By J. Daniel Beckham




Hearing the Tidal Wave
Is it better to change in incremental fashion in a programmed and linear way?  Or is radical change necessary?
Most organizations recognize the need for change.  The critical questions are, "How much?" and "How fast?"  Often the answers are, "As much as we can." and "When we get a chance."  These are circular answers, of course, because they give rise to two more questions, "How much can we change?" and "When can we change?"  Organizations respond in some fashion to change everyday.  No healthcare organization today is like it was 10 years ago.  Perspectives have changed.  Work has changed.  Strategies have changed.  Structures have changed.  Usually organizations change in response to external forces.  It has been, for the most part, a gradual Darwinian evolution accelerated perhaps of late by an increased rate of change in the environment.  Those organizations with the most useful mutations gain incremental advantage and competitors attempt to counter or duplicate that advantage.  Inevitably, the laggards fall further and further behind until they can no longer sustain the race; the resources and energy they have available for response nearly depleted, they begin to coast to a stop like a car out of gas.  Then they often begin to look to be acquired.

Although this pattern of incrementalism is the path into the future for most organizations, occasionally organizations put themselves through a rapid and dramatic self-mutation.  Set next to their cohorts in the same industry, they look strange and alien, so different are their structures and patterns of behavior.  They have responded to the questions, "How much?" and "How fast?" by answering, "Dramatic!" and "Now!"  This is a risky road and the examples of such dramatic mutations are limited.

Any schoolchild can tell you a dolphin is a mammal.  That it once wandered on land but then somehow was transformed into an elegantly efficient water dweller.  When it comes to the evolution of the dolphin, more important than the question, "Why?" is the question, "How?"  Did this land rover dip its toes into the water first or did it dive in?  Did it flap ineptly in the surf for a millennia before it learned to swim?  Did it lose its mammalian fur all at once or a hair at a time?

The Darwinian view which saw complex biological change as incremental once prevailed.  But some scientists have begun to embrace a "big bang" theory of evolution based upon the explosion of new life forms that occurred 550 million years ago during the Cambrian geological period.  

According to paleontologist, Guy Narbonne at Queens University, "What Darwin described in The Origin of the Species was the steady background kind of evolution.  But there also seems to be a non-Darwinian kind of evolution that functions over extremely short time periods - and that's where all the action is."  

For executives, the questions around organizational evolution are fundamental ones.  Is it better to change in incremental fashion?  Is radical change necessary?  Which is the responsible path?  The answer, of course, lies not in the organization itself but outside it.  What is the sense of leadership about the future rate of change in the environment?  Can they hear a thunderous roar in the distance?  Can they see a mountain of water building on the horizon?  How dramatic are the adjustments that need to be made if the organization is going to withstand the crush of dramatic change?  Better yet, how can the wave be surfed?  Still better, how can the power of the wave be harnessed to organizational purposes?

Anthropologists distinguish between "first order" and "second order" changes.  First order changes are incremental and reversible.  Second order changes are irreversible.  In assessing their world, executives must decide whether they will set their organizations on the path to first order or second order change where it will become impossible to return to the old way.  

In 1995, James Martin observed in his book, The Great Transition, that, "The old establishment, dining at their country clubs, seem almost totally unaware of the tidal wave headed in their direction.  We are in a period of fast transition.  Within two decades or less, today's great enterprises will have been fundamentally reinvented, or swept away."  In retrospect, Martin's prediction appears to have been on the mark.

For a growing number of executives who have heard the tidal wave, incremental change is no longer an option because it presumes the relevance of the old way.  In a radically shifting world, incremental change may be where the real threat resides.

The kind of radical mutation that some executives are now attempting to manufacture is most frequently captured under the broad description, "transformation."  Reengineering consultants like Michael Hammer advocated the notion of starting with a blank sheet of paper when reengineering an organization's business processes.  Transformation ups the ante and says let's apply the blank sheet approach to the overall purpose, strategy and structure of the organization.

There is a growing body of literature on the topic of transformation.  It shares a point of agreement - that vision is a critical starting point for meaningful transformation.  In an article in the Harvard Business Review titled "Leading Change:  Why Transformation Efforts Fail," John Kotter points to vision as a central element of any successful transformation effort.  

"In failed transformations," Kotter observes, "you often find plenty of plans and directives and programs but no vision.  In one case, a company gave out four-inch thick notebooks describing its change effort.  In mind-numbing detail, the books spelled out procedures, goals, methods, and deadlines.  But nowhere was there a clear and compelling statement of where all this was leading.  Transformation is impossible unless hundreds or thousands of people are willing to help, often to the point of making short-term sacrifices.  Employees will not make sacrifices, even if they are unhappy with the status quo, unless they believe that useful change is possible."  

