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ABSTRACT

study explores the causes for transformational failure at Delta Beverage Centres in
babwe’s Southern Region. Utilising a sample of 53 respondents drawn from different
artments and positions of hierarchy, the study sought to establish reasons for the decline in
s, poor departure compliances and high operational costs. Seif-administered questionnaires
semi-structured interviews were used to collect the data required for the study. All the
1 was analysed using descriptive statistics and analytical statistical tools such as reliability
goodness of fit tests. The study met all the objectives it had set to achieve. Amongst other
ings, the study revealed that there were poor communication and coordination between
sport and distribution departments. From the study, it also emerged that poor product
king by Delta Beverage Centres (DBCs) caused by an unreliable freighting company
racted to transport products from central stores to DBCs and a reduction in shelf space,
ributed to the decline in sales. The study recommended that the company invest in
munication technology or gadgets that would enhance communication and coordination
/een departmen‘ts to improve departure compliance and the relationship with its
sholders. To address the challenge of declining sales, the study suggested ways that would

ove product availability at DBCs and ways of regaining shelf space for its products.
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\PTER 1: INTRODUCTION AND RESEARCH OVERVIEW

Introduction
Organisational transformation as seen by Kanter (2003), is a process by which

organisations move from their present state to some desired future state to increase
their effectiveness. It implies radical changes in how members perceive, think and
behave at work. These changes go far beyond making the existing organisation better or
fine tuning the status quo (Cummings, 2005). Transformation has become a useful
weapon for any corporate organisation that is seeking for an improvement in its current
organisational performance and intends to achieve cost leadership strategy in its
operating industry and environment. It remains an effective tool for organisations
striving to operate as effectively and efficiently as possible. Organisations are required
to transform their business processes in order to achieve breakthrough performance

and long-term strategy for organisational growth and performance.

There is increasing pressure on companies and organisations to find new ways to keep
ahead of rivals in order to survive. This is especially relevant in the Zimbabwean context
where companies do not only experience ongoing competitive pressures, but have to
cope with changes in government legislation; switching from local currency to the using
multiple currencies i.e. the United States dollars (USS), the South African Rand (ZAR) and

Botswana Pula and increasing exposure to the international market place.

The goal of organisational transformation is to redesign and change the existing
business practices or process to achieve improvement in organisational performance. As
part of an organisational development programme, an organisation can, and often does
undertake a comprehensive study of its design to determine if the organisation can be
redesigned to find more effective and efficient processes to reach its strategic goals

(Canal, 2009). This can be said of Dairy Board Zimbabwe which transformed from being



just a buyer and distributor of Milk to a giant Dairy company which manufactures a wide
range of dairy products (CZ!, 2009). Olivine Industries in Zimbabwe is also transforming
itself from just being an ordinary manufacturer of cooking oil, to a pillar in the food
processing industry which is set to produce margarine, jam, chocolates and sweets
amongst other food products (Business Digest, 2010). As Merwe (2002) and Catter
(2003) point out, organisations often find themselves in a situation where they either
have to adapt to the changing business environment or risk being irrelevant to the

changing order.

Background
To fully understand the case of Delta, it is necessary to have a good grasp of the nature

of its business context before and after its transformation process. Delta Corporation
was established in 1898 by the Salisbury Lager Beer Brewery and lce Factory and is
Zimbabwe’s largest beverage maker and has additional interests in malted barley,
packaging, food processing, wines and spirits. It is a division of SABMiller Africa and has
the franchise of manufacturing and marketing all products of Coca Cola Central Africa
(Delta 2010). It has 19 distribution centres country wide, two larger beer and two soft
drinks manufacturing plants and 19 Sorghum beer manufacturing plants (Delta, 2010).

Delta had a 780 total number of employees country wide (Delta, 2010).

Transformation in Delta it could be assumed, was under-pinned in what Halal (2005)
referred to as three emerging concepts — re-organisation, self organizing systems, and
stakeholder collaboration — which he believes are the formative forces for institutional
change across the board, affecting government, education, and the military as well as
corporations. A striking feature of these three forces is that they converge on changing

the paradigm and role of the corporation.

Transformation in Delta was necessitated by the changing business environment in
Zimbabwe and the need to get better, in terms of capacity utilisation, sales, working
environment and maintaining competitive advantage in the area it believed had the

edge over its rivals (Munaka, 2006).



According to Delta (2007), the transformation process was expected to:
1. Increase sales by 15 percent;

2. Reduce operational costs by 13 percent; and,

3. Place all product ranges under one roof.

The organisation went through a lot of changes in order to achieve its set objectives
(Delta, 2007). The changes resulted in combining its beverage business units which
include National Breweries, United Bottlers and Chibuku Breweries. The administration,
sales and distribution was localized at one centre enabling customers to purchase all
Delta product ranges at one point unlike in the previous legacy when customers would
have to travel from one point to another. Manufacturing of carbonated soft drinks was
confined to regional headquarters (Harare and Bulawayo) and freighted to distribution
centres. Delta also decided to de-merge its non beverage units which included OK

Zimbabwe, Topics and Meikles to concentrate only on beverages.

However, product deliveries became too erratic as departure compliance went down
from 2001’s 78 percent to 55 percent in 2004 and during the same period, sales
declined by 61.6 percent from 1 300 000 to 800 690 hectoliters {Delta, 2007). Changing
of the freighting company from Western Transport to National Railways of Zimbabwe
did not solve problems of transportation owing to the ageing rail way infrastructure
(Munaka, 2006). In 2004, the organisation recorded the worst sales volumes in a decade
as they went down to 730 569 hectoliters compared to the peak volumes of 1.3 million
hectoliters of 1999 (Delta, 2010). A study by Zinyika (2006), showed that Delta products’
shelf space in major retail outlets had gone down from 1999 peak of 89.1 percent to 61
percent in 2005. This corresponds with results from other scholars (Cox, 2006 and
Buzzel, 2009) which indicate that there is a relationship between the amount of shelf
space given to a brand that has high customer acceptance and total unit sales of that

product. In 2005, Deita Beverage Centres (DBCs) registered the highest number of



breakages of 653 bott : compared to 399 of 2001 (Delta, 2010). Furthermore,
operations costs went down to 41 percent; a figure higher than the set target of 35
percent in the year 2002 (Munaka, 2006). Most of the work at distribution centres was
done manually except loading and offloading which was done using a forklift. However,
during delivery, all the loading and offloading was done by hands as each distribution

centre had only one forklift (Munaka, 2006).

Beverages industry is a volume driven business and the success of any company in this
business is measured by its sales volumes (CZI, 2009). After its transformation process,
Delta Beverages’ inventory turnover ratio stood at 9.3 in 2005 below the industry
average of 12 indicating either problems in the sales department or problems with the
product (Delta, 2007). The account receivables turnover ratio increased to 35 days in
2005 which was above 30 days credit policy of the company. Table 1 shows an
unfavourable trend in return on assets and the decline was a likely cause for concern to
management. Cash flow to capital expenditure ratio tell us that in 2001 Delta generated
cash from operations approximately 2.4 times greater than what was needed for
acquisitions of capital assets. However, in 2005 after the transformation, the ratio
shows Delta generated cash from operations to cover only 0.86 times of the capital
asset needs. This shows that the company’s ability to use cash flow from operations to
finance acquisitions of property, plant and equipment was negatively affected by the

transformation process.

