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LESSON 1
External Sources of Change 
Some managers display a greater aptitude for recognizing opportunities and threats in the external environment compared to others. Successful entrepreneurs, in particular, excel in this regard and often rely on intuition to identify opportunities even in seemingly chaotic or contradictory situations (Allinson et al., 2000). However, there are valuable analytical tools available that can assist anyone in scanning the external environment for opportunities and threats.
One such tool is the acronym PEST, which directs attention towards political, economic, sociocultural, and technological trends that are essential for managers to be mindful of:
Political factors encompass aspects like new legislation concerning environmental management, consumer protection, and employment, as well as regulations affecting markets such as banking, telecommunications, and broadcasting. Organizations operating internationally must consider how legislative changes or shifts in political stability worldwide may impact their operations.
Economic factors involve considerations such as the ongoing effects of the credit crunch, exchange rates, borrowing costs, changes in disposable income levels, raw material costs, supply security, new competitors, and the business cycle.
Sociocultural factors pertain to demographic trends like declining birth rates or aging populations. They also include evolving attitudes towards education, training, work, and leisure, which can influence the availability of skilled labor, consumption patterns, and more. Cultural factors may also impact business ethics and practices in different regions.
Technological factors cover matters such as competitors' investments in research and development, outcomes of such investments, the availability of new materials, products, production processes, distribution methods, obsolescence rates, and the need for reinvestment in infrastructure and personnel.
The innovative phase of the cycle starts with a significant divergence in offerings between competitors when one introduces an innovation that creates a new business opportunity. This sparks innovation among others, leading to a wider variety of products and services for customers. Eventually, when further innovation offers limited added value to suppliers or customers, the divergence in offerings diminishes as competitors imitate successful features of past innovations.
The subsequent phase begins when some providers shift their focus from innovation to efficiency. Cost reduction becomes crucial for maintaining market share and increasing profits. This is achieved by enhancing systems and processes to lower overall costs. Each phase of the cycle presents opportunities for some but threats for others, particularly in the efficiency phase where only the most efficient competitors survive.
Once most efficiency-based advantages have been exhausted, attention may return to innovation, and the cycle repeats itself. Strebel (1996) notes that anticipating convergence, the phase focused on efficiencies, is usually easier than predicting divergence, which revolves around potential new offerings that might not be known until a competitor introduces them.
Up to this point, the discussion has centered on aligning the organization with its external environment. However, managers must also consider internal alignment and how internal misalignments can trigger the need for change.
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Lesson 2
Internal sources of change

In 1972, Greiner issued a warning to managers regarding their exclusive focus on the external environment and the future. He emphasized that, for many organizations, their most pressing challenges are deeply rooted in past decisions rather than current circumstances and external forces. Greiner proposed that organizations follow a predictable five-stage developmental path, with each stage introducing alignment-related issues that demand effective management for the organization to remain successful. Each phase of Greiner's organizational life cycle is marked by extended periods of evolutionary growth, characterized by incremental changes, and punctuated by internal misalignments that culminate in crises and revolutions.

Contrary to the perspective of Romanelli and Tushman (1994), who argue that external changes trigger discontinuous revolutionary changes, Greiner posited that internal problems are the catalysts for crises and disruptive shifts. The way these crises are handled determines the organization's survival and progression into the next phase of growth. Therefore, managers should be cognizant of their organization's current developmental stage and identify the specific problems that need attention.

Greiner (1972) asserted that each evolutionary period corresponds to a dominant management style, and each revolution presents a dominant management challenge that must be resolved for the organization to continue its growth trajectory.

The five phases are as follows:

Growth through Creativity Leading to a Leadership Crisis: Initially, organizations focus on identifying a market and product creation. Founders are typically entrepreneurial and technically skilled, and the organizational structure, systems, and culture are informal. However, as the organization expands, the need for greater knowledge of manufacturing efficiency, professional financial control, and formal personnel management arises, leading to a leadership crisis. A new management approach is required, which may involve bringing in an external business manager.

Growth through Direction Leading to an Autonomy Crisis: In the second growth phase, organizations differentiate activities and establish a functional organizational structure with a clear hierarchy and more formal systems. While this enhances efficiency, continued growth can lead to reduced effectiveness.

Growth through Delegation Leading to a Control Crisis: Delegation offers various benefits, including employee motivation and faster decision-making. Nevertheless, as the organization decentralizes, employees may lose sight of overarching goals, develop parochial mindsets, and work too independently, necessitating increased coordination across the organization.

Growth through Coordination Leading to a 'Red Tape' Crisis: To facilitate greater coordination, formal systems and procedures are introduced. While these measures align various functions, departments, and work groups with corporate goals, excessive bureaucratization can stifle initiative and hinder growth.

Growth through Collaboration: This phase encourages spontaneity through the development of interpersonal skills, matrix and network structures, and associated systems that rely more on social control and self-discipline than formal control and top-down monitoring.

