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3.1 Chapter context

Chapter three describes the analysis of the material available that can be directly related to
business change risk, as well as the market research undertaken to form the synthesis

described in the next chapter.
Chapter 4 Chapter 5 Chapter 6
SYNTHESIS /’APPLICATION,/ CONCLUSION

The Concise Oxford Dictionary [74] defines analysis as:

CHAPTER MAP

Chapter 1 Chapter 2

INTRODUCTION /' FUNDAMENTALS

Resolution into simpler elements by analysing (opp. synthesis); statement of result of this.

The purpose of this chapter is to provide an analysis of the current literature, put this into a
set of propositions and then to test this in the local market by means of a market research.
The inferences of these two areas of research are highlighted. This analysis forms the building
blocks for the synthesis of the theory in the following chapter.

3.2 Literature study: risk management of business change

The literature research is based on the five categories of business change methods described in
paragraph 2.7. While an attempt was made to cover all relevant literature, the list is not
exhaustive. A cross-section of the risks and management approaches as described in the
literature has been formed. The major complementary thrusts have been analysed, used as
being representative of the body of initiatives that are receiving most attention in literature at
present. These are:

BPR.

Strategic alliances.
TQM.

Culture transformation.
Business transformation.

e © o o o

While the first three focus primarily on specific groups of change types, the last two address
business change issues, regardless of the change type. Culture transformation focuses
primarily on the human dynamics within the organisation, while business transformation takes
a pragmatic view on implementation of the change initiative. It aligns the requirements of the
“hard” and “soft” sides of business change.

Some approaches have intentionally been left out. This is because they are either a sub-set of
the approaches listed above, or because they dovetail so closely with various of the above
approaches that their issues (risks and management thereof) are addressed accordingly. Some
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of them are techniques which are instrumental in the process of the above methods. These
approaches include:

Benchmarking.

Value engineering.

ABC.

ERP.

Technology management.
Rightsizing.

TOC.

TR

etc.

3.2.1 Business process re-engineering

When Hammer [39] and Davenport [5] touted the concept of BPR in the early 1990s it was
hailed as the panacea to dramatically bring about organisation’s abilities to compete
successfully in the 1990s. The researcher was in presentations where the light dawned on
executives faces at the logical argument of receiving quantum leap improvement.
Unfortunately as described earlier, many reasons resulted in achieving average results to
failures in many respects. The father of the term “business process re-engineering”, Hammer,
admitted that between 50% and 70% of BPR exercises are probably unsuccessful [75].

This section describes the reasons stated in the literature for the so-called failures from a
range of relevant authors.

(a) Hammer and Stanton

Hammer and Stanton [8,9] describe the top ten reasons for failure in re-engineering that they
have experienced from the many companies that they have been involved with - either directly
or indirectly. These, as well as the management approaches have been summarised in Table
10.

Table 10 - Hammer and Stanton's Approach to Managing Risks in BPR

Risk Description Techniques for Managing Risks

Don’t re-engineer, | Efforts are called re-engineering e Make sure that re-engineering is

but say you are because the name invites understood before practising it.
interpretation. They may be e Make sure re-engineering is executed and
incremental quality improvement, not anything else.
rationalisation or automation.

Don’t focus on Trying to apply re-engineering e Before re-engineering the process, they

processes where it does not fit. Processes are must be identified and aligned with the
re-engineered, not a function or - aims of re-engineering,
organisation.

Spend much time | Too much time is spent on o Understand, do not analyse.
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Risk

Description

Techniques for Managing Risks

on analysing the
current situation

analysing existing processes.
Understanding is confused with
full-scale analysis.

e Use the time-box approach to limit time.
e Limit the length of descriptions.

Proceed without
strong leadership

Re-engineering is top-down.
Holistic perspective is needed.
Resistance must be pre-empted.
These cannot be achieved without
strong leadership from the top.

e Begin and end the exercise with strong,
committed, executive leadership.

e Resistance must be pre-empted, not
forced.

Be timid in redesign

The organisation lacks the ability
to develop sufficiently imaginative
ideas.

¢ Innovative process design and related
skills must be taught.

e Leaders must encourage people to
pursue stretch goals and think out of the
box. All new ideas should be considered.
De Bono [76] and Neethling [77]
recommend techniques in this regard.

Go directly from
conceptual design
to implementation

It is impossible to invent a new
process design that will work
effectively and achieve the
performance breakthroughs
without some trial and error.

e Before implementing an envisioned
process in the “real world”, create a
laboratory to test the idea.’

e Iterate until satisfactory results can be
achieved.

Re-engineer slowly

Losing momentum of the re-
engineering drive if the bulk of the
exercise lasts longer than a year.

e Plans must be derived to show results in
the short term - within 12 months.
e Prevent scope creep.

