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What is an Organization? 

Organization: a tool used by people to 
coordinate their actions to obtain something 
they desire or value 

 Organizations provide goods and services 

 Organizations employ people 

 Organizations bring together people and 
resources to produce products and services 

 Basically, organizations exist to create value 
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How Does an Organization 
Create Value? 
 Value creation takes place at three stages: 

input, conversion, and output 

 Each stage is affected by the environment in 
which the organization operates 

 Environment – the set of forces and 
conditions that operate beyond an 
organization’s boundaries but affect its 
ability to acquire and use resources to 
create value 
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Figure 1.1: How an Organization 
Creates Value 
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Why Do Organizations Exist? 

People working together to produce goods and 
services create more value than people 
working alone 

 
5 major reasons why organizations exist: 
 To increase specialization and the division of labor 

 Division of labor allows specialization 
 Specialization allows individuals to become experts at their job 

 To use large-scale technology  
 Economies of scale: cost savings that result when goods and 

services are produced in large volume 

 Economies of scope: cost savings that result when an 
organization is able to use underutilized resources more 
effectively because they can be shared across several different 
products or tasks 
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Why Do Organizations Exist? 
(cont.) 

 To manage the external environment 
 External environment consists of the political, social, 

economic, and technological factors that affect 
organizations 

 Organizations regularly exchange products and services for 
needed resources 

 Organizations need to manage their external environment 

 To exert power and control 
 Organizations structure their members to efficiently 

produce products and services 

 To economize on transaction costs 
 Transaction costs: the costs associated with negotiating, 

monitoring, and governing exchanges between people who 
must cooperate 
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Figure 1.3: Why 
Organizations Exist 
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Organizational Theory, Design, and 
Change: Some Definitions 

 Organizational theory: the study of how 
organizations function and how they affect and are 
affected by the environment in which they operate 

 Organizational structure: the formal system of task 
and authority relationships that control how people to 
coordinate their actions and use resources to achieve 
organizational goals 

 Organizational culture: is the set of key values, 
beliefs, and attitudes shared by organizational 
members and helps shape the behavior within the 
organization 
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Some Definitions (cont.) 

 Organizational design: the process by which 
managers select and manage aspects of structure and 
culture so that an organization can control the 
activities necessary to achieve its goals 

 Organizational change: the process by which 
organizations move from their present state to some 
desired future state to increase their effectiveness 
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Figure 1.4: The Relationship Among 
Organizational Theory, Structure, Culture, 
Design, and Change 
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Importance of Organizational 
Design and Change 

Effective design is required for high 
organizational performance 

4 Major Reasons why Organizational Design and 
Change are Important 

 Dealing with contingencies 
 Contingencies are events that might occur and must be 

planned for – most come from environment 
 Organizations must be designed to be able to effectively 

respond to environmental changes 

 Managing diversity 
 Differences in the race, gender, and national origin of 

organizational members have important implications for 
organizational culture and effectiveness 

 Learning how to effectively utilize a diverse workforce can 
result in better decision making and more effective 
workforce 
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Importance of Organizational 
Design and Change (cont.) 

 Gaining competitive advantage 
 The ability to outperform other companies because of the 

capacity to create more value from resources 

 Core competences: skills and abilities in value creation 
embedded in the organization’s people or structures 

 Strategy: pattern of decisions and actions involving core 
competences that produces a competitive advantage to 
outperform competitors 

 Promoting efficiency, speed, and innovation 

 The better organizations function, the more value they 
create 

 The correct organizational design can lead to faster 
innovation and quickly get new products to market 
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Consequences of Poor 
Organizational Design 

Decline of the organization 

Lower performance 

Talented employees leave to take 
positions in other organizations 

Resources become harder to acquire 

Resulting crisis may result in 
organizational failure 
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Why is Organizational 
Effectiveness Important? 
What is the point is you are not going 

to perform well? 

Maximizing value creation = 
organizational effectiveness 

There are multiple ways to create 
value and perform well 

3 primary ways discussed in chapter: 
 Control: external resource approach 

 Innovation: internal system approach 

 Efficiency: technical approach 
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Table 1.1: Approaches to 
Measuring Effectiveness 
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Measuring Effectiveness: 
Organizational Goals 
Managers also measure effectiveness by 

creating and measuring performance 
goals 

Official goals: guiding principles that the 
organization formally states in its annual 
report and in other public documents 

Mission: a mission statement explains why 
the organization exists and what it should be 
doing 

Operative goals: specific long- and short-
term goals that guide managers and 
employees as they perform the work of the 
organization 
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Summary 

Organizations are a tool people use to 
achieve their goals 

Organizational theory is the study of 
how organizations function and how 
they affect and are affected by their 
environment 

Organizational effectiveness must be 
monitored by managers 
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Organizational Stakeholders 

 Stakeholders: people who have an 
interest, claim, or stake in an organization 

 Inside stakeholders 

 Outside stakeholders 

 Inducements: rewards such as money, 
power, and organizational status 

 Contributions: the skills, knowledge, and 
expertise that organizations require of 
their members during task performance 
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Table 2.1: Inducements and 
Contributions of Stakeholders 
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Organizational Effectiveness: Satisfying 
Stakeholders’ Goals and Interests 

 An organization is used simultaneously by various 
stakeholders to achieve their goals 
 Shareholders: return on their investment 
 Customers: product reliability and product value 
 Employees: compensation, working conditions, career 

prospects 

 Each stakeholder group is motivated to contribute 
to the organization 

 Each group evaluates the effectiveness of the 
organization by judging how well it meets the 
group’s goals 

 An organization must minimally satisfy the 
interests of all stakeholder groups 
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2 Major Problems in Winning 
Stakeholder Approval 

Competing Goals 
 Organizations exist to satisfy 

stakeholders’ goals 

 Different stakeholders have different 
goals 

 But which stakeholder group’s goal is 
most important?  

 Goals of managers and shareholders may 
be incompatible 

 Need to decide which goals to pursue and 
which are most important 
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2 Major Problems in Winning 
Stakeholder Approval (cont.) 

Allocating Rewards 
 Managers must decide how to allocate 

inducements to provide at least minimal 
satisfaction of the various stakeholder 
groups 

 Managers must also determine how to 
distribute ―extra‖ rewards 

 Inducements offered to shareholders 
affect their motivation to contribute to the 
organization 

 The allocation of rewards is an important 
component of organizational effectiveness 



1- 24 24 

Top Managers and 
Organizational Authority 
Top managers are responsible for setting 

goals and allocating rewards 

 Authority: the power to hold people 
accountable for their actions and to make 
decisions concerning the use of 
organizational resources 

 Shareholders: the ultimate authority over 
the use of a corporation’s resources 

 They own the company 

 They exercise control over it through their 
representatives 
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Top Managers and 
Organizational Authority (cont.) 