Figure 4.2 illustrates Greiner's five phases of evolutionary growth, characterized by a continuous stream of low-intensity incremental changes, overlaying the pattern of punctuated equilibrium seen in Figure 3.3. The periods of equilibrium are disrupted by revolutionary change periods that must be navigated successfully for the organization to thrive. Greiner argued that, during these critical transition points, change managers should be aware of the organization's history, its current developmental phase, and identify the new organizational practices that will guide the journey into the next phase of evolutionary growth.
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Lesson 3
Recognizing the need for change

Failure to acknowledge the necessity for change can result in both internal and external misalignments that have the potential to undermine the effectiveness of an organization. Hickman and Silva (1984) made the observation that most struggling organizations are oblivious to their own issues. They argue that, in most instances, these organizations are not in distress because they lack the ability to resolve their problems; rather, they are in distress because they are unable to perceive their problems. To address this, organizations must cultivate what Egan (1988) describes as a 'culture of vigilance.' However, this vigilance can be compromised by various factors, including cognitive biases, looking back and rationalizing past decisions, and a short-term perspective that encourages managers to adhere to a successful formula for too long without giving due consideration to how the situation may evolve over a more extended period.

Nadler and Shaw (1995) lend support to Sydow et al.'s (2009) concept of organizational path dependence by highlighting a paradox in organizational life: success often paves the way for failure. This phenomenon occurs because, when organizations achieve success, managers tend to become entrenched in the behaviors that initially led to that success. These behaviors become ingrained or institutionalized and are rarely questioned. Nadler and Shaw expand on this argument by suggesting that success frequently results in growth, which in turn leads to increased complexity and differentiation within the organization.

As this complexity grows, attention shifts away from how the organization interacts with its external environment, with the assumption that this interaction will continue to be successful. Instead, the focus shifts to managing the new and more intricate relationships within the organization. Customers and suppliers may receive less attention, and the competitive advantages of rival organizations, such as cost reduction or faster time-to-market, may be insufficiently considered. If this complacency and internal focus result in declining performance, the organization may mistakenly believe that the solution is to continue the strategies that previously led to success. Nadler and Shaw (1995, p. 11) describe this situation as the organization becoming 'learning disabled.' Managers become incapable of looking beyond their internal boundaries, reflecting on both successes and failures, embracing new ideas, and gaining fresh insights. Left unchecked, this trap of success can ultimately lead to what they term the 'death spiral' (see Figure 4.3).
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Lesson 4
Improving the organization’s ability to sense the need for change

The process of recognizing the necessity for change and crafting a plan for change initiation commences when individuals become aware of and respond to what they perceive as significant events either in the external environment or within the organization. Pitt et al. (2002) point out that at times, the signals or occurrences that prompt individuals to realize the importance or urgency of an issue may appear relatively faint. Nonetheless, drawing on their intuition and context-specific experiences, some individuals can anticipate the ramifications of these signals.

Monitoring Indicators of Effectiveness

Managers bear the responsibility of ensuring the effective performance of the organization or the specific segment of the organization under their purview. Discrepancies between the actual performance and the desired level of performance serve as signals for the need for change. However, challenges may arise when such discrepancies go unnoticed because managers limit their attention to a narrow set of indicators and disregard others that might be equally or even more critical.

The balanced scorecard
Many organizations have embraced the balanced scorecard as a tool to assist managers in broadening the criteria used to evaluate performance. Kaplan and Norton (2004, p. ix) developed the balanced scorecard after observing that managers and other stakeholders tend to focus their attention on measurable aspects of performance, often neglecting those facets of organizational functioning that lack quantifiable metrics. They noted that most organizations primarily rely on financial accounting as their primary measurement system, which treats investments in employee skills, databases, information systems, customer relationships, quality, responsive processes, and innovative products and services as immediate expenses. According to their perspective, these financial reporting systems fall short in quantifying or providing a basis for managing the value generated by an organization's intangible assets.

Diversity in the Senior Leadership Team

It is frequently argued that when senior leadership teams consist of executives with diverse backgrounds, they are more likely to be attuned to a broader spectrum of internal and external factors that could influence future performance. This is in contrast to teams composed of individuals with similar backgrounds, which may be more prone to becoming "learning disabled" and trapped in the cycle of success. This proposition is rooted in the belief that an individual's functional background (current and past functional experience) shapes their cause-and-effect beliefs and influences their attention toward issues related to those beliefs. Several studies support this perspective. For example, Cohen and Ebbesen (1979) discovered that goals that are prominent during a task enhance the salience of information linked to those goals, suggesting that executives with varied functional backgrounds are influenced by information and issues tied to their diverse experiences. However, Chattopadhyay et al. (1999), in a study involving 371 executives across 58 businesses spanning 26 industrial sectors, found limited support for this perspective. A key finding in their research was that the beliefs of other top team members had a more significant impact on collective sense-making than the members' individual functional experiences.

Shaping the Change Agenda

According to Pitt et al. (2002), issues emerge and take shape to form the "agenda for change" through various forms of individual initiative. While these initiatives are often associated with senior managers at the organization's helm, individuals at multiple levels within the hierarchy can also make valuable contributions. Thompson (2012) shares this perspective and asserts that employees who directly engage with customers can be the first to detect product shortcomings or discern the strategies competitors employ to expand their market share. He further argues that individuals throughout the organization can offer valuable insights into opportunities for change, but these contributions often go untapped.

