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Unit One

Text

Restructuring Organizations

Increasing global competition and rapid technological and environmental changes are
forcing organizations to restructure themselves from rigid bureaucracies to leaner, more
flexible structures. These new forms of organizing are highly adaptive and cost effi-
cient. They often result in fewer managers and employees, and streamlined work flows
that break down functional barriers.

Interventions aimed at structural design include moving from more traditional ways
of dividing the organization’s overall work, such as functional, self-contained-unit, and
matrix structures, to more integrative and flexible forms, such as process-based and
network-based structures. Diagnostic guidelines help determine which structure is ap-
propriate for particular organizational environments, technologies and conditions.

Organization structure describes how the overall work of the organization is divided
into sub-units and how these sub-units are coordinated for task completion. It is a key
feature of an organization’s strategic orientation. Based on a contingency perspective,
organization structures should be designed to fit with at least five factors: the environ-
ment; organization size; technology; organization strategy; and worldwide operations.
Organization effectiveness depends on the extent to which organization structures are re-
sponsive to these contingencies.

Organizations have traditionally structured themselves into three forms: 1) func-
tional departments that are task specialized; 2) self-contained-units that are oriented to
specific products, customers, or regions; 3) matrix structures that combine both func-
tional specialization and self-containment. The advantages, disadvantages and contin-

gencies of different structures are described below.

The Functional Organization

Perhaps the most widely used organizational structure in the world today is the basic hi-

erarchical structure, which is the standard pyramid, with senior management at the top,
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middle and lower managers spread out directly below, and workers at the bottom. The
organization is usually subdivided into different functional units, such as engineering,
research, operations, human resources, finance, and marketing. This organizational
structure is based on early management theories regarding specialization, line and staff
relations, span of control, authority, and responsibility. The major functional sub-units
are staffed by specialists in such disciplines as engineering and accounting.

On the positive side, functional structures promote specialization of skills and re-
sources. People are grouped together who perform similar work and face similar prob-
lems. This facilitates communication within departments and allows specialists to share
their expertise. It also enhances career development within the specialty, whether it be
accounting, finance, engineering, or sales. The functional structure reduces duplication
of services because it makes the best use of people and resources. On the negative side,
functional structures tend to promote routine tasks with a limited orientation. Depart-
mental members focus on their own tasks, rather than on the organization’s total task.
This can lead to conflict across functional departments when each group attempts to
maximize its own performance without considering the performances of the other units.
Coordination and scheduling among the departments can be difficult when each emphasi-
zes its own perspective,

The functional structure tends to work best in small to medium-sized firms facing
environments that relatively stable and certain. These organizations typically have a
small number of products or services, and coordination across specialized units is'rela-
tively easy. This structure is also best suited to routine technologies in which thére is
interdependence within functions and to organizational goals emphasizing efficiency and

technical quality. :
The Self-contained-unit Organization

The self-contained-unit structure represents a fundamentally different way of organi-
zing. Also known as a product or divisional structure, it was developed at about the
same time by GMs, Sears, and Dupont. It groups organizational activities on the basis
of products, services, customers, or geography. All or most of the resources necessary
for the accomplishment of specific objectives are set up as a self-contained unit headed by
a product or division manager. In effect, a large organization may set up smaller (some-
times temporary) special-purpose organizations, each geared to a specific product, serv-
ice, customer, or region. Interestingly, the formal structure within a self-contained unit
is often functional in nature.

