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Abstract   

 

Key Words: organisational change; electric utility industry; exploratory case 

study research; industry deregulation; organisational culture 

 
 

This research inquiry aimed to determine whether accepted organisational change 

models and strategic theory were the appropriate mechanisms to increase 

understanding the electric utility industry. Exploratory research into the U.S. electric 

utility industry provided several key findings and conclusions. The three case studies 

included in this document illustrated the difficulties of adjusting to transformational 

change, both internally and externally. Industry experts provided additional insight 

regarding the barriers these utilities faced in developing a successful change strategy 

and the shortcomings that resulted from a lack of clear and well-implemented 

strategy. This inquiry identified an industry segment ï the U.S. investor-owned 

electric utility industry ï that had not been examined in any depth regarding the nature 

and effect of organisational change.  

 

The findings revealed some areas for further investigation, most importantly focusing 

on the unique nature, culture and structure of this industry, which could lead to the 

greater understanding of the effects of organisational change and the corporate 

strategies for deregulating industries.  

 

The results from this study identified several opportunities for additional research in 

the areas of strategic management and organisational change:  

a) the role of organisational change models for deregulating industries 

b) negative consequences of organisational change 

c) validity of the Reactor strategy 

d) alternative approaches for organisations that do not want to change 

 

This research inquiry provides managers with insights regarding the challenges of 

implementing organisational change in highly rigid and bureaucratic cultures while 

also providing researchers additional insights into better understanding the unique 

culture of investor-owned electric utilities in the United States. 
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LIST OF ABBREVIATION S 
 

DOE:  Department of Energy 
 

DSM: Demand Side Management, an energy conservation approach that focuses on 

curtailing energy use through customers (i.e. demand) rather than focusing on 

optimizing generation (i.e. supply) 
 

EEI: Edison Electric Institute, a trade association of investor-owned utilities 
 

EIA : Energy Information Administration, an agency in the U.S. Department of Energy 

that compiles historical data on energy activities in the United States 
 

FERC: Federal Energy Regulatory Commission  
 

IOU : Investor-owned utility, the largest group of electric utilities operating in the 

United States. 
 

ISOs: Independent system operators 
 

PUHCA:  Public Utility Holding Company Act of 1935 
 

RTOs: Regional transmission organisations (these organisations coordinate, control 

and monitor a transmission grid that that moves electricity over large interstate areas) 

 

KEY DEFINITIONS  
 

Deregulation:  Easing or eliminating government restrictions in the firmôs freedom of 

entry into markets, freedom of action within a market and its profitability within the 

market. Deregulation describes an increasing reliance on markets to guide economic 

activity.  
 

Investor-owned utilities: (IOUs): These utilities account for about three-quarters of 

all utility generation and capacity. There are 239 in the United States, and they 

operate in all states except Nebraska. They are also referred to as privately-owned 

utilities. 
 

Learning organisation: An organisation in which everyone is engaged in identifying 

and solving problems, enabling the organisation to continuously experiment, improve 

and increase its capability (Daft 2001, p. 608). 
 

Organisational change: The adoption of a new behaviour or idea by an organisation 

(Daft 2001, p 609). 
 

Transformational change: Radical change that requires a shift in assumptions made 

by the organisation and its members. Transformation can result in an organisation that 

differs significantly in terms of structure, processes, culture and strategy (Iles & 

Sutherland 2001). 
 

Unbundling: This describes the separation of the industry into transmission, 

generation, distribution and supply, and introduces a system for the allocation of costs 

and the introduction of structural and tariff regulators to protect the consumer. 
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CHAPTER 1 ï INTRODUCTION   
 

The U.S. electric utility industry experienced industry deregulation in the late 1990s
1
 

(Warwick 2000). This deregulation led to a fundamental shift in the ways electric 

utilities operated, both internally and externally. This research inquiry focuses 

specifically on how three investor-owned electric utilities in the United States 

developed strategies to manage the organisational
2
 change forced upon them by the 

transformational change of industry deregulation. The fundamental issue explored in 

this research is whether these three electric utilities would use this transformational 

change to become closer to the ólearning organisation modelô developed by Senge 

(1990).  

 

The theoretical framework developed through this research viewed the adjustments 

made by the utilities that were caused by external change. Of specific interest were 

changes that were a result of electric utility deregulation, viewed through the lens of 

three separate electric utilities and selected industry experts. The findings are 

examined from two perspectives: 

Å Context (external and internal environment) 

Å Process (how change was implemented) 

 

Traditionally, the fields of organisational change and strategic management have 

focused on competitive industries. However, there has been little research into the 

effects of organisational change and the appropriate strategic responses among 

recently deregulated industries. The specific areas and research questions are further 

discussed in Section 1.2. 

 

Organisational change theory is based on the premise that when companies 

experience a transformational change (Daft 2001), this leads to fundamental and 

lasting changes in the organisationôs structure, processes, policies and reward 

systems. Pettigrew and Whipp (1998) view the effects of organisational change as 

                                                 
1 Please refer to Appendix A: Summary of legislative activities that led to industry deregulation. 
2 Organisation and organisational change have alternative spellings in the U.S. These words will be 

spelled according to Australian style unless it is referencing a specific publication that uses the 

American spelling (i.e. organization or organizational). All other words will follow Australian spelling 

conventions.  
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driven externally, through political and legal factors, as well as internally, by the ways 

in which an organisationôs strategic focus and internal corporate culture must change 

and adapt. However, these theories have not been viewed from the perspective of the 

electric utility industry, an industry that was highly resistant to change, with a strong 

insular corporate culture, and a rigid and bureaucratic operational structure. Tichy 

(1982) provided a template to better understand and manage change by examining the 

technical, political and cultural pressures that occur during organisational change. 

This exploratory research study is designed to investigate the effects of organisational 

change on deregulated industries, and to identify additional areas to consider in future 

research studies.  

 

The purpose of this research is to understand how this transformational change, 

which was beyond the organisationôs control, influenced both its external and internal 

reactions to change. External reactions are ways the organisation developed strategies 

to deal with various environments, such as the political and social forces driving this 

change. Internal reactions are methods by which organisations modified their 

resources, capabilities, structures and culture.  

 

The selection of the electric utility industry was based on this researcherôs experience, 

background and industry contacts. Since 1991, this researcher has been working with 

investor-owned electric utilities ï including the three selected for in-depth case 

studies ï in various consulting positions, witnessing firsthand the effects of industry 

deregulation. Accordingly, this research inquiry has not been approached with the 

perspective of a regulator or an economist (who would tend to view the macro effects 

of deregulation) but rather through the eyes of a strategic management consultant, 

with a pragmatic perspective of helping these organisations solve the problems caused 

by electric utility deregulation.  

 

This chapter has eight main sections, covering: 

¶ background information to the electric utility industry (section 1.1) 

¶ research issue and research issues (section 1.2) 

¶ justification for the research (section 1.3) 

¶ a brief description of the methodology (section 1.4) 

¶ an outline of the report (section 1.5) 
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¶ key definitions (section 1.6) 

¶ delimitations of scope and key assumptions (section 1.7)  

¶ a conclusion (section 1.8). 

 

 

1.1. Electric utility industry overview  

The electric power industry is a $342 billion industry that employs nearly 400,000 

American workers. It represents 3 percent of the real Gross Domestic Product (GDP) 

in the United States (Edison Electric Institute 2009). This industry serves more than 

143 million customers, and revenues continue to expand despite economic declines in 

other industries. This is due largely to the fact that these utilities provide Americans 

with a fundamental service: delivering electricity for their homes and businesses.  

The electric utility industry consists of 3,170 investor-owned, publicly owned, 

cooperative and federal electric utilities (Warwick 2000). Table 1-1 summarizes the 

generation and market share for each type of utility company and shows that investor-

owned utilities (IOUs) dominate both the generation and customer market segments 

of the electric utility industry. Therefore, industry deregulation had a profound effect 

on the entire countryôs electric supply.  

 

Table 1-1: Generation and Customer Share Among Electric Utilities 

Share of Generation (%) Share of Customer Served (%) 

Investor-owned 76 Investor-owned 75 

Government-owned 19 Government-owned 14 

Rural cooperatives 5 Rural cooperatives 11 
 

(Source: Edison Electric Instituteôs web page: www.eia.org) 

 

Since all utilities serve a vital need, regardless of ownership status, state and federal 

lawmakers determined that it would be in the public interest to regulate utilities 

beginning in 1879 (EIA 2000). Government regulation of utilities gradually increased 

during the 1950s and 1960s. To prevent price gouging and encourage widespread 

access, the government granted individual utilities certain monopoly rights, 

accompanied by the right to regulate price as well as service terms and conditions 

(Geddes 1992). In exchange for providing service to all customers, utilities received 

http://www.eia.org/
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an exclusive right to sell energy to retail customers in a specific service area or 

franchise territory.  

Since they are monopolies, utilities are regulated at both state and federal levels. 

Federal jurisdiction regulates wholesale interstate transactions and state regulation 

addresses consumer-level issues (EIA 2000). State regulation of electric utilities 

began in the early 1900s and by 1907, 23 states had established public service 

commissions. Basic state powers included the authority to franchise the utilities and 

establish utility accounting systems as well as regulating their rates, financing and 

service (EIA 2000; Geddes 1992).  

The federal government became more fully involved in electric utility regulation in 

the 1930s during the Great Depression. The federal government established the Public 

Utility Holding Company Act of 1935 (PUHCA, P.L. 74-333), empowering the 

Securities and Exchange Commission (SEC) to regulate utility holding companies in a 

way to prevent abuse of monopoly power.  

The Federal Power Act of 1935 (Title II of PUHCA) established the Federal Power 

Commission (FPC), which regulates utilities involved in interstate wholesale 

transmission and sale of electric power (EIA 2000; Geddes 1992).
3
 

One fundamental goal of investor-owned utilities is to produce a return for investors. 

Investor-owned utilities are the focus of this study. Table 1-2  summarizes the 

characteristics of investor-owned utilities operating within the United States prior to 

electric deregulation, which began in the mid-1990s (EIA 2000).  

 

 

 

 

 

 

                                                 
3
 The federal government also established other laws and regulations regarding the governance of rural 

electric cooperatives and municipally-owned electric utilities (Geddes 1992); however, those 

organisations are beyond the scope of this study, which focuses exclusively on the effects of 

deregulation on investor-owned utilities.  
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Table 1-2: Ownership Characteristics of Investor-Owned Electric Utilities 

Ownership Major Characteristics 

Investor-owned utilities 
(IOUs) account for about 
three-quarters of all utility 
generation and capacity.  
 
There are 239 IOUs in the 
United States, operating in 
all states except Nebraska.  
 

They are also referred to as 
privately-owned utilities. 

Earn a return for investors; either distribute their profits to 
stockholders as dividends or reinvest the profits. 
  
Are granted service monopolies in certain geographic areas. 
  
Have obligation to serve and to provide reliable electric power. 
  
Are regulated by state and sometimes federal governments, 
which in turn approve rates that allow a fair rate of return on 
investment. 
  

Most are operating companies that provide basic services for 
generation, transmission, and distribution.  

(Source: Warwick 2000, p. 4) 

 

 

Deregulation of the U.S. electric industry was driven by a variety of economic and 

technological factors including: 

¶ A re-evaluation of the nature of competition within regulated industries 

caused, in part, by the changes in the telecommunications and banking 

industries since deregulation. 

¶ The disparity of electricity prices in the United States. In a regulated market, 

customers in New York paid more than two-and-a-half times the rate of 

Kentucky customers.  

¶ Improvements in generation capabilities that required less time to build 

capacity and less capital investment (EIA 2001). 

These factors led to regulatory reform by the Federal Energy Regulatory Commission 

(FERC) that promoted the development of competitive wholesale power markets and 

opened access to all electric transmission systems. Since the 1980s, FERC has 

approved more than 800 applications to sell power competitively at the wholesale 

level. In December 1999, FERC required electric utilities to form regional 

transmission organisations (RTOs) that would operate, control and own power 

transmission systems in the U.S. Electric utilities also created Independent System 

Operators (ISOs) to operate the transmission grid and regional transmission groups. 