Below is a table showing financial analysis of Delta Beverages from 2001 to 2005.
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It is evident from the above background that Delta Beverages’ transformation process

did not meet the objectives it set to achieve as:

1. Operational costs were still higher than the level set by management by six percent; a
clear testimony of the poor implementation of the transformation process.

2. Sales declined by 60 percent soon after the transformation process; the lowest figure
in a decade.

3. Departure compliance went down by 23 percent in 2005 after Delta transformation
process. This meant that the availability of products in the market was compromised as

well as the confidence of the customers in the organisation.

As a result of the above mentioned problems, the profitability and competitiveness of
Delta Beverages was compromised and was an indictment on the implementation of the

organisation’s transformation process.

Research objectives

The objectives of the research were to:

1. Establish the reasons that led to poor departure compliances in Delta.
2. Establish the causes for the decline in sales.

3. Establish the causes for the company’s failure to lower operating costs.

4. Offer recommendations to Delta on appropriate action to take.

Research questions
The primary question this study attempted to answer was; Why did the transformation

process in Delta fail to achieve its objectives?
The secondary questions were;

1. What were the factors that contributed to the decline in sales?



2. What were the factors that contributed to management’s failure to contain operating

costs?

3. What were the factors that contributed to the failure to meet departure time targets?

Delimitation of the study

The study was organised around:

a) Geographical scope: The study was conducted in Zimbabwe in the administrative
Southern Region of Delta Beverages which consists of Bulawayo, Gweru, Kwekwe,

Chiredzi, Zvishavane, Beibridge and Masvingo distribution centres

b) Participants: The study was limited to the present Delta employees who included

junior staff, middle management and senior management

c) Content: Focus of the study was limited to the implementation of the

transformation process at Delta Beverages

Basing on the delimitation of the study, it could be argued that the findings are not a
representative of Delta Zimbabwe as the research was confined to the southern region.
However, the researcher believes that the information acquired from the process is a
true reflection of the transformation process countrywide as the company implemented

the same changes across the board.

Ethical considerations

The study undertook to adhere to the following ethical considerations:
1. The principal of voluntary participation;

2. The requirement of informed consent;

3. Protection of participants from exposure to risk and harm;

4. Guarantee of confidentiality.



Deployment of study
Chapter one: Introduction
This chapter served as an introduction and background to this study and contains details

regarding the objectives of the study, significance and the research questions.

Chapter two: Literature and theoretical review

This section provides literature on organisational transformation and the types of
change. Careful consideration is given to various management and interventions and the
targets for change. Elements of the change process as well as reactions to change at
organisational and individual level is discussed with implications thereof.

Chapter three: Research design and methodology

This chapter describes the approach used in data gathering, procedures, research

methods, research instruments and techniques of data analysis.

Chapter four: Data presentation and analysis of results

This chapter presents the summary of the data, analysis and interpretation. In this
regard, text, figures, tables and graphs were used.

Chapter five: Discussion of results and recommendations

This chapter outlines the summary of findings and recommendations in respect of the

problem statement and research questions.

Time frame of the study

Figure 1.5 below is an illustration of the time taken to complete the study;
Chapter 1: 1 March 2010 to 10 June 2011
Chapter 2: 11 July 2010 to 30 December 2010

Chapter 3: 31 March 2011 to 15 July 2011



“1apter 4: 16 July 2011 to 16 August 2011

Chapter 5: 17 August 2011 to 10 November 2011

Summary

This chapter gave an overview of the environment Delta was operating in. The chapter
also outlined the Delta’s objectives for the transformation as well as that of the study.
The following chapter gave a theoretical framework for the transformation process.

Cases of organizational transformation elsewhere were also included.



CHAPTER 2: LITERATURE AND THEORETICAL REVIEW

Introduction

This chapter reviews some of the empirical and theoretical literature pertaining to
organisational transformation with specific emphasis on implementation. This chapter is
divided into 10 sections. Section one presents an overview of organisational
transformation and change while section two focuses on types of transformations, a
review of practical cases of transformation elsewhere and the change process. The
remaining sections focus on targets for change, resistance to change, management’s

response and approach to change and managing a downsized workforce

Organisational transformation and change: An overview

Coch (2008) defines an organisation as a social unit of people, systematically structured
and managed to meet a need or to pursue collective goals on a continuing basis. All
organisations have a management structure that determines relationships between
functions and positions and subdivide and delegate roles, responsibilities, and authority
to carry out defined tasks. Organisations are open systems in that they affect and are
affected by the environment beyond their boundaries. The word transformation means
change in form, appearance, character and disposition (Fowler, 2001). This view is
further echoed by Rosen (2007) who argues that transformation is changing into
something new in a way that it is turned into another entity. It is usually a deliberate
action with the aim of creating something better — better looking, better working, more
valuable and more usable. In concurrence, Fowler (2001) and Richard (2009) argue that
transformation is a continuous process that relies on implementation of effective
market and stay-in-business strategies that attract more profitable customers in
selected markets and lower operating costs. It implies radical changes in how members
perceive, think and behave at work. These changes go far beyond making the existing
organisation better or fine tuning the status quo (Cummings, 2005). Robbins and Coulter

(2010) indicate that the changes are concerned with fundamentally altering the

10



organisational assumptions about its functioning and how it relates to the environment.
Changing these assumptions entails significant shifts in corporate philosophy and values
and in the numerous structures and organisational arrangements that shape members’
behaviours (Cummings, 2005). Adrian (2005) affirms that change that is intended to be
transformational, will affect many aspects of an organisation and the levels within it. It
will require the creation of a new mission and future direction, alteration to the
dominant values, beliefs and perceptions in the organisation with fundamental
implications for the organisational paradigm and distribution of power, new structures
and methods of working. In this sense, such change is seen as radical and discontinuous
(Murphy, 2005). This approach to change is seen as not being too appropriate and
effective by other scholars (Beer, 2002). Adrian (2005) contends that the intended
change will not be realised simply by changing organisational structures and imposing

new systems.

