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Abstract

Key Words: organisational change; electric utility industry; exploratory case
study research; industry deregulation; organsational culture

This research inquiry aimed teterminewhether acceptedorganisatioal change
models and strategic theory were the appropriate mechantsmsncrease
understanithg the electric utility industryExploratory research into the. 8l electric
utility industry provided several key findings and conclusiorige Three case studies
included in thisdocumentillustratedthe difficulties of adjusting to transformational
change, both internally and externallpdustry experts provided additional insight
regarding the barriers these utilities facedieveloping essuccessful change strategy
and the shortcomings that resulted from a lack of clear andimeglémented
strategy. This inquiry identified an industry segménthe US. investorowned
electric utility industryi that had not been examined in any depthnadigg the nature

and effect of organisational change.

The findings revealed some areas for further investigation, most importantly focusing
on the unique nature, cultuesd structure of this industry, which could lead to the
greater understanding of theffects 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 roleof 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 providemanages 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 investoiowned electric utilitiesn the United States.
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DOE: Department of Energy

DSM: Demand Side Managemeah energy conservation approdchtfocuses on
curtailing energy use through customers leamand) rather than focusing on
optimizing generation (i.esupply)

EEIl: Edison Electric Institute, a trade association of investaned utilities

EIA: Energy Information Administration, an agency in th&. Department of Energy
that compiles historical data on energy activities in the United States

FERC: Feckeral Energy Regulatory Commission

IOU: Investorownedutility, the largest group of electric utilities operating in the
United States.

ISOs: Independensystemoperators
PUHCA: Public Utility Holding Company Act of 1935

RTOs: Regionaltransmissiororganisationgthese organisations coordinate, control
and monitor a transmission grid that that moves electricity ovge laterstate areps

KEY DEFINITIONS

Deregulation: Easi ng or el iminating government
entry intomarkets, freedom of action within a marked its profitability within the
market. Deregulation describes an increasing reliance on markets to guide economic
activity.

Investor-owned utilities: (I0Us): These utilitiesaccount for about threguarters of
all utility generation and capacity. There are 239 in the United States, and they
operate in alktates except Nebraskéhey are also referred to as privatelyned
utilities.

Learning organisation: An organisation in which everyone is engaged in idgintj
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, p609).

Transformational change:Radical change¢hatrequires 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 striliegy &
Sutherland 2001

Unbundling: This describes the separation of the industry into transmission,
generation, distributioand supply, and introdusa system for the allocation of costs
and the introduction of structural and tariff regulators to protect the consumer.
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CHAPTER 17 INTRODUCTION

The U.S electricutility industry experienced industry deregulation in the late 1990s
(Warwick 2000). This deregulation led to a fundamental shift in the ways electric
utilities operated, both internally and externalljhis research inquiry focuses
specifically on how three investoiowned electric utilities in the United States
developed strategies to manage ¢hganisatioral® changeforced upon them by the
transformational changeof industry deregulation. The fundamental issue explored in
this research is whether thesgee electric utilities would use this transformational
change to become closer to tfhearning organisation moddi developed by Senge
(1990)

The theoretical framework developéaough this researchiewed theadjustmerg
made by the utilities that eve caused by external changef specific interest were
changes that were a resultaéctric utility deregulationyiewedthrough the lens of
three separate electric utilities and selected industry experts. The findings are
examined from two perspectise

A Context (external and internal environment)

A 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 questinmthare
discussedh Section 1.2.

Organisational change theory is based on the premise that when @snpan
experience a transformational change (Daft 2001), this leads to fundamental and
l asting changes in the or gan iaslareward n 6 s

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

1 Please refer to Appendix Aummary of legislativedtivities that led téndustry deregulatian

2 Organisationandorganisationalchange have alternative spellings in th& Urhese words will be
spelled according to Australian style unless it is referencing a specific publication that uses the
American splling (i.e. organization or organizational). All other words will follow Australian spelling
conventions.
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driven extenally, through political and legal factors, as well as internally, by the ways

in which an organisationés strategic focus
and adapt. However, these theories have not been viewed from the perspective of the
electic utility industry, an industry that was highly resistant to chanvgéh a strong

insular corporate culture, and a rigid and bureaucratic operational strutichg.

(1982) provided a template to better understand and manage change by examining the
techical, political and cultural pressures that occur during organisational change.

This exploratoryresearch study is designedinwestigatethe effects of organisational

change on deregulated industries, and to identify additional areas to consideran futu

research studies.

The purpose of this research is to understand howttarsformational change

which was beyond the or ga itsieeanthanadimeénal contr o
reactions to chang&xternal reactions ar&ays the organisatiodeveloped strategies

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

change Internal reactions arenethods by which organisations modified their

resources, capabilities, structueasl culture.

The selectionofth el ectric utility industry was bas
backgroundand industry contacts. Since 1991, this researcher has been working with
investorowned electric utilitiesi including the three selected for-depth case

studiesi in various consulting positionsvitnessng firsthand the effects of industry
deregulation.Accordingly, this research inquirjnas not been approached with the

perspective ofregulator or an economigivho would tend taview the macro effects

of deregulatioh but ratherthrough the eyes of atrategic management consultant,

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

by electric utility deregulation.

This chapter has eight main sectipogvering:
1 background informatioto the electric utility industry (section 1.1)
1 research issue and research issues (section 1.2)
1 justification for the research (section 1.3)
1 a brief description of the methodology (section 1.4)
1 an outline of the report (section 1.5)
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1 key definitions (seatin 1.6)
1 delimitations of scope and key assumptions (section 1.7)
1 a conclusion (section 1.8).

1.1. Electric utility industry overview

The electric power industry is a $342 billiemdustry that employsearly 400000
American workers. It represer@ercent of the real Gross Domestic Product (GDP)

in the United State@Edison Electric Institute 2009 his industry serves more than

143 million customers, and revenues continue to expand despite economic declines in
other industriesThis is due largely tohe fact that these utilities provide Americans

with a fundamental service: delivering electridiby their homes and businesses.

The electric utility industry consists of,13¥0 investorowned, publicly owned,
cooperativeand federal electric utilitiegWarwick 2000). Table -I. summarizes the
generation and market share for each type of utility companglamls that invester
owned utilities (IOUs) dominate both the generation and customer market segments
of the electric utility industry. Therefore, inslny deregulation had a profound effect

on the entire countryodos 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: Edi son EIl ectwnwwaaoighsti tuteds web page:

Since all utilities serve a vital neeckgardless of ownership atat state and federal
lawmakers determined that it would be in the public interest to regutdittes
beginning in 1879 (EIA 2000 Government regulatioof utilities gradually increasd

during the 1950s and 196080 prevent price gouging and encourageespread
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 exchanfm providing service to all customers, utilities receive
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an exclusive right to sell energy to retail customers in a spesgficice area or

franchise territory.

Since they are monopolies, utilities are regulated at both state and federal levels.
Federal jurisdiction regulates wholesale interstate transactod state regulation
addresses consurAlewvel issues (EIA 2000). State regulation of electric utilities
began in the early 1980and by 1907, 23 states had established public service
commissionsBasic state powers included the authority to franchiseutiidges and
establish utility accounting systems as wellragulaing their rates, financingnd
service(EIA 2000; Geddes 1992)

The federal government became more fully involireatlectric utility regulationin

the 1930s during the Great Depressibhe federal government established the Public
Utility Holding Company Act of 1935 (PUHCA, P.L. #3B3) empowering the
Securities and Exchange Commission (SEG®gulateutility holding companieg a

way to prevent abuse of monopoly power.

The FederaPower Act of 1935 (Title Il of PUHCA) establishélde Federal Power
Commission PO, which regulaes utilities involved in interstate wholesale

transmission and sale of electric power (EIA 2000; Geddes £992).

One fundamental goal of investowned utilties is to produce a return for investors.
Investorowned utilities are the focus of this study. Tabl® 1summarizes the
characteristics of investawned utilities operating within the United States prior to
electric deregulation, which began in thedrhiD90s (EIA 2000Q)

3 The federal government also established other laws and regulations regarding the governance of rural
electric cooperatives and municipatbyned ¢ectric utilities (Geddes 1992however those

organisations are beyond the scope of this stwthichfocuses exclusively on the effects of

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

Ownership Major Characteristics
Investor-owned utilities Earn a return for investors; either distribute their profits to
(IOUs) account for about stockholders as dividends or reinvest the profits.
three-quarters of all utility
generation and capacity. Are granted service monopolies in certain geographic areas.
There are 239 I0Us in the Have obligation to serve and to provide reliable electric power.