ISOs also opened access to same-time information systems that inform competitors of 

available capacity on their line. These changes have resulted in a major consolidation 

within the electric utility industry, divestiture of generation assets by many utilities 

and an overall re-examination of the market barriers to full competition (Liggett 

2001). Deregulation also compelled utilities to change their current value chain by 
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forcing them to divest of specific assets in generation, transmission or distribution 

(EIA 2001; Liggett 2001). Figure 1-1 illustrates the basic structure of a typical 

investor-owned utility prior to deregulation, while Figure 1-2 displays the more 

complex electric industry value chain after deregulation. 

 
Figure 1-1: Traditional Electric Utility Industry Value Chain 

      

 (Source: Warwick  2000, p. 2) 

 

 

 
 
Figure 1-2: Electric Utility Industry After Deregulation  
 

               Generation  Ÿ   Transmission   Ÿ   Distributors  Ÿ   Customers 

 
 Generation from 

multiple locations and 
sources 

Transmission may be 
owned by a third party or 
continued to be owned by 
the utility 

Local utilities remain providers 
but the customer now must 
pay for these óunbundledô 
services 

 

 

(Source: Expanded from Warwick 2000 for this study) 

 

               Generation Ÿ Transmission Ÿ Distribution Ÿ Customers 
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As Figure 1-2 illustrates, deregulation created a complicated industry structure which 

included an increased role of third-party providers for generation and distribution of 

electricity. This new structure fundamentally changed the traditional role of investor-

owned utilities. The ways in which this structure changed for three utilities is the 

focus of this research inquiry.   

 

1.2 Background to the research 
 

The theoretical framework which guides this study is based on the blending of 

components from five major theories about competition and organisational change. 

Briefly, the theories forming the framework for this study are: 

Å Context, Process, and Content Model (Pettigrew & Whipp 1998) 

Å Five Change Factors (Pettigrew &Whipp 1998)
4
   

Å Model of Transformational Change (Daft 2001) 

Å Learning Organisations (Senge 1990) 

Å Strategic Tasks for Successful Management (Tichy 1982) 

 

 

The theories forming the analytical structure of this study provide a framework with 

which to examine the electric utility industry, given their focus on the nature of 

organisational change and the special emphasis of examining other industries facing 

radical change. For example, research by Pettigrew & Whipp (1998) examined 

competitive change in selected industry sectors, including industries facing 

deregulation. Daft (2001) provided a model to explore the paradigm shift associated 

with the transformational change of deregulation while Tichy (1982) offered  insights 

into the internal key success factors needed to implement widespread organisational 

change. Lastly, the learning organisation theory developed by Senge (1990) is in 

contrast to the traditional investor-owned utility corporate structure and therefore was 

viewed as the óidealô corporate structure in the electric utility industryôs evolution. 

 

This research inquiry also draws on the broader scope of research in organisational 

change and includes additional insights regarding the development of competitive 

strategies, which are discussed in Chapter 2. These insights, as theorized by Porter 

                                                 
4 This is a subset of the Context, Process and Content Model and is used to explain the interplay 

among these forces.  
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(1980) and Miles and Snow (1978), confirm the results of previous research exploring 

the electric utility industry, specifically studies by Hirsh (1989) and Emmons (2000). 

  

The conceptual framework developed for this study is guided by two of the three 

elements of strategic change identified in the model by Pettigrew and Whipp (1998): 

Å Context (external and internal environment) 

Å Process (how change was implemented) 

 

External context is discussed in terms of the environmental, political, legal and 

economic factors that led to electric utility deregulation. This provides a backdrop to 

understanding the electric utility industry. Internal context focuses on describing the 

ways in which these electric utilities must adapt their organisational cultures, 

structures, policies, resources and capabilities to match the external environment. The 

Process component of Pettigrew and Whipp (1998) explores more fully the type of 

change experienced by these utilities and their likely responses. 

 

This framework blends the most appropriate theories in strategic management and 

organisational change as a way to better understand how deregulation affected the 

three selected utilities. However, it was not an easy fit to match organisational theory 

against actual industry practices; it was therefore necessary to identify the most 

appropriate elements of each theory and use those components to create the 

theoretical framework.  

 

It was also necessary to understand how this change was implemented (i.e. the 

process) in terms addressing both external and internal drivers (i.e. context). 

Therefore, the process component of this model is discussed in terms of how it was 

affected by external factors and then used to direct internal change. 

 

1.3 Research problem and research issues  

1.3.1 Research problem 

The research problem in this study is: How did deregulation change the strategic 

focus and internal operating culture of U.S. investor-owned electric utilities?  
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This studyôs proposition is that successful electric utilities need to develop and 

cultivate vision, commitment and resources in order to adapt to the constantly 

changing electric utility environment. This study is designed to accomplish the 

following objectives: 

¶ Identify current changes regarding change management in the electric 

utility industry in the United States. 

Contribute to the understanding organisational change and culture 

theories as they apply to regulated businesses experiencing 

transformational change. 

1.3.2 Research issues  

Seven major research issues are covered in this study. Research Issue #1 applies to the 

general industry overview; the remaining research issues apply to the selected electric 

utilities examined in the study.   

 

¶ Research Issue #1: What is the evolution of the US electric utility industry, 

focusing particularly on the external forces leading to deregulation? 

¶ Research Issue #2: How were the managersô decision-making processes 

affected by deregulation?  

¶ Research Issue #3: How did deregulation affect the strategic focus of these 

electric utilities?    

¶ Research Issue #4:  What were the specific mechanisms these utilities used to 

manage change?    

¶ Research Issue #5:  What are the managersô perspectives of electric utilities 

as ñlearning organisations?ò   

¶ Research Issue #6: What are the managersô perspectives of an ideal electric 

utility in terms of vision, commitment and resources?  

¶ Research Issue #7: What is the gap between the current utility and ideal 

utility of the future?  

 

1.4 Justification for the research 
 

This area of inquiry is important for the reasons as discussed in the following sections.  

 



 21 

1.4.1 Importance of the electric utility industry  

The electric utility industry is one of the largest industry segments in the United 

States. As Figure 1-3 shows, growth of the electric utility industry is linked to the 

overall growth in the Gross Domestic Product (GDP) in the United States (EEI 2001).  

 
Figure 1-3: Comparison of U.S. Economic Growth and Electric Use 
 

 

 

 

 

 

 

 

 

 

                    (Source: EEI 2001) 

 

 

This trend continues and in 2007, major investor-owned electric utility operating 

revenues (from sales to ultimate customers, sales for resale and other electric income) 

were $283 billion, a 2.1 percent increase from 2006 (EIA 2009). By 2030, average 

household consumption is expected to increase by more than 11 percent compared to 

2007 levels. This increase will be entirely driven by appliance-related consumption, 

reflecting the use of computers and other digital technologies (EEI 2006). 

 

However, industry deregulation, which began in the early 1990s and continued to 

2000 (EIA 2001), led to profound changes both externally and internally among 

investor-owned electric utilities. This study will provide an opportunity to expand the 

traditional boundaries of strategic management theory and explore the appropriateness 

of the theory of learning organisations in this traditionally closed environment. It also 

provides the opportunity for new levels of analysis, by synthesizing the experiences 

from both internal and external experts. 
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1.4.2 The lack of current information about the electric utility industry  

Organisational change theory has traditionally focused on companies operating in a 

competitive marketplace. As the literature review will explore more fully in Chapter 

2, there is not much current information available that explores organisational change 

in the context of a deregulating industry, such as the electric utility industry. 

Furthermore, there has been little research conducted specifically in the context of 

electric utilities in general, and U.S. investor-owned electric utilities, in particular. 

This study is relevant because it provides additional insight into determining if the 

current strategic typologies developed by Miles and Snow (1978), specifically the 

óreactorô strategy, are a viable strategic response for electric utilities. This study will 

also provide additional information regarding the validity of theories by Kim and Mc 

Intosh (1999) regarding organisational responses among recently deregulated 

companies.  

1.4.3 Exploring organisational change in change-resistant companies 

The three selected case studies explore the unique culture of the investor-owned 

utility. The closed and insular nature of the U.S. electric utility industry makes in-

depth research challenging and this type of study would be difficult for an óoutsiderô 

to conduct, given the close-knit culture of the industry. The electric utility industry 

has developed a unique change-resistant culture which will be more fully explored in 

Chapter 2 (Section 2.7.2.2). Because its managers were dealing with electricity, a 

ómysterious yet awesomeô product (Hirsh 1989), the electric utility industry has 

created its own unique culture that is based on a perceived superiority This superiority 

resulted in the developing a culture that valued engineering and technical superiority 

and excluded outsiders who did not share their viewpoint or technical understanding. 

Therefore, this research provides other researchers, who may be interested in but have 

not developed the necessary contacts to gain a better understanding of the electric 

utility industry, and further examine the validity of theories developed by both Hirsh 

(1989) and Emmons (2000).  
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1.5 Methodology 

The exploratory nature of this inquiry is suited to qualitative data methods, primarily 

case studies and in-depth interviewing. The case study is a research methodology 

based on óinterviews é involving a body of knowledgeô (Perry 1998). Riege (1996, p. 

42) defines case study as óa methodology in research which focuses on a particular 

part of an organisation or an industry within its context in order to rigorously explore 

and analyse contemporary real-life experiences in-depth using a variety of evidenceô.   

 

This statement applies to this study because it: 

a. Focuses on an industry, the investor-owned U.S. electric industry 

b. Explores and analyses contemporary real-life experiences, the effects of 

industry deregulation  

Case studies also help researchers to answer the complex how and why questions   

about dynamic business phenomena such as project, personal or specific organisation 

success in todayôs turbulent global environment. Given that the subject of this 

investigation is the electric utility industry, the case study approach provided the best 

way to capture the turbulent effects of electric deregulation. Yin (2003) concurs by 

describing that a case study inquiry: 

¶ Copes with the technically disruptive situation in which there will be many 

more variables of interest than  data points, and as one result ... 

¶ Relies on multiple sources of evidence, with data needing to converge in a 

triangulating fashion, and as another result ... 

¶ Benefits from the prior development of theoretical propositions to guide 

data collection and analysis (Yin 2003). 

The goal of this research is to investigate the following: óHow did deregulation 

change the strategic focus and internal operating culture of investor-owned U.S. 

electric utilities?ô Thus the three in-depth case studies were exploratory in nature. The 

goal of an exploratory case study is to ódevelop pertinent hypotheses and propositions 

for further inquiryô (Yin 2003). This research focused on how these organisations 

reacted to the outside events (over which they had no control) and their responses, 

both internally and externally in the context of organisational change (Yin 2003).  

This study focuses on specific case studies drawn from the 239 investor-owned 

electric utilities. These case studies were selected because they represented three 
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different responses to industry deregulation. Rather than focusing on only one 

óexceptionalô case, this inquiry focused on the effects of organisational change on 

three electric utilities which adopted responses that clearly distinguished them from 

other utilities in the industry. The research design allowed for cross-case comparisons 

between companies pursuing different types of strategy, yielding information-rich 

detail. The companies were selected using a combination of judgment and snowball 

methodologies as recommended by Miles and Huberman (1994). They were not 

intended to be a statistically representative sample of the companies within the 

industry. They were selected in order to facilitate information-rich comparisons 

between three different identifiable responses to deregulation within the industry. 

As a way to supplement the information gathered in the case studies and to further 

understand the content and context of the effects of organisational change in the 

electric utility industry, a series of in-depth interviews with experts was also 

conducted. The experts were selected based on their interest and expertise in 

organisational change, the electric utility industry, or both.  

 

1.6 Delimitations of scope and key assumptions 

This research focuses on the effects that electric utility deregulation had on three 

specific utilities. It is not intended to be a comprehensive analysis of the effects of 

deregulation on the entire investor-owned utility industry. The study also focuses on 

utilities with differing sizes, geographical locations and regulatory environments. 

However, given the complex nature of the research study and the sheer number of 

electric utilities that experienced industry deregulation, it would be cost-prohibitive to 

conduct a more comprehensive industry-wide analysis. It has never been the intention 

of this study to address quantitative issues. The companies selected were not designed 

to be representative in any way, but rather they were good illustrative examples of the 

types of responses adopted by investor-owned utilities during industry deregulation.  