The Role of "Playmakers"

Pitt et al. (2002) refer to the individuals who influence the organizational agenda as "playmakers," borrowing the term from football, where it signifies the dynamic midfield role that connects play, energizes the team, and instigates action. They contend that these playmakers need not always constitute an exclusive elite group. Senior managers can encourage other members of the organization to assume playmaker roles by seeking relevant opinions from those closely connected to the operational realities. However, in many organizations, this proactive approach is not practiced.

Challenges related to recognizing the need for change are more likely to arise in organizations where alternative perspectives and interpretations are disregarded or suppressed, as opposed to organizations that actively seek out and engage in debates over these perspectives. These debates may not necessarily result in major changes, but they do ensure that the potential for new threats or opportunities is thoroughly considered. Numerous examples exist of companies that have continued to capitalize on their competitive advantages for extended periods. While this can be a positive state of affairs, it is crucial to exercise caution to prevent complacency and avoid falling into the trap of success.

Summary 
This chapter explores various factors influencing the recognition of a need for change within an organization. It begins by discussing sources of change, both external and internal. External sources are identified using tools like the PEST acronym and Strebel's cycle of competitive behavior, while Greiner's organizational life cycle is presented as a model to recognize internal sources of change.

The process of recognizing a need for change and formulating a change agenda is initiated when individuals perceive significant external or organizational events. Discrepancies between current and desired performance levels serve as indicators for change. However, problems may arise if these discrepancies go unnoticed due to a narrow focus on specific indicators. Key indicators that need monitoring include organizational purpose and outcomes, stakeholder perspectives, assessment levels (organization, department, workgroup, or individual), alignment of indicators, timeframes, benchmark standards, and special constraints or enabling factors.

The chapter also introduces the balanced scorecard as an approach for comprehensive performance assessment. In the final part, it emphasizes that the agenda for change is typically formulated by senior managers but acknowledges that input from individuals at various hierarchical levels can be valuable. However, such contributions may not guarantee that the organization will address the identified issues effectively.
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Questions
Quiz 4
Multiple-choice questions 
What does the PEST acronym stand for in the context of analyzing the external environment?
a. Progress, Efficiency, Strategy, Technology
b. Political, Economic, Sociocultural, Technological
c. People, Environment, Systems, Trends
d. Planning, Execution, Sustainability, Trends

According to Greiner's organizational growth phases, which phase is characterized by the need for a new management approach, possibly involving an external business manager?
a. Growth through Creativity Leading to a Leadership Crisis
b. Growth through Direction Leading to an Autonomy Crisis
c. Growth through Delegation Leading to a Control Crisis
d. Growth through Coordination Leading to a 'Red Tape' Crisis

In Greiner's model, what is the focus of the "Growth through Collaboration" phase?
a. Developing a clear hierarchy
b. Decentralizing the organization
c. Enhancing coordination
d. Emphasizing interpersonal skills

What is the potential consequence of an organization becoming "learning disabled," as described by Nadler and Shaw?
a. Rapid growth
b. Declining performance
c. Increased external focus
d. Strong innovation

What type of factors do sociocultural factors in the PEST analysis primarily pertain to?
a. Factors related to government regulations
b. Economic factors affecting disposable income
c. Demographic trends and evolving attitudes
d. Technological advancements

According to the passage, what is the key difference between the gradualist paradigm and punctuated equilibrium in responding to change?
a. The gradualist paradigm involves revolutionary changes, while punctuated equilibrium involves incremental changes.
b. The gradualist paradigm emphasizes internal problems, while punctuated equilibrium focuses on external forces.
c. The gradualist paradigm advocates for continuous incremental adaptations, while punctuated equilibrium alternates between equilibrium and discontinuous change.
d. The gradualist paradigm is suitable for entrepreneurs, while punctuated equilibrium is for established organizations.

Which of the following is NOT one of Greiner's organizational growth phases?
a. Growth through Autonomy Leading to a Coordination Crisis
b. Growth through Direction Leading to an Autonomy Crisis
c. Growth through Collaboration Leading to Spontaneity
d. Growth through Coordination Leading to 'Red Tape' Crisis

In Greiner's model, what type of crisis occurs during the "Growth through Delegation Leading to a Control Crisis" phase?
a. Leadership Crisis
b. Autonomy Crisis
c. Control Crisis
d. Red Tape Crisis

What is the role of the PEST analysis in strategic management?
a. Identifying internal problems within organizations
b. Focusing solely on economic factors for decision-making
c. Analyzing the external environment for opportunities and threats
d. Assessing employee satisfaction and motivation

According to Nadler and Shaw, what can success often lead to in organizations?
a. Increased external focus
b. Declining complexity
c. Complacency and internal focus
d. Rapid innovation


Answers:

b
a
d
b
c
c
a
c
c
c
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