Bustur (2001) argues that the words transformation and change can be used
interchangeably a view disputed by Andrew (2005) who notes that change could be an
event where as transformation is a process. In concurrence, Adrian (2005) argues that
change may be forced upon the organisation or entered into with reluctance but
transformation requires a willingness to make the journey by all stakeholders
(employees, shareholders and customers). Robbins (2010) notes that implicit within a
perceived need for change is the belief that the present state is no longer suitable,
tenable or, ultimately, the best. Each of these words of course carries its own
connotation. No longer ‘suitable’ suggests some lack of comfort, some mismatch but
little immediate pressure. No longer ‘tenable’ indicates a state that cannot be
maintained and strong forces for change. No longer the ‘best’ would suggest positive
rather than negative reasons for change — the desire to improve on something that, of
itself, is not bad. Organisations can find themselves in any of these states, and many
more in between (Andrew, 2005).The need for organisational transformation is driven
by a wide range of reasons. Bustur (2001) suggests 10 reasons for organisational

transformation and these include:
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1. Changes in the senior leadership team;
Technological changes and upgrades;
Changes in business strategy;
Replacement of outdated working practices and processes;

The need to cut or trim costs and increase efficiency;

2
3
4
5
6. Challenges resulting from growth, mergers and acquisitions;
7. Downturns and tougher operating conditions;

8. The need to implement new organisation behaviours and skills;
9. The need to develop change and improve organisational culture;

10. Government legislation.

Robbins (2010} indicates that organisations undergo major change approximately once
every three years with smaller changes taking place almost continuously. In this context,
there is need for managers and leaders to be able to introduce and manage
transformation to ensure that organisational objectives are met, and they have to
ensure that they gain the commitment of their people, both during and after
implementation. At the same time, they also have to ensure that business continues as

usual.

An overview of Zimbabwean beverage industry

Zimbabwean beverages industry had been dominated by carbonated soft drinks,
beer, bottled water and coffee followed by milk and fruit drinks/cocktails (CZI,
2009). Per capita beverage consumption rose rapidly soon after the Zimbabwean
independence in 1980 and the country recorded its peak beverage consumption of
2.9 million hector litters in 2009 (CZl, 2009). Although the industry had witnessed
new entries in recent years, beverage companies were still divided in what could
be considered national and regional companies. The first segment included
national beverage manufacturers who produced on a mass scale and sold in all (or
almost all) provinces. That group included Delta Beverages, Dairy Board Zimbabwe

and Rainbow Group of Companies. Another segment was regional brewers
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distinguished by their geographic scope of operation within Zimbabwe, servii
only one and at most two provinces. Among the regional brewers in existence
were Mutate Bottling Company, Ingwebu, Go-Beer, and Pungwe. The third

segment was homemade beverages mainly found in rural areas.

Beverage industry is a volume driven business and the success of each entity is
mainly rooted in the respective distribution and marketing strengths. As such,
Zinyika (2009) listed factors that affect product distribution in the beverage

industry. They are as follows:

1. Market knowledge;

2. Product availability;

3. Administrative efficiency;

4. Fleet efficiency and availability; and
5. Employee commitment to perform.

Zimbabwean beverage industry just like in any other country is characterized by a
desire to achieve high sales volumes. However, Dunford (2002) notes that
management and sales representatives have to contend with various challenges in
the pursuit of such a goal. Below are factors Dunford (2002) believes contribute to

poor sales performance. They are as follows:
1. Poor marketing strategy;

2. Poor product quality;

3. Weak brand loyalty;

4. Society income levels which are low;

5. Ineffective distribution strategy;

6. Stiff competition;
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7. Prohibitive pricing;
8. Inadequate shelf-space; and
9. Ineffective merchandising.

In almost every business sector in Zimbabwe, the fundamental costs of doing business
had been rising. New minimum wage mandates and increasing costs for energy and
water were threatening profits and dampening the outlook of the industry. In 2006,
Kinetic Management Consuitancy, a consulting company that worked closely with
regional Food Service Manufacturer Associations, conducted a survey of five beverage
companies. The survey found the following to be among their top concerns.

a) Rising operational costs;

b) Downward pressure of profits; and

c) Rising labor costs.

The change process

Gareth (2003) suggests the steps to follow for organisations wishing to transform their
businesses. This process is similar to the one proposed by Robbins (2010) and both
authors argue that the process may be altered slightly to suit different industries and
circumstances. Although common themes can be identified, it is important to note that
the five categories should not be seen as clearly distinct, discrete steps. In practice, and
in most situations, there is a fair degree of integration and therefore blurring between
the stages (Burnes, 2002; Clarke, 2004; Vandermerwe and Vandermerwe, 2003). The

process is as follows:

i) Identification and diagnosis - Involves determining the need for change, analysing the
organisation’s current position and defining the ideal future state that the organisation
would like to reach (Hill and Jones, 2002). The need for change can be diagnosed at any

level within the organisation from operational to senior level (Thompson, 2003).

ii) Consultation, exploration and negotiation - Involves wider exploration of the problem

environment including consultation and negotiation with stakeholders.
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2.1.3

iii) Planning -This stage of planning requires a consideration of the resources available,
culture, and amount of commitment required and the capabilities of the management
team within the context of the issues identified in stage two. Objectives, timetables and
implementation methods are then defined as part of the planning process. The
advantages of using analytical tools prior to the implementation stage have been
identified by various authors; these include the systems approach (Carter, 2004),
stakeholder analysis (Grundy, 2005) and force field analysis (Lewin, 1974; Thomas,
2005). It is claimed that these tools facilitate a wider consideration of the change
environment, including analysis of possible resistance, identification of those likely to be

affected by change and the advantages and disadvantages of various change strategies.

iv) Implementation - involves the implementation of the change programme. It is widely
accepted that this is the most difficult step because it involves moving from the known
to the unknown and is therefore risky, stressful and complex (Clarke, 2004). Jick (2005)
highlights the contingent nature of change in terms of the importance of choosing the
right time and pace at which to implement the change process. Kanter (2003), in looking
at aspects of organisational culture and structure that are related to successful change,
identifies the ‘change masters’ as ‘literally - the right people in the right place at the

right time’.

v) Monitoring - Finally, the results of the process are monitored and evaluated against
the original objectives; the extents to which they have been achieved and whether
further adjustments or changes are needed. It is tempting to see evaluation as the last
stage in the process but it is important to view change as an on-going process where
through evaluation, further opportunities for improvement are identified (Clarke, 2004}.

It could therefore be seen as the starting point of a cyclical approach to change.

Views to change
There are two views to change and these are the calm v ers environment metaphor

and the white water rapids metaphor. As Robbins d _aul ____, point out, tv
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views expléin how management perceives and responds to the different types of
change.

a) The Calm waters environment metaphor

Robbins and Caulter (2010) envision the organisation as a large ship crossing a calm sea.
The ship’s captain and crew know exactly where they are going because they have made
the trip before. Change comes in the form of an occasional predictable trip. It is
comparable to the relatively calm environment that most organisations faced from
1950s to 1970s. Gilgeos (2007) argues that the metaphor is only suitable to
organisations which only seek minor changes or seek to respond to changing variables
and for day to day running of organisations. Gilgeos (2007) believe that this view might
not be appropriate in explaining the current turbulence that currently characterises the
business environments.

The calm water environment metaphor is best illustrated by Kurt Lewin’s three step

model below:

UNFREEZING CHANGING REFREEZING
—_— >

Figure 2.1: Lewin’s three step change process
Source: Robbins (2010)

One of the early models of planned change was developed by Kurt Lewin (1974). This
model involves three steps; unfreezing’ the present pattern, changing’ or developing a
new pattern, and then refreezing’ at the new desired level (Cummings, 2005). As a
starting point, Lewin’s model has an attractive simplicity because it identifies the
general stages to be considered and therefore the process to be followed. More recent
views (such as Moorhead and Grin, (2005)), consider managing change as a continuous

process and argue that Lewin’s three-stage model has little practical relevance.