Place some aspects
of the business off-
limits

All processes and functions
integrate. Focusing on some and
not others may result in the new
processes not being “empowered”
to operate.

e Processes must not be re-engineered in
isolation.

¢ Do not set limits to preserve a piece of
the old system.

Adopt a A style of implementation not e Use the correct approach to re-
conventional suited to process re-engineering is engineering implementation: fast,
implementation adopted. improvisational and iterative.
style

Ignore the concerns
| of people.

The underlying concerns of how
people should behave in the future
and how they will be rewarded are
not addressed sufficiently.

e The personal needs of individuals must
be considered. The new business must
offer some benefits to the people in the
“life after” re-engineering.

' Marcam Solutions have an implementation approach called AIM where BPR and ERP
system implementation are integrated. Once the conference room pilot (CRP), (where the
designed are developed and integrated) has been executed, a critical test phase called the
business pilot (BP) is undertaken. A rigorous “real-world” situation is tested by experienced
individuals. SAP has an approach which is different, but the objectives are similar.
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Hammer indicates the need to address a few further risks however [8], namely:

e Communication must be clear, concise and frequent.
e The rigours of BPR are underestimated.
e Groups of people are not fused into cohesive, focused teams.

These risks along with the methods used to manage them are similar to those described by
Kotter [7].

(b) Clemens

Clemens proposes that re-engineering remains risky whether too little effort or even if enough
effort is put in [78]. He describes 5 risks typical of large scale system implementation listed
below:

¢ Financial Risk - The risk that the project cannot be brought in on time and on budget.
The justification for system investment may be jeopardised.

e Technical Risk - The capabilities of the technical solution are incapable of providing the
desired solution.

e Project Risk - The project will not be implemented as planned due to issues impacting on
the project.
e Functionality Risk - Completed systems do not have the required functionality.

e Political Risk - Systems are not completed due to organisational change, resistance or loss
of commitment to the project.

This was the typical risk profile of MIS implementation during the 1970s and 1980s, with the
relative weights of the risks listed accordingly. He believes however that the importance of
these risks have reversed in weight, with political and functional risk being the most important
in contemporary MIS implementation. A change in mindset and management techniques has
to be adopted by MIS implementers. He adds that senior personnel need to achieve this to
implement re-engineering successfully.

Clemens believes that sound business revisioning is pertinent to managing the risks relating to

functionality. In order to manage this appropriately, he advocates the use of scenario
o |
planning .

' Analysis of this technique is provided later.
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(c) Bently

Bently while not identifying the risks of BPR, provides a list of 6 factors of human and
organisational development that need to be put in place in order for the BPR exercise to be
successful [79]. These are listed as follows:

e Core activities and core people - The first stage must be to focus on the core activities
and people and then to examine how they can be encouraged and/or released to optimise
their performance.

e Creativity and productivity - Creativity of the core people must be released. working
with empowerment, productivity can be increased significantly.

e Diversity and innovation - Participation and individuality must be unleashed, allowing
talents to develop into innovation.

e Focus on the ordinary - Creativity and innovation focused on ordinary business aspects
will turn them into extraordinary and competitive advantage.

e Attend to the obvious - Often the obvious is overlooked. This should also be focused on
to test the fundamentals.

e Spotlight fascination - There is always a fascinating element of the organisation, €.g.
products, processes, etc. This fascination or uniqueness should be highlighted as a theme.

(d) Hall et al

Hall et al [80] provide general areas that require attention when undertaking a re-engineering
exercise. These are:

e Ignore global effects - A holistic approach is required to bring about improvements to the
business entity. Individual processes should not be tackled in isolation.

e ILack of commitment - Absolute commitment must be ensured from top management.

e Lack of emphasis on customer needs - The needs of the customer should be the focus of
the exercise or long term profitability will suffer.

(e) Fortnum and Wiebe

Fortnum and Wiebe [81] (KPMG) define three levels of BPR, namely functional
improvement, process redesign and business rethinking. They add that the higher the level, the
higher the risk. They list the following important risk management factors:

e Management commitment and leadership to manage the human aspects.
e Use of experienced external consultants to assist in guiding the organisations past the
pitfalls.

e A phased approach is used where risks are identified at each and appropriate management
actions initiated.
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() Carr and Johansson

Carr and Johansson [82] undertook an investigation where 47 companies were researched in
order to assess the best practices in BPR. The results of the research along with their

experiences have been listed in Table 11.

Table 11 - Carr and Johansson's Risks and Best Practices for Managing BPR Initiatives

List of Risks

List of “Best Practices”

Undertaking efforts with
limited goals.

Less than full commitment.
Poorly defined processes.
Lack of strategic focus.
Inability to meet high
expectations in BPR.
Failure to appreciate risk
factors.

Insufficient change
management attention.
Poor communication.
Attempt to re-engineer too
many processes.