 

Another delimitation of this study is that there is limited information currently 

available regarding the effects of deregulation on the electric utility industry in the 

context of organisational change. While there is a significant amount of literature 
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documenting the economic impacts of industry deregulation, there is significantly less 

information regarding the effects on the internal corporate culture and organisational 

strategies of these utilities. Therefore, the inclusion of industry experts and 

discussions with authors specializing in deregulation (Emmons) and the utility 

corporate culture (Hirsh) seeks to provide a greater understanding of this specific 

industry in the context of the research issues addressed in this study. 

 

Another delimitation of this study may be the selection of the key theories, 

specifically Pettigrew & Whipp (1998), Senge (1990) and Tichy (1982). These 

theories may not adequately address the complexity associated with organisational 

change experienced by these three utilities. However, the theories were selected 

because they focused on deregulating industries (Pettigrew & Whipp), the 

development of an óideal organisationô (Senge 1990) and the blending of key 

organisational structure and theory.  

 

A final delimitation of this study is the notion that the theories selected are old and 

therefore outdated. But this is not necessarily a shortcoming. Millett (2000) argued 

that, although Tichyôs work was more than 20 years old, it still provided a range of 

óimportant and insightful comments about managing change strategicallyô. Many of 

the best and most relevant theories about organisational change and management 

strategy have their foundations in philosophies that are more than 2,000 years old. 

The Greeks coined the term óchaosô and now chaos theory is one of the new types of 

theories emerging to explain organisational change in the 21
st
 century. Therefore, just 

because a theory or an article is cited as óoldô that does not necessarily indicate a loss 

of relevance or usefulness to this inquiry. Rather, it demonstrates that good theories 

can stand the test of time.  

 

1.7 Outline of this dissertation 

This dissertation is organised into five chapters. Chapter 1 is the foundation for this 

dissertation, providing a brief overview the electric utility industry and introducing 

the conceptual framework that will be used to guide this research. It also provides a 

discussion of the methodology and justification for this research, and concludes with 
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an acknowledgement of the studyôs limitations. Chapter 2 provides a summary of 

reviewed literature which guided the development and testing of this theoretical 

framework. It also summarizes the current body of knowledge regarding two 

academic fields framing this study: organisational theory and strategic management. 

The literature review also provides additional insight into the electric utility industry.  

 

Chapter 3 describes the methods used to investigate the seven research issues posed in 

this inquiry. It also provides a justification for the case study approach which was 

supplemented with in-depth expert interviews. Chapter 4 presents the results from 

these case studies and selected findings from the expert interviews. The results are 

summarized on an individual case basis and also through cross-case analysis. Chapter 

5 interprets the results from this investigation against the backdrop of the theoretical 

framework developed in Chapter 2. It also identifies areas for future investigations 

and indicates which theories have been proven or disproven as a result of this 

exploratory research.  

 

 

1.8 Conclusion 
 

Chapter 1 provides a road map for the reader to understand the theoretical framework 

that guided this research investigation, and provides an introduction into the overall 

methodology used for this research study. It also provides a summary of the key events 

that affected the development of the electric utility industry. The remaining chapters, 

which build on this foundation and provide additional guidance and insight, address the 

basic research issue of this study: How did deregulation change the strategic focus and 

internal operating culture of U.S. investor-owned electric utilities? The exploration 

and the answers to this issue are provided in the remaining four chapters. 
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CHAPTER TWO  ï LITERATURE REVIEW  
 

2.1 Introduction  
 

The purpose of the literature review was twofold. First, it identified the major issues 

in organisational change and strategic management as a way to understand the breadth 

and depth of the effect of organisational change in the electric utility industry ï in 

both its historical and current contexts. Additionally, the literature review identified 

potential models on which to develop this research inquiry, focusing on those that 

were most appropriate in analysing the effects of deregulation on selected U.S. 

investor-owned utilities (IOUs). Thus the purpose of this research was to understand 

how this transformational change, which was beyond the organisationôs control, 

influenced its external and internal reactions to change. Reactions often include 

emergent strategies as well as deliberately planned ones. The external reactions 

involved the development of strategies dealing with the various environments, such as 

the political and social forces driving this change; the internal reactions involved the 

methods by which these organisations modified their resources, capabilities, 

structures and culture.  

 

 

2.2  Theoretical framework for study 
 

The literature review uncovered a wealth of theories regarding the ways in which 

organisations experience, implement and adapt to change. This review also focused 

on the ways that organisations develop competitive strategies and adjust to 

accommodate internal and external change. As a result of this review, several theories 

emerged that seemed appropriate to explore more fully in the context of this research 

investigation; further exploration of certain theory components would help to interpret 

the effects of change and recommend appropriate courses of action. Although no 

single theory provided the components for addressing all the research issues in this 

study, components of these theories were used to investigate separate research issues. 

In Section 2.6, this literature review demonstrated that there does not yet seem to be 

one over-arching theory explaining the complex and dynamic interrelationships that 
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occur among organisations experiencing change. This seemed especially relevant for 

the three investor-owned utilities (IOUs) selected for this study.  

 

The theoretical framework which guides this study is based on the blending of 

components from five major theories about competition and organisational change. 

Each theory will be examined more fully in this review to provide the appropriate 

background and justification for its inclusion in this research study. The theories 

forming the framework for this study, and thus the major outcome of this literature 

review, are: 

Å Context, Process, and Content Model (Pettigrew & Whipp 1998) 

Å Five Change Factors (Pettigrew & Whipp 1998)
5
   

Å Model of Transformational Change (Daft 2001) 

Å Learning Organisations (Senge 1990) 

Å Strategic Tasks for Successful Management (Tichy 1982) 

 

Given their focus on the nature of organisational change and the special emphasis of 

examining other industries facing radical change, the five theories forming the 

analytical structure of this study provide a framework that examines the electric utility 

industry. Theories by Pettigrew & Whipp (1998) examined competitive change in 

selected industry sectors including industries facing deregulation. Daft (2001) 

provided a model to explore the paradigm shift associated with the transformational 

change of deregulation while Tichy (1982) provided  insights into the key internal 

success factors needed to implement widespread organisational change. The learning 

organisation theory by Senge (1990) contrasts the traditional investor-owned utility 

corporate structure and was viewed as the óidealô corporate structure in the electric 

utility industryôs shift from regulation to deregulation. 

 

Figure 2-1 displays the key components of these five models and also indicates where 

these models overlap. For example, external context described by Pettigrew and 

Whipp (1998) is similar to the theories of developing a mission and strategy as 

described by Daft (2001), Senge (1990) and Tichy (1982). This figure also illustrates 

the gaps in these theories. In those cases, the gaps identified in one theory are then 

                                                 
5 This is a subset of the Context, Process and Content Model and is used to explain the interplay 

among these forces.  
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explored using the perspective of another theory. This is especially true when shifting 

from the strategic focus of the model by Pettigrew and Whipp (1998) to focus on the 

implementation tactics which are examined through Tichyôs (1982) model.  

 

Lastly, some components are simply not addressed in this research investigation. The 

content portion of the Pettigrew and Whipp model (1998) was not appropriate to 

include, given the other features of this theory, namely the process and context pieces. 

The notion of coherence is over-arching enough to be addressed in the other elements 

of the model by Pettigrew and Whipp (1998) as well as other models on which the 

research issues are based. 

 

Therefore, the theoretical framework developed for this study is guided by two of the 

three elements of strategic change identified in the model by Pettigrew and Whipp 

(1998): 

Å Context (external and internal environment) 

Å Process (how change was implemented) 

 

External context is defined as the environmental, political, legal and economic 

factors that led to electric utility deregulation. This provided the backdrop for 

understanding the unique nature of the electric utility industry.  

 

Internal context is described as the focus on how each organisation views its internal 

environment by specifically focusing on the culture, structure, structures, policies, 

resources, and capabilities to match the external environment. It made for an easier 

progression of ideas to first discuss context before addressing process issues.   

Table 2-1 summarises the Research Issues by topic area and section in this review.  

 

The Process component of Pettigrew and Whippôs (1998) theory is discussed in 

Section 2.6 by summarizing the major organisational change theories before focusing 

specifically on those that are most appropriate to the electric utilities in this 

investigation.   

 

 

 



 30 

Table 2-1: Summary of Research Issues by Topic Area in the Literature 
Review 

Research Issue Section in Literature Review Topic Area  

R1: What is the evolution of 
the U.S. electric utility 
industry, focusing particularly 
on the external forces leading 
to deregulation? 

2.4.3 

Effects of deregulation 
on electric utilityôs 

strategies and 
operations 

R2: How were the managersô 
decision-making processes 
affected by deregulation?  

2.5 
Strategic 

decision-making 

R3: How did deregulation 
affect the strategic focus of 
these electric utilities?    

2.5 
Strategic 

decision-making 

R4: What were the specific 
mechanisms these utilities 
used to manage change?    

  2.6.5 
Types of 

organisational change 

R5: What are the managersô 
perspectives of electric 
utilities as ólearning 
organisationsô? 

 2..7 

Transformational 
change and the learning 

organisation 

R6: What are the managersô 
perspectives of an ideal 
electric utility in terms of 
vision, commitment and 
resources?  

2.7.2.1 Internal context 

R7: What is the gap between 
the current utility and ideal 
utility of the future? 

2.7.3.1 Organisational structure 

 

 

Figure 2-1 (next page) provides a road map to help document the logic and flow of 

this literature review.  
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Figure 2-1: Comparisons of Models Used to Form the Theoretical Framework for this Inquiry 
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R1: What is the evolution of the U.S. electric utility industry, focusing particularly on the external forces leading to deregulation? 

R2: How were the managersô decision-making processes affected by deregulation? 

R3: How did deregulation affect the strategic focus of these electric utilities?  

R4: What were the specific mechanisms these utilities used to manage change? 

R5: What are the managersô perspectives of electric utilities as ólearning organisationsô?  

R6: What are the managersô perspectives of an ideal electric utility in terms of vision, commitment and resources?  

R7: What is the gap between the current utility and ideal utility of the future?   
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2.3 Pettigrew and Whippôs Model 

The framework developed by Pettigrew and Whipp (1998) involves a multi-level concept of 

competition (see Figure 2-2). This model blends both organisational change and strategic 

management theories, by viewing the context, process and content of change, both internally 

and externally. The model theorizes that successful change is a result of the interaction 

between: the context of change (the internal and external environment), the process or how of 

change was implemented and the content or what of change (objectives, purpose and goals) 

(Iles & Sutherland 2001).   

 

Figure 2-2: Understanding Strategic Change: Three Dimensions 

  

 

 

 

 

 

 

 

 
 
 

 
(Source: Pettigrew & Whipp 1998, p. 26) 
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This model was developed as a response to help manage strategic and operational change in 

four mature industries (Pettigrew and Whipp 1998). Since the electric utility industry is also a 

mature industry, it seemed a suitable model in which to analyse the effects of change on the 

Investor-Owned Utilities (IOUs). This model forms the primary basis for this research 

inquiry (see Figure 2-2). The next section expands the discussion of this model to address the 

external context driving the electric utility industry. 

 
 

2.3.1 External context of change 

 

The first component of this analysis is to determine the context of the organisation, which 

includes understanding both the external and internal drivers of change for IOUs. This section 

discusses the environmental factors driving change in electric utility industry. It begins with 

an overview of the electric utility industry, to provide sufficient background, followed by a 

discussion of the timeline of events leading up to the industry deregulation.  

Table 2-2 provides a brief summary of the history of the electric utility industry, which 

provides additional context necessary to understand the political, economic and social 

factors facing this industry. For example, in the 1990s many utilities started advocating for 

deregulation and reform as a way to retain and attract more industrial customers (who 

would provide higher revenues). These actions culminated in the passage of the Energy 

Policy Act of 1992, which paved the way for retail choice among large customers and 

created a more open market at the wholesale level.  

 Table 2-2:  History of the Electric Utility Industry 

Years Characteristics and Major Events 

Mid-1700s Interest in harnessing power of electricity. 

