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CORPORATE CHANGE

In the first of a two-part article, Julian Clarke argues that businesses
will be left behind if they fail to initiate change and that changing the
behaviour of people is the key factor facing management. He illustrates
his points with a real-life case study and also examines the roles of the
structure of the organisation and of the invisible barriers to change.

What’s new about change?
Change is not a new phenomenon, but it
is a term increasingly heard in the realm of
management consultants and the corri-
dors of business.

Well may one ask ‘why’ because busi-
ness has always been in the midst of
change. Markets, products, services, work-
ing environments, managerial techniques
and organisational structures have always
been constantly evolving. Management
has always been able to deal with such
evolution, so what is so new about change
now?

The pace of change in information
technology has driven an ever more rapid
change in business, whilst the change in
management methods has not kept pace.
In this day and age businesses cannot
afford not to change. If they don’t, they'll
be left behind.

The failure of change
programmes

Increasing competitive pressures and
greater uncertainty have forced business to
undertake change

There is nothing  programmes involv-

permanent ing elements of cost
except change. reduction, down-

sizing, restructuring,
— Heraclitus total quality man-

agement, reengin-
(500 B.C.) eering or business
e 10 C€SS  lmprove-

ment, activity based

costing, centralisa-
tion or decentralisation, flattening of
organisational structures, teamwork ....
among many others.

Yet many of these programmes fail to
achieve the desired results. Estimates of
the failure rate of change
projects are as high as 75%. Many
of these techniques look prom-
ising on paper and plans for their
application within organisations
are usually well considered and approp-
riate. So why do they still fail to achieve
the desired results? Maybe it's not the
techniques themselves that are the reason.

There is one factor common to all
change programmes. For a business to
change, people have to do things differ-
ently - they have to change their

behaviour.

Change programmes don’t always
inspire people to change from the routines
to which they have become accustomed.
After an initial period of apparent success,
people go back to doing things the same
way they have always done. They've seen
management whims come and go before.
At the end of the day the change effort
fails.

“The only sense Traditional
that is common management
in the long run, methods
is the sense Managers halve tradi(i
tionally earne
of change — and their trade in envir-
we all onments where top
instinctively level decisions are
id it” referred to middle
avord it=. management who in
: turn instruct their
~E. B. White staff to carry out the
Lo

necessary changes.
This type of manage-
ment still copes very well with the
implementation of many types of business
decisions.

Yet there are many skills necessary to
manage change successfully and these are
not automatically developed in these trad-
itional business environments. Some
people acquire them and others don't.
Many managers have significant experi-
ence of managing but little experience of
transforming a business.

To implement corporate change suc-
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cessfully all involved may have to change
a little. No-one is immune from change.
Those who believe they don’t have to
change are probably themselves most in
need of it.

We all have to learn from our mistakes
and that is why, if still sufficiently inter-
ested to read on, one will see a real life
case involving change efforts that failed in
one area and succeeded in another.

Hopefully, others’ own change efforts
may benefit from being aware of some of
the reasons why this company only parti-
ally succeeded in implementing change.

A case study from 'Down Under’

My first experience of implementing
‘change’ was during ‘project quality con-
trol’ for an Australian financial institution
in 1990. This project started as a finance
department improvement exercise and was
subsequently extended separately to
include one of the two main operational
departments.

I have already suggested that today’s
change programmes require people to
change their behaviour. You may there-
fore find it interesting to approach this
case by asking to what extent this may
have contributed to the project’s successes
and failures,

Why would a large, well-known and
successful company need to undertake
such a change effort?

On joining the company I was aware
that:

¢ the two previous heads of the finance
function had resigned within the previ-
ous 14 months, having failed to solve
‘serious accounting problems’.

the credit controller had resigned short-
ly before my joining, and

* the company had resulted from the
merger of folr financial institutions
over the previous few years.

After some investigation it became app-
arent not only that the finance function
required substantial improvement but also
that:

e Staff turnover throughout the office
had been 60% over 12 months.

¢ True debtors were unknown. The
company was unable to prove how
much the clients/intermediaries owed.

* Clients were taking advantage of inter-
nal operational inefficiencies. One
earned over A$100,000 in surplus inter-
est on amounts withheld well beyond
the due date, but not paid until the
company could prove and request the
amounts due.

e There was an error rate in the core
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operational department of up
to 50%, mainly because staff
from four previous businesses
were not trained in the merged
company’s methods (allied to
poor supervision).

¢ Internal audit reports for a
number of years had severely

“Progress is a
nice word.