United States, operating in
all states except Nebraska. Are regulated by state and sometimes federal governments,
which in turn approve rates that allow a fair rate of return on
They are also referred to as | Investment.

privately-owned utilities.
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 &ctors including

1 A re-evaluation of the nature of competitiomithin regulated industries
caused, in part, by thehanges in the telecommunications and banking
industries since deregulation

1 The disparity of electricity prices in the United Stalesa regulated market,
customers in New York paid more than taondahalf times the rateof
Kentuckycustomers.

1 Improvements in generation capabilities that required less time to build
capacity and less capital investment (EIA 2001).

These factors led to regubry reform by the Federal Energy Regulatory Commission
(FERC) that promoted the development of competitive wholesale power markets and
opered access to all electric transmission systems. Since the 1980s, FERC has
approved more than 800 applications tl pewer competitively at the wholesale
level. In December 1999, FERC required electric utilities to form regional
transmissionorganisatios (RTOs) that would operate, contrahd own power
transmission systems itme U.S Electric utilities also createthdependent System
Operators (ISOs) to operate the transmisgiod and regional transmission groups.
ISOs also opened access to sdaime information systems that inform competitors of
available capacity on their lin@hese changes have resulted in gomeonsolidation
within the electric utility industry, divestiture of generation assets by many utilities
and an overall rexamination of the market barriers to full competition (Liggett

2001). Deregulation alsa@ompelledutilities to change their currévalue chainby

1€



forcing them to divest of specific assetsganeration transmissioror distribution
(EIA 2001; Liggett 2001). Figure-1 illustrates the basic structure of a typical
investorowned utility prior to deregulation, while Figure2ldisplaysthe more

complex electric industry value chain after deregulation.

Figure 1-1: Traditional Electric Utility Industry Value Chain

Generation Y Transmission Y Distribution Y Customers

Generation of Transmission Distribution
electricity

(Source: Warwick 2000, p. 2)

Figure 1-2: Electric Utility Industry After Deregulation

Generation Y  Transmission Y Distributors Y  Customers

Generation from Transmission may be Local utilities remain providers

multiple locations and owned by a third party or but the customer now must

sources continuedtobeownedby pay for these ¢
the utility services

(Source: Expanded from Warwick 2000 for this study)
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As Figure 12 illustrates, deregulation created a complicated industry structure which
included an increased role of thiparty providers for generation and distribution of
electricity. This new structure fundamentally changesltraditional role of invester
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 thdirtdeof
components from five major theories about competition and organisational change.
Briefly, the theories forming the framework for this study are:

Context, Process, and Content Mogttigrew& Whipp 1998)

Five Change Factors (Pettigré&wWhipp 1998*

Model of Transformational ChangBaft 2001)

Learning Organisation&enge 1990)
Strategic Tasks for Successful Manageng{&ithy 1982)

To o To Do Do

The theories forminghe analytical structure of this study providéramework with

which to examine the eleatriutility industry, given their focus on the nature of
organisational change and the special emphasis of examining other industries facing
radical change. For examplegsearch byPettigrew & Whipp (1998) examined
competitive change in selected industryctees including industries facing
deregulation. Daft (2001) provided a model to explore the paradigm shift associated
with the transformational change of deregulation while Tichy (1882)ed insights

into the internal key success factors needed tdeiment widespread organisational
change. Lastlythe learning organisation theory developed 3snge (1990) is in
contrast to the traditional investowned utility corporate structure and therefore was
viewed as thédeabcorporate structureintheetec i ¢ ut i | ity industry?o

This research inquiry also draws on the broader scope of research in organisational
change and includes additional insights regarding the development of competitive
strategieswhich are discussed in ChapterThese inghts, as theorized by Porter

4 This is a subset of the Context, Process and Content Model arelisousxplain the interplay
among these forces.
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(1980)andMiles andSnow (1978)confirmthe results of previous research exploring
the electric utility industry, specificallstudies byHirsh (1989) and Emmons (2000).

Theconceptual frameworiteveloped for this study guided by two of the three
elements of strategic change identifiedia model byPettigrew and Whipp (1998)
A Context (external and internal environment)

A Process (how change was implemented)

External contextis discussed in terms of the environmentallitigal, legal and
economic factors that led to electric utility deregulation. This prewdeackdrop to
understanithg the electric utility industrylnternal contextfocuses on describing the
ways in which these electric utilities must adapt their oiggional cultures,
structures, policies, resourcasd capabilities to match the external environméhe
Processcomponent 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
agairst actual industry practicest 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 problemand research issues

1.3.1 Research problem

The research problem this study isHow did deregulation change the strategic

focus and internal operating culture of U.S. invesiamed electric utilities?
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This studyo6s pr opo s ictutilitesinead o ddvddlopand s ucces s f ul
cultivatevision, commitmerdnd resources order to adapt to the constantly
changing electric utility environmenthis study is designed to accomplish the

following objectives:

T Identify current changesgarding changmanagement in the electric

utility industry in the United States

Contribute to the understandirggganisational change and culture
theories as they apply to regulated businesses experiencing

transformational change.

1.3.2 Research issues

Severmajor resarch issuearecovered in this studyResearchssue#1 applies to the
general industry overview; the remaining research issues apply to the selected electric

utilities examined in the study

1 Research Issue #1What is the evolutionf the US electriaitility industry,
focusing particularly on the external forces leading to deregulation?

1 Researchlssue#2How wer e t he mmakiagpeecessés deci si on
affected by deregulation?

1 Research Issue #3How did deregulation affect the strategic focus oféhe
electric utilities?

1 Research Issue #4What were the specific mechanisms these utilities used to
manage change?

1 Research Issue #5What are the manageperspectives of electric utilities
as 0l erganisaiion § O

1 Research Issue #6What ae the managedperspectives of an ideal electric
utility in terms of vision, commitment and resources?

1 Research Issue #7What is the gap between the current utility and ideal
utility of the future?

1.4 Justification for the research

This area of ingiry is important for the reasons as discussed in the following sections.
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1.4.1 Importance of the electric utility industry

The electricutility industry is one of the largest industry segments in the United
States. As Figure-3 shows, growtlof 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

U.S. Economic Growth Is Linked To Electricity Growth
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(Source: EEI 2001)

This trend continuesind in 2007, major investeowned electric utility operating
revenues (from sales to ultimate customers, sales for @s@lether electric income)
were $283 billion, a 2.1 percent increase from 2006 (EIA 20B®)2030, average
household consumption is expected to increase by more than 11 mencgrared to
2007 levels This increase will be entirely driven by applianmetéated 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
investorowned electric utilitiesThis study will providean opportunity to expand the
traditiond boundaries of strategic management theoryexiiore the appropriateness
of the theory of learning organisatiomsthis 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 explorare fully in Chapter

2, there is not much current information availatblatexplores organisational change

in the context of a deregulating industry, such as the electric utility industry.
Furthermore, there has been little research conducted spegificdahe context of
electric utilities in general, and.8l investorowned electric utilities, in particular.
This studyis relevant because provides additional insight into determining if the
current strategic typologies developed by Miles and Snow8)1%pecifically the
Greactob strategy are a viable strategic response for electric igditThis study will

also provide additional information regarding the validityt@ories byKim andMc
Intosh (1999) regarding organisational responses amoraently deregulated

companies.

1.4.3 Exploring organisational change in changeesistant companies

The three selected case studies explore the unique culture of the Hoveséal

utility. The closed and insular nature of theS. electric utility industrymakes in

depth researchhallenging andhis type of study would be difficult for aimutsidet

to conduct, given the clodenit culture ofthe industry. The electric utility industry

has developed a unique chasnrgsistant culture which willéomore fully explored in
Chapter 2 (Section 2.7.2.2Because its managers were dealing with electricity, a
oOmysterious yet a we s o timee dectrig utdity inadustry fasli r s h
created its own unique culture that is based parceived superiority Thiguperiority
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 idterdsiehave

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 dhis inquiry is suited to qualitative data methods, primarily

case studies animh-depth interviewing. The case study is a research methodology
basedod nt er vi ews é i nv ol ¥(Perrg1l998)RegedlP96,0f kn o wl
42) defines case study & methodology in research whidbcuseson a particular

part of anorganisatioror an industrywithin its context in order to rigorously explore

and analyse contemporary rdifé experiences wtlepth using a variety of eviderice

This statement applies this study because it

a. Focuses on an industrhe investorowned US. electric industry

b. Explores and analyses contemporary 4#al experiences the effecs of

industry deregulation

Case studies also help researchers to answer the commphleand why questions
about dynamic business phenomena such as project, personal or specific organisation
success in todayds t.uGiverutha the¢ sulgectoob this envir
investigationis the electric utility industry, the case study approach providedest
way to capture the turbulent effects of electric deregulatyam.(2003) concurs by
describing thaa case study inquiry:

1 Copes with the technically disruptive situation in which there will be many
more variables of interest than data points] as one result.