 The board of directors: monitors corporate 

managers’ activities and rewards corporate 
managers who pursue activities that satisfy 
stakeholder goals 

 Inside directors: hold offices in a company’s 
formal hierarchy 

 Outside directors: not full-time employees 

 Corporate-level management: the inside 

stakeholder group that has ultimate responsibility 
for setting company goals and allocating 
organizational resources 
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The Chief Executive Officer’s (CEO) 
Role in Influencing Effectiveness 

 Responsible for setting organizational goals and 
designing its structure 

 Selects key executives to occupy the topmost levels 
of the managerial hierarchy 

 Determines top management’s rewards and 
incentives 

 Controls the allocation of scarce resources among 
the organization’s functional and business divisions 

 The CEO’s actions and reputation have a major 
impact on inside and outside stakeholders’ views of 
the organization and affect the organization’s ability 
to attract resources from its environment 
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Top Management Team Roles 

CEO—Often has primary responsibility 
for managing the organization’s 
relationship with external stakeholders 

COO—Responsible for managing the 
organization’s internal operations 

Exec. Vice Presidents—Oversees 
and manages the company’s most 
significant line and staff roles  

27 
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The Top-Management Team 

Line-role: managers who have direct 
responsibility for the production of 
goods and services 

Staff-role: managers who are in 
charge of a specific organizational 
function such as sales or research and 
development (R&D) 

 Are advisory only 
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The Top-Management Team 
(cont.) 

Top-management team: a group of 
managers who report to the CEO and 
COO and help the CEO set the 
company’s strategy and its long-term 
goals and objectives 

Corporate managers: the members 
of top-management team whose 
responsibility is to set strategy for the 
corporation as a whole 
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Other Managers 

Divisional managers: managers who 
set policy only for the division they 
head 

Functional managers: managers 
who are responsible for developing the 
functional skills and capabilities that 
collectively provide the core 
competences that give the 
organization its competitive advantage 



1- 31 31 

Figure 2.1: The Top-
Management Hierarchy 
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An Agency Theory 
Perspective 

The separation of ownership and control 
can lead to conflicts 

 Agency theory suggests a way to 
understand the conflict that often arises 
between shareholder goals and top 
managers’ goals 

 Agency relation occurs when one person 
(the principle, i.e. shareholders) delegates 
decision-making authority to another (the 
agent, i.e. managers) 
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Agency Problem 

 Agency problem: a problem in determining 
managerial accountability that arises when delegating 
authority to managers  

 Shareholders are at information disadvantage 
compared to top managers 

 It takes considerable time to see the effectiveness of 
decisions managers may make 

 A moral hazard problem exists when agents have the 
opportunity and incentive to pursue their own interests 

 Very difficult to evaluate how well the agent has 
performed because the agent possesses an information 
advantage over the principal 
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Solving the Agency Problem 
 In agency theory, the central issue is to 

overcome the agency problem by using 
governance mechanisms that align the interests of 
principles and agents 

 The role of the board of directors: 
 Monitor and question top managers decisions 
 Reinforce and develop a code of ethics 
 Find the right set of incentives to align the interests of 

managers and shareholders 

 Governance mechanisms include 
 Stock-based compensation schemes that are linked to 

the company’s performance 
 Promotion tournaments and career paths 
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Top Managers and 
Organizational Ethics 

Ethical guidelines can also be used to 
control managerial behavior  

 Ethics: moral principles and beliefs about what is 
right or wrong 

 There are no indisputable rules or principles that 
determine whether an action is ethical 

 Laws specify what people and organizations can 
and cannot do 

 Laws specify sanctions when laws are broken 

 Ethics and laws are relative 
 No absolute or unvarying standards exist to determine how 

people should behave 
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3 Major Sources of 
Organizational Ethics 

 Societal ethics: codified in a society’s 
legal system, in its customs and practices, 
and in the unwritten norms and values 
that people use to interact with each other 

 Professional ethics: the moral rules and 
values that a group of people uses to 
control the way they perform a task or use 
resources 

 Individual ethics: the personal and 
moral standards used by individuals to 
structure their interactions with other 
people 
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Why Does Unethical Behavior 
Occur? 

Lapses in personal ethics: 
developed as part of the upbringing 
and education 

Self-interest: weighing our own 
personal interests against the effects 
of our actions on others 

Outside pressure: pressures from 
the reward systems, industry, and 
other forces 
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Creating an Ethical Organization 

An organization is ethical if its 
members behave ethically 

Put in place incentives to encourage 
ethical behavior and punishments to 
discourage unethical behaviors 

Managers can lead by setting ethical 
examples 

Managers should communicate the 
ethical values to all inside and outside 
stakeholders 



1- 39 39 

Creating an Ethical Organization 

Designing an Ethical Structure and 
Control System  

 Design an organizational structure that 
reduces incentives to act unethically 

 Take steps to encourage whistle-blowing – 
encourage employees to inform about an 
organization’s unethical actions 

 Establish position of ethics officer and create 
ethics committee 
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Creating an Ethical Organization 

Creating an Ethical Culture 

Values, rules, and norms that define 
an organization’s ethical position are 
part of its culture 

Behaviors of top managers are a 
strong influence on the corporate 
culture 

Creation of an ethical corporate culture 
requires commitment from all levels 
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Creating an Ethical Organization 

Supporting the Interests of Stakeholder 
Groups 

 Find ways to satisfy the needs of various 
stakeholder groups 

 Pressure from outside stakeholders can also 
promote ethical behavior 

 The government and its agencies, industry 
councils, regulatory bodies, and consumer 
watchdogs all play critical roles in 
establishing ethical rules 
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What is the Organizational 
Environment?  

 Environment: the set of pressures 
and forces surrounding an 
organization that have the potential 
to affect the way it operates and its 
access to scarce resources 

 Organizational domain: the 
particular range of goods and 
services that the organization 
produces, and the customers and 
other stakeholders whom it serves 
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The Organizational Environment 
The Specific Environment  

 The forces from outside stakeholder groups that 
directly affect an organization’s ability to secure 
resources 
 Outside stakeholders include customers, distributors, 

unions, competitors, suppliers, and the government 

 The organization must engage in transactions with 
all outside stakeholders to obtain resources to 
survive 

The General Environment  

 The forces that shape the specific environment and 
affect the ability of all organizations in a particular 
environment to obtain resources 



1- 45 

Figure 3.1: The 
Organizational Environment 
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Uncertainty in the 
Organizational Environment 

Why is the environment important? 

All environmental forces cause 
uncertainty for organizations 

Greater uncertainty makes it more 
difficult for managers to control the 
flow of resources to protect and 
enlarge their domains 

3 major sources of uncertainty 
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Figure 3.2: Three Factors 
Causing Uncertainty 
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Sources of Uncertainty in the 
Environment 
 Environmental complexity: the strength, 

number, and interconnectedness of the specific 
and general forces that an organization has to 
manage 

 Interconnectedness: increases complexity  
 Environmental dynamism: the degree to 

which forces in the specific and general 
environments change over time 

 Stable environment: forces that affect the 
supply of resources are predictable 

 Unstable (dynamic) environment: when an 
organization cannot predict how the changes in 
the environment will affect them 

 Environmental richness: the amount of 
resources available to support an organization’s 
domain 
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Resource Dependence Theory 

 Organizations are dependent on their 
environment for the resources they need to 
survive and grow 

 Resource dependency theory can be used to 
help an organization manage its environment  

 Resource dependency theory argues that 
the goal of an organization is to minimize its 
dependence on other organizations for  

 the supply of scare resources in its 
environment  

 and to find ways of influencing them to 
secure needed resources 
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Resource Dependence Theory 
(cont.) 