Not setting performance
measures.

Focus of core business processes, linked to the customer.

¢ Radical change in thinking and working (behaviour).

dramatic improvement (performance critical to competitive
advantage).

Recognise and articulate compelling need to change.
Executive level support.

High level of communication.

Create top-notch teams.

Use a structured framework.

Use consultants effectively.

Listen to the voice of the customer.

Select the processes for re-engineering.

Maintain focus: hold scope.

Maintain teams as a key vehicle for change.

Come to an understanding of the current processes quickly.
Choose and use the right metrics.

Understand the risks and develop the right contingency plans.
Have plans for continuous improvement.

Leadership is the driving force for change.

Growing use of modelling and simulation tools.

(g) Champy

Champy addresses a different aspect of managing risks in the re-engineering environment
[83]. He believes that many of the failures of BPR can be laid at the feet of management
itself. He indicates that an integral part of the re-engineering of the business requires the re-
engineering of management itself. The reason for this is that the traditional management
model (nurtured by Sloan, Weber, Fayol, etc.) is better suited to the business environment of
more than 10 years ago where business was more or less static.

(h) Petrozzo and Stepper

Petrozzo and Stepper [84] have provided a method for successful engineering. The
identification of risks and management techniques are similar in nature to those described
earlier. They do however venture an additional risk of making assumptions using insufficient
information that needs to be managed.
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(i) Martin

Martin [55, pp474-475] describes the characteristics of a re-engineered enterprise as well as
the barriers to achieving these characteristics. These have been summarised in Table 12.

Table 12 - Martin's Characteristics and Barriers to Achieving a "Re-engineered Enterprise"

Characteristics of the Re-engineered
Enterprise

Barriers to Achieving these
Characteristics

Empowered employees excited about
reinvented value streams.

Management is cynical about empowerment.
Functional managers resist cross-functional
teams.

Change from a bureaucratic hierarchy to
flexible cross-functional teams.

Top management wants a hierarchical system
because it provides them with power.

Reward system that helps motivate value
stream teams.

Top management will not change their top-
heavy reward system.

New relationships with trading partners in
which both sides benefit.

An attitude of “we do not trust vendors”
makes reinvention of alliances difficult.

IT systems which get the right information at
the right time to cross-functional value-
stream teams.

Managers with their own fragmented
databases resist data sharing.

A culture sharply focused on delighting
customers.

The corporate culture blocks cultural changes
in diverse ways.

Fast, fluid, flexible, knowledge infrastructure
which supports reinvented value streams.

Mainframe computers systems are difficult to
change. IT resents change.

The author proposes that one or more effective ways of determining the risks of BPR is by
means of the Ishikawa diagram (described earlier). Once the risks have been identified, these
can be limited to Pareto diagrams to evaluate the relative dangers of the risks. This can be
facilitated by means of existing PC sofiware tools. He provides 3 generic Ishikawa diagrams
identifying the risks linked to the 3 re-engineering phases of:

e Phasel - Design
e Phase II - Implementation
e Phase III - Starting Operations

These are shown in Figure 22, Figure 23 and Figure 24 respectively.
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Sponsorship Problems Scope Problems

CEO not supportive Unrelated to strategic visioning

Scope too narrowly defined
(Don’t touch function X™)

Insufficient top-management
commitment

Management skepticism Existing jobs are protected

Wrong executive leading the effort Sacred cows are protected

Wrong members on the design team Too ambitious

Endless study and review
Poor communication of its importance (“Analysis paralysis”)

Risks During

Design Phase

Criticism/sabotage by managers
who will lose power

Insufficient brainstorming of new ideas
Lack of “out-of-the-box” new viewpoints ___
Closed to ideas from elsewhere ___ Sniping
Spreading rumours that cause problems

Misconceptions in design  ___
Cultural behaviour blocks the changes

Cultural change too extreme ___

Inadequate understanding of
human issues

Too difficult for IT to build —

T T B e . Political Problems I

Figure 22 - Risks during BPR Design Phase

Fear of change

Key members of the design team
are withdrawn

Leadership Problems Definition Problems

Handover Problems

Neglect of human resource
management

Insufficient attention,
commitment and clout by

“Not invented here” problem top management

Ongoing disagreement

Sponsor gets cold feet about functions

Loss of drive, fire, excitement

Requirements change and
invalidate the design

Lok ofideas Switch in sponsor

Inadequate budget

Ownzeship siuggle Scare about magnitude

of the effort
Unrealistic time scale

Failure to create exiting
vision

CEO fails to unify manage-
ment around effort

Unclear intent, poor communication

Implementation team is not the design )
team and less enthusiastic No prototyping
Unclear specifications for