Kotter also emphasizes the importance of communicating the vision.  He emphasizes that hoopla and single-event kickoffs have little impact and neither do speechmaking and newsletters.  What works best are executives who "...incorporate messages into their hour-by-hour activities.  In a routine discussion about a business problem, they talk about how proposed solutions fit (or don't fit) into the bigger picture.  In a regular performance appraisal, they talk about how the employee's behavior helps or undermines the vision.  In a review of a division's quarterly performance, they talk not only about the numbers but also about how the division's executives are contributing to the transformation.  In a routine Q&A with employees at a company facility, they tie their answers back to renewal goals.  In more successful transformation efforts, executives use all existing communication channels to broadcast the vision."

What's not well addressed in current discussions of transformational vision is the need for radical shifts.  Transformation by definition ought to embody dramatic change or else it is bound simply to be limited to improvement of the old way.  Getting out of the box is probably one of the most effective ways to "hear the tidal wave."  An active effort to look at other industries (like retailing), to look at other markets (like Southeast Asia), and to look at other disciplines (like anthropology) can stretch preconceived notions and inject new thinking.

I call this "collision thinking."  It's the forced juxtaposition of seemingly disparate fields of thinking and experience so insights can flow from one to the other.  I learned "collision thinking" quite accidentally when I discovered, as a college student, that there was often a lot more learning to be had in the university bookstore than in the classroom.  By picking up a book on physics, reading it for awhile and then moving to a book from the history section, the collision of ideas occurred quite easily and painlessly.  

As a rule, the health care industry remains, in my opinion, far too introspective and inbred.  It spends most of its time looking at itself.  It imports ideas only with reluctance and very late.  It hires executives with similar backgrounds educated at similar schools.

In their book, Competing for the Future, C.K. Prahalad and Gary Hamel speak to the need for executives to get out of their old boxes:  "What makes the future difficult to anticipate is not that the future is inherently unknowable, but that the forces conspiring to produce the future often lie well outside top management's purview.  To create the future of their industry, telecommunication executives have to learn something about how Hollywood works.  To create the future of the cosmetics industry, its senior executives need to know more about pharmacology.  To create the future of the video rental industry, managers may have to understand something about the arcane science of video compression.

"To build industry foresight, senior management must be willing to move far beyond the issues on which it can claim expert status.  It must admit that what it knows most about is the past.  It must be willing to participate in debates about the future as equals, not as omnipotent judges.  It must be willing to listen to voices in the company that are unconventional, that are less 'experienced,' and that raise questions for which there are no ready answers."

For executive leadership, it's important that they actively and persistently seek out the tidal wave.  They have to see its potential shape and intensity.  They also need to anticipate the likelihood that there may be several tidal waves moving instead of one.  All the time they must balance the organization's mix of capabilities so it can continue to play today and tomorrow.  It should be remembered that the forces that most often overrun an organization are usually nowhere on its radar screen initially.  GM was not the least bit concerned about struggling upstart car companies in Japan - at first.  It took Kodak awhile to begin to put digital images into its future view and weigh the possibility of having its film technology antiquated.  While everyone watched computers and software, the lowly modem made the Internet possible.

To demonstrate the rapidity and immensity of disruptive change in today's environment, consider the computer industry.  There, the rate of mutation went exponential.  A sort of Cambrian breakpoint occurred as computer software and hardware collided with telecommunications technology and entertainment.  Even as analysts celebrated the empire Bill Gates built in a blink of an eye on the ruins of once invincible IBM, massive waves threatened to swamp Microsoft.  Microsoft had been built on a standard often described as "Wintel" (PCs that ran Microsoft Windows and used Intel processors.)  80% of all PCs used this common platform.  Users got updates only when Microsoft and Intel delivered them and when they paid the price dictated.  

Then, according to Business Week, "at a pace nobody in the computer industry anticipated, the Internet threatened to upend Microsoft and Intel...crammed with every possible form of information...available to everyone with a computer and a modem.  It suddenly didn't matter what kind of computer or software you had, the barriers that have kept information from flowing between different brands of computers and software crumbled."

Are the challenges that faced Gates relevant to America's health care organizations?  I think they are. The propensity of data to crash through the proprietary obstacles of Microsoft and Intel, suggests that many of the fences health care providers have built may be equally porous.