 The strength of one organization’s dependence on 
another depends on: 

 How vital the resource is to the organization’s survival 

 The extent that other organization’s control these 
resources 

 An organization has to manage two aspects of its 
resource dependence: 

 It has to exert influence over other organizations so that it 
can obtain resources 

 It must respond to the needs and demands of the other 
organizations in its environment 
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Interorganizational Strategies for 
Managing Resource Dependencies 

 Two basic types of interdependencies cause 
uncertainty 

 Symbiotic interdependencies: exist between 
an organization and its suppliers and distributors 

 Competitive interdependencies: exist among 
organizations that compete for scarce inputs and 
outputs 

 These interdependencies can be managed 
through interorganizational strategies 

 A strategy should be chosen that offers the most 
reduction in uncertainty with the least loss of 
control 



1- 52 

Figure 3.3: Interorganizational Strategies 
for Managing Symbiotic Interdependencies 
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Strategies for Managing Symbiotic 
Resource Interdependencies 

Developing a good reputation 
 Reputation: a state in which an organization is 

held in high regard and trusted by other parties 
because of its fair and honest business practices 

 Reputation and trust are the most common 
linkage mechanisms for managing symbiotic 
interdependencies 

 Cooptation: a strategy that manages 
symbiotic interdependencies by giving them 
a stake in the organization 
 Make outside stakeholders inside stakeholders 
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Strategies for Managing Symbiotic 
Resource Interdependencies (cont.) 

 Strategic alliances: an agreement that commits 
two or more companies to share their resources to 
develop joint new business opportunities 

 An increasingly common mechanism for managing 
symbiotic (and competitive) interdependencies 
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Strategies for Managing Symbiotic 
Resource Interdependencies (cont.) 

 Merger and takeover: results in 
resource exchanges taking place 
within one organization rather than 
between organizations 

 New organization better able to resist 
powerful suppliers and customers 

 Normally involves great expense and 
problems managing the new business 
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Figure 3-7: Interorganizational Strategies for 
Managing Competitive Interdependencies 
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Strategies for Managing Competitive 
Resource Interdependencies 

 Collusion and cartels 
 Collusion: a secret agreement among competitors to 

share information for a deceitful or illegal purpose 

 Cartel: an association of firms that explicitly agrees to 
coordinate their activities 

 Third-party linkage mechanism: a regulatory 
body that allows organizations to share information 
and regulate the way they compete 

 Strategic alliances: can be used to manage both 
symbiotic and competitive interdependencies  

 Merger and takeover: the ultimate method for 
managing problematic interdependencies 
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Transaction Cost Theory 

 Transaction costs: the costs of negotiating, 
monitoring, and governing exchanges between 
people 

 Bureaucratic costs: internal transaction costs  
 Bringing transactions inside the organization minimizes but 

does not eliminate the costs of managing transactions 

 Transaction cost theory: the goal of an 
organization is to minimize the costs of exchanging 
resources in the environment and the costs of 
managing exchanges inside the organization 

 Several sources of transaction costs 
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Figure 3.8: Sources of 
Transaction Costs 
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Transaction Costs and  
Linkage Mechanisms 

 Transaction costs are low when: 

 Organizations are exchanging nonspecific 
goods and services 

 Uncertainty is low 

 There are many possible exchange partners 

 Transaction costs are high when: 

 Organizations begin to exchange more specific 
goods and services 

 Uncertainty increases 

 The number of possible exchange partners falls 
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Using Transaction Cost Theory to Choose 
an Interorganizational Strategy 

 Transaction cost theory can be used to choose an 
interorganizational strategy 

 Managers can weigh the savings in transaction 
costs of particular linkage mechanisms against the 
bureaucratic costs 

 Linkage mechanisms can include: 
 Keiretsu - Japanese system for achieving the benefits of 

formal linkages without incurring its costs 

 Franchise - a business that is authorized to sell a 
company’s products in a certain area 

 Outsourcing - moving a value creation that was 
performed inside the organization to outside companies 
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Differentiation 

Differentiation: The process by which an 
organization allocates people and resources 
to organizational tasks and establishes the 
task and authority relationships that allow 
the organization to achieve its goals 

Division of labor: the degree of 
specialization in the organization 
 In a simple organization, differentiation is low 

because the division of labor is low   
 Individuals typically perform all organizational tasks 

 In a complex organization, differentiation is high 
because the division of labor is high 
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Figure 4.1: Design Challenge 
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Figure 4.1: Design Challenge 
(cont.) 
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Figure 4.1: Design Challenge 
(cont.) 
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Figure 4.1: Design Challenge 
(cont.) 
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Figure 4.1: Design Challenge 
(cont.) 
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Organizational Roles 

The basic building block of differentiation are 
organizational roles 

Organizational Roles: the set of task-
related behaviors required of a person by his 
or her position in an organization 

 As the division of labor increases, managers 
specialize in some roles and hire people to 
specialize in others 

 Specialization allows people to develop their 
individual abilities and knowledge within their 
specific role 
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Organizational Roles (cont.) 

Organizational structure is based on a system 
of interlocking roles and these roles 
determine authority and control 

 Authority: the power to hold people 
accountable for their actions and to make 
decisions concerning the use of 
organizational resources 

 Control: the ability to coordinate and 
motivate people to work in the 
organization’s interests 
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Subunits: Functions and Divisions 

Roles are typically grouped into subunits 
 Function: a subunit composed of a group 

of people, working together, who possess 
similar skills or use the same kind of 
knowledge, tools, or techniques to perform 
their jobs 

 Division: a subunit that consists of a 
collection of functions or departments that 
share responsibility for producing a 
particular good or service 

 Organizational complexity: the number 
of different functions and divisions 
possessed by an organization 

 Degree of differentiation 
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5 Different Kinds of Functions 
 Support functions: facilitate an organization’s control of its 

relations with its environment and its stakeholders 
 Purchasing, sales and marketing, public relations, and legal affairs 

 Production functions: manage and improve the efficiency of 
an organization’s conversion processes so that more value is 
created 

 Production operations, production control, and quality control 

 Maintenance functions: enable an organization to keep its 
departments in operation 

 Personnel, engineering, and janitorial services 

 Adaptive functions: allow an organization to adjust to 
changes in the environment 

 Research and development, market research, and long-range 
planning 

 Managerial functions: facilitate the control and coordination 
of activities within and among departments 

 Acquisition of, investment in, and control of resources 
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Figure 4.2: Building Blocks of 
Differentiation 
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Vertical and Horizontal 
Differentiation 
 Hierarchy: a classification of people 

according to their relative authority and rank 

 Vertical differentiation: the way an 
organization designs its hierarchy of authority 
and creates reporting relationships to link 
organizational roles and subunits 

 Establishes the distribution authority between levels 

 Horizontal differentiation: the way an 
organization groups organizational tasks into 
roles and roles into subunits (functions and 
divisions) 

 Roles differentiated according to their main task 
responsibilities 



1- 75 

Figure 4.3: Organizational 
Chart of the B.A.R. and Grille 
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Figure 4.4: Organizational 
Design Challenges 
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Balancing Differentiation and 
Integration 
 Horizontal differentiation is supposed to enable 

people to specialize and become more productive 
 Specialization often limits communication between 

subunits 

 People develop subunit orientation 
 Subunit orientation: a tendency to view one’s role in the 

organization strictly from the perspective of the time frame, 
goals, and interpersonal orientations of one’s subunit 

 When subunit orientation occurs, communication fails 
and coordination becomes difficult 

 Integration: the process of coordinating various 
tasks, functions, and divisions so that they work 
together and not at cross-purposes 
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Types of Integration 
Mechanisms 

 Hierarchy of authority: dictates ―who reports to whom‖ 
 Direct contact: managers meet face to face to coordinate activities 

 Problematic that a manager in one function has no authority over a 
manager in another 