Project subtly sabotaged by middle management e Rrvare itvalapers

Ownership struggle

Risks During
Implementation

Visibility of the magnitude
of the change causes fear
Middle managers invent

reasons for delay

Inadequate attention to employee
motivation and rewards
Inadequate training

Packaged software is limited in capability ___
The design changes on implementation

Software implementation is late Problems with unions

Key members of the implement- Early results are disappointing
tation team are withdrawn
Excessive drain on development
team

Too many cooks/second

guessing

Suspicion, secrets, team seen
IT cannot build it

as devious
Technical Problems I People Problems

Figure 23 - Risks during BPR Implementation Phase

Obsolete development methods ;
Laboratory system is too

Complexity is underestimated great a shock to the field

Implementation time is too
long, so that ideas change
and resistance grows

| Acceptance Problems '

Key functions are forgotten

Unanticipated components/
scope changes
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Hendoycr Pioblems Leadership Problems

Cultural Problems
Management too slow in

learning the skills
required to manage the
value streams

Poor communication ]
Cultural behaviour

Inadequate laboratory phase blocks the changes

Second guessing/design by
operational teams

Sabotage, criticism, scorn by LazkoCimdoctcination

middle managers

CEO fails to unify manage-
ment around effort

Insufficient top management clout, :
attention and commitment Slow «rosion of the
effort because people

Not the right leader A
do not “buy-in”

Project subtly sabotaged by middle management

Multiple reasons why to postpone the new effort

Risks When
Starting
Operation

Dysfunctional behaviour caused
by fear, anxiety, anger,
resentment, etc.

Union opposition

Inadequate knowledge infrastructure systems __ Inadequate managers

Early implementation

Software cannot be changed easily works poorly

Inadequate attention to quality Inadequate value-stream teams Inadequate planning for

Confusion, uncertainty, etc. ongoing improvements

Critical system crashes

Inadequate training Displaced managers look
for criticisms

Shock over early failures

Missing features Paranoid behaviour caused by

excess insensitive change
Jealousy at being left out

Bugs in software
Ownership struggle

ware i : .
Software is late Pervious functional managers

not replaced
| Technical Problems ' People Problems

Figure 24 - Risks during BPR Operation Start-up Phase

Inadequate determination to
solve problems and press on

Management Problems .

He indicates the following techniques/success criteria for managing the risks in BPR:

e Use of a laboratory where ideas can be experimented with and tested.

e Use of a pilot operation phase where the design is tested for real-world conditions before
going live.

e Start-up of BPR must be viewed as the start up of kaizen as well.

o IT systems must be redeveloped to align with the business changes in order to support
these effectively.

e The BPR needs to be instituted quickly (less than a year) due to eventual sabotage by the
non-committed people and the business dynamics resulting from outdated practices.

e Hand-overs between teams must be carefully executed. Design and implementation should
be done by the same team. The business change team must work closely with the IT
development team. Continuity of sponsorship and leadership must be ensured.

e Fears and RTC are addressed by the compelling need to change, leadership and the clear,
relentless communication.

e Use of rewards rather than sticks are required for constant change.

He further indicates that the psychological comforts are facilitated in an environment of rapid
change by means of the following:

Careful coaching with attention to employees’ feelings.
Good education and training.

Opportunities for practice with support groups.
Carrots, not sticks.
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No punishment.
Encouragement to overcome the shame associated with making errors.
Encouragement of experimentation.
Rewards for innovation.

Esprit de corp.

Clear team goals.

Constant demonstration from management that inngvation is important.
A fully supportive environment.
Full communication from management about business direction and reasons for actions.

3.2.2 Transforming company culture

Drennan [52] describes the inherent risks involved in implementing a change in culture. These
risks, along with his recommendations for managing these are summarised in Table 13.

Table 13 - Drennan's Approach to Managing Risks in Transforming Company Culture

Risk Description Techniques for Managing Risks
Quick fix The temptation of looking for quick-fix | e Patience
answers answers in the light that the e Foster early champions and publicise the

transformation of corporate culture
takes time.

Successes.

Goal setting

Setting too many goals.

e Not actionable by all employees.

e Lack of consistency - moving goal
posts.

Focus on one key goal, 3 at most.

Goals must be clearly communicated and
understood.

Only establish goals where everyone can
realistically make a contribution.

Don’t change between improvement
approaches - be consistent.

Top e Lack of commitment. e Only start if there is a heart-felt
management e No follow-up. conviction.
problems e Expecting instant results. e Don’t expect instant results, 3 year view.

e Conflicting management priorities. e Don’t let the urgent eclipse the long term.
Lack of top o Inconsistent management action. e Actions must be consistent.
management o Delegating too far. ¢ Project leaders must report to the top
control e Lack of top level power behind the team.

programme. e A programme manager must have top
management authority.