1882 First workable electric system built by Edison at Pearl Street Station. 

1890s 

  

  

  

  

Industry had characteristics of a ónatural monopolyô where, for technical and social 
reasons, it is most efficient to have only one provider of a good or service. 

Provided service regarded as vital to economic and social fabric of community (i.e.  a 
ópublic utilityô). 

Operated through large, integrated networks.  

Highly capital-intensive.  

1907 State regulation of electric utilities began in New York and Wisconsin. 
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1920s 

  

  

  

  

  

Regulation spreads to two-thirds of states.  

Most urban areas are electrified. 

Exclusive utility franchises (monopoly rights) also came with an óobligationô to serve 
all customers in the defined regions. 

Limited federal regulation of multi-state utilities.  

Many small utilities were consolidated and became parts of larger óholding 
companiesô. 

The rapid growth, consolidation, and complexity of the utility industry outpaced the 
ability of many local regulators. 

1929 Stock market crash revealed that many holding companies were over-leveraged. As a 
result, federal and state governments strengthened utility regulation. 

1935 

  

  

  

  

  

  

  

  

Congress passed federal legislation addressing interstate utility operations. 

The Federal Power Act, which regulates interstate sales of electricity, goes into effect. 
Primarily regulates shareholder-owned utilities.  

The Public Utility Holding Company Act (PUHCA) regulates the corporate structure of 
utilities. 

The federal government regulates interstate power sales and services, mergers and 
corporate structure. 

State governments regulate retail electric service, mergers, facility planning and 
siting. 

Other federal and state laws, rules and regulations also apply to the electric utility 
industry, including, but not limited to: 

Å Anti-trust laws/Department of Justice 

Å FTC-SEC requirements 

Å Environmental regulations/EPA 

1930-1970 

  

  

  

  

America electrifies. 

Electricity finds many new applications in homes and businesses. 

New power plants are built to meet customer needs. 

Because of economies of scale, electricity prices actually go down as larger and more 
efficient power plants come on line. 

Transmission lines begin to connect utilities to one another. óThe gridô begins to take 
shape. 

1970s 

  

Rate regulation re-examined. 

To encourage competition, Congress re-examined rate regulation model of natural 
monopolies. 

1978 

  

  

Public Utility Regulatory Policies Act of 1978 (PURPA). 

Requires utilities to purchase electricity produced by co-generators and small power 
producers. 

Federal government expands regulatory role in state rate policies. 

1990s 

  

Some states move to retail choice. 

During the 1990s, a number of states adopted different models to encourage 
competition among generators and serve retail customers.  
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1992 

  

  

  

  

  

  

Energy Policy Act of 1992. 

Creates new class of óexempt wholesale generatorsô to sell power in competitive 
wholesale markets. 

Expands FERCôs authority to order transmission-owning utilities to provide 
transmission access to other wholesale market players. 

Increases energy efficiency standards for buildings, appliances, and federal 
government. 

Encourages development of alternative fuels and renewable energy. 

Expands clean coal programs. 

Reforms and streamlines nuclear plant licensing. 

  (Source:  http://www.eei.org/industry_issues/industry_overview_and_statistics/Electricity_101.pdf) 

2.3.2 Political/legal factors  

The move toward deregulation began in 1978 when the Public Utilities Regulatory Policies 

Act (PURPA) created óqualifying facilitiesô. This meant that entities other than electric 

utilities could actually generate electricity and the utilities had to pay for it at agreed upon 

rates. In 1992, the door opened wider and non-utility entities were allowed access to electric 

transmission lines. Therefore, non-utilities could start offering power to retail customers 

through retail wheeling. This act also required electric utilities to divest themselves of 

interstate holdings and limited their competition to prescribed geographic areas. Appendix 

A provides a full summary of legislative activities that led to industry deregulation. In 1996, 

the Federal Regulatory Energy Commission (FERC) issued Order 888, opening up 

transmission access to non-utilities and creating wholesale competition. Order 889 required 

utilities to establish electronic systems to share vital market information about transmission 

capabilities (Warwick 2000). The three utilities (East Coast Utility, West Coast Utility and 

Midwestern Utility) in this study faced three different regulatory environments.  

2.3.2.1 The deregulation experience in Massachusetts 

In 1997, the Massachusetts Legislature enacted a comprehensive electric restructuring law 

with the intention of creating a competitive electric-supply market that would lower 

consumer electric rates and still provide for a reliable source of energy (Transmission & 

Distribution World 2001). 

The Massachusetts Legislature provided for mechanisms within the electric restructuring law 

to guarantee rate reductions while providing flexibility within that rate structure to allow for 

inflationary cost-of-energy adjustments. In 1998, customers realized an immediate 10 percent 

price reduction and in 1999, a further reduction of 5 percent.  
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The Massachusetts Restructuring Act sought to encourage efficiency by utilities and to 

promote the development of more generating capacity as ways to improve competition and 

thereby lower consumer costs (Transmission & Distribution World 2001). 

Historically, Massachusetts has had higher fuel costs than other regions. For example, in 

2000 Massachusetts consumers paid 9 to 11 cents per kWh, 55 percent more than the national 

average and more than three times the price in regions such as the Northwest. In the industrial 

sector, Massachusetts prices were more than 65 percent above the national average and more 

than four times the rate charged in low-cost regions. 

 

To address the problem, utilities and their regulators expanded their reliance on capital-

intensive nuclear power. When the regional economic boom collapsed in the late 1980s, 

electricity consumption ï especially by commercial and industrial businesses ï fell and the 

region had excess capacity. Under the dynamics of current regulation, excess capacity 

produces higher prices, which drives more businesses away, creating more overcapacity and 

even higher prices (Navarro 1996).  

 

The Massachusetts Restructuring Act took four-plus years to develop. Proponents touted it as 

the most significant piece of economic-development legislation to hit Massachusetts in years. 

The óstandard offerô is priced so low few competitors will be able to beat it ï especially for 

residential customers. Only the generation side of the electric business has been opened to 

competition. Transmission, distribution, billing and service still will be handled by the same 

utilities (Munroe 1998). 

2.3.2.2 The deregulation experience in California 

In 1998, California became the third state in the nation, following Massachusetts and Rhode 

Island, to restructure its electric sector, allow retail competition and force its investor-owned 

utilities to sell their generating assets (Ferrey 2002).  

 

California's decision to restructure its electricity market was driven by two factors:   

¶ Changing federal regulation, a trend that began in the 1970s, and 

¶ Criticism of the stateôs market in the early 1990s  
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There was a general belief that the regulated utilities delivered electricity at too high a price, 

and this, in turn, dimmed future prospects for business investment in California 

(Congressional Budget Office Report 2001). The electricity prices were higher in California, 

particularly compared to other western states, due to the regulatory guarantees of a high rate 

of return on investment. Due to these incentives, the regulatory model also encouraged 

electric utilities to build too much generating capacity. Given this excess capacity, California 

regulators believed they could safely restructure the market without adversely affecting 

customer or electric providers (Congressional Budget Office 2001). 

 

The plan required the stateôs three large investor-owned utilities to sell part of their 

generating capacity. It also discouraged them from entering into long-term supply contracts 

with independent power producers. As a result, the utilities had to rely on the newly created 

spot wholesale market for about half of the electricity that their customers demanded. 

Requiring California utilities to sell off their generation plants ï while still maintaining an 

obligation to serve all customers ï was an inherent flaw in the plan (Tomain 2002). The 

deregulation efforts also established, ironically, two new regulatory entities: the California 

Power Exchange (PX), which established electric prices, and the California Independent 

System Operator (ISO), which directed the flow of electricity through the system (Tomain 

2002).  

This plan forced utilities to purchase wholesale electricity at the day-ahead or hour-ahead 

markets, rather than locking in long-term contracts. These spot markets have much higher 

price volatility and led to unheard of prices for electricity while the prices at the retail level 

were still capped. The plan created a credit problem for the utilities while retail customers 

had little incentive to conserve.  

Eventually, utilities were forced into bankruptcy because they could not pay the mounting 

bills for electric supply purchases. For example, Pacific Gas & Electric (PG&E), filed for 

Chapter 11 bankruptcy protection in April 2001 to stem ongoing losses exceeding $300 

million a month (Ferrey 2002).  

The net effects of restructuring in California were higher electric prices across the board, and 

bankrupt and bereft investor-owned utilities. According to a survey conducted by J.D. Power 

and Associates, the average California electricity bill increased by 36 percent (Ferrey 2002).  
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2.3.2.3 The deregulation experience in Wisconsin 

Wisconsin regulators credit their progressive regulation for the stateôs relatively low electric 

rates. To ensure that the state retains its competitive edge, the Wisconsin Public Service 

Commission (PSC) began to examine whether the electric industryôs ófundamental structural 

and regulatory underpinningsô should be changed. 

The PSC outlined the objectives and principles to guide its investigation. The objectives were 

to create a system óthat sends accurate price signals to customersô, maximizes óthe number 

and diversity of service offeringsô and óprovides maximum economic efficiency and 

environmental stewardshipô (Gish 1994). 

In the state of Wisconsin there was very little generation built over the course of the 1990s. 

The Commission focused on assuring customers and utilities that the necessary infrastructure 

improvements (generation, transmission and distribution) were being made. Therefore, 

restructuring, at least as it relates to implementing retail competition, was put on hold 

(Wisconsin Energy Corporation Brief 2004). Instead, the legislature passed two bills that 

changed utility ownership in Wisconsin, without deregulating its electric utilities completely. 

The first was Wisconsin Act 204 (enacted in May 1998) which: 

1) Required transmission-owning utilities in Wisconsin to join an independent system 

operator (ISO) by June 30, 2000. 

2) Streamlined the review and approval process and established time limits on the review 

of wholesale merchant power plants proposed by independent power producers 

(IPPs). 

The second was Wisconsin Act 9 (enacted October 1999) which: 

1) Provided for less restrictive statutory limitations on non-utility investments by electric 

utilities. This legislation applied only to utilities divesting their transmission assets to 

a state transmission company by January 1, 2001. 

2) Included provisions for public benefits demand-side management (DSM), low income 

energy assistance and renewable energy. 

 

Several of the stateôs largest utilities were also ordered to divest their transmission assets to 

the American Transmission Company LLC (ATCLLC), effective January 1, 2001 (Wisconsin 

Energy Brief 2004). 
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2.3.3 Economic factors 

The economic justification for the electric utility regulation has been that utilities are 

ónatural monopoliesô. The economies of scale and scope discourage competition. Given its 

cost structure, an established utility could undercut its rivals and drive them from the market 

(Morehouse 1995). Legislators, regulators, economists and customers argued that 

deregulating electricity generation would result in a more efficient and economical market 

place. However, they still wanted to keep distribution and transmission elements of the 

industry regulated and non-competitive (Warwick 2000, p. 1).  

The reorganisation and restructuring of the U.S. electric industry were driven by economic 

and technological factors. The primary catalysts for change were:  

¶ A re-evaluation of the nature of competition within regulated industries, such as 

the changes in the telecommunications and banking industries since deregulation. 

¶ The disparity of electricity prices in the United States. In a regulated market, 

customers in New York paid more than two-and-a-half times the rates of 

customers in Kentucky. 

¶ Improvements in generation capabilities that required less time to build capacity 

and less capital investment (EIA 2001, p. 6). 

These changes resulted in a major consolidation within the electric utility industry, the 

divestiture of generation assets by many utilities and an overall re-examination of the market 

barriers to full competition (Liggett 2001). The three electric utilities (East Coast, Midwest 

and West Coast) were selected because they represented three different responses to these 

challenges as they moved to a more competitive market. These utilities were representative of 

the overall picture in their respective states. Utilities in these states faced similar challenges 

and thus the three case studies provide insight into answering the research issues posed in this 

investigation.  

Smeloff and Asmus (1997) observed two critical characteristics of the electric power industry 

make it different from other industries that have been deregulated. The electric power 

industry is both capital intensive and decentralized, which is a unique combination in the U.S. 

market. This history makes it difficult for electric utilities to adapt quickly to the changes 

caused by restructuring. 