Accordir Lewin (1974), successful change requires unfreezing status quo, changing
to a new state and refreezing to make the change permai 1t c and Werr . )3)

concur with Lewin (1974) that:
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i) Behaviour is a result of equilibrium between driving and restraining forces;

ii)  ivir forc . push one way and restraining forces pushes the other way;

iii) Performance that emerges is a reconciliation of the two sets of forces;

iv) An increase in the driving forces might increase performance but it might also
increase the restraining forces (Newton’s Law of Motion).

Below is a force field diagram showing forces for change and those for status quo;

_Fear for change New technology
Group performance Better raw materials
FORCES
FOR AND
AGAINST
C titi Member complacenc
(mee ition CHANGE mp y
Supervisor pressures Well learned skills
1 t higher |
mance perfor

Figure 2.2: Force field diagram: Adapted from Cummings Worley (2005)

b) White water rapids « rironment metaphor
Robbins (2010) points out that in this metaphor, an organisation is seen as a small raft
nav’ iting a ragir ~ river with rapids. Aboard are half a dozen people who | re 1 rer

worked together before and are totally unfamiliar with the river. . .1ey are also unsure of
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2.1

2.2

their eventual destination and travelling in a pitch dark night. ..iis description paints a
picture of turbulence and uncertainty. Arrival to the destination is not guaranteed and

the captain is not in control.

Management’s response to change

Gareth (2003) and Robbins (2010) put forward two responses to change and these are
proactive and reactive responses to change. In terms of the reactive/proactive nature of
change, Nadler and Tushman (2009) characterise reactive change as that implemented
in response to some external event and/or serious internal operational and managerial
problems. Additionally, most organisations have been heavily criticised for being
reactive largely as a result of strong operational orientation and a tendency to focus on

short-term results (Umbreit, 2006; Wood, 2002).

Reactive approach (fire fighting)

Robbins {2010) and Gareth (2003) argue that this approach is used when the changes
are largely unscheduled, random and haphazard. Every time a problem arises small
changes are sought to solve the immediate problem. The emphasis is on waiting for
change inducing problems to occur before implementation “will cross the bridge when

”

we get there.” Bounds (2004) argues that this approach is relatively simple and
inexpensive as it is appropriate when change is slower. it is also suitable for smaller

organisations, which are less complicated.

Proactive approach (planned change)

Bounds (2004) defines planned change as a set of activities in an organisation that are
intentional and goal-oriented. Bounds {2004) further argues that planned change aims
at preparing the entire organisation, or a major part of it to adapt to significant changes
in the organisation’s goals and direction, a view fully supported by Gareth (2003).
Nadler and Tushman (2009) see proactive change as a situation where the company is
not currently experiencing any serious problems but managers anticipate the need for
change to put the company in a better position or avert potential future problems.

Although this anticipatory approach to change is generally preferable, in practice most
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companies tend to take a reactive approach, usually as a consequence of the commonly
held view that there is no need for change if current performance is satisfactory
(Taucher, 2003). Gareth (2003) and Bounds (2004) argues that for planned change to
work, workers have to be prepared to surrender familiar work habits for new policies,
procedures and applications. Essentially, there are two goals of planned change as put

forward by Bettis (2004), these are:

1. Toimprove the ability of the organisation to adapt to changes in its environment;

2. To change employee behaviour since an organisation’s success or failure is
essentially due to the things its employees do or fail to do, planned change is
concerned with changing the behaviour of individuals and groups within the
organisation.

Madsen (2008) came up with the order and magnitude of planned change which any

organisation would at one time undergo. These are:

1. First-order Change (or Transactional Change): In this type of change, features of the
organisation change but fundamental nature of the organisation remains the same

2. Second-order change (Transformational Change): In this type change, the nature of
the organisation is fundamentally and substantially altered

3. Organisational Climate: It is defined as people’s perceptions and attitudes about the
organisation—whether good or bad place to work, friendly or unfriendly,
hardworking or easy-going and so forth

4. Organisational Culture: Madsen (2008) defined organisational culture as deep
seated assumptions, values, beliefs that are enduring, often unconscious, and

difficult to change. Changing culture is much more difficult than changing climate.

Change failure
Gilgoes (2007) classified change failure as when an organisation fails to meet 75 percent
of its change objectives. This view is contested by Murphy (2005) who argues that

organisational change can be classified as a failure if employees still cherish the past
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despite having met all its objectives. Gilgoes (2007) and Murphy (2005) contend that
the change process usually fail when it is based on a “not-so-credible” strategic
planning. This means that new methods and approaches are not well studied and
originated from hypothesis. Adrian (2005) studied a number of companies that went
through transformation processes and noted that about two thirds of them failed to
produce the results they hoped for. Dunford (2002) contends that efforts at
"reengineering”" fared worse, with a 70 percent failure rate. Despite substantial
resources committed to the change effort by organisations, management often finds
itself failing to sustain the change effort resulting in the loss of revenue and market
share.

Gersik (2002) outlines reasons for organisational transformation failure and these are as

follows:

1. Communication — The root cause of transformation failure is lack of clarity and lack of
communication and even more fundamentally, the lack of a language and contextual
framework to articulate and manage the necessary processes of change. Alternatively,
it might be inconsistency in the message delivered by members of the leadership team.
Adrian (2005) argues that the problem might not be with what is said but in listening

effectively to differing views and ideas.

2. Lack of empioyee involvement - Senior people might lead the organisation, set the
direction and put the plans in place yet in reality, they are not the people who can make
it happen. People at lowest level of the organisation determine whether a change
programme delivers and failure to involve them, might lead to transformation failure.

They need to be involved.

3. Lack of space and support - Changes impact on individuals in a very personal way. If
organisations do not provide the space and support to individuals who are impacted by

the change, the chances of success are greatly reduced.
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4. Unclear objectives - The objective or outcome of any change programme needs to be
clear. Ambiguity mal it impossib® to get across the reasons and benefits of the

change.

5. Lack of performance measures - Change is usually about improvement. Unless there
is a clear set of measures that can let people know whether they are on or off track, the
transformation process’ prospects of success would be slim. Failure to put mechanisms
for performance appraisal and holding employees accountable for their actions can only

lead to transformation failure (Adrian, 2005).

6. Underestimating emotions - While everything on paper or project plan is highly
rational, it is important not to underestimate emotions. In his study of 38 business
organisations in Australia in 2004, Adrian (2005) concluded that only a few employees
relish change and see it as an opportunity. This is neither right nor wrong; it is just the
way it is. Awareness of people’s emotions can make a huge difference and failure to

acknowledge employees’ emotive response will only lead to failure.

7. The gap between the strategic vision and a successful programme implementation
and the lack of a practical change management model and tools to bridge that gap leads

to a failure of the transformation process.

8. The "hidden and built in resistance to change" of organisational cultures, and the lack
of processes and change management methodologies to address employee resistance

often lead to change failure.