Middle Middle management feel threatened by | Spell out the role of middle management and
management the change and adopt actions aimed at get then actively involved in the change
resistance undermining the initiative. process.
Employee Resistance stemming from the insecurity | ¢ Address employees concerns directly.
resistance of the future. e Start with the more willing employees and

build on early successes.

No change in
structures

The old structures and mechanisms are
not aligned with the new requirements -
slip back into old behaviour patterns.

Consciously introduce structure shifts, i.e.
changes in organisation, procedures,
documentation, measures, etc.
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Risk Description Techniques for Managing Risks
Training e Skimping. e Invest in training for long-term gains.
problems e Poor planning,. ¢ Plan systematically.

e No follow-up. e Follow up on training with post event

action steps.

Company size | The older and larger the company, the e Have a clear goal.
more diffzult to institute change. e Use common language.
e Set challenges.
e Transfer ownership.
e Measure constantly.
e Follow-up.
e Assume wave of successes over the years.
e Communicate constantly.
Lack of Not having perseverance through with Use vision and persistence.
persistence the initiative due to internal or external
influences.

Scott-Morgan [51] indicates that the largest risk in changing organisational behaviour lies in
the misalignment between the written rules and the unwritten rules of the organisation. He
proposes that behaviour is directly coupled to the methods required to achieve the perceived
measures. The risks and techniques are described in more detail later.

3.2.3 Business transformation

This section evaluates the risks and management techniques purported in the literature to deal
with business transformation in general.

(a) Kotter

Kotter [7, pp59-60] believes that there a two general lessons to be learned from the failures
businesses have experienced in the past decade. He writes:

“The most general lesson to be learned from the more successful cases is that the change
process goes through a series of phases that, in total, usually require a considerable length
of time. Skipping steps creates the illusion of speed and never produces a satisfying result. A
second very general lesson is that critical mistakes in any of the phases can have devastating
impact, slowing momentum and negating hard-won gains.”

He has summarised 8 general risks that need to be managed. These are shown in Table 14.
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Table 14 - Kotter's Approach to Managing the Risks of Transformation Efforts

Risk Description Techniques for Managing Risks

No sense of No great sense of urgency Establish a sense of urgency:

urgency established due to (1) under- ¢ Examine market and competitive realities.
estimation of effort needed to ¢ Identify crises, potential crises and
drive people out comfort zones opportunities.
(2) executives are too concerned | e Indicate that the status quo is worse than
about the down-sides (3) Too the future.
many managers are not leaders. | ¢ New leaders to lead whenever the change is

to be enacted.
No powerful The risk of not having a team Form a powerful Guiding Coalition:

guiding coalition

with critical mass and enough
weight in the organisation to
make things happen.

e Assemble a group with enough power to
lead change.

o Encourage the group to work together as a
team.

¢ Ensure management commitment

Lacking a vision

Not having a vision to drive
action towards.

Create a vision:

e Create a vision to help direct the change
effort.

e Develop strategies to achieve the vision.

Under- -
communicating
the vision

Risk that cynicism or confusion
creeps in due to the lack of
information. Use of standard old
communication approaches.

Communicate the vision:

e Use every vehicle possible to communicate
the new vision and strategies.

e Teach new behaviours by example.

o Institute frequent Q&A sessions.

Not removing
obstacles to the
new vision

Often people want to make the
vision materialise. Barriers like
their own personality,
organisational structures, job
descriptions, etc. can stand in the
way.

Empower others to act on the vision:

¢ Remove obstacles to change.

e Change systems or structures that
undermine the vision.

e Encourage risk taking and non-traditional
1deas, activities and actions.

Not systematically
planning for and
creating short-

Transforming takes time, and a
renewal initiative risks losing
momentum if there are no short-

Planning for and creating short term wins:
e Plan for visible performance improvements.
e Create those improvements.

term wins term goals to meet and e Recognise and reward involvement.
celebrate.

Declaring victory | Celebrating a win is good for Consolidate improvements and produce more

too soon morale, declaring the war won is | change:

catastrophic. Until changes sink
deeply into a company’s culture,
new approaches are fragile and
subject to regression.

e Change systems, structures and policies that
don’t fit into the vision.

e Hire, promote, develop employees who can
implement the vision.

e Reinvigorate the process with new projects,
themes and change agents.

Not anchoring
changes in the

Until new behaviours are rooted
in social norms anc shared

Institutionalise new approaches:

e Articulate the connections between new
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Risk Description Techniques for Managing Risks

corporation’s values, they are subject to behaviours and corporate success.

culture. degradation as soon as the e Develop the means to ensure leadership
pressure for change is removed. development and succession.

The techniques to managing the risks provide the basis for his 8 step approach to
transforming an organisation regardless of the management improvement initiative under
consideration.

(b) Martin

Martin [55, pp487-489] puts forward that the different change types have different risk
profiles. These have been consolidated into Table 15.