 

In their study, Smeloff and Asmus (1997) noted: 
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We are used to operating in a judicial environment. We make our case and so does the 

opposition and a judge splits the different. This process (California restructuring) was more 

like surfing. 

 

Emmons (2000) argued that the industry deregulation experienced by the IOUs was actually 

paradoxical because:  

¶ Regulation continues to exist in the wake of deregulation.  

¶ Entry of new market actors is mandated on established firms so there is no ófree 

marketô.  

¶ Deregulation assumes greater competition, when in fact the industry contracts 

through mergers and acquisitions. 

 

The paradox that exists will be illustrated in this study. Before deregulation, two of these 

utilities had fostered an organisational culture that would have facilitated the development of 

a learning organisation. However, by the end of this deregulation experience, all three utilities 

had become rigid and hierarchical. Furthermore, according to Emmons (2000), four generic 

market patterns emerge in the short-term, following some type of industry reform:  

 

¶ Competitive free-for-all: vigorous rivalry among new and established industry 

players because of the reduction of high market barriers (industry examples: U.S. 

airline industry). 

¶ Incumbent on top: the established producers continue to dominate the reform 

bargains and retain wealth and power (e.g. British power generation reform). 

¶ Black hole pattern: the primary producers become very unprofitable under the 

reform bargain as costs are higher than revenues (industry examples: deregulation 

of the U.S. electric utilities, especially in California). 

¶ Pie-sharing scenario: balanced sharing of economic value among the participants.  

 

While the utility regulators and commissions anticipated that deregulating the electric utility 

industry would create a situation in which there would be competitive rivalries, the opposite 

happened. Rather than creating a competitive market, the electric utility industry became a 

black hole. The market contracted and some of the largest utilities in the country, such as 

those in California, were forced into bankruptcy. Deregulation produced the opposite of a 

free market as smaller utilities were bought out or disappeared (Emmons 2000).  

 

The three utilities selected also represented a small, medium and large utility. However, in 

going through this experience, they all experienced similar challenges, both internally and 

externally. These utilities ranged in size from 4,000 employees at the Midwest Utility to more 



 41 

than 20,000 employees at the West Coast utility. The East Coast utility employed 6,500 

employees prior to deregulation. (Note: Chapter 3 provides additional information about the 

characteristics and features of the three utility case studies and discusses more fully the 

criteria used for their selection.) 

 

This section provided a summary of the external components of Pettigrew & Whippôs (1998) 

model. It also provided a brief historical overview of the transformational effect that 

deregulation had on the three states addressed in the selected case studies. Now that the 

literature review has addressed the ówhyô of organisational change, the discussion will now 

shift to the óhowô and focus on the competitive strategies that also played a role in these 

utilitiesô responses to industry transformation. Section 2.4 provides a context for 

understanding competitive strategies against the backdrop of industry deregulation.  

   

2.4  An overview of competitive strategies 

The previous discussion provided a brief summary of industry deregulation. This section 

provides a brief summary of the strategies organisations use to cope with a changing 

environment, with a special emphasis on strategies used by deregulating industries. óStrategyô 

refers to a complex web of thoughts, ideas, insights, experiences, goals, expertise, memories, 

perceptions and expectations that provides general guidance for specific actions in pursuit of 

particular ends. 

    

According to Porter (1980, p. xvi), competitive strategy is often  defined as ódeveloping a 

broad formula for how a business is going to compete, what its goals will be, and what 

policies are needed to carry out those goalsô. Porter views strategy as making choices (Parnell 

& Menefee 2007) or as óa combination of the ends (goals) for which the firm is striving and 

the means (policies) by which it is seeking to get thereô (Porter 1980 cited by Parnell & 

Menefee 2007). Therefore Porter views strategy as both plan and position. Porterôs 

conceptual typology (1980; 1985) identifies three generic competitive strategies ï cost 

leadership, differentiation and focus ï which are viewed as ways of developing a sustainable 

competitive advantage so as to óout-competeô other businesses in the industry. Porter (1980) 

described basic strategic approaches as a trade-off between focus and strategic targets (see 

Figure 2-3). Additional support for Porterôs generic management theories have been further 

developed and expanded in the literature (Chrisman, Hofer & Bolton, 1988; Porter 1980). 
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Porterôs generic strategies are still viewed as relevant and valuable as they were featured in 

numerous strategic management textbooks (Dess, Lumpkin & Taylor 2004; David 2003; 

Wheelen & Hunger 2004; Thompson & Stickland 2003 as cited by Allen et al. 2007).   

 

Strategic research has its roots in industrial organisation (IO) theory. IO has been studied 

extensively in traditional fields in economics and there have been many models developed to 

understand both competition and competitive change (Pettigrew & Whipp 1998). Within Bain 

and Mason (as cited by Porter 1980), the IO framework of industry behaviour, firm 

performance or profitability is seen as a function of the industry structure. To investigate the 

strategy and performance relationship, many researchers used approaches that were 

generalisable across industries, specifically those proposed by Porter (1980, and 1985).  

 

Another school of business research has focused on the concept of strategy types (Fahey & 

Christensen 1986), and one school of inquiry examines the relationship between strategy type 

and firm performance (Dess & Davis 1984; Kim & Lim 1988; Miller 1987; Porter 1980). 

These strategy types, sometimes called generic strategies (Porter 1980), simplify a myriad of 

possible strategies into a limited set of strategy types.  

 

This studyôs framework investigates the tensions between these two strategies, examining the 

scope of the target market (i.e. broad vs. narrow) and the strategic competitive advantage (i.e. 

lowest cost position vs. perceived product differentiation (Douglas & Rhee 1989; Porter 

1980). Historically, the electric utility industry has assumed a position of overall cost 

leadership. This was because the industry consisted of regulated monopolies with a 

guaranteed rate of return. Given the economies of scale required to generate, transmit and 

deliver electricity, regulation provided the economic incentive to make the capital 

investments required to provide electricity to all customer classes. Deregulation was an 

attempt to move these electric utilities from their industry-wide, low-cost leadership position 

to become more focused on the higher-margin business and industrial customers. In effect, 

they wanted to develop a more narrow focus. However, that desire clashed with the basic 

premise that regulated monopolies needed to provide service to all customer classes. Hence, 

there was a division within the industry between the electric utility owners and stockholders, 

who wanted to focus on the more profitable customer classes (i.e. a focused strategy), and 

those regulators who wanted to ensure that all customers benefited from lower prices (broad 

strategy).  
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Figure 2-3: Porterôs Three Generic Strategies 
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There have been a number of studies (Dess & Davis 1984; Galbraith & Schendel 1983; 

Hambrick 1983a) that have tested the validity of Porter's generic strategies. Since these 

generic strategies are essentially óidealô types, these studies rely on Porterôs conceptual 

framework to identify the essential strategic components necessary for successful execution 

(Douglas & Rhee 1989). Various types of organisational strategies have been identified over 

the years (Miles & Snow 1978; Porter 1980). Porter's generic strategies remain the most 

commonly supported (David 1999; Miller 1988; Thompson & Stickland 1998) and in the 

literature (Kim & Lim 1988; Miller & Dess 1993).  

 

Other researchers (Dess & Davis 1984; Hambrick 1981; Nayyar 1993; Parker & Helms 1992; 

Reitsperger et al. 1993) have found support for Porterôs (1980; 1985) original generic 

strategies. As a result, Hill (1988) theorized that the generic business-level strategies of 

differentiation and overall cost leadership may be combined in some firms to achieve 

competitive advantage. It is postulated that the three utilities (East Coast Utility, West Coast 

Utility  and Midwestern Utility)  in this study have the same generic strategy that was 

profoundly affected by deregulation.  
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Another widely viewed generic strategy was developed a by Miles and Snow (1978) and 

shares some of the same characteristics as Porterôs generic strategies (see Figure 2-3). Miles 

and Snow (1978) identified four business strategy types: defender, prospector, analyser and 

reactor. Defenders usually direct their products or services to a clearly defined segment of the 

total market, offering their target market a full range of products or services and striving to 

build satisfied customers. Growth is achieved cautiously and incrementally through market 

penetration. Having chosen stable products and markets, the defender organisation protects 

its domain by offering higher-quality, superior service and competitive prices.  

 

Prospectors have a broad product/market domain that is in a continuous state of development. 

Growth is achieved through product development and market development. Multiple 

technologies are developed for the different products and the prospectorôs technological 

processes are flexible in order to constantly produce new products. Analysers are a 

combination of the prospector and defender types of organisations. The analyserôs domain 

consists of products and markets, some of which are stable while others are changing. It has a 

dual technological core to meet the demands of its stable and changing domains. The analyser 

is an avid follower of change and imitates the best products and markets of the prospector 

through extensive market surveillance. Growth occurs through market penetration as well as 

market development and product development. Reactors respond inappropriately to 

environment change and uncertainty because they do not have mechanisms to respond 

consistently to their environment. 

 

Miles and Snowôs (1978) typology in Figure 2-4 reflects a complex view of organisational 

and environmental processes, as well as the attributes of product, market, technology, 

organisational structure and management characteristics (Smith & Grimm 1987).  
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    Figure 2-4:  Miles and Snowôs Generic Strategies  
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This approach and typology are still relevant in more recent investigations (Ghoshal 2003; 

Hambrick 2003). The typology describes four types of organisational strategic positions ï 

prospectors, defenders, analysers and reactors ï each with its own distinctive strategy. 

Defenders pursue narrow product market domains, rarely make adjustments in their 

technology, structure or methods of operation, and devote primary attention to improving 

efficiency. In contrast, prospectors almost continuously search for market opportunities, 

possess flexible technologies, and are creators of change and uncertainty to which their 

competitors must respond.  

 

Analysers operate in two types of product/market domains, one stable and the other changing; 

they behave like defenders in the more stable areas and like prospectors in the more turbulent 

areas. Their organisational structures and processes are a combination of those found among 

prospectors and defenders. Hence, prospectors and defenders reside at opposite ends of a 

continuum of adjustment strategies, with analysers being located in between.  
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Firms that fail to achieve a consistent environment-strategy-structure alignment are termed 

reactors (Blumentritt et al. 2006). This failure may result from managementôs inability to 

articulate a clear strategy, difficulty in shaping the organisationôs structures and processes to 

fit a chosen strategy, or maintaining the organisationôs strategy-structure relationship despite 

overwhelming changes in environmental conditions.  

Boyne and Walker (2004) argue that organisationsô strategies are messy and complex rather 

than neat and simple and thus the óanalyserô category is redundant because all organisations 

are both prospectors and defenders to some extent (although the balance will vary with the 

priority attached to these stances and preferences to a reactor strategy).  

 

The Miles and Snow (1978) typologies offer another perspective for which to examine the 

three case studies. Therefore, this study will investigate whether the East Coast Utility, West 

Coast Utility and Midwestern Utility have implemented defender, analyser, prospector or 

reactor strategies. 

 

Another offshoot of strategic theory is the development of emergent strategy, as described by 

Mintzberg (1994). Emergent strategy is based on the organisationôs interaction with its 

environment. It is a process interwoven with all that it takes to manage an organisation. These 

strategies can appear at any time or place within the organisation and usually occur 

informally by a variety of staff at various levels within the organisation (Mintzberg 1994). A 

key feature of emergent strategy is that it must combine some level of flexible learning with 

some degree of cerebral control (Mintzberg 1994).   

 

2.4.1 Critique of current management theories 

Recent studies have, however, challenged Porter's typology and questioned his claims about 

the exclusivity of the generic strategies. Hill (1988) challenged Porter's claim about the 

exclusivity of cost leadership and differentiation, and argued that sustainable competitive 

advantage rests on the successful combination of these two strategies. Murray (1988) 

criticized Porter's typology, and observed that the development of any successful business 

strategy must reflect the larger competitive environment. Since industry environments do not 

specifically prescribe the need for cost leadership or differentiation, Murray (1988) found 

little reason to conclude that only one strategy should be employed in response to any 
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particular environment. Similarly, Wright (1990) concluded that multiple strategies are 

needed to respond effectively to any business environment. Miller and Dess (1993) could not 

confirm the proposition that a combination strategy would be associated with lower 

performance.  