1 Relies on multiple sources of evidence, with data needing to converge in a
triangulating fashion, and as another result

1 Benefits from the prior development of theoretical propositions to guide
data collection and analysis (Y2003.

The goal of this research is to investigate the followidgow did deregulation
change the strategic focus and internal operating culture of investoed U.S
electric utilities? dhusthethree inrdepthcase studies were exploratory in nature. The
goal of an exploratory case study isd®velop pertinent hypotheses and propositions
for further inquing (Yin 2003). This research focused drow theseorganisatios
reacted to the outside everftsrer which they had no contjohnd their responses,

bothinternally and externally in the contextafganisatioal change (Yin 2003

This study focuss on specific case studies drawn from th89 investorowned

electric utilities. These case studies were selected because they represented three
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different respnses to industry deregulation. Rather than focusing on only one
Gexceptionad case, this inquiry focused on the effectsoofianisatioal change on

three electric utilities which adopted respontest clearly distinguished them from
other utilities in tle industry. The research design allowed for cazsse comparisons
between companies pursuing different types of stratgggiding informationrich

detail. The companies were selected using a combination of judgment and snowball
methodologies as recommaestt by Miles and Huberman (1994). They were not
intended to bea statistically representative sample of the companies within the
industry. They were selected in order to facilitate information comparisons

between three different identifiable responwederegulation 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 -dgepth interiews with expertswas 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 effectat thlectric utility deregulation had on three
specific utilities. It is not intended to be a comprehensive analysis of the effects of
deregulation on the entire investmiwned utility industry The study also focuseon

utilities with differing sizes, geagphical locationsand regulatory environments.
However, given the complex nature of the research study and the sheer number of
electric utilities that experienced industry deregulation, it would beprosibitive to

conduct a more comprehensive industige 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 byastorowned 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 chang@/hile 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 dime internal corporate culture and organisational
strategiesof these utilities Therefore, the inclusion of industry experts and
discussions with authors specializing in deregulati@mrfions) and the utility
corporate culture (Hirsh) seeks to provide a greater understanding of this specific

industry in the context of the researchuss 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 (982) These
theoriesmay not adequately address the complexity associated with saanal
change experienced by these three utilities. However, the theories were selected
because they focused on deregulating industries (Pettigrew & Whipp), the
development of anddeal organisatiod (Senge 1990) and the blending of key

organisatioal stucture and theory.

A final delimitation of this study ishe notionthat the theories selected are old and

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

thatal t hough Tichydéds wor k walprovidendaeange dfan 20
dmportant and insightful comments about managing change strategidadgy of

the best and most relevant theories about organisational change and management
strategy have their foundations in philosophies that are more than y&aeé® old.

The Greeks coined the terithao®and now chaos theory is one of the new types of

theories emerging to explain organisational change in te&ttury. Therefore, just

because a theory or an artitdeciteda sold@ihatdoes nonecessanl 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 infiwve chapters. Chapter 1 is the foundation for this
dissertation providing a brief overview the electric utility industgnd introdug
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 conclutles wi
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an acknowl edgement of the studyoés | imitatd.
reviewed literature which guided the development and testing of this theoretical
framework. It also summarizes the current body of knowledge regatsing

academic fields fraing 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
supplementedvith in-depth expert interviews. Chapter 4 presents the results from
these case studies and selected findings from the expert interViea/sesults are
summarized onraindividual casdasisand also through crossse 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 indicate which theories have been proven or disproven as a result of this

exploratory research

1.8 Conclusion

Chapter 1 providea roadmap for the reader to understand the theoretical framework
that guided this research investigation, and prevate introdiction into the overall
methodology used for this research study. It also preddaimmary of the key events
that affected the development of the electric utility industry. The remaining chapters
which build on this foundation and provide additionaldance and insighaddress the
basic research issue of this studpw did deregulation change the strategic focus and
internal operating culture of U.S. investowned electric utilitiesThe exploration

and the answers to this issue are provided indhmaming four chapters.
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CHAPTER TWO T LITERATURE REVIEW

2.1 Introduction

The purpose of the literature review was twofold. Fitsdentified the major issues

in organisational change and strategic management as a way to understand the breadth
and degh of the effect oforganisatioal change in the electric utility industiyin

both its historical and current contexfgdditionally, the literature reviewdentified

potential models on which to develop this research ingéicrgusing on thoséhat

were most appropriatan analysng the effects of deregulation on selected.®)
investorowned utilities (IOUs). Thus he purpose of this researatasto understand

how this transformational changewhi ch was beyond the organ
influenced its externd and internal reactions to change. Reactions ofteclude
emergent strategies as well as deliberately planned dines.eternal reactions
involvedthe development ofstrategies degilg with the various environments, such as

the political and socidorces driving this change; the internal reaction®lved the
methods by which these organisations modified their resources, capabilities,

structuresand culture.

2.2 Theoretical framework for study

The literature review uncovered a wealth of tihe® regarding the ways in which
organisations experience, implememtd 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 tiesvreseveral theories
emerged that seemed appropriate to explore more fully in the context of this research
investigation further exploration of certaitheorycomponentsvould help to interpret

the effects of change and recommend appropriate coursediar.although ro

single theory provided the componerits addressing all the research issues in this
study, components of these theories were used to investigate separate research issues.
In Section 2.6,His literature review demonstrat¢hatthere des not yet seem to be

one overfarching theory explaing the complex and dynamic interrelationships that
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occur among organisations experiencing change. This seemed especially relevant for

the three investeowned utilities (I0Us) 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 andustification for its inclusion in this research studyhe theories
forming the framework for this study, and thus the major outcome of this literature
review, are:

A Context, Process, and Content MogRgttigrew & Whipp 1998)

A Five Change Factors (Petiyv & Whipp 1998)

A Model of Transformational ChangBaft 2001)

A Learning Organisations (Senge 1990)

A Strategic Tasks for Successful Management (Tichy 1982)

Given their focus on the nature of organisational change and the special emphasis of
examining othe industries facing radical changejet five theories forming the
analytical structure of this study providéramework thaexamine the electric utility
industry. Theories byPettigrew & Whipp(1998) examined competitive change in
selected industry semts 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 inéokeyinternal
success factors needed to inmént widespread organisational changiee learning
organisation theorypy Senge (1990¢ontraststhe traditionalinvestorowned utility
corporate structure and was viewed asdteab corporate structure in the electric

util ity i ndusulatiorytéderegulatiof.t from reg

Figure 21 displays the key components of these five models and also indicates where
these models overlag-or example, external context described by Pettigrew and
Whipp (1998) is similar to the theories of developing a missich strategy as
described by Daft (2001), Senge (1990) and Tichy (1982). This figure also illustrates

the gapdn these theoriedn 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 perspectiveasfother theoryThis is especiallyrue when shifting
from the strategic focus dlfie model byPettigrew and Whip1998) to focus on the

i mpl ementation tactics wHhli9®)modelr e exami ned

Lastly, some components are simply not addressed in this research investijagion
content portion ofthe Pettigrew and Whippmodel (1998) was not appropriate to
include given the other features of this theory, namely the process and context pieces
The notion of coherence is ovarching enough to be addressed in the other elismen

of the model byPettigrew and Whipp (199&s well asother 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 identifiethexmodeby Pettigrew and Whipp
(1998)

A Context (external and internal environment)

A Process (how change was implemented)

External contextis defined as the environmental, political, legadd economic
factors that led to electric utility deregulation. This prodidée backdrop for

understanding the unique nature of the electric utility industry.

Internal contextis described as the focus on how each organisation views its internal
environment by specifically focusing on the culture, strugtsteuctures policies,
resources, and capabilities to match the external environthenade for a easier
progression of ideas to first discuss context before addressing process issues.

Table 21 summarises the Research Issues by topic area and section in this review.

The Processc o mponent of Pet (1998)theovwy is aiscdsseddh i pp 6 s
Section 2.6 bysummarizing the major organisational change theories before focusing
specifically on those that are most appropriate to the electric utilities in this

investigation
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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

Effects of deregulation

industry, focusing particularly 243 on ¢ .I ectrl
X strategies and
on the external forces leading i
) operations
to deregulation?
R2: How were the managersé .

- ; Strategic
decision-making processes 25 decision-makin
affected by deregulation? 9
R3: How did deregulation .

i Strategic
affect the strategic focus of 25 = .
e decision-making
these electric utilities?
R4: What were the specific Tvpes of
mechanisms these utilities 2.6.5 Y
organisational change
used to manage change?
R5:What are the :
) . Transformational
perspectives of electric .
S . 2.7 change and the learning
utilities as dearning L
oo organisation
organisations®
R6:What are the
perspectives of an ideal
electric utility in terms of 2.7.2.1 Internal context
vision, commitment and
resources?
R7: What is the gap between
the current utility and ideal 2.7.3.1 Organisational structure

utility of the future?