But change is
its motivator
and change has
its enemies”.

accounting problems’ were
primarily caused by a high
error rate in the operational
area of the business - initially
noticed by financial indi-
cators emanating from the
finance function - the
finance function itself was
also poor, but not without

and justifiably) criticised the _

(. J .y) Robert F. potential.

finance function, but gave a K d . .

clean bill of health to the oper- ennedy Factors f‘N};llc?. alde(: the

ational department whose §ucc.ess of the finance funct-
mRGESEMTESNONSMENE  {ON improvement programme

errors were the primary cause
of the problem.

Even later it became apparent that:

e Similar problems were being experi-
enced by the company’s offices in other
Australian cities. (The credit controller
in another city was later told he was
‘crying wolf’ when he tried to alert sen-
ior management to similar problems).

* Overseas shareholders had to intro-
duce substantial additional capital,
arguably extra working capital due to
operational deficiencies.

Closer to home we discovered that:

¢ systerns weaknesses permitted records
to be amended

accounting records had been manip-
ulated to artificially give the impression
that the problem had been solved

e there was no evidence of fraudulent
withdrawal of funds, although possible
at the time.

we had to employ a team of twelve
temporary reconcilers for six months
(costing A$200,000) to rectify both the
financial manipulations and some of
the mistakes made in the operational
department.

Maybe it is now obvious why the initi-
ation of ‘project quality control’ was
necessary!

Although some of the senior manage-
ment team realised that cross-functional
improvement was required (what would
now be viewed as business process im-
provement - an excellent .approach to
change implementation), the approach
taken was to undertake separate improve-
ment in two areas - finance and the oper-
ational department.

However, the change effort in only one
area was successful and it is interesting to
see what factors (with the benefit of hind-
sight!) made the difference between
success and failure.

The change effort that
succeeded...

Although it transpired that the ‘serious

included:

the need for change was agreed by all

criticisms from management and staff
in other departments were sought in
formulating the improvement plan

¢ management sought and listened to
staff opinions

ideas for improvement were suggested
by the staff — the people who perform
the work often know better ways of
doing things but usually aren’t asked!

» staff were involved in designing and
documenting practical, easy to use ‘best
practice’ manuals (practices previously
only in people’s minds were now on
paper) )

e multi-skilling gave the staff more var-
iety and job satisfaction and manage-
ment less reliance on key staff

training courses held at lunchtime on
‘basic accounting & finance’ (not unlike
one of the Big Six’s excellent intro-
ductory course for non-accounting
graduates and school-leavers)

reallocation of duties to the staff best
suited to perform them

e team spirit improved through flexible
management and praise of good work —
it costs nothing to say ‘well done’,
except perhaps pride!

communication, formal and informal,
was fairly open and honest; this helped
improve morale and break down
previous management/§taff barriers

quick wins, however minor, were regu-
larly sought and communicated

¢ performance measures were developed
to monitor progress

s on-going review of progress by the
whole team involved suggesting new
ideas, changes to existing plans and
scrapping ideas or plans that weren't
working.

Crucially, three other factors were evi-
dent in the finance effort but lacking in
the operational effort:

1. senior management supported the
project without reservation
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2. the project was primarily within the
confines of a single department; ob-
jections from other departments were
minimal because they understood they
would be benefiting from a successful
project

3. my CEO gave me a free role in run-
ning the project; I could deal with
those who wanted to hamper progress
as I saw fit —~ diplomatically at first!

Shoot the messenger

Many CA’s will be aware that the work of
the finance function often draws attention
to mistakes and operational deficiencies in
other areas in the organisation.

Although the finance department
change programme was well under way, it
was some time before the change effort in
the operational department gained any
impetus.

At the same time the company’s prob-
lems had some severe consequences:

¢ the head of the operational department
was demoted (and later left); the
replacement was an outsider who
didn’t understand the problems (and
who in turn left two years later).

the chief executive was fired and no
replacement was named for some time.

..and the change effort that
failed

Given this vacuum, it is probably no sur-
prise that the operational change pro-
gramme failed. However, it was already
faltering for a number of reasons:

¢ the seriousness of the situation wasn’t
fully appreciated

e only two managers believed change
was imperative

e most managers didn’t want to hear
bad news

¢ the functional organisational struct-
ure produced an “I'm allright, Jack”
attitude

e there was a lack of real concern over
poor performance by both staff (who
‘had always done things that way’) and
clients (whose cashflow benefited from
the situation)

* the project leader (second in com-
mand in the operational department)
was already overburdened and was not
relieved of many of his day to day
responsibilities — someone to blame if
things went wrong!