 Liaison roles: a specific manager is given responsibility for 
coordinating with managers from other subunits on behalf of their 
subunits 

 Task force: managers meet in temporary committees to coordinate 
cross-functional activities 

 Task force members responsible for taking coordinating solutions back to 
their respective functions for further input and approval 

 Teams: a permanent task force used to deal with ongoing strategic 
or administrative issues 

 Integrating role: a new, full-time role established to improve 
communications between divisions 

 Focused on company-wide integration 

 Integrating department: a new department intended to 
coordinate the activities of functions or divisions 

 Created when many employees enact integrating roles 
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Balancing Differentiation and 
Integration 
 Managers must fit level of integration 

and level of differentiation 

 Differentiation and integration must be 
balanced 

 Complex organizations need more 
integration 

 Simple organizations need less integration 
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Balancing Centralization and 
Decentralization 
 Centralized organization: the authority to make 

important decisions is retained by top level 
managers 
 Top managers able to coordinate activities to keep the 

organization focused on its goals 

 Decentralized organization: the authority to 
make important decisions is delegated to managers 
at all levels in the hierarchy 
 Promotes flexibility and responsiveness 

 Ideal balance entails: 
 Enabling middle and lower managers who are at the scene 

of the action to make important decisions 

 Allowing top managers to focus on long-term strategy 
making 
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Balancing Standardization and 
Mutual Adjustment 
Standardization: conformity to specific 

models or examples that are considered 
proper in a given situation 
 Defined by rules and norms 

Mutual adjustment: the process 
through which people use their judgment 
rather than standardized rules to address 
problems, guide decision making, and 
promote coordination  

Formalization: the use of rules and 
procedures to standardize operations 
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Balancing Standardization and 

Mutual Adjustment (cont.)  
Socialization: Understood Norms 

 Rules: formal, written statement that specify 
the appropriate means for reaching desired 
goals 

 Norms: standards or styles of behavior that 
are considered typical for a group of people 
 May arise informally 

 External rules may become internalized norms 

 Socialization: the process by which 
organizational members learn the norms of an 
organization and internalize these unwritten 
rules of conduct 
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Standardization versus  
Mutual Adjustment 

Challenge facing managers is: 

 To find a way of using rules and norms to 
standardize behavior, and  

 to allow for mutual adjustment to give 
managers opportunity to discover new 
and better ways to achieve goals 
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Mechanistic and Organic 
Organizational Structures 

Mechanistic structures: designed to 
induce people to behave in predictable, 
accountable ways 

Organic structures: structures that 
promote flexibility, so people initiate 
change and can adapt quickly to 
changing conditions 
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Figure 4.6: How the Design Challenges Result 
in Mechanistic and Organic Structures 
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Contingency Approach 

 A management approach in which the design of an 
organization’s structure is tailored to the sources of 
uncertainty facing an organization 

 Organization should design its structure to fit its 
environment 
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Figure 4.10: Relationship Between 
Environmental Uncertainty and Structure 
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Authority: How and Why 
Vertical Differentiation Occurs 
 The hierarchy begins to emerge when the 

organization experiences problems in coordinating 
and motivating employees 

 Division of labor and specialization make it hard to 
determine how well an individual performs 

 Almost impossible to assess individual 
contributions to performance when employees 
cooperate 

 To deal with coordination and motivation 
problems, the organization can: 

 Increase the number of managers it uses to 
monitor, evaluate, and reward employees 

 Increase the number of levels in its managerial 
hierarchy, thereby making the hierarchy of 
authority taller 
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Authority: How and Why Vertical 
Differentiation Occurs (cont.) 

 Size and height limitations 

 Tall organization: an organization in 
which the hierarchy has many levels 
relative to the size of the organization 

 Flat organization: an organization 
that has few levels in its hierarchy 
relative to its size 
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Figure 5.1: Flat and Tall 
Organizations 
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Figure 5.2: Relationship Between 
Organizational Size and Number of 
Hierarchical Levels 
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Figure 5.3: Types of 
Managerial Hierarchies 
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Figure 5.4: Relationship Between Organizational 
Size and the Size of the Managerial Component 
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Authority: How and Why Vertical 
Differentiation Occurs (cont.) 

 Problems with tall hierarchies: 
 Communication problems: communication 

takes longer and is likely to be distorted 
 Information may be manipulated to serve 

managers’ own interests 

 Motivation problems: as hierarchy 
increases, the relative difference in the 
authority possessed managers at each level 
decreases, as does their area of responsibility 
 Less responsibility and authority could 

reduce motivation  

 Increased bureaucratic costs: managers 
cost money 
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Authority: How and Why Vertical 
Differentiation Occurs (cont.) 

 Parkinson’s Law Problem  

 Argues that the number of managers 
and hierarchies are based on two 
principles 

 A manager wants to multiply subordinates, 
not rivals 

 Managers make work for one another 

 Work expands so as to fill the time 
available 
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Authority: How and Why Vertical 
Differentiation Occurs (cont.) 
 Ideal number of hierarchical levels determined by: 

 Principle of minimum chain of command: an 
organization should choose the minimum number of 
hierarchical levels consistent with its goals and the 
environment in which it operates 
 Keep organization as flat as possible 

 Span of control: the number of subordinates a manager 
directly manages 
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Authority: How and Why Vertical 
Differentiation Occurs (cont.) 

 Factors that determine the appropriate span 
of control 
 Most important factor is the manager’s inability to 

supervise increasing number of subordinates 
adequately 

 There seems to be a limit to how wide a manager’s 
span of control should be 

 Dependent on the complexity and interrelatedness 
of the subordinates’ tasks 

 Complex and dissimilar tasks – small span of control 

 Routine and similar tasks (e.g., mass production) – large 
span of control 
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Figure 5.7: Factors Affecting 
the Shape of the Hierarchy 



1- 100 

Control: Factors Affecting the 
Shape of the Hierarchy 

 Horizontal differentiation: an organization that is 
divided into subunits has many different hierarchies, 
not just one 

 Each function or division has its own hierarchy 

 Horizontal differentiation is the principal way an 
organization retains control over employees without 
increasing the number of hierarchical levels 
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Control: Factors Affecting the 
Shape of the Hierarchy (cont.) 
 Centralization: with decentralization, less direct 

managerial supervision is needed 

 Authority is delegated to the lower levels 

 Decentralization does not eliminate the need for 
many hierarchical levels in large, complex 
organizations 
 Assists relatively tall structures to be more flexible and 

reduces the amount of direct supervision needed 

 Standardization: reduces the need for levels of 
management because rules and SOPs substitute for 
direct supervision 
 Gain control over employees by making their behavior and 

actions more predictable 
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The Principles of Bureaucracy 

 Max Weber designed a hierarchy so that it 
effectively allocates decision-making 
authority and control over resources 

 Bureaucracy: a form of organizational 
structure in which people can be held 
accountable for their actions because they 
are required to act in accordance with 
rules and standard operating procedures 

 6 bureaucratic principles that underlie 
effective organizational structure 



1- 103 

The 6 Principles of 
Bureaucracy (cont.) 

Principles one and two establish the 
organizational role as the basic component of 
organization structure 

 Principle one: a bureaucracy is founded on the 
concept of rational-legal authority 
 Rational-legal authority: the authority a person 

possesses because of his or her position in an organization 

 Hierarchy should be based on the needs of the task, not 
on personal needs 

 People’s attitudes and beliefs play no part in how the 
bureaucracy operates 

 Principle two: Organizational roles are held on the 
basis of technical competence, not because of social 
status, kinship, or heredity 
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The Principles of Bureaucracy 
(cont.) 