Figure 21 (next pageprovides a roadhap 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

Pettigrew & Whipp Pettigrew & Whipp Daft Senge Tichy Research
Context, Process, Five Change Transformational Learning Strategic Tasks for Issues
Content Factors Change Organisation Successful Mgmt. Addressed
External Context Mission and Vision R1
Economic Environmental Assessment Strategy Mission and Strategy R2
Political
Social R3
Process Linking strategic and operational
Change Managers change Leadership R4
Models of Change Leading the change R5
Formulation/Implementation Systems Experimentation
Pattern through Time
Internal Context
Resources Human resources Teamwork Resources R6
Capabilities Tasks Transfer of Knowledge Technical Skills R7
Culture Culture Culture
Politics Politics
Content
Objectives Coherence
Purpose
Goals
R1: What is the evolution of the U.S. electric utility industry, focusing particularly on the external forces leading to deregulation?
R2:.How wer e t he ma amldng pracésses affeciedhby 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 managersod perspectiviesatoiforrd@2ztric utilities as 0l ea
R6:What are the managersd perspectives of an ideal el ectric utility
R7: What is the gap between the current utility and ideal utility of the future?
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23 Pettigrew and Whippbs Model

The framewok developed by Pettigrew and Whipp (1998) involves a nteNtl concept of
competition ¢ee Figure 2). This model blends both organisational change and strategic
management theories, by viewing the context, proaedsontent of changeéoth internaly

and externally The model theorizes that successful change is a result of the interaction
between: theontex of change (the internal and external environrjéhé processor how of
change was implementeohd thecontentor what of change (objectivequrpose and goals)
(lles & Sutherland 2001)

Figure 2-2: Understanding Strategic Change: Three Dimensions

[ Content |

* Assessment and choice of
products and markets

* Objectives and assumptions
* Targets and evaluation

*« Change managers

* Models of change

* Formulation/Implementation
* Pattern through time

& [ Context

. 4 @ Internal
& Resources
External L 4 Capabilities
Economic/Businesses L 4 & Culture
[ Process Political ? 4 Politics
Social L 4 &
®e
L 4

L 4

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

four mature industrie@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
InvestorOwned Utilities (IOUs). Tts model forms the primary basis for this research
inquiry (see Figure-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 canponentof this analysis is to determine the context of the organisation, which
includes understanding both the external and internal drivers of change forTiiéJsection
discusses the environmental factors driving change in electric utility indlisisgins 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 22 provides a brief summary of the history of the electric utiligustry, which
provides additional context necessary to understand the political, ecoamchisocial
factors facing this industryor example, in the 1990s many utilities started advocating for
deregulation and reform as a way to retain and attract imdrestrial customergwho
would provide higher revenues)hese 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 datural monopolyéwhere, 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
doublic utilityd).

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 @bligation6to serve
all customers in the defined regions.
Limited federal regulation of multi-state utilities.
Many small utilities were consolidated and became parts of larger dolding
companiesd
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:
A Anti-trust laws/Department of Justice
A FTC-SEC requirements
A 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. hé griddbegins 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 @xempt wholesale generatorséto sell power in competitive
wholesale markets.

Expands FERCO6s aut hor i-dwpingtutditieoto pdogide t r an's
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) createdgualifying facilitiesh This meant that entities other than electric
utilities could actually generate electricity and the utilities hagdatp for it at agreed upon
rates. In 1992, the door opened wider and-uidity entities were allowed access to electric
transmission lines. Therefore, natilities could start offering power to retail customers
through retail wheeling. This act also r@gd electric utilities to divest themselves of
interstate holdings and limited their competition to prescribed geographic Apgeshdix

A provides a full summary of legislative activities that led to industry deregulation. In 1996,
the Federal Regulatpr Energy Commission (FERC) issued Order ,88penng up
transmission access to natilities and creang 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 Utilignd

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

2.3.2.1 The deregulation experience in Massachusetts

In 1997, the Massachusetts Legislaturacted a comprehensive electric restructuring law
with the intention of creating a competitive elecBigply market that would lower
consumer electric rates and still provide for a reliable source of en@rggsmission &
Distribution World2001).

The Masachusetts Legislature provided for mechanisms within the electric restructuring law
to guarantee rate reductions while providing flexibility within that rate structure to allow for
inflationary costof-energy adjustments. In 1998, customers realizecharediate 10 percent

price reduction and in 1999, a further reductio® 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 an

thereby lower consumer cost®&@nsmission & DistributiowWorld 2001).

Historically, Massachusetts has had higher fuel costs than other regmnexample,in
2000Massachusettsonsumers 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 lownst regions.

To address therpblem, utilities and their regulators expanded their reliance on capital
intensive nuclear power. When the regional economic boom collapsed in the late 1980s,
electricity consumptioii especially by commercial and industrial busine$setl 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 fak fourplus years to develop. Proponents @alit as

the most significant piece of econonrtlevelopment legislation to hit Massachusetts in years.
The Gstandard offeyis priced so low few competitors will be able to bedt @specially for
residential customer©nly 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, Califonia became the third state in the natimipwing Massachusetts and Rhode
Island, to restructure its electric sector, allow retail compet#iwhforce its investeowned
utilities to sell their generating assets (Ferrey 2002).

California's decisiomo restructure its electricity market was driven by two factors:
1 Changing federal regulation, a trend that began in the 1970s, and

T Criticism of the stateds mar ket in the ea
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There was a general belief that the regulated utilities deliveretti@lycat too high a price,

and this, in turn, dimmed future prospects for business investment in California
(Congressional Budget Office Rep@f101). The electricity prices were higher in California,
particularly compared to oth&restern states, due toe regulatory guarantees of a high rate
of return on investmentDue to these incentiveshe regulatory model also encouraged
electric utilitiesto build too much generating capacity. Given this excess capacity, California
regulators believed they coulshfely restructure the market without adversely affecting
customer or electric provide(€ongressional Budget Office 2001)

The ©pl an requi red t he-owsed altilite® ® sell Iparteoé thelr ar g e
generating capacity. It also discouraghdm from entering into lonterm 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 ulities to sell off their generation plantswhile still maintaining an
obligation to serve all customeiswas an inherent flaw in the plan (Tomain 2002). The
deregulation efforts also established, ironically, two new regulatory entitiesCalifornia
Power Exchange (PXwhich established electric priceand the California Independent
System Operator (ISQyhich directed the flow of electricity through the system (Tomain
2002).

This plan forced utilities to purchase wholesale electricity at theatlagd or houahead
markets, rather than locking in lotgrm 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. fle plancreated a credit pbdem 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&H), féite
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 investowned tilities. According to a survey conducted by J.D. Power

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

Wisconsin regulators credit their progressive regutatar the statés 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 inGudtrgdamental structural

and regulatory underpinningshaild be changed.

The PSC outlined the objectives and principteguide its investigation. The objectives were
to create a systemhat sends accurate price signals to custoingraximizes@he number
and diversity of service offeringsand @rovides maxnum economic efficiency and

environmental stewardslopGish 1994).

In the state of Wisconsin there was very little generation built over the course of the 1990s
The Commission focused on assuraugtomers and utilitiethat thenecessary infrastructure
improvements (generation, transmissiand distribution)were beingmade Therefore,
restructuring, at least as it relates to implementing retail competition, was put on hold
(Wisconsin Energy Corporation Brief 2004hstead, the legislature passed twdshihat
changed utility ownership in Wisconsin, without deregulating its electric utilities completely.

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

1) Required transmissieowning 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 statutdignitations on norutility 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 fopublic benefitsdlemandside management (DSM), low income
energy assistance and renewable energy.

Sever al of the stateds | argest wutilities wer
the American Transmission Company LLC (ATCLLC), effectiveuray 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
Gnatural monopoligs The economies of scale and scope discourage competition. Given its
cost stucture, an established utility could undercut its rivals and drive them from the market
(Morehouse 1995) Legislators, regulators, economistnd customers argued that
deregulating electricity generation would result in a more efficient and economicatmark
place. However, they still wanted to keep distribution and transmission elements of the
industry regulated and nazompetitive (Warwick 2000, p. 1).