¢ the benefits to all staff weren’t ade-
quately explained
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* communication was less than open
and honest, resulting in an aura of un-
certainty and mistrust

¢ some senior management only gave
lip-service support, not believing they
too had to change

e some senior managers didn’t see their
role as speaking to the staff affected by
the change - that’s what middle man-
agement were for!

e there was no real vision of the end
result and this was poorly explained

e there was a concentration on the
detail (micro) to the exclusion of the
overall picture (macro)

e there were no decent performance
measures so improvement was difficult
to assess

e the causes of the problem weren’t
really tackled (it was easier to tackle the
symptoms rather than the disease)

¢ there was little emphasis on quick
wins

¢ the project team relaxed after some
initial achievements

e although the team included the
appropriate line managers, weak team
members were easily swayed by dom-
inant colleagues

¢ some managers didn’t practice what
they preached!

there was little real teamwork and in-
fighting lay just below the surface

some senior managers who could have
helped, didn’t bother

e some managers actively tried to
hamper success

vital staff training in the use of the
computer system was never imple-
mented (despite a high data processing
error rate)

*

interdepartmental barriers and person-
al rivalries were permitted to interfere

e the culture of the organisation pre-
vailed.

Culture

One of the many attractions of the
Australian lifestyle is the cosmopolitan
nature of it’s people and this was reflected
in the company’s staff who were of
Australian, English, Scottish, Irish, Dutch,
Italian, Yugoslav, Chinese and Malaysian
descent. The cultural background of the
individuals in the firm may have been
different but this had little effect on the
culture of the firm itself.

At the end of the day the personnel in

the company «

might have chang- The art,of
ed (regularly!) but Progress is
the culture of the fo preserve
organisation ., smid

didn’t.

The company
subsequently em-
ployed a firm of
consultants to ass-
ess the culture of

change and to
preserve change
amid order”.

the firm. This was - Alfred North
only partially succ- Whitehead
essful because the

‘confidential’ meomTRom———

questionnaire they

used required staff to write the location
of their office and the name of their
department on the form!

What the consultants may not have
reported was that management and staff
perceived the culture of the firm to be one
of blame and fear.

It was easier to apportion individual
blame rather than admit to collective,
corporate failure to tackle difficult
problems.

The Group MD and some of his
general managers were extremely capable
but the high standards they sought were
not implemented by the majority of his
management team throughout the
country.

Senior management were occasionally
reminded that their positions were under
threat. Consequently, at a time when
authoritative action was most needed,
they responded by avoiding decisions in
case they might incur the Group MD’s
wrath!

Barriers to change
Remember that this company

“It is the nature
of a man as he

ularly appropriate in the case of this com-
pany - a rigid organisational structure and
less tangible or ‘invisible’ barriers.

Organisational structure

A company’s internal design is supposed
to facilitate the work being done as
efficiently as possible. In practice, the
structure of an organisation can hinder
efficient operations as much as it assists.

In the case of this company, staff could
see their own role in their own depart-
ment but had no appreciation of the in-
pact their work had on other departments.
Visits were arranged to see what their
colleagues did and subsequently the error
rate dropped. :

Change traditionally has meant chang-
ing the organisational structure, involving
the reallocation of tasks, functions and
responsibilities between members of the
management team.

One problem with only changing who
reports to whom is that the staff usually
only see the names change. This doesn’t.
help change the way they perform their
work. If modern change programmes
require people to change the way they do
things, just changing the boss normally
isn’t enough.

A focus on improving business process-
es can be very effective because it doesn’t
take a narrow, departmental perspective.
One process approach, reengineering,
queries whether many of the practices and
indeed departmental divisions are necess-
ary at all. Ideally, organisational design
would be based on the work that is per-
formed, not just the decision making
authority people have.

In an era when competition
can quickly copy new products or
services, perhaps it is only the

resulted from the merger of  grows older... way work is performed - bush?ess
four different financial instit- . protest processes ~ that cax}nof b,e copied.
utions over a couple of years. ' In evaluating a firm’s ‘need to
As a result, only one of the against change, cha.nge’,. perhaps one coulfl ask
local CEOs of the four pre- part‘icularly which, if any, of it’s buSI.n'QSS
merger organisations could be change for processes wo?.xld the competition
the CEO of the merged want to acquire!
Operation. the better”-
Three people were likely to — .
be disappointed not to get the john Invisible barriers
top job. One left. Another : Building up rapport with all
‘retired on the job'. Steinbeck involved allows one to ask them,
The other actively tried to in confidence, about the little
esr s e e

disrupt any improvement
efforts. Now a department
head, he saw his department as his
empire and powerbase. He ensured his
department only minimally co-operated
with others and actively cultivated an
antagonistic attitude between his staff
and other departments.

There are many barriers to change,
some of them related, but two were partic-
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things they see as preventing
improvement.

There can be many invisible barriers.
Two people may not get on together.
People may not like working for someone
who is too bossy. Secretaries may filter
out information that someone wants the
boss to hear. People may not get the
opportunity to speak to someone in
authority about minor or major topics
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