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Preface

This book began with a request from Warren Bennis that I do
a piece on organizational design for an executive briefing series he
was putting together. The book was conceived as an update on cur-
rent events in organizations to help businesspeople choose organi-
zational designs for their companies. The idea was that a manager
would buy the book at LAX and be finished reading it upon land-
ing in New York. As it turned out, the book was not completed as
a part of that series. But since the idea was a good one I went ahead
with the project anyway and the original vision remains the same.

My experience teaching executive programs and courses in
strategy taught me that a short book on organizational design would
be useful. I was also ready to update my written work on the sub-
ject. This book is intended to satisfy all these objectives. It turned
out that I had more to say than planned, however. It may still be
completed in one sitting, but the flight would have to go in the
opposite direction—from New York to Los Angeles—and experi-
ence the normal delays at JFK.

Designing Organizations attempts to capture the best thinking
about organizing in today’s companies. It offers the time-tested
knowledge that has been accumulated through experience, as well as
the current trends and innovative designs. It presents new ideas—
like the virtual corporation, process organization, lateral organiza-
tion, front/back models—as tools to be used in combination with
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XVl PREFACE

the old standbys, which include functional structures and profit
centers. The book is intended to provide a contrast to the oversell
that often accompanies popular ideas. Sometimes the hype dimin-
ishes the usefulness of new ideas by turning them into fads. This
book portrays the new ideas as useful but limited tools that ought
to be understood and kept in every manager’s toolbox, to be taken
out and used when appropriate. It also tries to suggest the appro-
priate conditions for using them. Designing Organizations is aimed
at managers who choose the organizational designs for their com-
panies. It also contains guidance for the internal and external con-
sultants who help managers with their designs.

Chapter One examines the forces that are shaping today’s orga-
nizations. These forces are raising organizational design’s priority
on management’s list. In Chapter Two I present the organizational
design framework in the form of the star model. The model identi-
fies the design policies that managers can control and that will
affect employee behavior.

Chapter Three looks at organizational structure. It describes the
structures that are increasing in popularity, including process and
customer structures. In Chapters Four and Five I discuss the lateral
processes, which are management processes that cut across the
structure. They give organizations a multidimensional aspect and
the ability to be responsive to products, customers, functions, geo-
graphies, and work flow processes. Both chapters go beyond rela-
tively simple design issues such as forming teams to discuss different
types and amounts of lateral coordination. The structures and
processes discussed in Chapters Three, Four, and Five are at the
heart of organizational design. .

Chapter Six presents three emerging organizational designs: the
functional integrator model, the distributed organization, and the
front/back model. The latter is a hybrid structure that uses both
markets and customers as the “front” and products and services as
the “back.” This book offers the only complete description of this
model on the market today. In Chapters Seven and Eight I exam-
ine another popular design model, the virtual corporation. The
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virtual corporation is a term for a collection of independent com-
panies, all of which coordinate their behavior and act as if they are
virtually a single corporation. Chapter Seven describes this model
and its design choices and Chapter Eight explains the role of those
firms that exercise leadership in integrating the network that makes
up the virtual corporation.

Chapter Nine completes this distillation of organizational
design concepts by describing the design process and explaining
how to undertake it.

In these days of frequent and rapid change, skill in designing
and changing organizations is a significant advantage. This advan-
tage is highlighted throughout the book. To achieve an edge from
organizational design, management must be able to create complex
designs and oversee them. Simple designs offer no advantage and
are easily copied. Yet simple designs are popular.

In my view, organizational designs should make it simple for
the customer to do business with the organization. Designs should
also make it easy for employees with customer and product con-
tact to execute their roles. But if we create designs that make it
simple for customers and employees, we tend to create designs that
are complex for management. However, that is where the com-
plexity should be located. Those leaders who are able to manage
complex organizations will attain competitive advantages that are
very hard to copy.

It is my goal to make this blend of accumulated knowledge and
new ideas easily accessible to leaders who design organizations. My
association with Ed Lawler at the Center for Effective Organiza-
tions at the University of Southern California was beneficial in
developing this blend. Explaining these concepts to Sasha, my wife
and businesswoman, helped me make these ideas more useful; her
low tolerance for academic nonsense helped immeasurably. My
hope is that the reader will be helped, too.

Lausanne, Switzerland Jay R. Galbraith
February 1995
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Introduction:

Four Immutable Forces
Shaping Today’s
Organizations

This book is about designing effective organizations. [t empha-
sizes that design is a key task of the leader. It suggests that effective
organizations are necessary for competitiveness and that they are a
growing source for competitive advantage. The focus of the book
is therefore on equipping leaders with the understanding and the
tools necessary to create organizations that are superior to those of
their competitors.

A few years ago, top managers were not interested in organiza-
tion, let alone in acquiring a superior understanding of it or skill in
its creation. Organization was perceived to be something about
charts and job descriptions—necessary evils or bureaucratic activ-
ities. Then something happened that propelled organizing to the
top of management’s agenda. That something is illustrated by the
graph shown in Figure 1.1.

The graph shows that most developed countries began invest-
ing more of their gross domestic product (GDP) in research and
development (R&D). These countries were moving to higher
value-added products, while developing countries adopted less
sophisticated, higher labor-content products. This phenomenon
continues today.

The increased investment in R&D has two implications. First,
the companies in developed countries create value for customers
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FIGURE 1.1. Percentage of Gross Domestic Product Invested in
Research and Development in Developed Countries.
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Source: Dertouzos, M. L., and Lester, R. K., 1989, p. 58; Business Week, June 1992.

by putting knowledge and design into their products. This “knowl-
edge difference” can be illustrated by comparing the microproces-
sor with the dynamic random access memory (DRAM), both
semiconductor products consisting of equal numbers of transistors
on a chip. The DRAM, however, is a blank commodity chip await-
ing information. The microprocessor, in contrast, contains sophis-
ticated circuit designs and architectures to achieve unbelievably fast
computations, and it sells for ten times the price of the commodity
DRAM chip.

The circuit designs on the microprocessor represent the brains
and energy of the engineers who created them. It is they who cre-
ate value for customers in the new economy. So the assets of Intel
and Motorola are actually the knowledge and energy of the engi-
neers who create the designs. The ability of Intel and Motorola to
compete in the new economy depends on their ability to attract,
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retain, motivate, and coordinate talented engineers. In short, it
depends on organization of the efforts of these engineers.

Second, the R&D investment raises the fixed costs of doing
business. For many companies in many industries domestic demand
is no longer sufficient to cover all of their fixed costs. These com-
panies must seek additional demand outside their home countries.
When a lot of companies expand into other countries the result is
heightened global competition. Today, in addition to traditional
domestic rivals—those that have survived—there are Japanese and
European rivals. In the 1990s it is expected that multinationals
from Korea, Taiwan, Malaysia, the ASEAN countries, and even-
tually China will also appear. These new competitors often play by
different rules. They also give our customers more choices. As cus-
tomers learn how to benefit from the greater range of choices, sup-
pliers need to learn how to respond. As a response to this more
knowledgeable, demanding customer, four shapers of today’s—and
tomorrow’s—organizations have emerged.

Organization Shapers

The four organization shapers are the following:

1. Buyer power
2. Variety

3. Change

4. Speed

Buyer Power

The new competition shifts power to the buyers, who know they
are gaining power and learning how to use it. As a result, more
organizational structures are being designed around customers
or market segments. In addition, more initiatives are being