Furthermore, these strategies are not always applicable to organisations operating in either 

turbulent (Kim & Mc Intosh 1999) or global environments (Chan & Wong 1999) that require 

flexible combinations of strategies. Karnani (1984) proved that a combination strategy was 

feasible using game theory while Glazer (1991) predicted that firms would not need to choose 

between strategies of low cost and differentiation.  

 

Rapidly changing competitive environments call for more flexibility and also the ability to 

mix more than one generic strategy. Mass customization and the development of network 

organisation concepts now allow flexible combinations of strategies that were not possible a 

decade ago (Anderson 1997; Goldman et al. 1995; Pine 1993; Preiss et al. 1996). These 

theories also tend to overlap. Miles and Snowôs prospector is similar to Porterôs strategy of 

differentiation; Miles and Snowôs defender and Hambrickôs (1983b) and Dess and Davisô 

(1984) cost leadership strategies are similar to Porterôs strategy of cost leadership. Miller and 

Friesenôs (1986) niche innovator strategy is similar to Porterôs (1980; 1985) strategy of focus.  

 

There have also been some drawbacks using Miles and Snowôs (1978) typology in recent 

years. The first major criticism is based on the authorôs own conflicting assertions that the 

reactor strategy is a fourth óidealô type. However, the authors describe the reactor as a 

óresidualô type of behaviour in that organisations are forced into this response mode when 

they are unable to pursue a defender, prospector  or analyser strategy (Miles & Snow 1978, p. 

93). Also, the authors state that an organisation may be classified as a reactor when 

ómanagement fails to align strategy, structure, and context in a consistent fashionô (Miles & 

Snow 1978, p. 12). Organisations having a reactor strategy have been addressed as both a 

residual and as a unique type of strategy. While Hambrick (1983c) and Zajac and Shortell 

(1989) simply assumed that the reactor is a residual category, other researchers have 

identified organisations with a strategy that closely resembled the status of a reactor. Segev 

(1989) concluded that prospectors, defenders, analysers and reactors are four ideal types of 

strategy that are unique. Doty et al. (1993) argue that the reactor should be treated as a unique 

ideal type of strategy.  
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As Pettigrew et al. (1998) argue, these generic approaches, especially Porterôs, have tended to 

over-simplify the organisationôs response to change. They presume that the manager has a 

passive role in implementing management change. The literature also underestimates the 

importance of the internal operation and they ignore the critical dimension of the process, 

which led Pettigrew and his colleagues to develop a model that requires a more adaptive and 

interpretive perspective (Ginter & White 1982; Lewis 1988; Pettigrew 1985a, 1987a;Whipp, 

Rosenfield & Pettigrew 1988; 1989a; 1989b). 

 

Pettigrewôs (1985; Pettigrew et al. 2001) criticism of the literature about  strategic change 

was viewed without a proper understanding of the context, history and processes driving 

change, and thus led to the development of the change model discussed in Section 2.3 and 

subsequent sections.  

 

 

2.4.2 Generic strategies for deregulating industries 
 

Kim and Mc Intosh (1999) examined strategies that firms used when they were shifting from 

a regulated to a deregulated environment. Their work, which built upon a variety of strategic 

management theories, revealed a finding relevant to electric utilities: Focused strategies are 

not relevant to utilities in a regulated environment. Kim and Mc Intosh (1999) argue that 

firms operating in a regulated market do not have to rely on focused competitive strategies, 

such as those described in the previous figures. Rather, these authors contend that focus is 

less important for regulated companies because they are controlled by governmental 

authorities. Since regulated industries do not face the same penalties for market failures as do 

competitive companies, they are not penalized for their failure to pursue focused strategies 

(Mahon & Murray, 1980). 

 

Regulated firms have less experience with focused competitive strategies. While it seems 

reasonable to believe that newly deregulated industries would change their competitive 

strategies to meet new market demands, Kim and Mc Intosh (1999) found that just the 

opposite occurs. Rather than developing a more focused strategy, instead they continue to do 

óbusiness as usualô even after deregulation (Kim & Mc Intosh 1999 citing Smith & Grimm 

1987 and Zajac & Shortell 1989). Furthermore, these authors believe that these organisations 

do not have the resources to implement a focused strategy that is more closely aligned with a 
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post-deregulated market (Boeker 1996; Kim & Mc Intosh 1999, citing Bettis & Prahald 

1995).  

 

Kim and Mc Intosh (1999) further identified competitive strategies that have been the most 

productive for industries in a post-regulated market. Their research concluded that 

organisations pursing a defender strategy were significantly less profitable than organisations 

pursuing analyser and prospector strategies (Kim and Mc Intosh 1999, citing Zajac & 

Shortellôs 1989). They also concluded that analysers and prospectors were more profitable 

because their strategies allowed them to adopt a proactive posture to the environment. 

According to Kim and Mc Intosh (1999), if utilities choose to keep the status quo, then most 

would remain óreactorsô.   

In contrast to these perspectives of Kim and Mc Intosh (1999) and according to the META 

Group Research, 10 percent of existing electric utilities believe that the traditional regulated 

business model will return and that survival depends on waiting out the óexperimentô with 

competition. Seventy percent are struggling to define a future state of the industry and 20 

percent have a vision of the future and coherent program (Nicholson 2000, p. 80). One major 

challenge is that IOUs have to stop thinking like monopolies (Smeloff & Asmus 1997). Many 

utilities still believe that they are in a commodity business and they will expect government 

regulators or the courts to protect them from the discipline of the wholesale power market 

(Smeloff & Asmus 1997). It is postulated that deregulation had a profound effect on the 

strategic focus and direction for the East Coast Utility, West Coast Utility and Midwestern 

Utility. Each utility differs from the other in how it was affected by deregulation.  This leads to 

the development of the first research issue addressed in this inquiry: 

 

R1: What is the evolution of the U.S. electric utility industry, focusing particularly on 

the external forces leading to deregulation?  

 

 

2.4.3  Effects of deregulation on electric utilityôs strategies and operations 

Given the contextual background of both industry deregulation and the likely strategies used 

by electric utilities to adapt to these external changes, the foundation is now laid to begin 

exploring more fully the effects of deregulation on these electric utilitiesô operations by 

examining their strategic focus and decision-making processes. Pettigrewôs model also 
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recognizes the importance the strategic decision-making in the within the context of 

organisational change. This is discussed more fully in the next section.  

 

 

2.5  Strategic decision-making 
 

Pettigrew (1987) suggests that researchers should consider the role and significance of the 

nature of the decision problem in shaping the process. As Frederickson (1984) observed, 

strategic decision-making is often viewed as a sequence of steps or phases rather than a static 

checklist of prescribed steps.  

 

The way managers categorize and label a decision in the early stages of the decision-making 

process (DMP) strongly influences the organisationôs subsequent responses (Papadakis et al. 

1998). There is evidence that if a decision is perceived as a crisis, different actions will be 

taken than if the decision is perceived as an opportunity (Milburn, Schuler & Watman 1983; 

Papadakis et al. 1998 citing Jackson & Dutton, 1988). Papadakis et al. found that when 

decisions were interpreted as threats, as opposed to opportunities, the ensuing DMP was 

characterized by greater comprehensiveness. It is postulated that the decision-making 

processes in the East Coast Utility, West Coast Utility and Midwestern Utility differ from each 

other and were affected by deregulation.  

 

 

This leads to the development of the second research issue addressed in this inquiry: 

 

R2: How were the managersô decision-making processes affected by deregulation? 

 

The analysis will explore the utility managerôs decision-making process in factors described 

by Papadakis et al. 1998 (citing Schneider & De Meyer 1991) as well as others (Beach & 

Mitchell 1978; Billings, Milburn & Schaalman 1980; Bryson & Bromiley 1993; Dutton, 

Fahey & Narayanan1983; Hitt & Tylder, 1991; Rajagopalan et al. 1993). These factors 

provide additional context to better understand the influence on strategic decision-making 

process in determining an organisationôs strategy:  

¶ managersô individual characteristics and group dynamics   

¶ internal organisational context   

¶ environmental factors. 
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Another method to understand the context of organisational change is to identify the ways in 

which these external forces affected the strategic focus of these utilities as they developed a 

response to industry deregulation. It is postulated that the strategic focus in the East Coast 

Utility, West Coast Utility and Midwestern Utility differ from each other and were affected by 

deregulation. This is summarized in the third research issue:  

 

R3: How did deregulation affect the strategic focus of these electric utilities?    

 

Pettigrew and Whipp (1998) argue that strategic change and competition are continuous 

processes, not steady states. Strategic change is also an organisation-wide activity that 

requires the firm to develop a thorough understanding of its environment.  

 

Chandlerôs (1962, p.13) classic definition stated that: óStrategy is the determination of the 

basic long-term goals of an enterprise and the adoption of a course of action and the 

allocation of resources necessary for carrying out these goals.ô Strategic change is the primary 

result of an organisation executing strategic initiatives like the adaptation to environmental 

changes (Kanter et al. 1992). One such environmental change is industry deregulation, which 

has been discussed previously. 

 

This section summarized how industry deregulation affected the strategic decisions made by 

managers within the electric utility industry. This section specifically explored the new types 

of strategies that these organisations must develop in order to compete in a deregulated 

market. But that is only part of the picture. There is also a need to understand the process of 

change, as described in Pettigrew and Whippôs (1998) model, and is discussed in the next 

section.  

 

 

2.6 Process of change 
 

The second component of Pettigrewôs model is to focus on the process or how change was 

implemented (Iles & Sutherland 2001) in these organisations. This section provides an 

overview of organisational change theories, with a special focus on those that are most 

appropriate for IOUs. Morgan (1996 as cited by MacPhail 2001) described organisations: 
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Å Creating social reality: Organisations as cultures in which their members view 

organisations as systems of meanings, values and beliefs.  

Å Unfolding logics of change: Organisations as flux and transformation. In this 

metaphor, organisations are viewed as dynamic and subject to evolutionary and 

revolutionary changes.  

 

IOUs create their own social realities and deep-rooted organisational cultures as discussed in 

Section 2.6.2.1. These institutions are also subject to revolutionary and evolutionary change 

as a result of the industry deregulation and restructuring (see Section 2.5.2.1).  

2.6.1 Summary of organisational change models  

 

An organisation model that provides a useful framework for categorizing the dimensions of 

an organisation should enable planning, implementation and tracking of change to be more 

effective (Burke 2002). Since the end of World War II, organisational change models have 

been in development as organisations became larger and more complex (Iles & Sutherland 

2001). Change models have evolved from simple approaches, focusing on change 

implemented at the top of organisation, to more complex change models that reach across all 

organisational levels. Table 2-3 summarizes this evolution. The basis for most organisational 

change theories begins with Lewinôs Change Model (1), which focused on unfreezing, 

changing and refreezing. The subsequent models (2-7) build on this simple premise and 

expand to include more steps. They also focus on more on ways to implement organisational 

change. 

 

However, change is not a linear process and therefore is not easily classified into one model 

(Burke 2002). This shortcoming led to the development of a new theoretical emphasis that is 

represented in models 8-11 in Table 2-3 and include the analytical framework for this study: 

Pettigrewôs Content, Context, and Process Model. These newer change models better reflect 

the complexity of the changing business environment and emphasize the need to reach out to 

employees at all levels within organisations in order for change to be truly effective.  
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Table 2-3:  Organisational Change Models 

 Theory Description  

1. Lewinôs Change  

    Model 

The foundation of organisational change models consist of three 
steps:  

1. Unfreezing: Reducing the resistance to change, often by 
ópsychological disconfirmation,ô which creates a motive to 
engage in change activities. 

2. 2.  Moving: Shifts organisational behaviours by changing 
organisational structures and processes. 

3. Refreezing: Stabilizes the organisation at the new change 
level and reinforces change through a supportive culture, 
norms, policies, and structures (Cummings & Worley 
2001). 

2. Action Research   

    Model 

Views planned change as cyclical process relying on iterative 
research to identify and diagnose the effectiveness of action 
planning and implementation. Consists of eight steps: 

1. Problem identification among senior/key executives. 

2. Consultation with behavioural science expert. 

3. Data gathering and initial diagnosis. 

4. Feedback to organisation (creates a feedback loop). 

5. Joint diagnosis of problem and identification of areas of  

    additional inquiry.  

