
simply unable to change much and that we must learn to accept
that fact. But this assessment cannot account for any of the dra-




% |

matic transformation success stories from the recent past. Some
organizations have discovered how to make new strategies,
acquisitions, reengineering, quality programs, and restructur-
ing work wonderfully well for them. They have minimized the
change errors described in chapter 1. In the process, they have
been saved from bankruptcy, or gone from middle-of-the-pack
players to industry leaders, or pulled farther out in front of their
closest rivals.

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 dis-
tinction that will come up repeatedly as we talk about institut-
ing significant organizational change.

THE EIGHT-STAGE CHANGE PROCESS

The methods used in successful transformations are all based on
one fundamental insight: that major change will not happen
easily for a long list of reasons. Even if an objective observer can
clearly see that costs are too high, or products are not good
enough, or shifting customer requirements are not being ade-
quately addressed, needed change can still stall because of
inwardly focused cultures, paralyzing bureaucracy, parochial
politics, a low level of trust, lack of teamwork, arrogant atti-
tudes, a lack of leadership in middle management, and the gen-
eral human fear of the unknown. To be effective, a method
designed to alter strategies, reengineer processes, or improve
quality must address these barriers and address them well.

All diagrams tend to oversimplify reality. I therefore offer
exhibit 2 on the facing page with some trepidation. It summa-
rizes the steps producing successful change of any magnitude in
organizations. The process has eight stages, each of which is
associated with one of the eight fundamental errors that under-
mine transformation efforts. The steps are: establishing a sense

EXHIBIT 2
The Eight-Stage Process of Creating Major Change

1 ESTABLISHING A SENSE OF URGENCY

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

v

2 CREATING THE GUIDING COALITION

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

v

3 DEVELOPING A VISION AND STRATEGY

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

v

4 COMMUNICATING THE CHANGE VISION

7 Using every vehicle possible to constantly communicate the new vision and
strategies

7 Having the guiding coalition role model the behavior expected of employees

v

5 EMPOWERING BROAD-BASED ACTION

7 Getting rid of obstacles

7 Changing systems or structures that undermine the change vision

7 Encouraging risk taking and nontraditional ideas, activities, and actions

v

6 GENERATING SHORT-TERM WINS

7 Planning for visible improvements in performance, or “wins”

7 Creating those wins

# Visibly recognizing and rewarding people who made the wins possible

v

7 CONSOLIDATING GAINS AND PRODUCING MORE CHANGE

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

7 Hiring, promoting, and developing people who can implement the change vision

7 Reinvigorating the process with new projects, themes, and change agents

v

8 ANCHORING NEW APPROACHES IN THE CULTURE

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

# Articulating the connections between new behaviors and organizational success

7 Developing means to ensure leadership development and succession

SOURCE: Adapted from John P. Kotter, “Why Transformation Efforts Fail,” Harvard Business Review (March-April
1995): 61. Reprinted with permission.
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of urgency, creating the guiding coalition, developing a vision
and strategy, communicating the change vision, empowering a
broad base of people to take action, generating short-term wins,
consolidating gains and producing even more change, and insti-
tutionalizing new approaches in the culture.

The first four steps in the transformation process help defrost
a hardened status quo. If change were easy, you wouldn’t need
all that effort. Phases five to seven then introduce many new
practices. The last stage grounds the changes in the corporate
culture and helps make them stick.

People under pressure to show results will often try to skip
phases—sometimes quite a few—in a major change effort. A
smart and capable executive recently told me that his attempts
to introduce a reorganization were being blocked by most of his
management team. Our conversation, in short form, was this:

“Do your people believe the status quo is unacceptable?” I
asked. “Do they really feel a sense of urgency?”

“Some do. But many probably do not.”

“Who is pushing for this change?”

“I suppose it’s mostly me,” he acknowledged.

“Do you have a compelling vision of the future and strategies
for getting there that help explain why this reorganization is
necessary?”

“I think so,” he said, “although I'm not sure how clear it is.”