Table 15 - Risk Profiles of the 5 Change Types

Change Type Risk Profile

Kaizen Kaizen/TQM can be accomplished with little change to the organisation structure.
A major change in culture and reward system is however required. Successful
organisations focus primarily on bringing about a cultural change.

Procedural This approach avoids pervasive structural and cultural change. This in itself is an

design approach chosen when the risk of a BPR upheaval are too high. The change
initiative is limited to a particular area of the enterprise.

Value-stream This involves a radical change in both structure and culture. It deliberately

design eliminates sacred cows. The team tends to be isolated, with radical thoughts,

sometimes even for the sponsor. The design needs to be piloted in a laboratory
and then eased into the organisation. The teams require significant cultural
transition to support themselves.

Enterprise When the organisation faces changing its raison d’étre a daunting cultural change
design is needed. The structured cultural transition is a huge task. Companies successful
with these transitions tend to have competencies in these areas to derive
competitive advantage. Building a new part of an organisation at a new site is
often more desirable than attempting to change a strongly embedded resistive
change.

Strategic vision | The cultural issues involve top management itself. The changes often go against
their beliefs and external consultants are required. The change efforts at this level
typically reverberate throughout the remainder of the organisation. Ideally the
purpose is to produce an emerging effect that transforms culture from the top
down.

The author summarises this relationship in Figure 25.
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Figure 25 - Martin's Risks Associated with Different Change Methods

(c) Organisational risk propensity

The following describes research on risk propensity in organisational decision-making
context. Walls [85] conducted a study into risk propensity to determine whether there where
variances across management and functional designations. From his study he concluded’ that:

e Lower level staff exhibit higher risk aversion levels than supervisory or managerial level
employees.

e There is no statistical difference in risk propensity between supervisory and managerial
designations.

e Lower level staff use their own outcomes (career) rather than business outcomes (ROI) as
basis for decision-making.

e There is a significant risk propensity between disciplines in an organisation which may
suggest failure by management to communicate a consistent organisational risk policy.

e He further felt that “choice behaviours change when attention turns from the behaviour
of isolated individuals to the behaviour of individuals within the organisational context.”

He suggests the following approaches to risk management (taken in context of the above
findings):

e Organisational risk management strategies should be implemented to assist effective and
consistent decision-making.

e Compensation and incentive structures consistent with an environment for risky decision-
making should be established as organisational motivators.

! While his test case was based on BP, he draws correlation with other studies.
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e Managers should at least be partially evaluated on the basis of their outcomes'.
e The above results in:
e aneed for more sophisticated personnel appraisal.

e encouraging transparency and capturing of decision-making before their outcomes
are known, and

e encouraging group decision-making and shared responsibility.

March and Shapira [86] found that managerial risk taking, albeit complex, generally varies
according to incentives and experience. It is tightly coupled to the individuals’ career
scenarios within the organisation.

Swalm [87] also observed that lower levels in an organisation have a lower risk propensity
than higher levels. He further concludes that management generally take decisions suitable to
their personal interests before organisational interests.

3.2.4 Strategic alliances

(a) Badaracco

Badaracco [88, p130] indicates that understanding how to manage strategic alliances involves
examining the following factors:

e Clear sense of the project’s objectives.

e Incentives to build knowledge and skills.

e A champion or leadership team with strong personal commitment to the endeavour’s
success.

e A sense of teamwork and purpose amongst participants at all levels.

o Encouragement, to experiment, fail and try again (within limits).

e A sense of trust among the individuals and groups expected to contributes knowledge,
skills and resources.

e Support from senior management.

These can be summarised into 3 key components, namely leadership, trust and commitment.
The author provides insights into the risks and the management thereof. These are
summarised in Table 16.

' This disallows the outright vetoing of higher risk-return options.
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Table 16 - Badaracco's Approach to Managing the Risks of Strategic Alliances.

Risks

Description

Techniques for Managing Risks

Haste to
consummate a
deal that fills an
urgent need

In the haste to satisfy a need an alliance is
negotiated. This may make sense for the
individual deal, but holistically can cause
strategic damage.

e Managers must have a clear, strategic
understanding of their company’s
capabilities and the capabilities it will
need in the future.

e Specific risks are uncovered by
analysing the expected half-life of the
core capabilities of the company.

Selecting the
incorrect
structure

This involves risks around chasing the

correct partner, mutual activities and form

of relationship.

e Managers must consider a whole
range of possibilities.

Incompatible
values and
culture

The prospective cultures are different,
making the operational relationship
difficult. For example, centralised vs.
decentralised decision-making.

e Managers must scrutinise the values,
commitment and capabilities of the
prospective partners.

Partnering risks

o Risks of opportunism and self-interest.
e Risks that knowledge and capabilities
will flow in unintended and harmful

ways.

e Managers must understand the risks
of opportunism, knowledge leaks and
obsolescence.