The redrganisationand restructuring of the .B. electric industry were driven by economic
and technolgical factors. The primary catalysts for change were:
1 A re-evaluationof the nature of competitiowithin regulated industries, such as
the changes in the telecommunications and banking industries since deregulation

1 The disparity of electricity prices ithe United Statesin a regulated market,
customers in New York paid more than taodahalf times the rateof
customers in Kentucky

1 Improvements in generation capabilities that required less time to build capacity
and less capital investment (EIA 20@l6).
These changes resulted in a major consolidation within the electric utility industry, the
divestiture of generation assets by many utiliiad an overall kexamination of the market
barriers to full competition (Liggett 2001). The three electtilities (East Coast, Midwest
and West Coast) were selected because they represented three different responses to these
challenges sithey moved to a more competitive markétese utilities were representative of
the overall picture in their respectigéates. 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 ipolwstry
make it different from other industries that have been dereguldtez electric power
industryis both capital intensive and decentralized, which is a unique combination irfShe U
market This history makes it difficult for electric utilitie® adapt quickly to the changes

caused by restructuring.

In their study Smeloff and Asmus (199 Npted
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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 processf(@aita restructuring) was more
like surfing.

Emmons (2000) argued that the industry deregulation experienced by the 10Us was actually
paradoxical because:
1 Regulation continues to exist in the wake of deregulation

1 Entry of new market actors is mandatedestablished firms so there is di@e
marked .

1 Deregulation assumes greater competition, when in fact the industry contracts
through mergers and acquisitions.

The paradox that exists will be illustrated in this stuBgfore deregulation, two of thes
utilities had fostered aorganisatioal 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. Furthermaezording toEmmons (2000), four generic

market patterns emerge in the skerm following some type of industry reform:

1 Competitive fredfor-all: vigorous rivalry among new and established industry
players because of the reduction of high market baf(iledsisty examples: U.S.
airline industry)

1 Incumbenbntop: the established producers continue to dominate the reform
bargains and retain wealth and poweg(British power generation reform)

1 Black hole patterrthe primary producers become very unprofitabider the
reform bargain as costs are higher than revenndagtry examples: deregulation
of the US. electric utilities, especially in California)

1 Piesharing scenaridalanced sharing of economic value among the participants

While the utility reglators and commissiorenticipatedthat deregulating the electric utility
industry would create a situatiam which there would be competitive rivalries, the opposite
happened. Rather than creating a competitive market, the electric utility industryebacam
black hole The market contractednd some of the largest utilities in the country, such as
those in California, were forced into bankruptcy. Deregulation produced the opposite of a

free markeassmaller utilities were bought out or disappeared (Ens12900).
The three utilities selected also represented a small, meahdntarge utility. Howevernn

going throughthis experiencethey all experienced similar challengé&®th internally and
externally. These utilities ranged in size from 4,000 enmgdsyat the Midwest Utility to more
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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 thredity case studies and discusses more fully the
criteria used for their selection.)

This section provided a summary of the exter
model. It also provided a brief historical overview of the transformationakttetfeat
deregulation had on the three states addressed in the selected case studitsat Nwosv

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

shift to theowd and focus on the competitive strategies thao gilayed a role in these
utilitieso responses to i ndustry transf orn

understanding competitive strategies against the backdrop of industry deregulation

2.4  An overview of competitive strategies

The previous dicussion 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 indusries. at egy 6
refersto a complex web of thoughts, ideas, insights, experiences, goals, expertise, memories,
perceptionsand expectations that provides general guidance for specific actions in pursuit of

particular ends

According to Porter (1980, p. xvi)pmpetitivestrategy is often defined a@developing 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 go&lsrter views strategy as making choices (Parnell

& Menefee 2007pr aséa combnation of the ends (goals) for which the firm is striving and
the means (policies) by which it is seeking to get in@Perter 1980cited by Parnell &
Menefee 200y Therefore Porter views strategy as both plan and position. &orter
conceptual typology(1980; 1985) identifies three generic competitive strategiesost
leadership, differentiation and focuisvhich are viewed as ways of developing a sustainable
competitive advantage so asd@mt-compet®other businesses in the industry. Porter (1980)
described basic strategic approaches as a-w#deetween focus and strategic targéise

Figure 23).,Addi t i onal support for Porterds gener.

developed and expanded in the literature (Chrisman, Hofer & Bolton, Fager 198Q)
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P o r tgeneri strategies are still viewed as relevant and valuable asvéneyeatured in
numerous strategic management textbooks (Dess, Lumpkin & Tag4; David2003;
Wheelen & Hunge2004; Thompson & Sticklan2003 as cited by Alle et al 2007)

Strategic research has its roots in industaganisation(lO) theory 10 has been studied
extensively in traditional fields in economics and thes@ebeen many models developed to
understand both competition and competitive chaRg#tigrew & Whipp 1998). Within Bain

and Mason (as cited by Porter 198@he IO framework of industry behaviour, firm
performance or profitability is seen as a function of the industry structure. To investigate the
strategy and performance relationshipany researchers used approaches that were

generalsable 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 schabinquiry 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 strateggeinto a limited set of strategy types

Thi s st udyidvwstigateshanensioms bletween these two strategigamining the

scope of the target market (i.e. broad vs. narrow) and the strategic competitive advantage (i.e.
lowest cost position vsperceived product differentiation (Douglas & Rhee 1989; Porter
1980). Historically, the electric utility industry has assumed a position of overall cost
leadership. This was because thmlustry consisted ofregulated monopolies with a
guaranteed rate akturn. Given the economies of scale required to generate, tragnsanit
deliver electricity, regulation provided the economic incentive to make the -capital
investments required to provide electricity to all customer classes. Deregulation was an
attempt tomove these electric utilities from theirdustrywide, low-cost leadership position

to become more focused on the highwargin business and industrial customers. In effect,
they wanted to develop a more narrow focus. However, that desire clashed whidsithe
premise that regulated monopolies needed to provide service to all customes Elasse,

there was a division within the industry between the electric utility owners and stockholders
who wanted to focus on the more profitable customer classesa(focused strategyand

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

strategy)
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Figure 2-3: Po r t eThréesGeneric Strategies
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(Source: Porter 1980)

There have been a number of studies (Dess & Davis 1984;aihll& Schendel 1983;
Hambrick 1983a)that have tested the validity of Porter's generic strategies. Since these
generic strategies are essentialigeabt y p e s, these studies rely
framework to identify the essential strategic congua necessary for successful execution
(Douglas & Rhee 1989V arious types obrganisatioal strategies have been identified over

the years (Miles & Snow 1978; Porter 1980). Porter's generic strategies remain the most
commonly supported (David 1999; MiH 1988; Thompson & Stickland 1998) and in the
literature (Kim & Lim 1988; Miller & Dess 1993).

Other researcher®éss & Davis 1984; Hambrick 1981; Nayyar 1993; Parker & Helms 1992;
Reitsperger et al. 1993)ave founds up por t for P o r tigmal @eneric( 1 980 ;
strategies As a result, Hill (1988) theorized that the generic bushmss strategies of
differentiation and overall cost leadership may be combined in some firms to achieve
competitive advantage. It is postulated that the three esilfiast Coast Utility, West Coast

Utility and MidwesternUtility) 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 @¥8)
sharessomef t he same characteri stsee€igure&BsMilesor t er 6.
and Snow (1978) identified four business strategy typetender, prospector, anaty and

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

total market offering their target market a full range of products or services andngrio

build satisfied customers. Growth is achieved cautiously and incrementally through market
penetration. Having chosen stable products and martketsdefendeorganisationprotects

its domain by offering highegquality, superior servicand competitive prices.

Prospectors have a broad product/market domain that is in a continuous state of development.
Growth is achieved through product developin@nd market development. Multiple
technologies are developed ftre different products and h e pr o tghmlodicalr 6 s
processes are flexible in order to constantly produce new products. sénsalgre a
combination of the prospector and defender sypeorganisatios . The analyser 6.
consists of products and markets, some of which are stable while others are changing. It has a
dual technological core to meet the demandssstéble and changing domaii$e analyser

is an avid follower of chage 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 changend uncertainty because they do not have mechanisms to respond

consistently to their environment.
Miles and Snows (1978) typology in Figure-2 reflects a complex view ajrganisatioal

and environmental processes, as well as the attributes of produgiet,mzchnology,

organisatioal structure and management characteristics (Smith & Grimm 1987).
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Figure 2-4 : Mil es and Snowbs Generic Strategie
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(Source: Miles & Snow 1978)

This approach antypology are still relevant in morerecent investigations (Ghoshal 2003;
Hambrick 2003). The typology describes four types of organisational strategic positions
prospectors,defenders analysersand reactorsi each with its own distinctive strategy.
Defenders pursue narrow product market domains, rarely make adjustments in their
technology,structureor 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
theybehave like defenders in the more stable areas and like prospectors in the more turbulent
areas. Theiorganisatioal structures @d 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 consisteenvironmensstrategystructure alignment are termed
reactors (Blumentritt et aR006). This failure may result from managen@ennability to
articulate a clear strategy, difficulty in shaping trganisatios structures and processes to
fit a choserstrategy, or maintaining th@rganisatiois strategystructure relationship despite

overwhelming changes in environmental conditions.