Some observers like Pulitzer author, Paul Starr, have suggested that much of the power and profit generating capacity of health care providers has been built upon exclusive franchises and regulatory constraints, most notably licensure requirements (e.g. only doctors can prescribe medicine and only approved facilities can perform surgery.)  In many markets, hospitals still depend on CON laws to constrain competition.  The bigger lesson coming out of examination of the evolution of the computer and software industries might be that it is difficult, perhaps impossible, to construct fences strong enough to keep competitors out forever.

It's clear that organizations cannot transform without the committed involvement of the top executive team.  Top executives, and particularly the CEO, must constantly and consistently communicate the vision.  They must also provide opportunities for deep organizational ownership of the vision - avenues for people at all levels to contribute to actualizing the vision.  

But they must also be hard-headed enough to recognize that not everyone will get on board and some will, in fact, go underground and play the role of saboteur.  When such situations occur, executives have a responsibility to remove the resistance.  In a dramatic scene in the movie, Patton, the progress of tanks to the front is blocked by a bottleneck on a narrow bridge.  A farmer has led his donkey onto the bridge and Patton's officers are trying to convince him to move it out of the way.  Patton's solution was simple, straightforward and swift.  He shot the donkey and had it dumped over the side of the bridge.  A tough loss for the farmer, but a lesser loss than failure to fulfill the transformation of France by removing from it the armies of the Third Reich.  Leaders undertaking transformation must recognize that it involves a level of destruction - in order to build a newer, better house, part of the old house may have to be torn down or at least radically altered.

Transformation increases the importance of executive behavior.  Talk is not enough.  Employees are smart enough to watch an executive's feet, not his mouth, when sniffing out the real level of organizational commitment.  Kotter describes as one of the worst obstacles to transformation, "...bosses who refuse to change and who make demands that are inconsistent with the overall effort."  

Thomas Hout and John C. Cater, in an article titled "Getting It Done - New Roles for Senior Executives" in the Harvard Business Review point out that the role of senior executives has changed.  They argue that, "The CEO as hero really is dead.  Given the complexities of modern business competition, no single individual - or even the top two or three people - can do all that it takes to achieve success for a company.  Success depends on the willingness and ability of the entire senior executive group to address not just their individual functional or divisional responsibilities but also their collective responsibility for the company as a whole."

In the transforming organization, structure has to change along with roles.  Too often, managers are expected to make philosophical changes and alter the behavior while the structure in which they and the organization operate remains virtually unchanged.  

Michael Peer, Russell Evinstat and Burt Spector in their book, The Critical Path to Corporate Renewal, assert:  "Most change programs don't work because they are guided by a theory of change that is fundamentally flawed.  The common belief is that the place to begin is with the knowledge and attitudes of individuals.  Changes in attitudes, the theory goes, lead to changes in individual behavior.  And changes in individual behavior, repeated by many people, will result in organizational change.  According to this model, change is like a conversion experience.  Once people 'get religion,' changes in their behavior will surely follow.  This theory gets the change process exactly backward.  In fact, individual behavior is powerfully shaped by the organizational roles that people play.  The most effective way to change behavior, therefore, is to put people into a new organizational context, which imposes new roles, responsibilities, and relationships on them.  This creates a situation that, in a sense, 'forces' new attitudes and behaviors on people."

Despite all the talk about flatter, horizontal corporations, most organization charts remain hierarchical and functional.  To be sure, the hierarchies and the functions may have changed but the way of interrelating with the organization and the environment remains well embedded.  

Organizing around processes is another theme in much of the transformation literature.  If we're to abandon functions and hierarchy, what will take its place?  The move from functional orientations to a process orientation represents a revolution in the thinking about how work should get done.  

Processes are the chain of linked activities that take inputs and transform them into value added outputs that ultimately create benefits for customers.  Many organizations have engaged in process improvement at the task level but few have pushed processes onto the organization chart.  Processes exist at several levels in the organization.  The level of processes most critical to transformation are those most often referred to as "core processes."

One of the most important benefits of a process focus is a better understanding of the guts of the organization.  Real understanding, the kind of connected understanding that lets you hear the tidal wave and articulate a transformation vision, cannot be built in the confines of the traditional functional organization.  Redefining an organization in terms of its core processes can make your head hurt.  For a health care organization, core processes minimally include:

· Prevention

· Diagnosis

· Intervention

According to reengineering expert, Mike Hammer:  "Some people take the lazy way out.  They use the term 'process' without really understanding it and without making the effort to undergo the perspective shift in understanding it requires.  A common indication of this occurs when we ask someone to identify the organization's processes and the response is:  'Sales, marketing, manufacturing, logistics, and finance.'  Simply calling your functions processes doesn't make them processes.  Processes, by definition, are cross-functional and results oriented; they defy rather than respect organizational boundaries."  Hammer offered the following rules of thumb to help decide whether you are really talking and thinking about processes:

· "You should be able to describe specific inputs and outputs for each one.