Alliance
dependency

Organisation sustainability and
independence is at risk if the alliance is
tightly coupled with the core capabilities.

¢ Avoid undue dependence on
alliances.

Operational risks

Day to day management of the operation
with disparate systems, different staff, 2
bosses, etc.

e The alliance must be structured and
managed as a separate company
(ringfencing).

Inflexibility Mistrust whatever its origins, breeds e Trust must be established.
inflexibility.

Misaligned Processes between organisations are not | ¢ Change core operations and

organisational aligned to facilitate the ease of working traditional organisations to be open

interfaces between the companies. to learning from alliances.

No direction and
drive

No urgency, direction, inflexibility or
commitment.

o Alliances must be led, not managed.

(b) Lorange et al

Lorange et al [89] approach the development of strategic alliances from a parental
perspective, i.e. two legal entities giving birth to another where both have vested interests.
They identify 10 major challenges that require attention [89, pp9-10] in order that a strategic
alliance may be successfully established. These are:

Autonomy of the new unit.
Maintaining forward momentum.
Focus on the external environment.
Politicking amongst stakeholders.
Change and innovation.
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Learning

People - company, not just an individual effort.
Black-box (hedging, ringfencing, etc.).
Cultural alignment.

Co-operative effort.

3.2.5 Total quality management

TQM is another of the new business improvement panaceas that have come under fire for not
achieving what it was set out to do [59,90,91,92]. This section describes what relevant
literature has cited as the risks of instituting TQM and the techniques used to manage this.

(a) Ackoff

Ackoff [59] indicates the need for TQM but highlights areas where risks lurk. He however

suggests techniques for dealing with these. This has been disseminated and summarised into
Table 17.
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Table 17 - Ackoff"s Approach to Managing the Risks of TOM/Continuous Improvement

Risk

Description

Techniques for Managing Risks

Focus is not on
all stakeholders,
€sp. consumers

e The expectations of not all
stakeholders are met.

e There is a chain of customers ending
up in consumers. They may have
different needs, hence different
perceptions of quality.

e Understand the needs of all
stakeholders.
e Use consumer idealised design (CID).

Focus on
elimination of
defects

Defect and deficiency removal provides
no assurance of attaining something
more desirable than what is left behind.

Continuos improvement programmes
should be directed at getting what people
want, not getting rid of what they don’t
want.

Focus only on

Continuous improvement is at best a

e Use continuous and dramatic improve-

continuous way of trying to catch up, creative ment approaches as complementary to
improvement (dramatic) leaps are required to take the achieving the goal.
lead. e Use of creativity stimulation techniques
[93].
Sub-optimal Defects are observed independently and | e Systems approach.
solutions therefore addressed separately.

e Setting a common vision.

Deductive risk

TQM programmes focus on trying to go
from where one is, to where one wants
to go.

e Use the reverse (inductive). Work
backwards from where one wants to be
to where one is, i.e. vision, e.g. dynamic
programming.

e Scenario planning.

e Contingency planning.

Implementing
contemporary
initiatives in a
traditional
framework.

TQM has its origin in SQC. Over time
additional practices accumulated under
its banner. Various components do not
hang together as a cohesive whole.
Traditional management and
organisational approaches, hamper the
change. This includes organisation,
measures and styles.

e Use of the circular organisation [59,
pp110-141] vs. the hierarchical
organisation.

e Use of the multi-dimensional
organisation [59, pp168-196].

(b) Brown et al

Brown et al [90] have provided a comprehensive work on the risks of instituting TQM. They
also provide lengthy measures and approaches aimed at managing the initiative in order that it
may successfully be implemented. The authors describe three phases for implementing TQM,

namely:

e Phase I: Start-up.
e Phase IT: Alignment.
e Phase III: Integration.

76




Chapter 3 Analysis

Using this framework, they provide a way of dealing with the generic reasons for failure. This
framework depicting the risks and coupled techniques has been summarised in Table 18,
Table 19 and Table 20 according to phase.

Table 18 - Brown et al's Approach to Managing the Risks of TOM — Phase I

Risk Description Techniques for Managing Risks

Lack of Executives are sometimes e Commitment is a personal attribute - from
management attracted to TQM for the wrong within and cannot be imposed. Must be
commitment reasons. Even if they implement from the heart.

TQM for appropriate reasons,
they often don’t know how to
support the effort.

e This commitment must then be
demonstrated - leadership. The authors
provide 8 ways to demonstrate
commitment [90, pp7-17].