Boyne and Walker (2004) argue tlmaganisatiosd strategies are messy and complex rather
than neat and simple and thine Ganalysed category is redundant becauseaxtjanisatios
are both prospectors and defenders to some extent (although the balance will vary with the

priority attached to these stances aneferences$o a reactor strategy).

The Miles and Snow (1978ypologies offer another perspective for which to examine the
three case studies. Therefore, this stwillyinvestigate whether th&ast Coast Utility, West
Coast Utility and Midwestern Utility have implementetkfender, anaber, prospector or

reactor grategies.

Another offshoot of strategic theory is the development of emergent strategy, as described by
Mintzberg (1994). Emergent strategy is based
environment. It is a process interwoven with all that it takesanage anrganisationThese

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

informally by a variety of staff at various levels within tirganisation(Mintzberg 1994)A

key feature of emergent strategy is thahust 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 exclusiviy 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 differentiatiom;ayi{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 environmenéerMilld 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 & McIntosh1999) or dpbal environments (Chan & Wong 1998patrequire

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 tw cost and differentiatian

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
organisatiorconcepts novallow flexible combnations of strategies that were not possible a

decade ago (Anderson 1997; Goldman etl@P5; Pine 1993Preiss et al1996). These
theories also tend to overl ap. Mas btrategy @@ nd S n
differentiation Miles and ®iow&s defender and Hambriék (1983b) and Dess and Davis

(1984) cost leadership strategies are similar to Rerstrategy of cost leadershidiller and
Friesends (1986) niche innovat ostrategytoffecise gy i s

There have also been some drawbackisgMi | e s a n(@978ptypolagy is recent

year s. The first maj or criticism is theased o
reactor strategys a fourthddeab type. However, the authors describe teactoras a
Gesiduad type of behaviour in thabrganisatios are forced into this response mode when

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

93). Also, the authors state that anmganisationmay be dhssified as a reactor when
dmanagement fails to align strategy, structure, and context in a consistentdéstiies &

Snow 1978, p. 12)0rganisatios having a reactostrategy have been addressed as both a
residual and as a unique type of strategy. lg&vhiambrick (1983c) and Zajac and Shortell
(1989) simply assumed that the reactor is a residual category, other researchers have
identified organisatios with a strategy that closely resembled the status of a reactor. Segev
(1989) concluded that prospedpdefenders, analyseasd 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, espeialy t er 6 s , have t
oversi mplify the organisationd6s response to ¢
passive role in implementing management change. The literature also underestimates the
importance of the internal operation and they ignoeedtitical dimension of the process,

which led Pettigrew and his colleagues to develop a model that requires a more adaptive and
interpretive perspective (Ginter & Whii©82; Lewis 1988; Pettigrew 1985a, 1987a;Whipp,
Rosenfield & Pettigrew 1988; 1989E989Dh).

Pettigrewds (1985, Petti gr eabouestrategidchangg001) cr
was viewed without a proper understanding of the context, higtwhprocesses driving
change, and thus led to the development of the change model discuSection 2.and

subsequent sections

2.4.2 Generic strategies for deregulating industries

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

a regulated to a deregulated environment. Their work, which upolt a variety of strategic
management theories, revealed a finding relevant to electric utifiesised strategies are

not relevant to utilitiesn a regulated environmenKim and Mc Intosh (1999) argue that

firms operating in a regulated market dd 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 Sinceregulated mdustries do not face the same penalties for market failures as do
competitive companies, they are not penalizedtteir failure to pursudocused strategies
(Mahon & Murray, 1980Q)

Regulated firms have less experience with focused competitive stmat&grele 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 strateggdrihey continue to do
dusiness as usueven after deregulation (Kim & Mc Intosh 1999 citing Smith & Grimm
1987 and Zajac & Shortell 1989). Furthermore, treaglorsbelieve that theserganisatios

do not have the resources to implement a focusategy that is more closely aligned with a
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postderegulated market (Boeker 1996im & Mc Intosh 1999, citing Bettis & Prahald
1995).

Kim and Mc Intosh (1999) further identified competitive strategies that have been the most
productive for industries ina postregulated market. Their research concluded that
organisations pursingdefender strategy were significantly less profitable than organisations
pursuing analyser andprospectorstrategies (Kim and Mc Intosh 1998iting Zajac &
Shortelts 1989). Tky also concluded thanhalysers angrospectors were more profitable
because their strategies allowed them to adopt a proactive posture to the environment
According to Kim and Mc Intosh (1999j utilities choose to keep the status quo, then most

would remain&eactorg .

In contrast to these perspectives of Kim &ma 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 defseon waiting out théexperimend 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 2@), Pne major
challenge is that IOUs have ttwp thinking like monopolies (Smeloff & Asmus 199K)any
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 tigast Coast Uilly, West Coast Utility andMlidwestern

Utility. Each utility differs from the othan how it wasaffected by deregulationThis leads to

the development of the firstsearch issue addressed in this inquiry:

R1: What is the evolution of the US. electric utility industry, focusing particularly on
the external forces leading to deregulatio®

2.4.3 Effects of deregulatononé ect ri c utilityds strat
Given the contextual background 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 theeffects of deregulation on these electric utilbi@perations by

examining their strategic focus and deciso k i n g processes. Pettic
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recognizes the importance the strategic decisiaking in the within the context of

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

2.5 Strategic decisioamaking

Pettigrew (1987) suggests that researchers should consider the role and signifidtsece of
nature of the decision problem shaping the process. As Frederickson8@)9observed,
strategic decisioimaking 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-deakangn
proces§DMP) strongl influences th@rganisatiod s subsequent responses
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 & Watmagn 1983
Papadakis et a1998 citing Jackson & Dutton, 198®apadakis et alound that when

decisions were interpreted as threatsopposed to opportunities, #gresuingDMP was

characterized by greater comprehensiveness. It is postulated that the edwvaisiiog

processes ithe East Coast Utility, West Coast Utilignd 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 themanage r dedisionmaking processes affected by deregulation?

The analysis will explorethet i | i t y ma nraagiregmprocess oh éactarsdesoribed
by Papadakis et a998 (citing Schneider & De Meyer 1991) as well as others (Beach &
Mitchell 1978; Bilings, Milburn & Schaalman 1980; Bryson & Bromiley 1993; Dutton,
Fahey & Narayanan1983; Hitt & Tylder, 1991; Rajagopalan. i983) These factors
provide additional context to better understand the influence on strategic decéiorg
processndetemi ni ng an organi sationds strategy:
T manager sodé i ndi vandlgroaddynahicsr act eri sti cs
1 internalorganisatioal context
1 environmental factors
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Another methodo understand the context of organisational change is to identify the ways in
which theseexternal forces affected the strategic focus of these utilities as they developed a
response to industry deregulation. It is postulated that the strategic fothesBast Coast
Utility, West Coast Utilityand Midwestern Utility differ from each othercamere affected by
deregulationThis is summarized in the third research issue:

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

Pettigrew and Whipp (1998) argue thsitategic change and competition are continuous
processes, not steady states. Strategic change is alspganisatiorwide activity that

requires the firm to develop a thorough understanding of its environment

Chandl erds (1962, p . 1 3 )Strateyais thei deterndiratiom ofetht i o n
basic longterm goals of an enterprise and the adoption of a course of action and the
allocation of resources necessary for carrying out these @8aistegic change is the primary

result of an organisation executing strategic initiatives like thetattap to environmental
changes (Kanter et al. 1992). One such environmental change is industry deregulation, which

has beewliscussed previously.

This section summarized how industry deregulation affected the strategic decisions made by
managers withinhte 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 understgmdcees of
change as described in Pettigrew and Whipg1998) model, and is discussed in the next

section.

2.6 Process of change

The second component of P e processpr hewwchasnge masd e |
implemented (ks & Sutherland2001) in these organisationsThis section provides an
overview of organisational change theories, with a special focus on those that are most

appropriate for IOUsMorgan (1996 as cited by MacPha001) described organisations:

51



A Creating social reality: Orgarions as cultures in whictheir members view
organisations as systems of meanings, vanesbeliefs.

A Unfolding logics of change: Organisations as flux and transformation. In this
metaphor, organisations are viewed as dynamic and subject to evolutantar
revolutionary changes.

IOUs create their own social realities and desgted organisational cultures as discussed in
Section 2.6.2.1. These institutions are asbjectto revolutionary and evolutionary change

as a result of the industry deredgida and restructurings¢e Section 2.5.2.1).