· "Each process should cross a number of organizational boundaries; a rule of thumb is that if it doesn't make at least three people mad, it's not a process.

· "There should be a focus on goals and ends rather than actions and means.  A process should answer the question, "What?" not the question, "How?"

· "The processes, their inputs, and their outputs should be easily comprehensible by anyone in the organization.

· "All the processes relate to customers and their needs, either directly or as contributions to other processes."

Hammer goes on to suggest that, "the focus of process definition should be on understanding, not on analysis.  The object is to create high level understanding."  The difference, Hammer suggests, between analysis and understanding "is about fourteen months."  

A meaningful transformation initiative ought to include locking a cross-functional team of executives and managers up in a room with the directive that they, by the end of the day, build a macro map of the organization's core processes.  These macro maps should then be tested for relevance against the organization's view of the customer as well as its expectations regarding the nature of potential tidal waves.  

Just what might a new structure for a transformed organization look like?  In Rethinking the Corporation, Robert Tomasko observed, "A house divided against itself cannot stand - and neither can a company.  Business processes cannot, despite the optimistic hopes of matrix organizers, flourish in a structure that is also subdivided along functional lines.  Too much day-to-day effort will be consumed within the company sorting out these self-imposed conflicts to do a good job of continually improving the business processes and keeping them moving in the same directions as customers' needs."

Quick to the lips of many a well-versed executive is a pat commitment to being "customer focused."  It's striking how those same executives, as the result of their own efforts or because of the organizational structures they have inherited, have ended up dangerously distant from the ultimate objects of their purpose - their customers.  It is possible for health care executives to go for weeks, even months, without making contact with a patient.  Customers become an abstraction represented by market research studies or by income statements.  

There is really only one sure way to stay in touch with customer needs, and that's to stay in touch with customers.  To stand shoulder-to-shoulder, elbow-to-elbow with patients and their families.  Innovative organizations bring customers right into the product design process - at the beginning - knowing that customers tend to buy what they help create.  Ultimately, every transformation effort has only one destination - higher levels of market preference and use.  If whatever emerges from the transformation fire is not better able to create higher levels of sustainable customer value, then the journey usually wasn't worth the trip.  The successful transformation will allow the organization not only to meet current customer needs, but to anticipate future needs.  

Indeed, the truly visionary transformation will lead customers to new needs that they haven't yet even imagined, creating whole new markets on the way.  No customer asked for an ATM, a microwave, a FAX or the Internet.  Such products and services were created by organizations that were close to the needs of their customers and placed their bets based on that intimacy.

Stretch is another frequent component of a transformation model.  By setting targets for performance that are extremely aggressive, organizations can be forced to transform.  If the target hurdle is set high enough, then the organization is forced to abandon old ways of doing things and begin the search for new ways.  Radical targets are usually only achievable by radical work redesign.  Thus, in order to transform, targets on the order of 20% or higher are adopted.  Stretch targets are often resisted by organizations that initially reject them as impossible.  In the face of such resistance, leadership must be resolved.  Without a focus on results, change programs fail.  

Hamel and Prahalad advocate a mismatch between organizational goals and organizational resources embodied in "stretch goals" that challenge employees to accomplish the seemingly impossible.  "It is a view of strategy as more than allocation of scarce resources across competing projects; strategy is the quest to overcome resource constraints through creative and unending pursuit of better resource leverage... Top management should ask itself:  'What would happen to the shape and size of our markets if we could offer more or less the same functionality at 50% or even 90% off current price levels?'... Toyota set itself outrageously ambitious goals in the development of the Lexus.  U.S. car makers have seldom seemed interested in producing 'the world's best car.'"

A focus on results demands a performance measurement system.  And that measurement system needs to be balanced.  Most performance measurement systems remain weighted towards financial indicators.  Financial performance is important but too often it is viewed as the ultimate organizational outcome when it is really just a byproduct of customer behavior.  

Harvard professor Robert Eccles in an article in the Harvard Business Review titled "The Performance Measurement Manifesto" describes a revolution in the measurement systems used to track performance.  "At the heart of this revolution lies a radical decision:  to shift from treating financial figures as the foundation for performance measurement to treating them as one among a broader set of measures... Tracking these measures is one thing, but giving them equal (or even greater) status in determining strategy, promotions, bonuses and other rewards is another."  Such a shift in focus can set off what Eccles describes as a "...sea of change in how managers think about business performance and in the decisions they make."  