The study reviews a case of transformation failure at Cold Storage Commission (CSC);

CSC is a company that supplies butcheries with beef it acquires from famers. It is a
parastatal found in all the ten provinces of Zimbabwe and also has a farm in each
province. Having 1jor  “mot Holy over the wvne Mip of abattoirs, CSC upon the de-
regulation of tt  market, found itself facing stiff competition from .cnda Meats and

Hlalo Meats. As a result, its growth rate declined to negative six percent far below the

21






employees, electricity and water and only a third of its abattoirs were operational and
below full capacity.

Kinetic (2001) cited a difficulty in creating an open atmosphere of communication
between the head office and regional offices, pressures against selecting divisional
heads on merit and discontinuity in leadership as some of the reasons for the CSC’s
transformation failure. CZI (2001) in its assessment of the changes at CSC argues that
management only made incremental changes without clearly outlining the methodology
of addressing the challenges facing the organisation. It did not follow the framework for
the change process and management had no capacity to drive the change process owing
to its failure to stem out bureaucracy within the organisation. CZI (2001) further argues
that much effort was spent on opening abattoirs without having secured constant
supply of cattle for those abattoirs and before the cattle herd on its farms was restored.
The development increased operational costs without correspdnding inflow of cash. In
its findings, the then Ministry of State and Public Enterprise states that CSC in its
recovery plan, did not have a response to the challenges posed by its competitors
(Government Gazette, 1998). This in CZI’s (2001) view was a mistake as the other

players increased the price of cattle from farmers.

Management approach to change

Go and Pine (2005) state that rapid and unpredictable changes in customer attitudes
and information technology make the need to manage change inevitable and that the
ability to manage change will be the key to the long-term survival for any organisation.
Most of the literature on managing change, however, has been related to
manufacturing industries and fails to address the specific issues associated with service

industries.

As Kaiser (2009) and Wood (2004) point out, the manufacturing and service industry
have particular characteristics which have implications for the adaptation of generic

management principles. Althot 1itisa 1 by “arnall " (7" and Van der Merwe

(2003) that there is no universal formula for managing change, authors such as Burnes
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(2002), Hill and Jones (2002) and Kotter (2005) recommend that change programmes
should be planned against a set of objectives and a clear process and that the use of
frameworks or models help managers to address issues in a logical order. In addition,
Nadler and Tushman (2009) claim that it is essential to identify and evaluate the type
and characteristics of any change situation if the case and its implications are to be

understood clearly.

Identifying characteristics and underlying situations behind a particular change
programme give management a lead on the approach to manage planned change.

Matteson (2002) provides three approaches to managing change and these are:

.1 Managing change through power

1.2

The application of power to bring about change implies the use of coercion. Matteson
(2002) asserts that managers have access to power and can use their power to coerce
non-managers to change in the direction they desire. Murphy (2005) believes the
sources of power come from their ability to reward and to punish. They can determine
the conditions of employment including promotions and advancement. [t is through that
power that managers can bring considerable influence to the organisation. However,
scholars like Charlotte (2008) and Martins (2001) argue that the application of power
often manifests autocratic leadership, and contemporary organisations do not generally
encourage managers to engage in such leadership behaviour. In the past, autocratic
management has been a factor in the rise of labour unions as a counter to the arbitrary
use of power. Matteson (2002) defends the use of power only when the existence of the

organisation is at stake, power is not a favored approach in bringing about change.

Managing change through reason

The application of reason to bring about change is based on the dissemination of
information prior to the intended change. Matteson (2002) believes that the underlying
assumption is that reason alone will prevail and the participants and parties to the
change will all make a rational choice. According to Murphy (2005), the reason-based

approach appeals to the sensibilities of those who take a utopian view of organisational
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4.3

“worlds. Martin (2001), Murphy (2005) and Matteson (2002) are of the opinion that the

reality of organisations requires that we reo-~nise the existence of individual motives
and needs, group norms and sanctions, and the fact that organisations exist as social as
well as work units all of which means that reason alone will not be sufficient to bring

about change.

Managing change through re-education

The middle ground approach relies upon re-education to improve the functioning of the
organisation. Re-education according to Matteson (2002) implies a particular set of
activities that recognise that neither power nor reason can bring about desirable
change. This set of activities has been the subject of much research and application and
is generally understood to be the essence of organisational development (Murphy,

2005).

Resistance to change

Schein (2008) believes resistance to change to be one of the most ubiquitous of
organisational phenomena. A number of authors have defined resistance. For example,
Ansoff (2009) defines resistance as a multifaceted phenomenon, which introduces
unanticipated delays, costs and instabilities into the process of a strategic change, whilst
Zaltman and Duncan (2007) define resistance as any conduct that serves to maintain the
status quo in the face of pressure to alter the status quo. Thus, resistance, in an
organisational setting, is an expression of reservation which normally arises as a
response or reaction to change (Block 2009). This expression is normally witnessed by
management as any employee actions perceived as attempting to stop, delay, or alter
change (Bemmels and Reshef, 2001). Thus resistance is most commonly linked with

negative employee attitudes or with counter-productive behaviours.

Ansoff (2009) came up with 12 reasons which he believes are the main causes for

resistance to change and these are:
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1. Loss of Job: In an organisational settii  any process, technol¢ cal advancement,
systems, or product change will include streamlining, working smarter, cost reduction,
efficiency, faster turn-around times. All these means staff and managers will resist the
changes that result in their roles being eliminated or reduced. From their perspective,
change is harmful to their position in the organisation. The satisfaction that employees
have with their job determines a portion of their reactions during times of change.
Employees who experience a high degree of job satisfaction are better able to weather
periods of change. They are more positive in their approach to their work and can see
change as an organisational necessity. Unhappy employees, on the other hand, view
change as just another annoyance in a long list of complaints. Chances are, whatever the
change, disgruntled employees will view it as having a negative impact on both the

organisation and on them personally.

2. Bad Communication Strategy: The way in which the change process is
communicated to employees within the organisation is a critical factor in determining
their reactions. If management cannot communicate what, why, how, when, who and
what success will look like or how success is going to be measured, then, resistance is
imminent. When upper management plans and communicates early and effectively with
all employees and explains the reasoning behind the change, employees are much more
likely to buy into it. Changes that are mandated with little or no communication, on the
other hand, are often poorly received, since employees may feel that the change is

being shoved down their throats.

3. Shock and Fear of the Unknown: Employees’ responses to organisational change can
range from fear and panic to enthusiastic support. During periods of change, some
employees may feel the need to cling to the past because it was a more secure,
predictable time. If what they did in the past worked well for them, they may resist
changing their behaviour out of fear that they will not achieve as much in the future.
LL t I it tl d i t ol tl

fearful they become. Leading change also requires not springing surprises on people.
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The organisation needs to be prepared for the change. In the absence of a continuing
two-way communication with leadership, grapevine will fill the void and sabotage any

change effort.

4. Loss of Control: Familiar routines help employees develop a sense of control over
their work environment. Being asked to change the way they operate may make
employees feel powerless and confused. People are more likely to understand and
implement changes when they feel they have some form of control. Keeping the doors
of communication open and soliciting input, support and help from employees lets them

know that their contributions matter.