2.6.1 Summary of organisational change models

An organisatiormodel that provides a useful framework for categorizing the dimensions of

an organisationshould enable planning, implementation and trackinghainge to be more

effective (Burke 2002)Since the end of World War Il rganisational change models have

been in development as organisations became larger and more complex (lles & Sutherland
2001). Change models have evolved from simple approadioessing on change
implemented at the top of organisatiom more complex change models that reach across all
organisational levels. Table2summarizes this evolution. The basis for most organisational
change theories begins wiwhidh foduget omunfseeziGgh a n g e
changing and refreezing. The subsequent modeld ild 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 thedefore is not easily classified into one model
(Burke 2002).This shortcoming led to the development of a new theoretical emphasis that is
represented in models1& in Table 23 and include the analytical framework for this study
Pett i gr e wdostextCamchRroeasd Moddhese 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. Lewinos
Model

(

The foundation of organisational change models consist of three
steps:

1. Unfreezing: Reducing the resistance to change, often by
bsychol ogi cal d iclsaeatesfa motinedot
engage in change activities.

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.

. Consultation with behavioural science expert.

. Data gathering and initial diagnosis.

. Feedback to organisation (creates a feedback loop).

. Joint diagnosis of problem and identification of areas of

a b~ WD

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.

. Build the guiding team.

. Get the right vision.

. Communicate for buy-in.
. Empower action.

. Create short-term wins.

. Do not let up.

0 N o o~ WD

. 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 mo d epéemise 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:

A Scale of Change i Fine-tuning, Incremental, Modular

A Transformation or Corporate Transformation

A Leadership Styles i Collaborative, Consultative, Directive
or

A 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
allowse mp | o wievepsirds and assumptions about the world
to be brought to light, challenged and tested (lles & 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 i mportant: in

1. Environmental assessment.

2. Human resources as assets and liabilities.
3. Linking strategic and operational change.

4. Leading change.

5. Overall coherence (lles & Sutherland 2001).
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10. Learning This specialized model expands upon the SSM. Its central theory
Organisations is that learning organisations are made up of the following
strategic building blocks:

1. Mission and Vision i Clarity and employee support of the
mission, strategy, and espoused values of the organisation.

2. Leadership i Leadership that is perceived as empowering
employees, encouraging an experimenting culture, and
showing strong commitment to the organisation.

3. Experimentation i A strong culture of experimentation that
is rewarded and supported at all levels in the organisation.

4. Transfer of Knowledge 7 The ability of an organisation to
transfer knowledge within and from outside the organisation
and to learn from failures.

5. Teamwork and Cooperation i 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
superiorto others (lles & Sutherland 2001). The Lewin Model (Tablk #em 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 requirememtothera
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 IOUthatare facing widespread, and continuouganisaibnal change

The scale of changes another perspective provided by some models. The DuBfave
Contingency (Table -3, item7) views the widescale, structural change as experienced by
the 10Us. The Soft Systems (Table8Ritem 8) and Context, Prag&g and Content models
(Table 23, item 9) also consider the politics, historical contexid the culture of
organisations experiencing change (lles & Sutherland 2001; Weick & Quinn, 1999). These
models factor in more features that apply to a wider rahgeganisationsin their review of

change theorylles & Sutherland2001) summarisehat change is a complex and dynamic
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process and emphase the political and contextual influences within organisations.
Therefore, these change models are more relgraen the historical, political, and cultural

issues that surrounded the widespread organisational change faced by the IOUs.

Chaos theoryifem 12) originates from the mathematical theory first discussed by (Gleick
1988: Stewart 1989 as cited in Sta@907). Chaos theory suggests that the behaviour of
complex, nodinear dynamic systems will never be entirely predictable and that outcomes
may be dependent on tiny changes to initial conditions (lles & Sutherland 2001). Its goal is to
explain the paradogal elements of change ,oas Stacey writgsto understand what is
@oredictably unpredictabd€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 reshitpractice, however, organisational
change is chaotic, often involving shifting goals, discontinuous aesyisurprising events

and unexpected combinations of changes and outcomes (Cumetiiadjs 1985; Dawson

1996 cited in lles & Sutherland 2001)

The organisational change models presented earlier provide the foundation to explore more
fully one model thaincorporates 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 theoristsedcribe organisational change in a number of ways. One definition is any
change,éwhether planned or unplanned action that attempts to improve an orgafdisation
(MacPhail 2001). The focus of this inquiry is to examine how the planned changes in the
electricutility industry affected the selected utiliti€Shange may be understood in relation to
its extent and scope. lles and Sutherlé2@D]) citing Ackerman (1997) have distinguished

three types of changdevelopmental, transitionahdtransformational

1 Developmental or continuous changey 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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i Transitional @ episodic changeseeks 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 (Kantdi983; Tushman & Nadler, 1996).

1 Transformational changés 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 terwfsstructure, processes, culture and
strategy. It maythereforeresult in the creation of an organisation that operates in
developmental modeone that continuously learns, adapts and improves. (lles &
Sutherland 2001).

Developmental change is also viewasicontinuous in some change theory models. These
theories describe continuous changéoagjoing, evolving, and cumulati®é/Neick & Quinn
1999, p. 361). Continuous change focuses on small continuous adjustments, created
simultaneously across units. Ovwene, these changes can culminate into substaftaige
(Weick & Quinn 1999).

More radical change is referred to in the literature by a variety of terms stgpissdi©and
dransitionald Episodic change is viewed as discontinuous and intermitEgigodic 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 beegarograms are replaced rather than

altered, and initiated at higher levels in grganisationMintzberg & Westley 1992).

Episodic change is also linked closely with the organisational change models viewing the
nortlinearity of change as outlined in ats and complexity theorieSlushman and

Ro man el |)idesry of duc@iated equilibriuin ai way to describe episodic change.

In this theory, organisations move between calm and radical change states. The periods of
equilibrium are focused on maimang the existingorganisatioal 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 changewithin theorganisationcreating chaos and disarray until the period ends

and new structures are creaf€ersick1991).

The theory of punctuated equilibrium is not quite compatible with the invesioed electric
utility industry. According to Weickand Quinn (1999), organisations that can easily adapt to
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the theory of punctuated equilibrium are those with very gt organisational structures.
These organisations are nimble enough to adjust to radical change in the external
environmentsuch ashe 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 withonganisatioal departments csub-depatments the

value of efficiency; a preoccupation with shosh adaptation rather than lomngn
adaptability; constraints on action in the form of twvisible hand of institutionalization;

powerful norms embedded in strong subcultures; and imitatican @gjor motivation for
change (Pfeifer 1998, Mi |l | er 1990, Tushman
1999) These characteristics capture many of the critical characteristics shared by IOUs.

2.6.3 Discussion of transformational change

Transformatbnal change is defined the emergence @feavorganisatiodthat is unknown
until it takes shape. It is built out of the ashes from the chaotic death of the old state (Battram
1998).

Transformational changeaore closely describes the effects that induderegulation had on
the electric utility industry in general, and the companies studied in the three case studies in
particular.

Transformati onal change occurs when there |
environment. For the three electriclitiés in this study, this outside event was industry
deregulation(discussed in Section 2.3)aftd £001)organisational model has been adapted
to reflect theelectric utility industry ¢ee Figure 25). This model is based on change

occurring in the fdbwing wayswithin this deregulated utility:

A Vertical to horizontal structureAuthority rests at the top in a vertical structure; in a
horizontal structuré is flatter and built around seffirected teams.
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Routine tasks to empowered rol€asks, dehed as specific pieces of work, are broken
down into separate pieces and employees are expected to do what they are told; in
learningorganisatios, employees have roles that allow for discretion and responsibility
and those roles constantly change

Formal control systems to shared informatidimrmal structures with rigid
communication channels give way to a sharing of informafibis information isnot
used to control employees but rather to enhance the ovagatisatior(Daft 2001, p.
28).

Compeitive (top-down) strategy to collaborative stratedirategy is developed at the
top and forced down, in a collaborative environment; all employees contribute to strategy
development.