In a later article in the Harvard Business Review, "The Balanced Scorecard - Measures that Drive Performance," authors Robert Kaplan and David Norton offer a set of measures that provide a balanced perspective.  Their approach, based on a study of 12 companies "at the leading edge of performance measurement" identified four areas where measurement is necessary:  "Financial perspective," "Customer perspective," "Internal Business perspective" (what the organization must excel at) and Innovation and "Learning perspective" (how the organization improves and creates value).  

According to Kaplan and Norton:  "By combining the financial, customer, internal process and innovation, and organizational learning perspectives, the balanced scorecard helps managers understand, at least implicitly, many interrelationships.  This understanding can help managers transcend traditional notions about functional barriers and ultimately lead to improved decision making and problem solving.  The balanced scorecard keeps companies looking and moving forward instead of backward."  

Systems thinking also appears to be a critical element of successful transformation, although it may not always be called that.  A successful transformation recognizes the biological lesson that in order to move an entire organism quickly from one state to another, it must be moved whole, not in pieces.  This was borne out in countless reengineering initiatives as teams, in efforts to optimize a piece of the organization, found that they had suboptimized the whole.  According to Draper Kauffman, Jr., "A system is a collection of parts which interact with each other to function as a whole."  Systems expert, Russell Ackoff, offered these additional perspectives on the implications of systems on management thinking:

· When you take a system apart, it loses its essential properties.

· When a part is separated from the system, it too loses its essential properties.

· The understanding of a system never lies inside the system; it lies outside it in the larger system it serves.

· A system is a consequence of the way its parts interact, not just the way they act.

· The management of interactions is a very different kind of management than the management of actions.

The bottom line is simple, "If you're going to transform an organization, you must transform it whole." 

Finally, transformation should be viewed not as movement from some current state to some future state.  It should be viewed as movement to future states.  Transformation efforts, once put in motion, should be self-sustaining so the organization is able to continuously maintain a high level of relevance to its environment by routinely transforming rather than in periodic, abrupt swings.  

How can such continuous adaptability be built into the transformation?  Through continuous learning, Peter Senge popularized the notion of the learning organization in his book, The Fifth Discipline, where he described them as places, "where people continually expand their capacity to create the results they truly desire, where new and expansive patterns of thinking are nurtured, where collective aspiration is set free, and where people are continually learning to learn together."

In an article in the Harvard Business Review, David Garvin describes Senge's notion of the learning organization as "...too abstract" and leaving "too many questions unanswered."  Such as "How will managers know their companies have become learning organizations?  What current changes in behavior are required?  What policies and programs must be in place?  How do you get from here to there?"  Garvin offers a different notion of the learning organization as "skilled at creating, acquiring and transferring knowledge and at modifying its behavior to reflect new knowledge and insights."  

For an organization to stay transformed it must launch its probes into deep space.  It must regard all the feedback it gets as potentially relevant and find a way to fit it into its picture of the future.  According to Prahalad and Hamel:  "The future is to be found in the intersection of changes in technology, lifestyles, regulation, demographics, and geopolitics.  Our experience suggests that companies possessed of extraordinary foresight are typically companies with rich cross-currents of interfunctional and international dialogue and debate."

Vision must change if an organization is to maintain its viability.  What causes it to change is continuous learning which constantly upgrades the organization's toolkit while continuously challenging its perspectives on the world.  In their book, The Boundaryless Organization, Ron Ashkenas, Dave Ulrich, Todd Jick and Steve Kerr offer a formula that describes the process of developing "learning capability:"  

(G1 x G2)ll = LC

LC = "Learning Capability"

G1 = "Generate," the process of continuously creating, acquiring, adapting or improving ideas at all organizational levels.

G2 = "Generalize," the process of building upon ideas and sharing them across time and space and across hierarchical and functional boundaries throughout the organization.

II = is ideas with impact; ideas that add value to the firm's stakeholders over a long period of time.

For leaders seeking to engineer a dramatic mutation that transforms their organizations, the path is filled with unknowable risk.  But then so is the future.  In deciding on whether to pursue incremental change or to embrace transformation, a leader need only consider the environment into which the bow of the organizational ship is headed.  Is it a placid pool?  A heavy chop?  Is it made of crashing waves?  In all of these, incremental change may suffice.  

But listen closely.  If there is a distant roar of a coming tidal wave, then it may be time to rip up the deck and begin building a very different kind of ship.  
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