“Have you ever tried to write down the vision and strategies
in summary form on a few pages of paper?”

“Not really.”

“Do your managers understand and believe in that vision?”

“I think the three or four key players are on board,” he said,
then conceded, “but I wouldn’t be surprised if many others
either don’t understand the concept or don’t entirely believe in
i

In the language system of the model shown in exhibit 2, this
executive had jumped immediately to phase 5 in the transfor-
mation process with his idea of a reorganization. But because he
mostly skipped the earlier steps, he ran into a wall of resistance.

Had he crammed the new structure down people’s throats,
which he could have done, they would have found a million
clever ways to undermine the kinds of behavioral changes he
wanted. He knew this to be true, so he sat in a frustrated stale-
mate. His story is not unusual.

People often try to transform organizations by undertaking
only steps 5, 6, and 7, especially if it appears that a single deci-
sion—to reorganize, make an acquisition, or lay people off—will
produce most of the needed change. Or they race through steps
without ever finishing the job. Or they fail to reinforce earlier
stages as they move on, and as a result the sense of urgency dis-
sipates or the guiding coalition breaks up. Truth is, when you
neglect any of the warm-up, or defrosting, activities (steps 1 to
4), you rarely establish a solid enough base on which to proceed.
And without the follow-through that takes place in step 8, you
never get to the finish line and make the changes stick.

THE IMPORTANCE OF SEQUENCE

Successful change of any magnitude goes through all eight
stages, usually in the sequence shown in exhibit 2. Although one
normally operates in multiple phases at once, skipping even a
single step or getting too far ahead without a solid base almost
always creates problems.

I recently asked the top twelve officers in a division of a large
manufacturing firm to assess where they were in their change
process. They judged that they were about 80 percent finished
with stage #1, 40 percent with #2, 70 percent with #3, 60 percent
with #4, 40 percent with #5, 10 percent with #6, and 5 percent
with #7 and #8. They also said that their progress, which had
gone well for eighteen months, was now slowing down, leaving
them increasingly frustrated. I asked what they thought the
problem was. After much discussion, they kept coming back to
“corporate headquarters.” Key individuals at corporate, includ-
ing the CEO, were not sufficiently a part of the guiding coalition,
which is why the twelve division officers judged that only 40 per-
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cent of the work in #2 was done. Because higher-order principles
had not been decided, they found it nearly impossible to settle
on the more detailed strategies in #3. Their communication of
the vision (#4) was being undercut, they believed, by messages
from corporate that employees interpreted as being inconsistent

with their new direction. In a similar way, empowerment efforts .

(#5) were being sabotaged. Without a clearer vision, it was hard
to target credible short-term wins (#6). By moving on and not
sufficiently confronting the stage 2 problem, they made the illu-
sion of progress for a while. But without the solid base, the
whole effort eventually began to teeter.

Normally, people skip steps because they are feeling pressures
to produce. They also invent new sequences because some seem-
ingly reasonable logic dictates such a choice. After getting well
into the urgency phase (#1), all change efforts end up operating
in multiple stages at once, but initiating action in any order
other than that shown in exhibit 2 on page 21 rarely works well.
It doesn’'t build and develop in a natural way. It comes across
as contrived, forced, or mechanistic. It doesn’t create the
momentum needed to overcome enormously powerful sources
of inertia.

PROJECTS WITHIN PROJECTS

Most major change initiatives are made up of a number of small-
er projects that also tend to go through the multistep process.
So at any one time, you might be halfway through the overall
effort, finished with a few of the smaller pieces, and just begin-
ning other projects. The net effect is like wheels within wheels.

A typical example for a medium-to-large telecommunications
company: The overall effort, designed to significantly increase
the firm’s competitive position, took six years. By the third year,
the transformation was centered in steps 5, 6, and 7. One rela-
tively small reengineering project was nearing the end of stage
8. A restructuring of corporate staff groups was just beginning,
with most of the effort in steps 1 and 2. A quality program was

moving along, but behind schedule, while a few small final ini-
tiatives hadn’t been launched yet. Early results were visible at six
to twelve months, but the biggest payoff didn’t come until near
the end of the overall effort.