The self-contained-unit structure works best in conditions almost the opposite of

those favoring a functional organization. The organization needs to be relatively latge to
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support the duplication of resources assigned to the units. Because each unit is designed
to fit a particular niche, the structure adapts well to uncertain conditions. Self-con-
tained-units also help to coordinate technical interdependencies falling across functions
and are suited to goals promoting product or service specialization and innovation.
These organizations recognize key interdependencies and promote coordination of
resources toward an overall outcome. This strong outcome orientation ensures depart-
mental accountability and promotes cohesion among those contributing to the product.
These structures provide employees with opportunities for learning new skills and ex-
panding knowledge because they can more easily move among the different specialties
contributing to the product. As a result, self-contained-unit structures are well suited
for developing general managers. Self-contained-unit organizations have certain prob-
lems, however. They may not have enough specialized work to fully use people’s skills
" and abilities. Specialists may feel isolated from their professional colleagues and may fail
to advance in their career specialties. These structures may promote allegiance to de-

partmental goals, rather than to organizational objectives.
The Matrix Organization

Every matrix organization contains three unique and critical roles; the top manager who
heads and balances the dual chains of command; the matrix bosses (functional, product,
or area) who share subordinates; and the two-boss managers who report to two differ-
ent matrix bosses. Each of these roles has its own unique requirements. For example,
functional matrix bosses are expected to maximize their respective technical expertise
within constraints posed by market realities. Two-boss managers, however, must ac-
complish work within the demands of supervisors who want to achieve technical sophis-
tication on the one hand, and to meet customer expectations on the other. Thus, a ma-
trix organization is more than matrix structure. It must also be reinforced by matrix
processes, such as performance management systems that get input from both functional
and project bosses, by matrix leadership behavior that operates comfortably with lateral
decision making, and by a matrix culture that fosters open conflict management and a
balance of power.

Matrix organizations, like all organization structures, have both advantages and
disadvantages. On the positive side, matrix structures allow multiple orientations. Spe-
cialized, functional knowledge can be applied to all projects. New products or projects
can quickly be implemented by using people flexibly and by moving between product and
functional orientations as the circumstances demand. Matrix organizations can maintain
consistency among departments and projects by ’requiring communication among manag-

ers. For many people, matrix structures are motivating and exciting,
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On the negative side, matrix organizations can be difficult to manage. To imple-
ment and maintain them requires heavy managerial costs and support, When people are
assigned to more than one department, there may be role ambiguity and conflict. Simi-
larly, overall performance may be sacrificed if there are power conflicts between func-
tional departments and project structures. To make matrix organizations work, organi-
zation members need interpersonal and conflict management skills. People can get con-

fused about how the matrix works, which can lead to chaos and inefficiencies.
Process-based Structures

A radically new logic for structuring organizations is to form multidisciplinary teams
around core processes, such as product development, sales generation, and customer
support. Process-based structures group all related functions that are necessary to pro-
duce a product or service into a common unit usually managed by someone called
“process owner”. There are few hierarchical levels, and the senior executive team is
relatively small, typically consisting of the chairperson, the chief operating officer, and
the heads of a few key support services, such as strategic planning, human resources,
and finance.

Process-based structures eliminate many of the hierarchical and departmental
boundaries that can impede task coordination and slow decision-making and task per-
formance. They reduce the enormous costs of managing across departments and up and
down the hierarchy. Process-based structures enable organizations to focus most of their
resources on serving customers, both inside and outside the firm.

The application of process-based structures is growing rapidly in a variety of manu-
facturing and service company. Typically referred to as “horizontal”, “boundaryless”,
or “team-based” organizations, they are used to enhance customer service. Although
there is no one right way to design process-based structures, the following features
characterize this new form of organization: 1) processes drive structure; 2) work adds
value; 3) teams are fundamental; 4) customers define performance; 5) teams are rewar-
ded for performance; 6) teams are tightly linked to suppliers and customers; 7) team
members are well informed and trained.