5. Lack of Competence: This is a fear that is difficult for employees to admit openly. At
times, change in organisations necessitates changes in skills, and some people will feel
that they will not be able to make the transition well. Therefore, the only way for them
to try and survive is to kick against the change. Some employees are hesitant to try new
routines, so they express an unwillingness to learn anything new. Resisting employees
who have already made up their minds that the change will not work or who are
reluctant to learn something new, will impede the organisation’s growth and adaptation

to change.

6. Poor Timing: Change must be introduced when there are no other major initiatives
going on. Sometimes it is not what a leader does, but it is how, when and why she or he
does it that creates resistance to change. Undue resistance can occur because changes
are introduced in an insensitive manner or at an awkward time. For any significant
organisational change effort to be effective, organisational leadership must prepare a
comprehensive change strategy from the onset to address barriers. If they cannot do it,
then, they should delegate or hire a change management agent to design an effective

change management strategy with the help of some of the organisation’s managers.

7. Lack of Reward: Organisational employees will resist change when they do not see

anything beneficial for them. Without a reward, there is no motivation to support long-
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term change over the long run. This often means that organisational reward systems
must be altered to support the change that management wants to implement. The

reward does not have to always be major or costly.

8. Management factors: Inappropriate or poor management styles also contribut.’e.' to
resistance (Judson, 2006). As organisational theory developed over time, it drew
attention to the fact that resistance to change is also built into organisational factors.
Systems, processes and sunk costs contribute to a kind of inertia that influéhces an
organisation toward greater reliability and predictability which, in turn, acts against
change. As a result, resistance to change became recognised for what it truly is: a
complex, multi-faceted phenomenon that is caused by a variety of factors. Rather, there
is a strong case that suggests that resistance should not be approached adversely

because it can play a useful role in an organisational change effort (Cummings, 2005).

9. Loss of Support System: Employees already in their comfort zones, working with the
managers they get along with, and who are operating within predictable routines know
their support system will back them up during challenging times. Changing the
organisational structures may shake their confidence in their support system. They may |
worry about working for a new supervisor, in a new team, or on unfamiliar projects

because they fear that if they try and fail, there will be no one there to support them.

10. Former Change Experience: Attitudes about change are partly determined by the
way employees have experienced change in the past. Murphy (2005) argues that how
employees’ families react to change during their early years affect the way they view
change. Employees, who live in the same house, shop at the same stores, visit the same
social club, and drive the same routes daily throughout their formative years, may have
more difficulty dealing with change than people who grew up in several different
neighbourhoods. In the same way, those who become accustomed to associating with
people who have the same values and ethics may find it more difficult to appreciate the
diversity of s work © ce. An  nployee wi  was rai 1in a family that viewed

change as a challenge to be tackled will probably have a more optimistic outlook about
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5.1

change than a person who was raised in a home that considered change an unwanted

experience that upsets the predictable family routine.

11. Empathy and Peer Pressure: Gersik (2002) states that it is normal for employees to
resist change to protect their co-workers. This could be purely because they sympathise
with their friends because of the change that has been thrust at them. Managers also
resist change to protect their work groups or friends. All these behaviours can sabotage

the success of any change.

12. Lack of trust and support: Successful organisational change does not occur in a
climate of mistrust. Trust involves faith in the intentions and behaviour of others. In
organisations where there is a high degree of trust and each individual employee is

treated with respect and dignity, there is less resistance to change.

Resistance; the positive side

Kotter (2005) argues that change can generate deep resistance in people and in
organisations, thus making it difficult, if not impossible, to implement organisational
improvements. However, Waddell and Sohal (2008) argue that this assertion is a
misconception. There are many times when resistance is the most effective response
available as indicated by Duncan (2007). That resistance can play a useful role in an
organisational change effort certainly stands juxtaposed to a traditional mindset that
would view it as an obstacle that is normally encountered on the way to a successful

change process.

When managed carefully, these advantages of resistance can in fact be utilised by the
organisation to greatly assist change. First of all, resistance points out that it is a fallacy
to consider change to be inherently good. Change can only be evaluated by its
consequences, and these cannot be known with any certainty until the change effort
has been completed and sufficient time has passed (Hultman, 2004). To this end,

resistance pla'  acrucial rc infl tt orp - ion | ability.
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.5.2

While pressures from external and internal environments continue to encourage
char istance is a factor that can balance these demands r-1inst the need for
consistency and stability. Human systems remaining in a steady state encourage
processes and specialisations to stabilise, consolidate, and improve which allows the
organisation a level of predictability and control. Thus, the system is able to gain a
certain momentum or rhythm that is also critical for organisational survival (Murphy,
2003). While these maintenance needs are widely recognized, the emphasis in the
literature certainly remains on the requirements of change and dynamism. The
challenge therefore is to find the right balance between change and stability; avoiding
the dysfunctionality of too much change while ensuring stability does not become
stagnation. Since understanding resistance has become increasingly clear, it has also
become apparent that people do not resist change per se, rather, they resist the

uncertainties and potential outcomes that change can cause.

Overcoming resistance to change
Cummings (2005) came up with three major strategies for dealing with resistance to

change as follows:

a) Empathy and support; This strategy identifies people who are having trouble
accepting changes, the nature of their resistance and possible ways of overcoming it. It
demands a willingness to suspend judgment and to see the situation from another

perspective, a process called active listening.

b) Communication; People resist change when they are uncertain about its
consequences. Lack of adequate communication fuels rumours and gossip adds to the
anxiety generally associated with change. Effective communication about changes and

their likely results can reduce this speculation and allay unfounded fears.

c) Participation and involvement; The overwhelming suggestion in the management
fi is that participative techniques are the best method of handling resistan

Employee participation in management as a means of resolving resistance has been
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investigated since the mid 1940s. Neo-classic studies by French  )08) concluded that
involvement in the learning, planning and implementation stages of a change process

significantly influences commitment to change and apparently lowers resistance.

Types of change
Robbins (2010) identifies two major types of change and these are evolutionary and

revolutionary change.

Evolutionary change

Bustur (2001) notes that this type of change involves gradual changes in the basic
nature of an organisation’s strategy and structure but the constant attempt to
incrementally improve, adapt and adjust strategy and structure to better match the
changes in the environment that are taking place. According to Murphy (2005), this type
of change is developmental change and the change is synonymous with gradual, careful,
constant growth with progress and evolution. The goal (never reached) is to grow into a
more complete, more correct, more desirable, nearly perfect state. Bustur (2001) and
Murphy (2005) contend that developmental changes can range from small, gradual
advances in productivity or incremental cost reduction to more significant and longer

term advancements.

This type of change can be seen in the case of Quick Bake Pvt Ltd in Zimbabwe which
started off as an unregistered family backyard bakery for bread in 1991 (Czl, 2008). In
1995, it had grown from a family run bakery to a regional giant employing 265 people
and became well established in the Midiands Capital of Gweru. To date, Quick Bake is
the fifth largest Bakery in Zimbabwe and is found in all the ten provinces with an output
of 6 000 dozens loaves a day a permanent workforce of 301 permanent and 191

temporary employees (CZl, 2008).