Poor timing

e Sometimes organisations must

The following factors were identified in

and pacing experience a financial crises sequence of importance:
before implementing TQM. e Establishing and communicating the threat
Required resources for imple- of survival.
mentation are therefore e Establishing employee commitment.
limited. e Use of appropriate implementation

e Others fail because there is no strategy.
compelling need identified to | ¢ Focus is on achieving real progress in the
implement TQM. implementation.

e Employees may be e A 3-5year plan is put into place detailing
overwhelmed with goals addressing predetermined success
overlapping, competing criteria.
change efforts.

Wasted The education and training e Focus the training on the needs of the
education and | required is enormous. Funds are organisation.
training. spent on the wrong training orit | ¢ Ensure appropriate context and method.

is implemented in the wrong
way. Executives then abandon
them for tangible returns.

Lack of short-
term bottom-
line results

TQM is a long term strategy.
Organisations are led to focus on
process and not results, when
scare resources are poured into
the initiative. When business get
tight, TQM is dropped as a
“nice-to-have”

e Measure results using appropriate
indicators.

e Focus on achieving results and not only
behaviour.

e Focus on process control.

e Focus on the customer’s needs.

e Focus on long-term strategies with
relevant measures.
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Table 19 - Brown et al's Approach to Managing the Risks of TOM — Phase IT

Risk Description Techniques for Managing Risks
Divergent Organisations consider TQM The following aim at not making TQM just
strategies “another programme” and do not | “another programme”:
integrate it as inherent to the new | ¢ Don’t give it a slogan, esp. one that can
way forward. be abbreviated. If required, make it
consistent with the business vision.

e Defocus on fan-faire, focus on achieving
continuous improvement.

e Either don’t appoint a quality chief or
make clear that this is a temporary
position.

e Don’t build a separate TQM department.

e Make quality issues part of daily
operational practice — not special
committees.

Inappropriate | The wrong measures are used to | Indexes are created that measure the
measures gauge the performance — usually | following vanables: (1) customer
easy-to-get measures. Measures | satisfaction, (2) financial, (3) product/
are also used to punish, not to service quality, (4) employee satisfaction, (5)
facilitate the learning process. operational (6) public responsibility.
Measures must be based on issues that can
be controlled.
Outdated Traditional performance The authors believe the following principles
appraisal appraisal systems encourage should be employed [94].
methods competition instead of co- e Merge planning and feedback into a team
operation, they reinforce meeting.
traditional management practices | ¢ Design the meeting around thought
instead of empowerment and provoking questions.
they focus on the manager’s e Align the timing of the appraisal with
desires, not the customers’. work.

¢ Eliminate individual ratings.

e Provide individual and team feedback.

e Incorporate data about customers and
competitors.

e Design a natural way to document results.

Inappropriate | Traditionally, compensation The following systems are recommended:
rewards. systems focus on individual and

not team based performance.
Now methods like gain-sharing,
skill-based pay and executive
compensation also have
problems.

e Incentive based pay for all employees.
e Performance based compensation.

e Bonuses tied to customer satisfaction.
e Pay for service.

e Pay at risk.
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Table 20 - Brown et al's Approach to Managing the Risks of TOM — Phase IIT

Risk Description Techniques for Managing Risks
Failure to Middle level managers feel e Empower employees.
transfer true threatened when employees are | ¢ Make use of self-directed work teams.
power to encouraged to take action with
employees the recommendations they

devise.
Maintaining Inconsistencies in behaviour Empower management with a new
outmoded from management - not “walking | management style - from the traditional
management the talk”. planning, organising, leading and controlling
practices. to coaching, consulting, cheer leading and

co-ordinating [95].

Poor Implementing a style that Design a flexible management organisation
organisation requires fluid organisation and using the 8 S’s [95], namely:

and job design

employee empowerment
conflicts where currently the
organisation is hierarchical and
decision-making is taken by and
executed by management.

strategy, skills, structure, systems, symbols,

staff, style and shared values. Job design

should be based on:

e Organising to maximise customer
satisfaction and quality.

e Put interdependent people together.

e Provide meaningful feedback and
CONSequences.

e Eliminate/distribute “bad jobs”.

e Team members should be multi-skilled
and manage themselves.

Outdated Many “bespoke” systems have The systems developed for the traditional

business been tailored to suit outmoded approach need to be replaced or redesigned

systems business practices. to support the new processes and
philosophies.

Failure to Innovative solutions are Develop and organisational learning culture.

manage generated in pockets. Failures

learning and are kept under wraps. The

innovation learning is never assimilated into

diffusion. the rest of the organisation.

The authors add an important factor which is similar to the risks and management techniques,
of all the other business improvement initiatives. The problems incurred tend not to be
mutually exclusive. They write [90, p3]:

“excessive training experiences can lead to the lack of bottom-line results, which can lead to
the lack of executive commitment. However, with a focused plan and strategic use of training
and executive time, organisations can achieve dramatic successes in phase I that will help
fuel excitement for phase II.”
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