The next three principles specify how the 
process of differentiation should be 
controlled 

Principle three: A role’s task responsibility 
and decision-making authority and its 
relationship to other roles in the organization 
should be clearly specified 
 A clear and consistent pattern of vertical and 

horizontal differentiation is the foundation for 
organizational effectiveness 
 Role conflict: when two or more people have different 

views of what another person should do, and as a result, 
make conflicting demands on that person 

 Role ambiguity: the uncertainty that occurs for a person 
whose tasks or authority are not clearly defined 
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The Principles of Bureaucracy 
(cont.) 

 Principle four: the organization of roles in a 
bureaucracy is such that each lower office in the 
hierarchy is under the control and supervision of a 
higher office 

 Organizations should be arranged hierarchically so that 
people can recognize the chain of command 

 Principle five: rules, standard operating procedures, 
and norms should be used to control the behavior and 
the relationships among roles in an organization 

 Rules and SOPs are written instructions that specify a 
series of actions intended to achieve a given end 

 Norms are unwritten 

 Rules, SOPs, and norms clarify people’s expectations and 
prevent misunderstanding 
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The Principles of Bureaucracy 
(cont.) 

 Principle six: administrative acts, decisions, and 
rules should be formulated and put in writing 

 Bureaucratic structure provides an organization with 
memory 

 Organizational history cannot be altered 

 When rules and decisions are written down, they 
become official guides to the way the organization works 
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Advantages of Bureaucracy 
 It lays out the ground rules for designing an 

organizational hierarchy that efficiently controls 
interactions between organizational members 

 Each person’s role in the organization is clearly 
spelled out and they can be held accountable  

 Written rules regarding the reward and 
punishment of employees reduce the costs of 
enforcement and evaluating employee 
performance 

 It separates the position from the person 

 It provides people with the opportunity to 
develop their skills and pass them on their 
successors 
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The Problems of Bureaucracy 
 Managers fail to properly control the 

development of the organizational hierarchy 

 Organizational members come to rely too 
much on rules and standard operating 
procedures (SOPs) to make decisions 

 Such overreliance makes them unresponsive 
to the needs of customers and other 
stakeholders 
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Management by Objectives 

 Management by objectives (MBO): a 
system of evaluating subordinates on their 
ability to achieve specific organizational 
goals or performance standards and to 
meet operating budgets 

 Step 1: Specific goals and objectives are 
established at each level of the organization 

 Step 2: Managers and their subordinates 
together determine the subordinates’ goals 

 Step 3: Managers and their subordinates 
periodically review the subordinates’ progress 
toward meeting goals 
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The Influence of the  
Informal Organization 
 Decision making and coordination frequently take 

place outside the formally designed channels as 
people interact 

 Rules and norms sometimes emerge from the 
interaction of people and not from the formal rules 
blueprint 

 Managers need to consider the informal structure 
when they make changes as it may disrupt informal 
norms that work 

 Informal organization can enhance organizational 
performance 
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IT, Empowerment, and  
Self-Managed Teams 

 The use of information technology (IT) is 
making it easier to cost effectively design 
structures to control subordinates based on: 

 Empowerment 

 The use of teams 

 IT provides people with the information they 
need at all levels 

 IT is encouraging decentralization and use 
of teams 
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IT, Empowerment, and  
Self-Managed Teams (cont.) 

 Empowerment: the process of giving employees 
the authority to make important decisions and to 
be responsible for their outcomes 

 Self-managed teams: self-lead work groups 
consisting of people who are jointly responsible 
for ensuring that the team accomplishes its goals 

 Cross-functional teams: groups of employees 
from across an organization’s different functions 
who are empowered to direct and coordinate the 
value-creation activities 
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Learning Objectives 

1. Explain why most organizations 
initially have a functional structure 
and why, over time, problems arise 
with this structure that require a 
change to a more complex structure 

2. Distinguish between three kinds of 
divisional structures (product, 
geographic, and market) 
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Learning Objectives (cont.) 

3. Discuss how the matrix and product 
team structures differ, and why and 
when they are chosen to coordinate 
organizational activities 

4. Identify the unique properties of 
network structures and the 
conditions under which they are most 
likely to be selected as the design of 
choice 
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Functional Structure 

A functional structure is a design that 
groups people on the basis of their 
common skills, expertise, or resources 
they use 

Functional structure is the bedrock of 
horizontal differentiation 

An organization groups tasks into 
functions to increase the effectiveness 
with which it achieves its goals 
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Figure 6.1: Functional 
Structure 
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Figure 6-1: Functional 
Structure (cont.) 
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Functional Structure: 
Advantages 
Provides people with the opportunity to 

learn from one another and become 
more specialized and productive 

People who are grouped together by 
common skills can supervise one 
another and control each other’s 
behavior 

People develop norms and values that 
allow them to become more effective at 
what they do 
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Control Problems in a 
Functional Structure 
 Communication Problems: as more 

organizational functions develop, each with 
their own hierarchy, they become increasingly 
distant from one another 

Measurement Problems: information needed 
to measure the profitability of any functional 
group is difficult to obtain 

 Location Problems: an organization must 
balance the need for centralized decision 
making and the need to decentralize regional 
operations 
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Control Problems in a 
Functional Structure (cont.) 

Customer Problems: the ability to 
identify and satisfy customer needs 
may fall short and sales are lost 

 
Strategic Problems: top managers 

spend too much time finding ways to 
improve coordination that they have 
not time to address the longer term 

 



1- 122 

Solving the Control Problem 

Managers can solve control problems 
by redesigning the functional structure 
to increase integration between 
functions 
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Figure 6.2: Improving Integration in a Functional 
Structure by Combining Sales and Marketing 
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From Functional Structure to 
Divisional Structure 

Functional structure is appropriate if 
the organization:  
 Limits itself to producing a small number 

of similar products 

 Produces those products in one or a few 
locations 

 Sells them to only one general type of 
client or customer 
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From Functional Structure to 
Divisional Structure (cont.) 

As organizations grow, they produce 
more products and serve many different 
types of customers 

A new structure is needed that will 
 Increase manager’s control of individual 

subunits 

 Integrate the operation of the whole 
company and ensure subunits are meeting 
organizational goals 
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Differentiation and Integration 

This more complex structure is based 
on: 

 Increasing vertical differentiation 

 Increasing horizontal differentiation 

 Increasing integration 
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Figure 6.3: Differentiation and Integration: 
How Organizations Increase Control Over 
Their Activities 
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Figure 6.3: Differentiation  
and Integration (cont.) 
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Moving to a  
Divisional Structure 
 Organizations most commonly adopt the 

divisional structure to solve control problems 
that arise with too many products, regions, or 
customers 

 The type of divisional structure depends on 
the problem to be solved 

 Divisional structure creates smaller, more 
manageable subunits and takes the form 

 Product structure 

 Geographic structure 

 Market structure 



1- 130 

Product Structure 

Product structure: a divisional 
structure in which products (goods or 
services) are grouped into separate 
divisions according to their similarities 
or differences 

Organizations need to decide how to 
coordinate its product activities with 
support functions 
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Product Structure (cont.) 