Rigid to adaptive cultureCulture is set in concrete; it must adapttlture that
encourages openness, equality, continuous improvement and change; one that encourages
people to take risks and make mistai@aft 2001, p. 29

Figure 2-5: The effect of transformational change in the electric utility market

Electric Utilities Before Deregulation 'Ideal’ Electric Utilities After Deregulation
Vertical Structure
Routine Tasks igi
ikt Caltues Organizational Change
Deregulation
Formal ‘Top-Down'
Systems So
Stable Environment ; Turblent Environment
Efficient Performance Learning Organisation

(Source: Adapted from Daft 2001)

Thechange most applicable in this inquiry is definedragolutionary changias described
by Porter and Rivkin (2000, p):

In times of revolutionary change, in contract, many, related elements of industry structure
changesimultaneously. Industry structure contaafrozerdand 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 phain that these periods of transformation also provide

companies with dinusual latitude to influence future industry strudduréndustry

transformations are caused by triggers, experimentaticonvergence. The triggers can be a
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change in technologyustomer 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 tle stage for transformation of an industry but the metamorphosis does
not actually occur until individual managers and compaseesthe potential for change and

act upon it(Porter & Rivkin 2000; emphasis added)

The task of transforming established firmsssimilar to reengineering failedrganisatios.
The major obstacles include (Emmons 200®4):

1 Magnitude of the task Most existing structures, including top management,
organisatioal structure, internal systeraad other resources aresllitedto new market.

1 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 plwaStace (1996), Pettigre& Whipp (1998),

Eisenhart& Brown (1999) models view change as too complex andinear to be cast into

a number of steps or limited to a set of princip@awson (2001) addresses the difficulty in
conceptualizing organisatioa | change and presents the defin
and workingé along with four <critical di men
substance. Dawson (2001) addresses the difficulty in conceptualizing organisational change
andpreent s the definition of Onew ways of orga

dimensions of time, scale, political environment and substance

These gaps suggest that additional studies in organisational change will need to focus on
these areas, drthe intefrelationships between these internal factors and the external factors

driving change.

Change theorists concede that while organisations may want to adopt an approach
emergent changes advocated byMintzberg (1994) this may be impossiblef ithey
previously operated in a rigid bureaucratic structure, which describe#Othe in this

investigation. Therefore, successfulrganisatioal change will require a complete
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restructuring of every organisational component and a radical transformatiemery
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 attemptsdpply complexity principles to the problem of foretelling
emergent strategy (McMillian 2008). While complexity offers a perspective otimearity

and emergence, it has been applied with mixed results.

A major shortcoming is that, &acey (200,/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 changd&.he theory of punctuated equilibrium theory has been validated in
certain types of industried.€. airlines, Kelly & Amburgey 1991; and minicomputers,
(Tushman, Virany & Romanelli 1985Theseorganisational processeshowever are still not

well understod because of the limited researnchexploing how managers in changing
environments measure and interpogganisatioal response (Sastry 1997)oreover, a

major shortcoming of the theory of punctuated equilibrium (Romanelli & Tushman 1994) is
that theenvironmental change leading to the changes iothanisatiod s st at e i s <ca
technological innovationThe changes caused within the electric utility industry were brought
about through political forces rather than technological innovatibimsrebre, while chaos

and complexitytheoriesmay describe the nelimear 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 ioy sen
management views of industry deregulatiohs Hamel and Prahalad (1985) wrote,
organisational transformatiomust be driven by how senior management beliete
industry will be structured in the next five 10 years While this is often difficult taachieve,
Hamel and Prahalad 985 p. 46 observe that:

€ The senior managé first task is to develop a process for pulling together for the
collective wisdom within almrganisation[ There must be]aconcern for the future, a sense of
where opportuniés lie, and an understandingarbanisatioal change are not the province of
any group/[but rathe} people from all levels of a company can help define the future.

This discussion then leads to identifying the fourth research issue addressed uyhis st
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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 andeployed by the three selected electric utilities were sufficient to address the
transformational change experienced at thesgnisatios. More specifically, did these
mechanisms encourage the development and progression towards a learning orgastisation,
instead, stifle ® Another issue is whether thieast Coast Utility, West Coast Utilityand
Midwest Utility can be described as learnimganisatios or have the capabilities to develop

the features of a learning organisation as a result of thisdrarafonal changeA learning
organisation(Hodgetts & Luthans 1997see Table2-3, 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 Tabig item 11) also focuses on senior executives

viewing change as an evolutionary process that requires continual adjustment and refinement

Organisational learning is a transformational protleatseeks to help organisations develop
and use knowledge tohange and improve themselves on an ongoing basis (lles &
Sutherland 2001). A learningrganisationis skilled at creating, acquiring and transferring
knowledge, and at modifying its behaviour to reflect new knogdednd insights Goh
1998). Senge (199(; 6.) takes a similar view by describing organisational learning as
follows:

Organisatiorwide 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.. | guarantee thawvhen you start to create a learning environment, people will
not feel as though theare in contral

Cummings and Worley (1997) contend that for an organisation to learn effectively, it must
address the same elements identified biyigtew and Whipp (1998), including the human
resource practices and the organisationés
(1998), becoming a learningrganisatiorrequires an understanding of the strategic internal
drivers needed to build a leang capability (Statd989. 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 eemp | o walelswas (Argyris 1990). Tannenbaum (1997)

further maintainghat 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 wetlated learning, particularly athe job, is
incomplete (Scheiri992). Most research oadult learning has investigated circumscribed
areas, such as the effects of training program @@ogow & Zager 1988) or methods of
updating technical knowledge among sciestisind engineers (Willis & Dubir1990).
However, knowledge about werklated larning has begun to accumulate, based on these
traditional research streams and more recent investigations of firms that are making the
transition to learningorganisatios (e.g. Heckscher1995; Rosenlom & Keller 1994;
Tannenbauni997).

The danger of th purelydearningdapproach to change is thrainagers and others may

actually recognize the need for change, yet still refusiedordobecause they understand

perfectly the implications for their power and status. Resistance to change may not be
O0stdbpibut based on a very shrewd appreciatior
1993, p. 130)

Miller (1993, p. 119) summarisesather criticism of the learning organisation:

Management starts to | earn al hmentheynd agaiabhd u't
experience ¢é of éwdndas aasemseqkence eemddo limittheir search for
information and knowledge. so experience becomes a barrier to legrnin

De Geus (1988) argues that successful organisational change depers admlity of a
companyo6s senior managers to absorb what 1is
on that information with the appropriate business moves. De Geus (1988) added that the only
relevant learning in a company is done by individualthwie 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 toRifkin and Fulop (1997)the changes required to
develop a learningrganisationfor companies in the public sector dependdmporting
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management practices from the private sector, even if they have had limited succéss there
FurthermoreRifkin and Fulop (199%iting Crossan et all993, pp 230-4) observe that the
demands and pressures on managers to learn and use these new approaches can be
overwhelming.These managers may beelijuipped to respond to changes in proactive and
creative vays and this may actually inhibit the development of an environment conducive to

a learning organisation (Rifkin & Fulop997) Rifkin and Fulop (1997) alsobserve that

these external forces caactually impedethe development of fostering a learning

organisation

Additionally, Rifkin and Fulop (1997) contend that the ideal learning organisation described
i n t he TigeFty Pigcipline(1990) is both contradictory and paradoxical. They
conclude that rather than creating a learning organisation thpdods 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 domawaporate 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
organisatioal life as well as divergent @ws about theompeting and negotiated nature of
politics and power imrganisatioal processes. The authors argue that power, politics,
organisatioal historyand managerial discretion (i.e. choices) are the strongest determinants

of howorganisatios lean.

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 efcibrepanies as well as
describeddeab 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 alse internal culture of these three organisations.
The next section focuses on describing the human dimensions of organisational change:
vision, commitment and resourceghich are required to implement change successfully for

IOUs. This leads to the flftresearch issue;:
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R5:What are the managersdé pedeampiegcti ves of el e

organisationsd

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, straouire
systems Miles & Snow 1984 cited in Viljoen, 1994This sectionprovides an overview of

these critical components of internal context that are especially relevant for this study.

The analytical framework developed bichy (1982) helped to inform this area of the

investigation because it focusdisectly ontheinter el at i onshi ps bet ween a
managerial tools and managerial areas (See Figa@yeThis interplay prodes for a deeper

layer of analysis to understand the internal context of change as envisioned by Pettigrew and

Whi ppds (1998) model

Figure 2-6: Relationship between Managerial Tools and Managerial Areas
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(Source: Tichy 1982)

This sectiorfocusal on determining thevays in which the internal context has been affected

by organisational changs peci fi cally in terms of an or geé
(vision), its structure (commitment to change) @schuman resourcedt is postulated that

the vision, commitrant to change and human resourceth@East Coast Utility, West Coast

Utility andMidwest Utility differ from each other.

2.7.1 Vision

An or gani s ahas leenddsscribed asiagawerful competitive tool that creates a
differentiation in the miket from competitors. A successful corporate vision can lead and

inspire employees against seemingly impossible odldsording to Hoover (2001, p.-B):

Vision is also referred to as Mi ssihefocusaseeinstBberomt egy i
developing an internal coherent response to external factors.
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