The most frequently mentioned advantage is intense focus on meeting customer
needs, which can result in dramatic improvements in speed, efficiency, and customer
satisfaction. Process-based structures remove layers of management, and consequently
information flows more quickly and accurately throughout the organization. Because
process teams are composed of different functional specialties, boundaries between de-
partments are removed, thus affording organization members a broad view of work flow

and a clear line of sight between team performance and organization effectiveness,
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Process-based structures are more flexible and adaptable to chénge than traditional
Sstructures,

A major disadvantage of process-based structures is the difficulty of changing to
this new organizational form. Process-based structures typically require radical shifts in
mindsets, skills, and managerial roles. These changes involve considerable time and re-
sources and can be resisted by functional managers and staff specialists. Moreover,
process-based structures may result in expensive duplication of scarce resources and, if
team skills are not present, in slower decision-making as team struggle to define and
reach consensus. Finally, implementation of process-based structures relies on proper
identification of key processes needed to satisfy customer needs. If critical processes are
misidentified or ignored altogether, performance and customer satisfac:(ion are likely to
suffer. Process-based structures are particularly appropriate for highly uncertain envi-
ronments where customer demands and market conditions are changing rapidly. They
enable organizations to manage non-routine technologies and to coordinate work flows

that are highly interdependent.
Network-based Structures

A network-based structure manages the diverse, complex, and dynamic relationships
among multiple organizations, each specializing in a particular business function or task.
The network structure redraws organizational boundaries and links separate organiza-
tions to facilitate task interaction. The essence of networks is the relationship between
organizations that perform different aspects of work. Examples of network organizations
include joint ventures to design, manufacture, and market advanced products, research
and development consortia, subcontracting and licensing agreements across national bor-
ders, and wholly owned subsidiaries selling products and services to one another,

Network structures typically have the following characteristics:

1. Vertical disaggregating. Different business functions, such as production, mar-
keting, and distribution, that are traditionally performed within a single organization,
are performed by different network members.

9. Brokers. Networks are often managed by broker organizations that locate and
assemble member organizations. The broker may play a central role and subcontract for
needed products or services, or it might specialize in linking equal partners into a net-
work.

3. Coordinating mechanisms. Coordination of the work in a network falls into three
categories: informal relationships, contracts, and market mechanisms.

Network structures are highly flexible and adaptable to changing conditions. The

ability to form partnerships with different organizations permits the creation of a “best
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of the best” company to exploit opportunities, often global in nature. They allow each
member to exploit its distinctive competence. They can enable sufficient resources and
expertise to be applied to large, complex tasks that single organizations cannot perform.
Perhaps the most important is the fact that network organizations can have synergistic
effects, allowing members to build on each other’s strengths and competencies.

The major problems with network organizations are in managing such complex
structures., Network structures are described as matrix organizations éxtending beyond
the boundaries of single firms but lacking the ability to appeal to a higher authority to
resolve conflicts. Thus, matrix skills of managing lateral relations across organizational
boundaries are critical to administering network structures, Other disadvantages of net-
work organizations include the difficulties of motivating organizations to join such struc-
tures and of sustaining commitment over time. Potential members may not want to give
up their autonomy to link with other organizations. Once linked, they may have prob-
lems sustaining the benefits of joining together. This is especially true if the network
consists of organizations that are not the “best in the breed”. Finally, joining in a net-
work may expose the organization’s proprietary knowledge and skills to others.

Network organizations are best suited to highly complex and uncertain environ-
ments where multiple competencies and flexible responses are needed. Network struc-
tures fit with goals emphasizing organization specialization and innovation. They also fit

well in organizations with worldwide operations.

New Words and Key Terms

bureaucracy n. BEE X

lean adj. ¥EEH

streamline 7. /adj. WERR () ;HE 1T . TR BE LA LA 3R 0 B0 (D)
self-contained adj. B EBEK

matrix n.

integrative adj. &AM

diagnostic adj. KK

orientation n. 7 ,{HH

contingency n. 1B&R, W #E4E, BIMENR
hierarchical adj. &K

facilitate vz, RELEF

duplication n. EHE

gear to @R T

accountability =n. FAE, AN

cohesion n. ¥EE.&E
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allegiance n. BB
lateral adj. MTEA, HE M
ambiguity n. ¥, FAH®

chgos n. BEL

multidisciplinary n. %K
impede v, FH-,.PHIR

mindsets n. HRE

redraw v. EHAE

subcontract v. ®H,50H
disaggregate v. @ik, #
synergistic adj. WMER , HERIHK
autonomy n. HIf

best in the breed [EIXPEIFH

Notes

. Interventions aimed at structural design include moving from more traditional ways of
dividing the organization’s overall work, such as functional, self-contained-unit, and
matrix structures, to more integrative and flexible forms, such as process-based 'and
network-based structures.