 Product division structure: a structure in 
which a centralized set of support functions 
service the needs of a number of different 
product lines 

 Each product division uses the services of 
the central support function 

 Support function is divided into product-
oriented teams who focus on the needs of 
one particular product division 
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Figure 6.4: Product Division 
Structure 



1- 133 

Figure 6.5: Assignment of Product-Oriented 
Functional Teams to Individual Divisions 
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Figure 6.6: Multidivisional 
Structure 
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Advantages of a 
Multidivisional Structure 
Increased organizational effectiveness: 

clear division of labor between 
corporate and divisional managers 
generally increases organizational 
effectiveness  

Increased control: extra control can 
encourage the stronger pursuit of 
internal organizational efficiency by 
divisional managers 
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Advantages of a Multidivisional 
Structure (cont.) 

Profitable growth: when each division is 
its own profit center, individual 
profitability can be clearly evaluated 

Internal labor market: the most able 
divisional managers are promoted to 
become corporate managers 
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Figure 6.7: Multidivisional Structure in 
Which Each Division Has a Different 
Structure 
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Disadvantages of a 
Multidivisional Structure 

Managing the corporate-divisional 
relationship: finding the balance 
between centralization and 
decentralization 

 
Coordination problems between 

divisions: divisions start competing for 
resources and rivalry prevents 
cooperation 
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Disadvantages of a  
Multidivisional Structure (cont.) 

 Transfer pricing: problems between divisions 
often revolve around the transfer price, i.e., 
the price at which one division sells a product 
or information about innovations to another 
division 

 Bureaucratic costs: multidivisional structures 
are very expensive to operate  

 Communication problems: tall hierarchies tend 
to have communication problems, particularly 
the distortion of information 
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Product Structure 
Product team structure: specialists 

from the support functions are created 
that specialize in the needs of particular 
kind of product 
 Focus on the needs of one product (or client) or a 

few related products 

Each team is a self-contained division 
headed by a product team manager 
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Figure 6.8: Product Team 
Structure 
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Divisional Structure II: 
Geographic Structure 

When the control problems that 
companies experience are a function 
of geography, a geographic divisional 
structure is appropriate 

Allows the organization to adjust its 
structure to align its core competences 
with the needs of customers in 
different geographic regions 

Allows some functions to be 
centralized and others decentralized 
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Figure 6.9: Geographic Structure 
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Divisional Structure III: 
Market Structure 

A market structure aligns functional 
skills and activities with the needs of 
different customer groups 

Each customer group has a different 
marketing focus, and the job of each 
group is to develop products to suit 
the needs of its specific customers 

Each customer group makes use of 
centralized support function 
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Figure 6.11: Market Structure 
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Matrix Structure 
Matrix structure: an organizational design 

that groups people and resources in two ways 
simultaneously, by function and product 

 A matrix is a rectangular grid that shows a 
vertical flow of functional responsibility and a 
horizontal flow of product responsibility 

 The members of the team are called two-
boss employees because they report to two 
superiors: the product team manager and the 
functional manager 

 The team is the building block and principal 
coordination and integration mechanism 
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Figure 6.12: Matrix Structure 
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Advantages of a  
Matrix Structure 
 The use of cross-functional teams reduces 

functional barriers and subunit orientation 

 Opens communication between functional 
specialists  

 The matrix enables an organization to 
maximize its use of skilled professionals, who 
move from product to product as needed 

 The dual functional and product focus 
promotes concern for both cost and quality 
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Disadvantages of a  
Matrix Structure 
Matrix lacks a control structure that leads 

employees to develop stable expectations of 
one another 

 The lack of a clearly defined hierarchy of 
authority can also lead to conflict between 
functions and product teams over the use of 
resources 

 People are likely to experience a vacuum of 
authority and responsibility  
 People then create their own informal 

organization to provide themselves with some 
sense of structure and stability 
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The Multidivisional  
Matrix Structure 

Multidivisional matrix structure: a 
structure that provides for more 
integration between corporate and 
divisional managers and between 
divisional managers 

Makes it easier for top executives from 
divisions and corporate headquarters 
to cooperate and jointly coordinate 
organizational activities 
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Figure 6.13: Multidivisional 
Matrix Structure 
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Hybrid Structure 

Hybrid structure: large complex 
organizations that have many divisions 
make use of many different structures 

Each product division’s manager 
selects the structure (functional, 
product, geographic) that best meets 
the needs of their particular 
environment and strategy 

152 
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Network Structure 
Network structure: a cluster of different 

organizations whose actions are coordinated 
by contracts and agreements rather than 
through a formal hierarchy of authority 

 Very complex as companies form agreements 
with many suppliers, manufacturers, and 
distributors 

 Such agreements are necessary as the 
organization outsources many of the value 
creation activities involved in production and 
marketing goods and services 
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Advantages of Network 
Structures 
 If a network partner can perform a specific 

functional activity reliably, and at a lower 
cost, production costs are reduced 

 Avoids the high bureaucratic costs of 
operating a complex organizational structure 

 Allows an organization to act in an organic 
way 

 Network partners can be replaced if they do 
not perform up to standards 

 If network partners fail to perform, they can 
be easily replaced 
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Disadvantages of Network 
Structures 
A considerable level of mutual 

adjustment is needed to allow the 
groups to interact so that they can 
learn from one another and constantly 
improve the product  

Ability to control a complex value- 
creation process is difficult because 
managers lack the means to effectively 
coordinate and motivate the various 
network partners 
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The Boundaryless 
Organization 
Boundaryless organization: 

composed of people who are linked by 
computers, faxes, CAD systems, and 
video conferencing 

The use of outsourcing and the 
development of network organization 
are increasing rapidly as organizations 
recognize the many opportunities they 
offer to reduce costs and increase 
flexibility 
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E-commerce 
 E-commerce: trade that takes place 

between companies, and between companies 
and individual customers, using IT and the 
Internet 

 Business-to-business (B2B): trade that 
takes place between companies that links and 
coordinates their value chains 
 B2B marketplace: industry-specific trading 

network connecting buyers and sellers 

 Business-to-customer (B2C): trade that 
takes place between a company and its 
network of individual customers using IT and 
the Internet 
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Figure 6.15: Types of  
E-Commerce 
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Learning Objectives 

1. Differentiate between values and 
norms and understand the way 
culture is shared by an organization’s 
members 

2. Describe how individuals learn 
culture both formally and informally 

3. Identify the four building blocks or 
foundations of an organization’s 
culture 
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Learning Objectives (cont.) 

4. Understand how an organization’s 
culture, like its structure, can be 
designed or managed 

5. Discuss an important outcome of an 
organization’s culture: corporate 
social responsibility 
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What is Organizational Culture? 

 Organizational culture: the set of 
shared values and norms that 
controls organizational members’ 
interactions with each other and with 
people outside the organization 

 Can be a source of competitive 
advantage 

 Can be used to increase organizational 
effectiveness 
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What are Organizational Values? 

Values: general criteria, standards, or 
guiding principles that people use to 
determine which types of behaviors, 
events, situations, and outcomes are 
desirable or undesirable 
 Terminal value: a desired end state or 

outcome that people seek to achieve 

 Instrumental value: a desired mode of 
behavior 
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Organization’s Values Embedded in 
Formal and Informal Structure 

Norms: standards or styles of 
behavior that are considered 
acceptable or typical for a group of 
people 

Formal Structure: values are 
embedded in a company’s SOPs, rules, 
and goals 
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Figure 7.1: Terminal and Instrumental 
Values in an Organization’s Culture 
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Organizational Culture 

Based on enduring values embodied in 
organizational norms, rules, standard 
operating procedures, and goals 

People draw on these cultural values 
to guide their actions and decisions 
when faced with uncertainty and 
ambiguity 

Important influence on members’ 
behavior and response to situations 
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Differences in Global Values  
and Norms 

 A country’s culture can affect the values and 
norms of a company or a company’s culture 

 Differences in communication styles, attitude 
toward competing tasks, and different 
approaches to decision making can impact a 
company’s culture and executives working 
abroad need to be sensitive to both the 
country’s culture and the company’s culture 
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Recognizing Differences in 
Organizational Cultures 

Many mergers between companies 
have failed because of differences in 
their organizational cultures 

Merger teams now exist to help 
smooth the transition between the two 
cultures 

168 
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How is an Organization’s Culture 
Transmitted to its Members? 