However, Murphy (2005) argues that the problem of evolutionary change is that the

t (T ntl o will, th oy th spir
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and become retrogressive. It takes a special kind of patience to hai  on and to see it

through.

.6.2 Revolutionary change
Robbins (2010) and Bustur (2001) are of the view that revolutionary change involves a
whole new way of doing things, new goals and structure in a dramatic way. They

identify four types of revolutionary change as follows:
1. Re-engineering;

2. Restructuring;

3. Innovation;

4. Transformational change.

!.6.2.1 Re-engineering
Cummings (2005) and Jones (2008) describe re-engineering as the rethinking and re-
designing of business processes to increase organisational efficiency. Re-engineering
according to Jones (2008), includes the breaking down of specialised work units into
more flexible ones. Consequently, those units become more responsive to changes in
competitive conditions, customer demands, product life cycles, and technologies
(Kaplan, 2001). Re-engineering addresses fundamental issues about why organisations
do what they do, and why they do it in a particular way. The re-engineering process
identifies and questions the often unexamined assumptions underlying how
organisations perform work. This effort typically results in radical changes in thinking
and work methods — a shift from specialised jobs, tasks, and structures to integrated

processes that deliver value to customers (Cummings, 2005).
Bustur (2001) and Cummings (2005) argue that re-engineering frequently takes
advant.  of new in 'mation techi ¢~ Modern information technologies such as

teleconferencing, expert systems, shared databases, and wireless « nmunicatic
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enable organisations to re-engineer with greater ease. It is also associated with
interventions such as downsizing, a shift from functional process-based structures and
work design. Chong (2002) notes re-engineering can also be linked to transformation of
organisational structures and work designs. Its focus on work helps to breakdown the

vertical orientation of functional and divisional organisations.

Cummings (2005) identifies four steps for re-engineering that most organisations go
through even though the order may vary according to prevailing circumstances. The
steps are as follows:

1. Assessment of the organisation — This involves assessment of the organisational
context, including its competitive environment, strategy and objectives. This effort
establishes the need for re-engineering and the strategic direction that the process

should follow.

2. Specifying organisation strategy and objectives - This activity begins with the
development of executive consensus on the importance of re-engineering and the link
between breakthrough business goals and re-engineering projects. Having secured a
mandate for change in the first step, a cross-functional team is established with a game
plan for the process of re-engineering. While forming the cross-functional team, steps
should be taken to ensure that the organisation continues to function even in the
absence of several key players. The impact of the environmental changes that serve as
an impetus for the re-engineering effort must also be considered in establishing
guidelines for the re-engineering project. Another important factor to be considered
while establishing the strategic goals for the re-engineering effort, is to make it first
priority to understand the expectations of customers and where existing process falls
short of meeting those requirements. Having identified a customer-driven objectives,
the mission or vision statement is formulated.

3. Redesigning the work process — This involves:

a) 4 o] ‘ ) ; |

essential for strategic success. They include activities that transform inputs into
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valued outputs. Core processes typically are assessed through development of a
process map that lists the different activities required to deliver an organisation’s
products or services. ,.1e analysis of core business processes Bustur (2001) affirms
includes:

i) The assigning of costs to each of the major phases of the work flow to help identify
costs that may be hidden in the activities of the production processes

ii) The second way of core business analysis is in terms of value added activities — the
amount of value contributed to a product or service by a particular step in the
process

a. Define performance objectives: challenging performance goals are set in this
step. The highest possible level of performance for any particular process is
identified, and dramatic goals are set for speed, quality, cost, or other
measures of performance. These standards can derive from customer
requirements or from benchmarks of the best practices from industry
leaders.

b. Design new processes: the last task in this third step of re-engineering is to
redesign current business processes to achieve breakthrough goals. They are
in order to:

i) Begin and end the process with the needs and wants of the customer;

ii) Simplify the current process by combining and eliminating steps;

iii) Use the ‘best of what is’ the current process;

iv) Attend to both technical and social aspects of the process;

v) Do not be constrained by past practice;

vi) ldentify the critical information required at each step in the process;

vii) Perform activities in their most natural order;

viii)Assume the work gets done right the first time;

ix) Listen to people who do the work.
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Cummings (2005) believes that an analysis of the existing process often reveals obvious
redundancies and inefficiencies for which appropriate changes may be authorised
immediately.

5. Restructuring the organisation around the new business process - this endeavour
typically results in process — based structures that are in tandem with the new order. An
important element of this exercise is implementing new information and measurement
systems that reinforce a shift from measuring behaviours, such as productivity,
customer satisfaction, and cost savings.

To concretize the concept of re-engineering, the study reviews the case of Honeywell

Industrial Automation and Control from 2003 to 2004.

Honeywell is a diversified technology and manufacturing organisation that serves
customers world-wide with aerospace products and services; control technologies for
buildings, homes and industry; automotive products; and specialty materials
(Honeywell, 2004). Its industrial automation and control (IAC) business unit in Phoenix,
Arizona, is responsible for the design, manufacture, and configuration of world class
process control equipment marketed as the TDC 3000X family systems. Their customer
base include refineries, chemical plants and paper mills around the world (Honeywell,

2004).

In 2004, IAC management set out to implement an ISO 9000 certified quality

programme named Total-Plant as part of an effort to optimize global satisfaction.
According to (Cummings, 2005), the objectives of this initiative were to:

1. Reduce defects;

2. Minimise production cycles;

3. Optimising resource management.

t v ]
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2. Fail-safing;
3. Team work;
4. Communication.

Each phase is explained in detail below:

1. Process mapping - is a method that converts any business activity into a graphical
form (Gareth, 2003). It creates a common visual language that can be used to enhance
an employee to see beyond the boundaries of their work process. It is also the basis of
radical change in business process. Process mapping consists of eight major stages as
follows:

a) Select the process to be reviewed;
b) Setting boundaries;
c) Reviewing the composition to ensure that all appropriate functions were represented;

d) The team developed an ‘as is’ map. This required them to outline and document the

existing process.

e) The ‘as is’" map was used by the team to calculate cycle times, the elapsed times
between the start of the process and the conclusion of a process, as well as the distance

the product travels during that cycle

f) The team identified areas of improvement that did not require additional costs or

resources

g) Non-value added steps, extended approval processes, and processes with highly

variant cycle times were analysed and either streamlined or completely eliminated.

h) Finally, the team developed a process implementation plan, established a steering

committee and then implemented the initiative.
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2. Fail-safing ~ It is defined as a process that is intended to create a product with
minimal defects by identifying and analyzing defects and understanding their root
causes. Once that was achieved, the team implemented a PDCA (Plan, Do, Check, Act)

process to move the solution forward.

3. Teamwork — this was the critical third piece of the Total-Plant process. Honeywell
realised that the transition to a team environment needed to happen gradually. To

achieve this:
a) Team members were encouraged to own the whole process;
b) An environment that fosters teamwork was created;

c) Creativity, innovation and risk taking were rewarded and the values of the

organisation moved to trust, respect and empowerment.