FAE N S AREW R TRT vEBEMENBER. 8 R AR ERERXE
BN EROUSEAFBETERNTEOENSEEURRBEHEREE, LU E
FHREMETFTMENHRASEH.

. Organization effectiveness depends on the extent to which organization structures are
responsive to these contingencies.

FAEN ASNERERRTEASH N XEERRBHHOREERE.

. Perhaps the most widely used organizational structure in the world today is the basic
hierarchical structure, which is the standard pyramid, with senior management at the
top, middle and lower managers spread out directly below, and workers at the bot-

tom.

ZaEy . TERENNARS EHEARAEHRRERNSRREN. XHEHE
FENSEEY BREEERTIR . PEANEEEEEARERT MIAEEF
BHBRIEE. '

. In effect, a large organization may set up smaller (sometimes temporary) special-pur-
pose organizations, each geared to a specific product, service, customer, or region.

BATE N — A EA AT R — SR CER RISE KD RANEAE
REE, BEE, B EANMRAES BTN RRRE RN -KEF
X,
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5.

0’301%0.)_[\)!—'

This strong outcome orientation ensures departmental accountability and promotes
cohesion among those contributing to the product.

PR R IR AR A PGB E TR S ISR TR P A TR

HEBITZEGERS.
Thus, a matrix organization is more than matrix structure. It must also be reinforced
by matrix processes, such as performance management systems that get input from
both functional and project bosses, by matrix leadership behavior that operates com-
fortably with lateral decision making, and by a matrix culture that fosters open con-
flict management and a balance of power.

HAE R B, E R R SRR ES b, B RRAL R R G 6 B
2ol G5 B A X RERY (BB 65 IR AR A0 B 38 AR R8BI E R AE TR
18 Bh 3 T 14085 1) B SR 1 S BE X BL = XA 1aﬁﬂﬁ%ﬁ§i§ﬁtﬂﬁﬁ?ﬁ"ﬁﬁﬁ‘ﬁkﬁ‘lﬁ-ﬁ
U] 5 4 0 2k Sk

Review Questions

What are the basic organizational structures that dominate most enterprises today?
What are the factors that organization structure should be designed to fit in?

List the unique and critical roles of matrix organizations.

What is the most frequently mentioned advantage of process-based structures?
Can you give some other names for network-based structures?

Under what circumstances are network-based structures most suitable?

Supplementary Reading

Downsizing and Reengineering

Downsizing seeks to reduce costs and bureaucracy by decreasing the size of the organiza-

tion. This reduction in personnel can be accomplished through layoffs, organization re-

design, and outsourcing, which involves moving functions that are not part of the

organization’s core competence to outside contractors.

Reengineering radically redesigns the organization’s core work processes to give

tighter linkage and coordination among the different tasks. This work-flow integration

results in faster, more responsive task performance. Reengineering is often accom-

plished with new information technology that permits employees to control and coordi-

nate work processes more effectively.
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Downsizing

Downsizing refers to interventions aimed at reducing the size of the organization, This is
typically accomplished by decreasing the number of employees through layoffs, attri-
tion, redeployment, or early retirement, or by reducing the number of organizational
units or managerial levels through divestiture, outsourcing, reorganization, or delayer-
ing. In practice, downsizing generally involves layoffs where a certain number or class
of organization member is no longer employed by the organization. Although traditional-
ly associated with lower-lever workers, downsizing has increasingly claimed the jobs of
staff specialists, middle managers, and senior executives.