 Socialization: the process by which 
members learn and internalize the 
values and norms of an organization’s 
culture 
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How is an Organization’s Culture 
Transmitted to its Members? (cont.) 

 Role orientation: the characteristic 
way in which newcomers respond to 
a situation 
 Institutionalized role orientation: results 

when individuals are taught to respond to a 
new context in the same way that existing 
organizational members respond to it 

 Individualized role orientations: results 
when individuals are allowed and encouraged 
to be creative and to experiment with 
changing norms and values 
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Table 7.1: How Socialization Tactics 
Shape Employees’ Role Orientation 



1- 172 

How is an Organization’s Culture 
Transmitted to its Members? (cont.) 

 Collective vs. individual 

 Collective tactics: provide newcomers 
with common learning experiences 
designed to produce a standardized 
response to a situation 

 Individual tactics: each newcomer’s 
learning experiences are unique, and 
newcomers can learn new, appropriate 
responses for each situation 
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How is an Organization’s Culture 
Transmitted to its Members? (cont.) 

Formal vs. informal  

 Formal tactics: segregate newcomers 
from existing organizational members 
during the learning process 

 Informal tactics: newcomers learn on 
the job, as members of a team 



1- 174 

How is an Organization’s Culture 
Transmitted to its Members? (cont.) 

 Sequential vs. random 

 Sequential tactics: provide 
newcomers with explicit information 
about the sequence in which they will 
perform new activities or occupy new 
roles as they advance in an organization 

 Random tactics: training is based on 
the interests and needs of individual 
newcomers because there is no set 
sequence to the newcomers’ progress in 
the organization 
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How is an Organization’s Culture 
Transmitted to its Members? (cont.) 

 Fixed vs. variable 

 Fixed tactics: give newcomers precise 
knowledge of the timetable associated 
with completing each stage in the 
learning process 

 Variable tactics: provide no 
information about when newcomers will 
reach a certain stage in the learning 
process 
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How is an Organization’s Culture 
Transmitted to its Members? (cont.) 

Serial vs. disjunctive 

 Serial tactics: employed, existing 
organizational members act as role 
models and mentors for newcomers 

 Disjunctive processes: require 
newcomers to figure out and develop 
their own way of behaving 
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How is an Organization’s Culture 
Transmitted to its Members? (cont.) 

 Divestiture vs. investiture 

 Divestiture: newcomers receive 
negative social support and existing 
organizational members withhold 
support until newcomers learn the ropes 
and conform to established norms 

 Investiture: newcomers immediately 
receive positive social support from other 
organizational members and are 
encouraged to be themselves 
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Stories, Ceremonies, and 
Organizational Language 
Organization rites 

 Rites of passage: mark an individual’s 
entry to, promotion in, and departure 
from the organization 

 Rites of integration: shared 
announcements of organizational success, 
office parties, and cookouts 

 Rites of enhancement: public 
recognition and reward for employee 
contributions 
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Table 7.2: Organizational Rites 
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Where Does Organizational 
Culture Come From? 

 Comes from interaction of four 
factors: 

 The personal and professional 
characteristics of people within the 
organization 

 Organizational ethics 

 The property rights that the 
organization gives to employees 

 The structure of the organization 

 



1- 181 

Figure 7.2: Where an Organization’s 
Culture Comes From 
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Where Does Organizational 
Culture Come From? (cont.) 

 Characteristics of people within the 
organization 
 Through a process of hiring people that 

match existing culture and attrition, 
people become more and more similar 
over time 

 Organizational ethics 
 The moral values, beliefs, and rules that 

establish the appropriate way for 
organizational stakeholders to deal with 
one another and with the environment 
 Derived from the personality and beliefs of the 

founder and top management 
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Figure 7.3: Factors Influencing the 
Development of Organizational Ethics 
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Where Does Organizational 
Culture Come From? (cont.) 

 Property rights: rights that an 
organization gives to members to 
receive and use organizational 
resources 

 The distribution of property rights to 
different stakeholders determines: 

 How effective an organization is  

 The culture that emerges in the 
organization 
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Table 7.3: Common Property Rights 
Given to Managers and the Workforce 
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Where Does Organizational 
Culture Come From? (cont.) 

Property rights (cont.) 

 Top managers are in a strong position to 
establish the terms of their own 
employment and the property rights 
received by others 

 Changing property rights changes the 
corporate culture by changing the 
instrumental values that motivate and 
coordinate employees 

 Strong property rights may harm the 
organization  
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Where Does Organizational 
Culture Come From? (cont.) 

 Organizational structure  
 Mechanistic vs. Organic 

 Mechanistic – predictability and stability are 
desired goals 

 Organic – innovation and flexibility are 
desired end states 

 Centralized vs. Decentralized 

 Decentralized – encourages and rewards 
creativity and innovation 

 Centralized – reinforces obedience and 
accountability 
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Can Organizational Culture be 
Managed? 

 Changing a culture can be very 
difficult  
 Hard to understand how the previous 

four factors interact 

 Major alterations are sometimes needed 

 Some ways culture can be changed: 
 Redesign structure 

 Revise property rights used to motivate 
people 

 Change the people – especially top 
management 
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Social Responsibility 

Social responsibility: refers to a 
manager’s duty or obligation to make 
decisions that nurture, protect, 
enhance, and promote the welfare and 
well-being of stakeholders and society 
as a whole 
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Approaches to Social 
Responsibility 
 Obstructionist approach: the low 

end of the organization’s 
commitment to social responsibility 

 Managers choose to behave unethically 
and illegally 

 Defensive approach: a minimal 
commitment to ethical behavior 

 Managers attempt to stay within the law 
but do not attempt social responsibility 
beyond what is required by law 
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Approaches to Social 
Responsibility (cont.) 

 Accommodative approach: the 
acknowledgment of the need to support social 
responsibility 
 Managers want to make the right choices when 

called on to do so 

 Proactive approach: actively embrace the 
need to behave in socially responsible ways 
 Managers go out of their way to learn about the 

needs of different stakeholder groups 

 Willing to utilize organizational resources to 
promote the interests not only of stockholders, but 
of other stakeholders 
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Figure 7.4: Approaches to  
Social Responsibility 
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Why Be Socially Responsible? 
Workers and society benefit directly because 

organizations bear some of the costs of 
helping workers 

 Quality of life as a whole would be higher as a 
climate of caring is encouraged 

 It is the right thing to do  

 Companies that act responsibly toward their 
stakeholders benefit from increasing business 
and see their profits rise 
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Why Be Socially Responsible? 
(cont.) 