When an organization is in a crisis, the first change project
within a larger change process is often the save-the-ship or turn-
around effort. For six to twenty-four months, people take deci-
sive actions to stop negative cash flow and keep the organization
alive. The second change project might be associated with a new
strategy or reengineering. That could be followed by major
structural and cultural change. Each of these efforts goes
through all eight steps in the change sequence, and each plays a
role in the overall transformation.

Because we are talking about multiple steps and multiple
projects, the end result is often complex, dynamic, messy, and
scary. At the beginning, those who attempt to create major
change with simple, linear, analytical processes almost always
fail. The point is not that analysis is unhelpful. Careful thinking
is always essential, but there is a lot more involved here than (a)
gathering data, (b) identifying options, (c) analyzing, and (d)
choosing.

Q: So why would an intelligent person rely too much on simple,
linear, analytical processes?
A: Because he or she has been taught to manage but not to lead.

MANAGEMENT VERSUS LEADERSHIP

Management is a set of processes that can keep a complicated
system of people and technology running smoothly. The most
important aspects of management include planning, budgeting,
organizing, staffing, controlling, and problem solving.
Leadership is a set of processes that creates organizations in the
first place or adapts them to significantly changing circum-
stances. Leadership defines what the future should look like,
aligns people with that vision, and inspires them to make it hap-
pen despite the obstacles (see exhibit 3 on the following page).



EXHIBIT 3
Management versus Leadership

MANAGEMENT

7 Planning and budgeting:

establishing detailed steps and
timetables for achieving needed
results, then allocating the
resources necessary to make it
happen

7 Organizing and staffing:

establishing some structure for
accomplishing plan require-
ments, staffing that structure
with individuals, delegating
responsibility and authority for
carrying out the plan, pro-
viding policies and procedures
to help guide people, and
creating methods or systems to
monitor implementation

7 Controlling and problem

solving: monitoring results,
identifying deviations from
plan, then planning and orga-
nizing to solve these problems

LEADERSHIP

> Establishing direction: devel-
oping a vision of the future—
often the distant future—and
strategies for producing the
changes needed to achieve that
vision

7 Aligning people: communi-
cating direction in words and
deeds to all those whose coop-
eration may be needed so as to
influence the creation of teams
and coalitions that understand
the vision and strategies and
that accept their validity

7 Motivating and inspiring:
energizing people to overcome
major political, bureaucratic,
and resource barriers to
change by satisfying basic, but
often unfulfilled, human needs

v

s

7 Produces a degree of pre-
dictability and order and has
the potential to consistently
produce the short-term results
expected by various stake-
holders (e.g., for customers,
always being on time; for
stockholders, being on budget)

7 Produces change, often to a
dramatic degree, and has the
potential to produce extremely
useful change (e.g., new prod-
ucts that customers want, new
approaches to labor relations
that help make a firm more
competitive)

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

This distinction is absolutely crucial for our purposes here: A
close look at exhibits 2 and 3 shows that successful transforma-
tion is 70 to 90 percent leadership and only 10 to 30 percent
management. Yet for historical reasons, many organizations

today don’t have much leadership. And almost everyone thinks
about the problem here as one of managing change.

For most of this century, as we created thousands and thou-
sands of large organizations for the first time in human history,
we didn’t have enough good managers to keep all those bureau-
cracies functioning. So many companies and universities devel-
oped management programs, and hundreds and thousands of
people were encouraged to learn management on the job. And
they did. But people were taught little about leadership. To some
degree, management was emphasized because it’s easier to teach
than leadership. But even more so, management was the main
item on the twentieth-century agenda because that’s what was
needed. For every entrepreneur or business builder who was a
leader, we needed hundreds of managers to run their ever-grow-
ing enterprises.