4. Communication —-Top management adopted and lived the values of open
communication throughout the organisation. In addition, teams were given training in
conflict resolution, problem-solving and listening skills to enhance the overall
effectiveness of communication within the teams. Top management moved from
command and control to a more facilitative and empowering approach to support this
type of transformation. Transformation at Honeywell can be illustrated in the diagram

that follows:
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Figure 2.3: Honeywell transformation process; Adapted from Cummings and Worly

(2005) and Honeywell (2004)

After three years, performance results indicated a reduction in defects of 70 percent,
customer rejects declined by 57 percent, and there was a 46 percent reduction in
inventory investments (Honeywell, 2004). Another critical component was that the
organisation structure was redesigned to align with the new process and strategies.
Additionally, they committed appropriate levels of training and financial resources to

make the initiative a success (Cummings, 2005).

5.2.2 Restructuring

Cummings (2005) defines restructuring as a process that brings about a drastic or

wh™ " tl C v between different

components or elements of an organisation or system. Jones (2008) in his secon
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of revolutionary chan; a 1ed that organisations which often undergo rapidly
deteriorating performance, would often follow two basic steps of restructuring:

1. Reduce the level of differentiation and integration by eliminating divisions,
departments or levels in the hierarchy.

2. Downsizes by reducing the number of employees to reduce operating costs.

However, Robbins (2010) notes that some companies that are restructured fail to
continuously adapt to the changing demands of the business environment and to make
incremental changes to their strategies. Following restructuring, firms become more
focused on profitability and wealth maximisation. Indeed, restructuring is often an initial
step in a transformation process whereby an organisation becomes reconfigured to

compete.

The corporate finance literature identifies muitiple factors which may trigger
restructurings. Most of these restructuring catalysts are especially relevant in the
context of privatisation. Chong (2002) documents that restructuring occurs frequently
around cases of privatisations. He further argues that restructuring is not only for once
state-owned businesses, but for any organisation which seeks to transform itself into
something better looking and able to compete during and after changing operating

environments. Organisations can restructure for various reasons, these include:

1. Aresponse to external shocks
Jensen (2003) and Boon (2002) argue that restructuring is primarily in response to
significant shocks such as substantial changes in legal, political, or regulatory systems.
Restructurings may also be triggered by economic conditions e.g., recession or by
product market pressure e.g., competition. The ownership and institutional
transformation brought about by privatisation should represent such a shock in most
countries. Djankov and Murrell (2002) note that the radical changes caused by
privatisation and changing environment have compelled newly privatised firms to
itid in ) b tt 1 wvly privat | firm © esfa i

threats from renewed cc  )etition since privatisation frequently involves the v 1kening
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of regulatory protection and the reduction of state subsidies. Therefore, this heightened
isitivity to external shocks may contribute to greater restructuring activity by newly
privatised firms.
2. Driven by a desire to improve efficiency
John (2002) describes efficiency as a level of performance that uses the lowest amount
of inputs to create the greatest amount of outputs. Efficiency relates to the use of all
inputs in producing any given output, including personal time and energy. Stulz (2005)
cites efficiency improvement as a common reason for restructuring. Studies by scholars
such as Jensen and Ruback (2003), John and Ofek (2005) maintain that restructuring
generally increases efficiency by transferring assets to firms that can put the resources
to a better use. Furthermore, Gaughan (2002), Kaplan and Weisbach (2002) note that
restructuring frequently involves the elimination of negative synergies by removing
assets that are performing poorly or are no longer a strategic fit. This has the effect of
enhanced organisational efficiency.
3. Pursuit of new opportunities
New growth opportunities may also motivate firms to restructure. Lang, Poulsen and
Stulz (2005), and Mulherin and Boone (2002) contend that restructuring directly results
from a firm's desire to pursue new strategies and prospects. These growth opportunities
are frequently created by evolving economic conditions such as the changes brought
about by privatisation. Therefore, it is again more likely that newly privatised firms
should engage in some form of restructuring.
4. Change in corporate strategy
Restructuring may result from changes in the firm's strategy. Kaplan and Weisbach
(2002) find that strategic change is the most common reason in many cases of
restructuring. These strategic shifts could involve either expansion or contraction. As
noted above, restructuring creates growth opportunities. Accordingly, the newly

restructured firm may engage in an expansion strategy to pursue this potential.

v, i ' in ’ it . TF m ° ‘ratt ¢

adjustment typically involves a streamlining or re-focusing on a core business. Lang et a/.
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(2005, Slovin, Sushka, and Ferraro (2005), and John (20C~" note that many cases of

value-enhancing restructurings result from divestments that enhance the firm's focus.

There are three primary methods of restructuring as put forward by Nash (2006), and

these are:

1. Organisational/operational restructuring — this involves the re-organisation of the
firm's production methods and/or management structure. Examples include the closing,
consolidating, or overall re-organizing of production facilities. This form of restructuring

may also involve modernisation of operations and changes in management structure.

2. Acquisitions and mergers — Acquisition is the purchase of one corporation by another,
through either the purchase of its shares, or the purchase of its assets (Chowdhury,
2005). Companies choose to grow by acquiring others to increase market share, to gain
access to promising new technologies, to achieve synergies in their operations, to tap
well-developed distribution channels, to obtain control of undervalued assets, and a
myriad of other reasons. Acquisitions cause expansion and may represent efforts by
newly restructured organisations to take advantage of opportunities created by
circumstances. Murphy (2005) states that a merger happens when two firms agree to go
work as a single new company rather than remain separately owned and operated. Both
companies' stocks are surrendered and new company stock is issued in its place. For
example, in the 1999 merger of Glaxo Wellcome and SmithKline Beecham, both firms
ceased to exist when they merged, and a new company (Glaxosmithkline) was created

{Cummings 2005).

3. Divesture - Divestment is the partial or full disposal of an investment or asset through
sale, exchange, closure or bankruptcy (Chowdhury, 2005). A second type of
restructuring occurs when a firm engages in an acquisition or a divestiture. Divestments
cause contraction and may represent efforts to shed unprofitable units and downsi

-

n 1 it 'm. Most divestments are asset sell-offs. In an asset sell-

off, the fi  typically sells a division or major facility to an outside |
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2008). According to Cummings (2005), innovations are divided into two broad

categories:

1. Evolutionary innovations — Chowdhury and Lang (2005) identify two types of

evolutionary innovations. These are:

(a) Continuous innovations - These innovations result in an alteration in product
characteristics instead of new products, and do not require any user-learning or changes
in his or her routine. Examples are the muiti-blade shaving razor, fluoride toothpaste,

and laptop computers.

(b) Dynamic innovations — This type of innovation requires minimal user training.
Examples are fax machines, instant photography, and hand-held computers (Cummings,

2005).

2. Revolutionary innovations - These types of innovations often require a good deal of
user-training, often disrupt the routine, and may even require new behaviour patterns.

Examples are photocopy machines, personal computers, and the Internet.

Innovation is synonymous with risk-taking and organisations that introduce
revolutionary products or technologies take on the greatest risk because they have to
create new markets. A less risky innovation strategy is that of the imitator which starts
with a new product having a large and growing demand. The imitato