Chapter 10 Managing Strategic Change
Answer 1
(a)
PSI currently sells to a specialist niche market – the retail pharmacy market. Therefore the proposed strategic change – to sell to the general retail market – represents a significant change to PSI’s product and its market. In this respect, it represents a diversification strategy.
Nature of change – The nature of a change describes whether it is incremental or a one-off ‘Big Bang’ change.
Incremental change builds on existing methods and approaches rather than challenging them. However, a ‘Big Bang’ change involves a major change to existing methods, processes and cultures. Such an approach is usually required in times of crisis when rapid responses are required.
Scope of change – The scope of a change describes the extent of a change; the extent to which an organisation’s business activities or its business model need changing. In this respect, a change can either be a realignment of a firm’s existing strategy, or it can be a transformational change in which radical changes are made to the existing business model.
Types of change

Bringing together these different components of change means we can identify four different types of change: adaptation, reconstruction, evolution, revolution.
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Adaptation is a change where the existing model is retained, and the change only incurs incrementally. Because the proposed change at PSI represents a diversification of strategy, it is debatable whether the existing business model will remain valid.
The chief executive and the sales and marketing director may see the move to selling to the general retail industry as an adaptation of the existing model, but the software director’s resistance to the change suggests that the change will involve a more significant transformation.
Reconstruction requires a significant, and rapid, change in the operations and process of an organization often in response to crisis such as a long-term decline in performance. However, it does not involve any major change to the business model.
The proposed changes at PSI are borne out of a desire for growth, rather than in response to any critical problems facing the company. Therefore, they do not represent a reconstruction.

Evolution is an incremental process that leads to a new business model.
Evolutionary change often arises as a result of business analysis, leading to a planned change.
This appears to be the case at PSI. The move into the generic retail market represents a fundamental change in strategic direction and it is likely that the company’s processes and structure will have to change significantly to develop and sell the new packages successfully. However, the change has come about due the Chief Executive’s desire to grow the business rather than in response to external financial pressures. Therefore the changes are likely to be relatively incremental rather than a sudden reconstruction of the business.
Revolution is rapid and wide ranging response to extreme pressures for change. It is likely to require a fundamental shift in the business model, and in the way a company operates. Although the proposed changes at PSI represent a diversification, they are not radical enough to represent a revolution.
(b)

The context of change

The context of change is provided by the organisational setting; this has many aspects and can therefore be very complex. However, this complexity can be approached in a manageable way by considering it under eight general headings proposed by Balogun and Hope Hailey, which we will analyse below.
Time

No need to rush – Many companies are forced into changes in response to difficulties they are facing in their business. However, PSI does not appear to be facing any financial problems are so time is not pressing in that respect.
Development time – Given that the software development team already appears to be under pressure to deliver and upgrade the current problem, it also seems unlikely that they will be able to develop the software package for the general market quickly. Therefore a longer time scale may be more realistic anyway.
Chief Executive’s expectations – However, the chief executive wants to introduce the changes quickly to accelerate the growth of the company and makes it an attractive acquisition target. So the timetable for change could become a source of conflict between the chief executive and the software director and his staff.
Scope of change

Evolution or adaptation – We have already suggested in (a) that the proposed changes represent an evolutionary change, because the change from serving a niche market to serving a general retail market represents a substantial change of focus.
Changes to marketing mix – Moreover, PSI will need to develop new marketing skills for selling to a general market rather than to a specific niche market.
One possible threat to the success of the change is if the chief executive and the sales and marketing director underestimate the scope of the change.
Preservation

Software developers – The software development team are critical to the success of the proposed changes, and PSI’s business more generally. Therefore it is vital that PSI retains as many of its key software staff as possible. However, the software developers are already under constant pressure to meet the demands of existing customers, and so if their workload is increased still further a number may decide to leave PSI.
If a number of key software developers leave PSI the whole change project could be jeopardized.
Software development director – Persuading the software development director to support the changes will also be crucial to their success. Not only is a supportive director more likely to lead to support from the software developers themselves, but the director will also need to play a key role in the design of the new product.
Diversity

Diversity of experience – The change process is likely to be made easier in companies which have diversity of experience, and so have experienced different ways of doing things. However, it appears that PSI has very little diversity and has been following a single, specialist, strategy for many years. Therefore, it appears that the business’ current experience does not support the chief executive’s ambitious plans for expansion.
Diversity of expectations – The goals of the sales team and those of the software developers seem to conflicting. The sales team is making promises to customers that the developers are struggling to meet. As a result, quality standards are falling leading to customer dissatisfaction. As the business expands, this scope for differences between the sales team and the developers will increase, and this could hamper PSI’s efforts to enter the new market successfully.
Capability

Capability to manage change – Although the chief executive and the sales and marketing director are both keen on the proposed changes, the software development director and his team are far less so. The chief executive will need to convince the software team of the merits of the proposals so that they support the changes. If the software team remain unconvinced and unenthusiastic, the changes are unlikely to be successful.
Past experience – We do not know anything about the directors’ past experiences of managing change. PSI has been relatively settled over the last three years, so if the directors do not have any previous experience of managing change this could hinder the proposals. Equally, we do not know if any of the software team has experienced change processes before, such that their experience could be used to increase the changes of success here.
Capacity

People – The software development director already wants to acquire further resources to support the existing product, and the quality of PSI’s has recently been criticised at a user group conference. This suggests that PSI’s software team is already working to capacity. Therefore, it is likely it will need to recruit a significant number of suitably skilled new developers to support the planned expansion. This will increase costs, but it will also take time – to recruit new staff, and to allow them to become familiar with PSI’s systems.
This timetable may again be problematic for the chief executive if he wants to progress quickly, and PSI’s product quality could suffer still further if developers have to start work on a product before they fully understand it.
Funding – We do not know the details of PSI’s financial position, but it seems likely that it will have to increase its borrowings to fund the expansion. PSI is a private company, and so cannot raise capital through an issue of shares on the stock market. It could look to the current shareholders for additional funding, but that means essentially looking to the directors. The software development director is unlikely to fund changes he does not support, and the chief executive seems keener on getting money from a sale of the company rather than investing in it further. Consequently, PSI’s plans could be constrained by the amount of additional loan funding they can raise from their banks.
Readiness for change

The software developers would prefer to improve the software package they offer existing customers rather than moving to this new generic package. Therefore it is likely that they will resist the chief executives proposed changes rather than supporting them.
Moreover, since PSI has been growing gradually over the last three years, there is little no evidence to suggest it is ready for the significant changes proposed.
Power

The chief executive appears to be the dominant power at PSI, supported by the sales and marketing director. However, in practical terms the success of the changes depends on the software team and the software development director.
The software development director appears justified in being cautious over the changes. However, there is a risk that the other directors will force through the changes, possibly even by buying out the software directors shares and replacing him with a new director. Such an aggressive strategy is unlikely to be successful, however, and could lead to PSI’s revenues falling rather than the business growing.
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