An important consequence of downsizing has been the rise of the contingent work
force. These less expensive temporary or permanent part-time workers are often hired
by the organizations that just laid off thousands of their employees. In many cases, ter-
minated employees become independent contractors or consultants to the organization
that just terminated them. This is because the reduced number of workers is not
matched by an appropriate reduction in or redesign of the work load; fewer workers
must accomplish the same amount of work. Overall cost reduction is achieved by repla-
cing expensive permanent workers with a contingent work force.

Over the last decade, most major corporations and government agencies have been
engaged in downsizing activities, Between 1987 and 1991, more than 85 percent of the
Fortune 100 reduced their white-collar staffs. Such diverse organizations as IBM, Gen-
eral Motors, the U. S. Postal Services, AT&T, Kodak have recently reduced the size
of their work forces. Other organizations have downsized through redeploying employ-
ees from one function or job to another. Since 1992, American Airlines has reduced its
flight-operation personnel by almost five thousand, while hiring more than two thou-
sand people in information-services jobs. AT&T, who ten years ago had less than one
hundred employees outside the United States, now has more than 54000 employees
working in other countries. These foreign-based workers have helped to offset the re-
duction of 72000 domestic jobs since 1984.

Downsizing is generally a response to at least three major conditions. First, it can
result from organization decline caused by loss of revenues and market share and by
technological and industrial change. In southern California, an economy traditionally de-
pendent on the defense industry, more than 100000 jobs have been lost to relocation or
elimination as this industry has contracted and consolidated. Second, downsizing can oc-
cur when organizations implement one of the new organizational structures described
above. For example, creation of network-based struttures often involves outsourcing

work to other firms that is not essential to the organization’ s core competence. Third,
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downsizing can result from beliefs and social pressures that smaller is better. In the
United States, there is strong conviction that organizations should be leaner and;more
flexible. Hamel and Prahalad warned, however, that organizations must be careful that
downsizing is not a symptom of “corporate anorexia”. Organizations may downsize for
their own sake and not think about future growth. They may lose key employees who
are necessary for future success; they may cut into the organization’s core competencies
and leave a legacy of mistrust among organization members. In these situations, it is

questionable whether downsizing is developmental as defined in OD,
Reengineering

The final restructuring intervention is reengineering — the fundamental rethinking and
radical redesign of business processes to achieve dramatic improvements in performance.
Reengineering seeks to transform how organizations traditionally produce and deliver
goods and services. Beginning with the industrial revolution, organizations have increas-
ingly fragmented work into specialized units, each focusing on a limited part of the over-
all production process. Although this division of labor has enabled organizations to
mass-produce standardized products and services efficiently, it can be overly complicat-
ed, difficult to manage, and allow to respond to the rapid and unpredictable changes ex-
perienced by many organizations today. Reengineering addresses these problems by
breaking down specialized work units into more integrated, cross-functional work
processes. This streamlines work processes and makes them faster and more flexible;
consequently, they are more responsive to changes in competitive conditions, customer
demands, product life cycles, and technologies.

As might be expected, reengineering requires an almost revolutionary change in
how organizations think about and design work. It addresses fundamental issues about
why organizations do what they do, and why they doitina particular way. Reengineer-
ing identifies and questions the often taken-for-granted assumptions underlying how or-
ganizations perform work. This typically results in radical changes in thinking and work
methods— a shift from specialized jobs, tasks, and structures to integrated processes
that deliver value to customers. Such revolutionary change differs considerably from in-
cremental approaches to performance improvement, such as TQM, that emphasize con-
tinuous improvement of existing work processes. Because reengineering radically alters
the status quo, it seeks to produce dramatic increases in organization performance,

In radically changing business processes, reengineering frequently takes advantage
of new information technology. Modern information technologies, such as teleconferen-
cing, expert systems, shared data bases, and wireless communication, can enable or-

ganizations to reengineer. They can help organizations to break out of traditional ways



