Dynamics Of Organizations
Session 2

Organizational Change:  Obstacles and Constraints

Reading 1:  C.M. Christensen, “How Can Great Firms Fail?  Insight from the Hard Disk Drive Industry”

This reading teases out insights on organizational success and failure by analyzing the hard disk drive industry during the 60s, 70s, and 80s.  (With this in mind, this write-up focuses on OD lessons in the reading.  If you were disappointed that MIA didn’t detail the history of disk drive innovation, give the article a full read – it will be riveting bedtime reading.)

· Introduction

· The hard disk drive industry is a great study for org design because of the high pace of innovation
· Initial Hypothesis:  “Technology mudslide hypothesis”
· Coping with the relentless onslaught of technology change was akin to trying to climb a mudslide raging down a hill.  Those that stopped clamoring, failed. 
· Proved wrong:  Neither pace nor difficulty of change had anything to do with success/failure of firms.
· Refined Hypothesis:  The type of technology change mattered
· Sustaining Technological Changes
· Definition:  Incremental technology changes that sustained the existing rate of improvement in product performance (think Moore’s Law). 
· Who:  In literally every case, industry-leading firms led the development and commercialization of these technologies.  Entrant firms were consistently technology followers.
· Disruptive Technological Changes
· Definition:  Dramatic technology changes that disrupted or redefined industry performance trajectories (typically used existing technologies in new, simpler, or smaller ways).
· Who:  Start-ups/Entrants.  Not industry-leading firms, who typically did not adopt (or adopted too late) because were unaware or couldn’t justify the investment into a tiny, risky market.  Most of these firms ultimately failed.
· Example:  14” disk drive dominated the market which, at the time, was primarily for large mainframe customers.  Later, smaller 8”, 5.25”, and 3.5” drives were developed for the then-niche minicomputers/PCs market.  The market exploded, and the established players were still cranking out 14” disk drives.  Ultimately, every 14” manufacturer was driven from the industry.
· Summary 
· The customer-driven focus that made you an industry leader through sustainable technological changes can hold you captive to those customers if they are in a losing market because of disruptive technology change.
Reading 2:  D.G. McKendrick, “An Innovator’s Dilemma?

This reading is a critique of the previous.  The author refutes Christensen on three points:

· Minicomputer firms were using 14” drives for many years before the 8” innovation

· Eight of the first ten companies to introduce the disruptive 8” drive were incumbents, not new entrants.

· Seven of the first ten entrants into the 3.5” space were incumbents.

At the same time, the author concedes that the introduction of the 5.25” drive conforms to Christensen’s argument.

…And ultimately concludes:  “The real paradox is that a whole class of great firms did not fail, despite often trailing the market in the introduction of disruptive technologies; and, despite being early to the market for disruptive technologies, early entrants did.”

The most interesting part of this reading comes at the very end where the author argues:

· On the one hand, organizations cannot change quickly and, when they do, they take great risks because of the inertia that is supported by the procedures, roles, and structures underlying the organization.

· On the other hand, inertia is good:  firms grow and survive by doing more of what they do better.

Reading 3:  T. Peters, “Own Up to The Great Paradox:  Success is the Product of Deep Grooves/Deep Grooves Destroy Adaptivity”

In this reading Tom Peters (of In Search of Excellence fame) engaged a few other researchers and presents his view on the paradox of organizational specialization and change.

Thesis:  

· All companies face a paradox:  To be great, you must specialize, but to specialize makes it very difficult to change.

· ‘The idea is to specialize, to establish a first-class organization with first-class habits – to know what you are about, to be quality-conscious, to create superb relationships with customers and vendors, to constantly improve everything.  Then next season comes.  New fashions and competitors, economic conditions.  Now all those “wonderful” habits turn into inertia, cruel traps.’

· Organizational Transformation in Organizations

· Organizations by and large are not capable of more than marginal changes, while the environment is so volatile that marginal changes are frequently insufficient to assure survival.

· Existing organizations rarely change strategy and structure quickly enough to keep up with uncertain changing environments.

· When they do change, they environment has changed again and necessitates an entirely new form and structure.

· Should large organizations destroy (and recreate) themselves before a competitor does?  No!  Organizations that are perpetually destroying themselves never get good at anything.

· If there is any hope for big firms, it is in chartering wholly independent business units, a corporate confederation of business units independent enough to develop their own values.

· For an economy as a whole, organizational turnover (the birth and death of companies) is a boon.

· The author applies a Darwinian lens to organizational success and failure:  that there is luck to having an innovation take place and the environment change to foster that innovation (e.g. Walmart was nothing for ten years before it excluded).

· Empirically new organizational forms typically come with the birth of new companies and not in large firm reorganizations (e.g. the creation of matrix-form organization).

· Why is inertia good and change is hard.