6. Joint action planning to determine best change strategy. 

7. Action. 

8. Diagnosis after action (Cummings & Worley 2001).     

3. Contemporary  

    Adaptation to  

    Action Research 

Focuses on involving individuals directly in implementing change 
through active participation and emphasising the positive nature 
of change.  

1. Choose positive subjects. 

2. Collect positive stories with broad participation. 

3. Examine data and develop possibilities. 

4. Develop a vision with broad participation. 

5. Develop action plans. 

6. Evaluate (and return to Step 5 as required).  
    (Cummings & Worley 2001)    

4. General Model of  

    Planned Change 

Adapted from Lewin to develop a general framework for change 
based on implementing four steps: 

1. Entering and Contracting. 

2. Diagnosing. 

3. Planning and Implementing Change. 

4. Evaluating and Institutionalizing Change (Cummings &  
    Worley 2001).    
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5. Kotter: Eight-Stage  
    Process 

  
  
  
  
  
  
  
  

Kotter developed an eight-stage process associated with large-
scale transformation: 

1. Increase urgency.  

2. Build the guiding team.  

3. Get the right vision.  

4. Communicate for buy-in.  

5. Empower action.  

6. Create short-term wins.  

7. Do not let up.  

8. Make change stick.  

(Kotter, 1996)   

6. 7S Model   Developed by Waterman, Peters and Phillips (1980), this theory 
suggests there are seven aspects of an organisation that need to 
harmonise with each other, to point in the same direction:  

1. Strategy 

2  Structure 

3. Systems 

4. Systems 

5. Staff 

6 Style 

7. Skills   

7. Dunphy-Stace  
    Contingency Model 

This modeôs premise that the most appropriate response is the 
one that is best suited to the particular environment experiencing 
change. The types of change identified in this model are: 

Å Scale of Change ï Fine-tuning, Incremental, Modular   

Å Transformation or Corporate  Transformation  

Å Leadership Styles ï Collaborative, Consultative, Directive  

           or 

Å Coercive (Dunphy & Stace 1993)   

8. Soft Systems  
    Models for Change 

Soft Systems Methodology (SSM) provides a means of 
articulating complex social processes in a participatory way. This 
allows employeesô viewpoints and assumptions about the world 
to be brought to light, challenged and tested (Iles & Sutherland 
2001).  

9. Context, Process,  

    and Content Model 

Developed by Pettigrew and Whipp (1998) as a way to discern 
why some private sector organisations were better able than 
others to manage strategic change and improve their competitive 
performance. The model suggests there are five interrelated 
factors that are important in shaping a firmôs performance: 

1. Environmental assessment. 

2. Human resources as assets and liabilities. 

3. Linking strategic and operational change. 

4. Leading change. 

5. Overall coherence (Iles & Sutherland 2001).  
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10. Learning  

      Organisations 

This specialized model expands upon the SSM. Its central theory 
is that learning organisations are made up of the following 
strategic building blocks:  

1. Mission and Vision ï Clarity and employee support of the    
          mission, strategy, and espoused values of the organisation.   

2. Leadership ï Leadership that is perceived as empowering  
    employees, encouraging an experimenting culture, and   
    showing strong commitment to the organisation.  

3. Experimentation ï A strong culture of experimentation that  
    is rewarded and supported at all levels in the organisation.  

4. Transfer of Knowledge ï The ability of an organisation to  
    transfer knowledge within and from outside the organisation   
    and to learn from failures.  

5. Teamwork and Cooperation ï An emphasis on teamwork  
    and group problem-solving as the mode of operation and  
    for developing innovative ideas (Goh 1998; Senge 1990). 

11. Patching In patching, senior corporate executives routinely adjust their 
strategies to changing markets. It takes a variety of forms 
including: adding, splitting, transferring, exiting, or combining 
chunks of businesses. Patching changes are small and made 
frequently. They focus on evolutionary rather than revolutionary 
change. It is most appropriate for organisations facing turbulent 
change (Eisenhardt & Brown 1999).    

12. Chaos Theory Chaos theory states that in certain circumstances iterative, 
recursive and nonlinear systems operate in a paradoxical 
dynamic which makes it impractical to make long-term forecasts 
(Stacy 2007).  

 

            (Source: Adapted and Expanded from Banham 2006; pp. 31-32) 

 

These change models all have valid components but none has been demonstrated to be 

superior to others (Iles & Sutherland 2001). The Lewin Model (Table 2-3, item 1) assumes 

these change activities happen in a linear fashion, when, in fact, they could be occurring at 

the same time. Thus, there is no time for refreezing before the requirement for another 

change. Modern organisations are unable to keep a level of stability for very long (Zeffane 

1996). These linear models focus more on a planned approach to change, which is not 

appropriate to IOUs that are facing widespread, and continuous, organisational change.  

 

The scale of change is another perspective provided by some models. The Dunphy-Stace 

Contingency (Table 2-3, item 7) views the wide-scale, structural change as experienced by 

the IOUs. The Soft Systems (Table 2-3, item 8) and Context, Process, and Content models 

(Table 2-3, item 9) also consider the politics, historical context and the culture of 

organisations experiencing change (Iles & Sutherland 2001; Weick & Quinn, 1999). These 

models factor in more features that apply to a wider range of organisations. In their review of 

change theory, Iles & Sutherland (2001) summarise that change is a complex and dynamic 
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process, and emphasise the political and contextual influences within organisations. 

Therefore, these change models are more relevant given the historical, political, and cultural 

issues that surrounded the widespread organisational change faced by the IOUs.  

 

Chaos theory (item 12) originates from the mathematical theory first discussed by (Gleick 

1988: Stewart 1989 as cited in Stacey 2007). Chaos theory suggests that the behaviour of 

complex, non-linear dynamic systems will never be entirely predictable and that outcomes 

may be dependent on tiny changes to initial conditions (Iles & Sutherland 2001). Its goal is to 

explain the paradoxical elements of change or, as Stacey writes, to understand what is 

ópredictably unpredictableô (2007, p. 190). Chaos theory is now considered to be a subset of 

complexity theory and as such has been applied more successfully to organisational research 

(Battram 1998). Chaos theory is useful in helping to explain why organisational change may 

not occur in a linear fashion and with paradoxical results. In practice, however, organisational 

change is chaotic, often involving shifting goals, discontinuous activities, surprising events 

and unexpected combinations of changes and outcomes (Cummings et al., 1985; Dawson 

1996 cited in Iles & Sutherland 2001). 

 

The organisational change models presented earlier provide the foundation to explore more 

fully one model that incorporates many of features highlighted in the later change models, 

with a special emphasis on identifying a model that can adapt to the types of internal and 

external changes faced by these electric utilities. 

 

2.6.2  Types of change 

Change theorists describe organisational change in a number of ways. One definition is any 

change, ówhether planned or unplanned action that attempts to improve an organisationô 

(MacPhail 2001). The focus of this inquiry is to examine how the planned changes in the 

electric utility industry affected the selected utilities. Change may be understood in relation to 

its extent and scope. Iles and Sutherland (2001) citing Ackerman (1997) have distinguished 

three types of change: developmental, transitional and transformational.  
   

¶ Developmental or continuous change may either be planned or emergent; it is first 

order, or incremental. It is change that enhances or corrects existing aspects of an 

organisation, often focusing on the improvement of a skill or process. 
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¶ Transitional or episodic change seeks to achieve a known desired state that is 

different from the existing one. It is episodic, planned and second order, or radical. 

The model of transitional change forms much of the basis of the organisational 

change literature (Kanter 1983; Tushman & Nadler, 1996).  

 

 
 

¶ Transformational change is radical or second order in nature. It requires a shift in 

assumptions made by the organisation and its members. Transformation can result in 

an organisation that differs significantly in terms of structure, processes, culture and 

strategy. It may therefore result in the creation of an organisation that operates in 

developmental mode, one that continuously learns, adapts and improves. (Iles & 

Sutherland 2001). 

 
Developmental change is also viewed as continuous in some change theory models. These 

theories describe continuous change as óongoing, evolving, and cumulativeô (Weick & Quinn 

1999, p. 361). Continuous change focuses on small continuous adjustments, created 

simultaneously across units. Over time, these changes can culminate into substantial change 

(Weick & Quinn 1999). 

 

More radical change is referred to in the literature by a variety of terms such as óepisodicô and 

ótransitional.ô Episodic change is viewed as discontinuous and intermittent. Episodic change 

tends to be infrequent, slower because of its wide scope, less complete because it is seldom 

fully implemented, more strategic in its content, more deliberate and formal than other types 

of emergent change. It is also more disruptive because programs are replaced rather than 

altered, and initiated at higher levels in the organisation (Mintzberg & Westley 1992).  

Episodic change is also linked closely with the organisational change models viewing the 

non-linearity of change as outlined in chaos and complexity theories. Tushman and 

Romanelliôs (1994) ótheory of punctuated equilibriumô is a way to describe episodic change. 

In this theory, organisations move between calm and radical change states. The periods of 

equilibrium are focused on maintaining the existing organisational structures and only small 

incremental change occurs. However, organisations also experience revolutionary periods of 

change when there are significant changes in the environment that result in significant 

structural changes within the organisation, creating chaos and disarray until the period ends 

and new structures are created (Gersick 1991).  

The theory of punctuated equilibrium is not quite compatible with the investor-owned electric 

utility industry. According to Weick and Quinn (1999), organisations that can easily adapt to 
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the theory of punctuated equilibrium are those with very tight-knit organisational structures. 

These organisations are nimble enough to adjust to radical change in the external 

environment, such as the IT industry (Tushman, Virany & Romanelli 1985 cited in Weick & 

Quinn 1999).  

 

In contrast, organisations struggling with episodic change have the following characteristics: 

tightly-coupled interdependencies within organisational departments or sub-departments; the 

value of efficiency; a preoccupation with short-run adaptation rather than long-run 

adaptability; constraints on action in the form of the óinvisible handô of institutionalization; 

powerful norms embedded in strong subcultures; and imitation as a major motivation for 

change (Pfeifer 1998; Miller 1990; Tushman & OôReilly 1996 cited in Weick & Quinn 

1999). These characteristics capture many of the critical characteristics shared by IOUs. 

 

 

2.6.3 Discussion of transformational change  

 

Transformational change is defined the emergence of a ónew organisationô that is unknown 

until it takes shape. It is built out of the ashes from the chaotic death of the old state (Battram 

1998).  

 

Transformational change more closely describes the effects that industry deregulation had on 

the electric utility industry in general, and the companies studied in the three case studies in 

particular. 

 

Transformational change occurs when there has been a change in the firmôs operating 

environment. For the three electric utilities in this study, this outside event was industry 

deregulation (discussed in Section 2.3). Daftôs (2001) organisational model has been adapted 

to reflect the electric utility industry (see Figure 2-5). This model is based on change 

occurring in the following ways within this deregulated utility: 

Å Vertical to horizontal structure: Authority rests at the top in a vertical structure; in a 

horizontal structure it is flatter and built around self-directed teams. 
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Å Routine tasks to empowered roles: Tasks, defined as specific pieces of work, are broken 

down into separate pieces and employees are expected to do what they are told; in 

learning organisations, employees have roles that allow for discretion and responsibility 

and those roles constantly change. 

 

Å Formal control systems to shared information: Formal structures with rigid 

communication channels give way to a sharing of information. This information is not 

used to control employees but rather to enhance the overall organisation (Daft 2001, p. 

28). 

 

Å Competitive (top-down) strategy to collaborative strategy: Strategy is developed at the 

top and forced down, in a collaborative environment; all employees contribute to strategy 

development. 

 

Å Rigid to adaptive culture: Culture is set in concrete; it must adapt to culture that 

encourages openness, equality, continuous improvement and change; one that encourages 

people to take risks and make mistakes (Daft 2001, p. 29). 