Unfortunately for us today, this emphasis on management
has often been institutionalized in corporate cultures that dis-
courage employees from learning how to lead. Ironically, past
success is usually the key ingredient in producing this outcome.
The syndrome, as I have observed it on many occasions, goes
like this: Success creates some degree of market dominance,
which in turn produces much growth. After a while, keeping the
ever-larger organization under control becomes the primary
challenge. So attention turns inward, and managerial compe-
tencies are nurtured. With a strong emphasis on management
but not leadership, bureaucracy and an inward focus take over.
But with continued success, the result mostly of market domi-
nance, the problem often goes unaddressed and an unheaithy
arrogance begins to evolve. All of these characteristics then
make any transformation effort much more difficult. (See exhib-
it 4 on the following page.)

Arrogant managers can overevaluate their current perfor-
mance and competitive position, listen poorly, and learn slowly.
Inwardly focused employees can have difficulty seeing the very
forces that present threats and opportunities. Bureaucratic cul-
tures can smother those who want to respond to shifting condi-
tions. And the lack of leadership leaves no force inside these
organizations to break out of the morass.
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ter. Transformation requires sacrifice, dedication, and creativity,
none of which usually comes with coercion.

Efforts to effect change that are overmanaged and underled
also tend to try to eliminate the inherent messiness of transfor-
mations. Eight stages are reduced to three. Seven projects are
consolidated into two. Instead of involving hundreds or thou-
sands of people, the initiative is handled mostly by a small
group. The net result is almost always very disappointing.

Managing change is important. Without competent manage-
ment, the transformation process can get out of control. But for
most organizations, the much bigger challenge is leading
change. Only leadership can blast through the many sources of
corporate inertia. Only leadership can motivate the actions
needed to alter behavior in any significant way. Only leadership
can get change to stick by anchoring it in the very culture of an
organization.

As you'll see in the next few chapters, this leadership often
begins with just one or two people. But in anything but the very
smallest of organizations, that number needs to grow and grow
over time. The solution to the change problem is not one
larger-than-life individual who charms thousands into being
obedient followers. Modern organizations are far too complex to
be transformed by a single giant. Many people need to help with
the leadership task, not by attempting to imitate the likes of
Winston Churchill or Martin Luther King, Jr., but by modestly
assisting with the leadership agenda in their spheres of activity.

THE FUTURE

The change problem inside organizations would become less
worrisome if the business environment would soon stabilize or
at least slow down. But most credible evidence suggests the
opposite: that the rate of environmental movement will increase
and that the pressures on organizations to transform themselves
will grow over the next few decades. If that’s the case, the only
rational solution is to learn more about what creates successful
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change and to pass that knowledge on to increasingly larger
groups of people.

From what I have seen over the past two decades, helping
individuals to better understand transformation has two compo-
nents, both of which will be addressed in some detail in the
remainder of this book. The first relates to the various steps in
the multistage process. Most of us still have plenty to learn
about what works, what doesn’t, what is the natural sequence of
events, and where even very capable people have difficulties. The
second component is associated with the driving force behind
the process: leadership, leadership, and still more leadership.

If you sincerely think that you and other relevant people in
your organization already know most of what is necessary to
produce needed change and, therefore, are quite logically won-
dering why you should take the time to read the rest of this
book, let me suggest that you consider the following. What do
you think we would find if we searched all the documents pro-
duced in your organization in the last twelve months while look-
ing for two phrases: “managing change” and “leading change”?
We would look at memos, meeting summaries, newsletters,
annual reports, project reports, formal plans, etc. Then we
would turn the numbers into percentages—X percent of the ref-
erences are to “managing change” and Y percent to “leading
change.”

Of course the findings from this exercise could be nothing
more than meaningless semantics. But then again, maybe they
would accurately reflect the way your organization thinks about
change. And maybe that has something to do with how quickly
you improve the quality of products or services, increase pro-
ductivity, lower costs, and innovate.
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