· Inertia is good:  Winners will be those who invent a very distinctive competence.  Executing that initial (lucky) strategy is a direct result of regularizing behavior, via a clear cut corporate culture and widely shared values.

· The current culture of an organization reflects the conditions at the time of founding rather than recent adaptations (think IBM vs. Sun)

· The current buzz about flexible, adaptive, fluid, nimble learning organizations the author calls a “crock”.  If you are all of that, you can’t be good/great at anything.

· Once standards and procedures become established, the cost of change increases greatly.

· The capacity to respond quickly competes with the capacity to respond reliably.  The very linkages required to compete in today’s complex world amount to deep grooves – inertial traps.

Case Summary 1:  The Philips Group, 1987

· Introduction:  April 1986, Philips’ President, Copr van der Klugt outlined five objectives in a speech:

· Profit-oriented (so clearly The goal)

· Global oriented

· Quality-driven, customer-oriented 

· Innovation-oriented

· Adaptation-oriented (read as: Internal reorganization…. with ultimate P&L responsibility with product groups and “contractual relationships” to other parts of the organization)

· History or Philips

· Founded 1891.  In 1987, fourth largest industrial company outside the U.S.  Several hundred subsidiaries.  344,000 employees.

· Organized around countries for a handful of reasons

· “War-weakened” headquarters after WWII

· Minimized trade subject to post-WWII reconstruction trade restrictions

· Minimized identity as a foreign company

· Enabled quick response to local demands

· Each country-unit had a 10-“man” board of management (the central decision-making body)

· Country-units were matrixed into worldwide product-focused groups

· Decision-making is negotiated between country-units and product groups, with HQ acting as central arbiter.

· Oftentimes both a technical and marketing head in each country unit

· Forces of Change (during 1960s)

· Creation of EU, which eliminated trade barriers in key markets

· Creation of transistor and printed circuit, which required long product runs to obtain cost efficiency

· Emergence of SE Asia as low-wage production center

· In early 1970s International Production Centers (IPCs) were created to supply products to more than one national organization and gain scale economies.  Gave product managers control of manufacturing for 1st time.

· Emergence of Electronics business as future of company

· Increasing requirement for more rapid product development

· Laying the Groundwork (1982)

· New president, saw company as a sleeping giant.

· Began to speak out publicly about need for dramatic change (unheard of before)

· Strategy:  Global focus with rationalization across country units (e.g. more IPCs, more plant closings, selling noncore businesses); more partnerships

· Organization:  Consolidated technical and marketing head into one general manager, streamlined board of management, created SWAT teams, created Corporate Council (which included nation heads and product heads), tilted power towards product groups.

· Cor van der Klugt

· “A fighter, an organization builder.”

· In second speech outlined HR management as a top priority.  Reaffirmed focus on global integration.  Affirmed electronics and lighting as primary focus of firm.

· Reorganized Consumer Electronics, Components, and Telecommunications and Data Systems into a single “core-interlinked unit”.  Lighting became a core, stand-alone unit.  All other units became “non-core”.  Also made very clear that product would drive company.

· Some managers felt betrayed by reorganization (“felt that they were part of a family”).  Remainder focuses on how changes were perceived.

· Lighting Division

· Challenge:  Asked by senior team how it would organize itself as a freestanding unit rather than one imbedded within the other organizations.

· Concerns:  Lighting’s historical cash flow covered up poor-performance of other units in countries.  Might be difficult to get top performers to stay in lighting vis-à-vis electronics.

· Recommendations

· Separate lighting units in each country

· New IT systems unique to lighting

· Eliminate captive sourcing from Elcoma IC division 

· Medical Systems Division

· Challenge:  Successfully integrate with JV Partner GE of Britian

· Concerns:  Decision-making might be more difficult in JV ownership structure.  Disentangling medial activities from national groups.  Morale (people were made about new relationships and the potential for headcount reductions)

· Recommendations: N/A

· Headquarters

· Concerns:  Manager’s thinking still country, market share, and 100% ownership (vs. partnership) oriented.  Concern about relocation to product groups from national organizations (where top talent had previous been positioned)

Case Summary 2:  The Philips Group, 1990

· May 3, 1990 earnings dropped 97% for 1st quarter and van der Klugt was fired.  “A crisis of confidence”.

· Van der Klugt had achieved quite a bit

· Closed/merged 75 of 346 worldwide operations

· Shed 38,000 employees

· Decisively switched power from national orgs to product divisions

· Executed quite a few divestitures and JVs

· Lighting and Consumer electronics performing very well; Components and Computer businesses performing poorly, having missed the PC trend.

· Van der Klugt was also shocked by 1Q91 results

· The New CEO:  Jan Timmer

· Challenges:

· Rebuild investor confidence

· Competitive pressure in lighting, electronics, and HDTV

· Break through the Philips culture (which many say didn’t change with Van der Klugt)