 

 

 

 
 

The change most applicable in this inquiry is defined as órevolutionary changeô as described 

by Porter and Rivkin (2000, p. 6): 

 In times of revolutionary change, in contract, many, related elements of industry structure 

change simultaneously. Industry structure comes óunfrozenô and relative positions within an 

industry are shuffled. After the period of transformation, competitive forces bear little 

resemblance to those that held sway before. 

 

Porter and Rivkin (2000) further explain that these periods of transformation also provide 

companies with óunusual latitude to influence future industry structureô. Industry 

transformations are caused by triggers, experimentation or convergence. The triggers can be a 

Figure 2-5: The effect of transformational change in the electric utility market 

 
(Source: Adapted from Daft 2001) 
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change in technology, customer needs or wants, or a change in regulation. This last trigger is 

especially important in the context of this investigation:  

 

 

A change in regulation can alter the mix of buyer value and cost that companies are permitted 

to offer ... [It can] set the stage for transformation of an industry but the metamorphosis does 

not actually occur until individual managers and companies see the potential for change and 

act upon it (Porter & Rivkin 2000; emphasis added). 

 

The task of transforming established firms is similar to re-engineering failed organisations. 

The major obstacles include (Emmons 2000, p. 64):   

¶ Magnitude of the task: Most existing structures, including top management, 

organisational structure, internal systems and other resources are ill-suited to new market. 

¶ Challenge of managing the evolution of the reform bargain from the political 

perspective: Too often incumbents underemphasize the importance of managing the 

political process involved in managing the mechanics of deregulation. 

2.6.4  Critiq ue of organisational change models 

 

There has been a growth of change models to explain both the process (how to change) and 

the content (what to change) as a way to more closely model the reality of organisational 

change (Burke 2002). For example, the Dunphy-Stace (1996), Pettigrew & Whipp (1998), 

Eisenhart & Brown (1999) models view change as too complex and non-linear to be cast into 

a number of steps or limited to a set of principles. Dawson (2001) addresses the difficulty in 

conceptualizing organisational change and presents the definition of ónew ways of organizing 

and workingô along with four critical dimensions of time, scale, political environment and 

substance. Dawson (2001) addresses the difficulty in conceptualizing organisational change 

and presents the definition of ónew ways of organizing and workingô along with four critical 

dimensions of time, scale, political environment and substance.  

 

These gaps suggest that additional studies in organisational change will need to focus on 

these areas, and the inter-relationships between these internal factors and the external factors 

driving change. 

 

Change theorists concede that while organisations may want to adopt an approach of 

emergent change as advocated by Mintzberg (1994), this may be impossible if they 

previously operated in a rigid bureaucratic structure, which describes the IOUs in this 

investigation. Therefore, successful organisational change will require a complete 
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restructuring of every organisational component and a radical transformation at every 

organisational level (Allaire & Firsirotu 1984; Benjamin & Mabey 1993; Clarke 1994; 

Dawson 1994; Handy 1993; Wilson 1992).  

 

Recent work, e.g. complexity, has focused specifically upon emergence. There is a growing 

body of research which attempts to apply complexity principles to the problem of foretelling 

emergent strategy (McMillian 2008). While complexity offers a perspective on non-linearity 

and emergence, it has been applied with mixed results.  

 

A major shortcoming is that, as Stacey (2007, p. 228) points out, these theories hypothesize 

that the manager can somehow instil order into the chaos by prescribing a simple set of rules, 

which may not be realistic or  appropriate given the various dimensions and factors driving 

organisational change. The theory of punctuated equilibrium theory has been validated in 

certain types of industries (i.e. airlines, Kelly & Amburgey 1991; and  minicomputers, 

(Tushman, Virany & Romanelli 1985). These organisational processes, however, are still not 

well understood because of the limited research in exploring how managers in changing 

environments measure and interpret organisational response (Sastry 1997). Moreover, a 

major shortcoming of the theory of punctuated equilibrium (Romanelli & Tushman 1994) is 

that the environmental change leading to the changes in the organisationôs state is caused by 

technological innovation. The changes caused within the electric utility industry were brought 

about through political forces rather than technological innovations. Therefore, while chaos 

and complexity theories may describe the non-linear nature of electric utility deregulation, 

they are not appropriate theories in this research framework.  

 

Instead, the theories forming the basis of this research inquiry are driven by senior 

management views of industry deregulation. As Hamel and Prahalad (1985) wrote, 

organisational transformation must be driven by how senior management believes the 

industry will be structured in the next five to 10 years. While this is often difficult to achieve, 

Hamel and Prahalad (1985, p. 46) observe that:  

é The senior managerôs first task is to develop a process for pulling together for the 

collective wisdom within an organisation. [There must be a] concern for the future, a sense of 

where opportunities lie, and an understanding of organisational change are not the province of 

any group, [but rather] people from all levels of a company can help define the future. 

 

This discussion then leads to identifying the fourth research issue addressed in this study:  
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R4: What were the specific mechanisms these utilities used to manage change?    
 

 

2.6.5  Transformational change and the learning organisation 

 

A fundamental premise of this research inquiry is to determine if the specific mechanisms 

developed and deployed by the three selected electric utilities were sufficient to address the 

transformational change experienced at these organisations. More specifically, did these 

mechanisms encourage the development and progression towards a learning organisation, or 

instead, stifle it? Another issue is whether the East Coast Utility, West Coast Utility and 

Midwest Utility can be described as learning organisations or have the capabilities to develop 

the features of a learning organisation as a result of this transformational change. A learning 

organisation (Hodgetts & Luthans 1997; see Table 2-3, item 10) is one that is able to 

transform by transferring knowledge, sharing a vision and constantly evolving (Senge 1992). 

Patching (Eisenhart & Brown 1999; see Table 2-3, item 11) also focuses on senior executives 

viewing change as an evolutionary process that requires continual adjustment and refinement.  

 

Organisational learning is a transformational process that seeks to help organisations develop 

and use knowledge to change, and improve themselves on an ongoing basis (Iles & 

Sutherland 2001). A learning organisation is skilled at creating, acquiring and transferring 

knowledge, and at modifying its behaviour to reflect new knowledge and insights (Goh 

1998). Senge (1990, p 6.) takes a similar view by describing organisational learning as 

follows: 

Organisation-wide learning involves change in culture and change in the most basic 

managerial practices, not just within a company, but also within a whole system of 

management. ... I guarantee that when you start to create a learning environment, people will 

not feel as though they are in control.   

 

Cummings and Worley (1997) contend that for an organisation to learn effectively, it must 

address the same elements identified by Pettigrew and Whipp (1998), including the human 

resource practices and the organisationôs culture. Consistent with Pettigrew and Whipp 

(1998), becoming a learning organisation requires an understanding of the strategic internal 

drivers needed to build a learning capability (Stata 1989). This learning must also be built 

into the fibre of the organisation so that it pervades the daily experiences on the job and 
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becomes an integral part of employeesô work lives (Argyris 1990). Tannenbaum (1997) 

further maintains that learning needs to be part of a continuous cycle to be effective.   

2.6.6 Critique of organisational learning    

 

Understanding of the processes involved in work-related learning, particularly on the job, is 

incomplete (Schein 1992). Most research on adult learning has investigated circumscribed 

areas, such as the effects of training program (e.g. Rosow & Zager 1988) or methods of 

updating technical knowledge among scientists and engineers (Willis & Dubin 1990). 

However, knowledge about work-related learning has begun to accumulate, based on these 

traditional research streams and more recent investigations of firms that are making the 

transition to learning organisations (e.g. Heckscher 1995; Rosenblum & Keller 1994; 

Tannenbaum 1997).  

 

The danger of the purely ólearningô approach to change is that managers and others may 

actually recognize the need for change, yet still refuse to ólearnô because they understand 

perfectly the implications for their power and status. Resistance to change may not be 

óstupidô but based on a very shrewd appreciation of the personal consequences (Whittington 

1993, p. 130).  

 

Miller (1993, p. 119) summarises another criticism of the learning organisation: 

Management starts to learn all they can about their organisationôs environment é and gains 

experience é of what works and why é and as a consequence tend to limit their search for 

information and knowledge ... so experience becomes a barrier to learning. 

 

 

De Geus (1988) argues that successful organisational change depends on the ability of a 

companyôs senior managers to absorb what is going on in the business environment and to act 

on that information with the appropriate business moves. De Geus (1988) added that the only 

relevant learning in a company is done by individuals with the power to make decisions. 

Therefore, organisational learning may be difficult to institutionalize across an entire 

organisation.  

 

This is especially important for the public companies, such as electric utilities, as noted by 

Rifkin and Fulop (1997). According to Rifkin and Fulop (1997), the changes required to 

develop a learning organisation for companies in the public sector depend on óimporting 
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management practices from the private sector, even if they have had limited success thereô. 

Furthermore, Rifkin and Fulop (1997 citing Crossan et al. 1993, pp. 230-4) observe that the 

demands and pressures on managers to learn and use these new approaches can be 

overwhelming. These managers may be ill-equipped to respond to changes in proactive and 

creative ways and this may actually inhibit the development of an environment conducive to 

a learning organisation (Rifkin & Fulop 1997). Rifkin and Fulop (1997) also observe that 

these external forces can actually impede the development of fostering a learning 

organisation. 

 

Additionally, Rifkin and Fulop (1997) contend that the ideal learning organisation described 

in the Sengeôs The Fifth Discipline (1990) is both contradictory and paradoxical. They 

conclude that rather than creating a learning organisation that supports creativity and 

diversity, The Fifth Discipline (1990) focuses on consolidating power and eliminating 

diversity, totalizing the learning process so that disruption is not the norm, and silencing 

those that might speak out against the team or dominant corporate culture (Rifkin & Fulop 

1997).  

 

In contrast, Kochan and Useem (1992) suggest that in order to create a successful 

organisation, it must create a corporate culture that supports disruptive accounts of 

organisational life as well as divergent views about the competing and negotiated nature of 

politics and power in organisational processes. The authors argue that power, politics, 

organisational history and managerial discretion (i.e. choices) are the strongest determinants 

of how organisations learn.  

 

This section summarized the key organisational change theories and discussed both their 

strengths and weaknesses. Organisational change theories provide a framework with which to 

examine the effects of changes in the organisational structures of these companies as well as 

describe óidealô structures that should emerge after experiencing revolutionary change, such 

as industry deregulation. But it is also critical to understand how organisational change not 

only affected the internal structures but also the internal culture of these three organisations. 

The next section focuses on describing the human dimensions of organisational change: 

vision, commitment and resources, which are required to implement change successfully for 

IOUs. This leads to the fifth research issue:  
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R5:  What are the managersô perspectives of electric utilities as ólearning 

organisationsô? 

  

2.7.  Internal context for change 

Before making any strategic decision for an organisation, it is essential to be thoroughly 

familiar with the context of the organisation, such as the culture, resources, structure and 

systems (Miles & Snow 1984 cited in Viljoen, 1994). This section provides an overview of 

these critical components of internal context that are especially relevant for this study. 

 

The analytical framework developed by Tichy (1982) helped to inform this area of the 

investigation because it focuses directly on the inter-relationships between an organisationôs 

managerial tools and managerial areas (See Figure 2-6). This interplay provides for a deeper 

layer of analysis to understand the internal context of change as envisioned by Pettigrew and 

Whippôs (1998) model.  

 

Figure 2-6:  Relationship between Managerial Tools and Managerial Areas 
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This section focused on determining the ways in which the internal context has been affected 

by organisational change, specifically in terms of an organisationôs mission and strategy 

(vision), its structure (commitment to change) and its human resources. It is postulated that 

the vision, commitment to change and human resources in the East Coast Utility, West Coast 

Utilit y and Midwest Utility differ from each other. 

 

2.7.1  Vision  

An organisationôs vision
6
 has been described as a powerful competitive tool that creates a 

differentiation in the market from competitors. A successful corporate vision can lead and 

inspire employees against seemingly impossible odds. According to Hoover (2001, p. A-5): 

 

 

 

                                                 
6 Vision is also referred to as Mission and Strategy in Sengeôs and Tichyôs models but the focus seems to be on 

developing an internal coherent response to external factors. 

(Source: Tichy 1982) 


























































































































































































































































































































































































