Whistle-blower: a person who 
reports illegal or unethical behavior 

 Takes a stand against unscrupulous 
managers or other stakeholders 

Evidence suggests that managers who 
behave socially responsibly will, in the 
long run, benefit all organizational 
stakeholders  
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Strategy and the Environment 
 Organizational strategy: the specific pattern of 

decisions and actions that managers take to use 
core competences to achieve a competitive 
advantage and outperform competitors 

 Core competences: the skills and abilities in value 
creation activities that allow a company to achieve 
superior efficiency, quality, innovation, or customer 
responsiveness 

 Competitive advantages 

 Strategy must match environment 

 Part of value creation process 
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Figure 8.1: The Value- 
Creation Cycle 
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Sources of Core Competences 

 Specialized resources 
 Functional resources: the skills possessed by an 

organization’s functional personnel 

 Organizational resources: the attributes that give an 
organization a competitive advantage such as the skills 
of the top-management team or possession of valuable 
and scarce resources 

 Coordination ability 
 An organization’s ability to coordinate its functional and 

organizational resources to create maximal value 

 Effective coordination of resources leads to competitive 
advantage by means of: 
 Control systems 

 Centralization or decentralization of authority 

 Development and promotion of shared cultural values 
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Global Expansion and  
Core Competences 
 Transferring core competences abroad 

 Transfer core competence overseas to produce cheaper or 
improved product 

 Establishing a global network 
 Establish value-creation activities in countries where 

economic, political, and cultural conditions are likely to 
enhance its low-cost or differentiation advantage 

 Gaining access to global resources and skills 
 Different countries have different resources and skills that 

give them a competitive advantage  

 Using global learning to enhance core 
competences 
 Global activities provide access to knowledge that will 

allow an organization to improve its core competences 
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Four Levels of Strategy 
 Functional-level strategy 

 Business-level strategy 

 Corporate-level strategy 

 Global expansion strategy 
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Functional-Level Strategy 
 Functional-level strategy: a plan to strengthen 

an organization’s functional and organizational 
resources, as well as its coordination abilities, in 
order to create core competences 

 The strategic goal of each function is to create a 
core competence that gives the organization a 
competitive advantage 

 To gain a competitive advantage, an organization 
must be able to do at least one of the following: 
 Perform functional activities at a cost lower than that of its 

rivals, or 

 Perform functional activities in a way that clearly differentiates 
its goods and services from those of its rivals 
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Table 8.1: Low-Cost and Differentiation 
Advantages Resulting From Functional-Level 
Strategy 
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Functional-Level Strategy and 
Structure 
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Functional-Level Strategy and 
Culture 
 A competitor can easily imitate an organization’s 

structure but it is very difficult to imitate their 
culture 

 The coordination abilities that stem from an 
organization’s culture emerge gradually and are a 
product of the property rights system, structure, 
ethics, and characteristics of its top-management 
team 

 The importance of culture for functional-level 
strategy 

 To gain a competitive advantage, an organization must 
design its functional structure and culture to provide a 
setting in which core competences develop 

 If culture is embedded in the day-to-day interactions of 
functional personnel, it is difficult for a competitor to 
imitate another organization’s culture 
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Business-Level Strategy 

 Business-level strategy: a plan to 
combine functional core competences to 
position the organization so that it has a 
competitive advantage in its domain 

 The business-level strategy involves: 
 Selecting and managing the domain the 

organization will compete in  

 Positioning the organization so that it can use 
its resources and abilities to manage its specific 
and general environments to protect and 
enlarge that domain 
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Business-Level Strategy (cont.) 
 Strategies to lower costs or differentiate 

products 
 Low-cost business-level strategy: use of 

skills in low-cost value creation to produce for 
a customer group that wants low-priced goods 
and services 

 Differentiation business-level strategy: 
use of skills to differentiate products for 
customer groups that want and can afford 
differentiated products that command a high or 
premium price 

 Focus business-level strategy: 
specialization in one segment of a market, and 
focusing all of the organization’s resources on 
that segment 
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Figure 8.4: Types of 
Business-Level Strategy 
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Business-Level Strategy and 
Structure 
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Business-Level Strategy and 
Culture 
 

 Challenge is to develop organization-wide 
values and specific norms and rules that allow 
the organization to combine and use its 
functional resources to the best advantage 

 Organizations pursuing low-cost strategy must 
develop values of economy and frugality 

 Differentiators must develop values of innovation, 
quality, excellence, and uniqueness 
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Corporate-Level Strategy 
 Corporate-level strategy: a plan to use and 

develop core competences so that the organization 
not only can protect and enlarge its existing domain 
but can also expand into new domains 

 Involves a search for new domains in which to exploit 
and defend the ability to create value from its core 
competences 
 Vertical integration: a strategy in which an organization 

takes over and owns its suppliers (backward vertical 
integration) or its distributors (forward vertical integration) 

 Related diversification: the entry into a new domain in 
which it can exploit one or more of its existing competences 

 Unrelated diversification: the entry into new domains that 
have nothing in common with its core domain 
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Figure 8.6: Corporate-Level 
Strategies for Entering New Domains 
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Corporate-Level Strategy and 
Structure 
 For organizations operating in more than one 

domain, a multidivisional structure is appropriate 
 Conglomerate structure and unrelated 

diversification 
 Conglomerate structure: a structure in which each 

business is placed in a self-contained division and there is 
no contact between divisions 
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Corporate-Level Strategy and 
Structure (cont.) 

 

Structures for Related Diversification 
 Related diversification creates value by sharing 

resources or transferring skills from one 
division to another 

 Requires lateral communication between 
divisions as well as vertical communication 
between divisions and headquarters 

 Integrating roles and teams of functional 
experts are needed to coordinate skills and 
resource transfers 

 Multidivisional structures or matrix allow for the 
coordination needed 
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Corporate-Level Strategy  
and Culture 

 Cultural values and the common norms, 
rules, and goals that reflect those values can 
greatly facilitate the management of a 
corporate strategy 

 Organizations need to create cultures that 
reinforce and build on the strategy they 

pursue  
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Implementing Strategy  
Across Countries 
 Global expansion strategy: a plan that involves 

choosing the best strategy to expand into overseas 
markets to obtain scarce resources and develop 
core competences 

 Four principal strategies  
 Multidomestic strategy: oriented toward local 

responsiveness by decentralizing control to subsidiaries 
and divisions in each country 

 International strategy: decentralization of all value-
creation functions except for R&D and marketing 

 Global strategy: oriented toward cost reduction, with all 
the principal value-creation functions centralized at the 
lowest-cost global location 

 Transnational strategy: some functions are centralized, 
while others are decentralized at the global location best 
suited to achieving these objectives to achieve both local 
responsiveness and cost savings 
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Implementing Strategy  
Across Countries (cont.) 
 Choice of structure and control systems for 

managing a global business is a function of: 
 The decision of how to distribute and allocate 

responsibility and authority between managers at home 
and abroad so that effective control over a company’s 
global operations is maintained 

 The selection of the organizational structure that groups 
divisions both at home and abroad in a way that allows 
the best use of resources and serves the needs of 
foreign customers most effectively 

 The selection of the right kinds of integration and control 
mechanisms and organizational culture to make the 
overall global structure function effectively 



1- 217 

Table 8.2: Strategy-Structure 
Relationships in the International Arena 
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Figure 8.9: Global Geographic 
Structure for Multidomestic Strategy  
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Figure 8.10: Global Product Group Structure 
for International and Global Strategies 



1- 220 

Figure 8.11: Global Matrix Structure 
for Transnational Strategy 
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What is Technology? 
 Technology: the combination of skills, knowledge, abilities, 

techniques, materials, machines, computers, tools, and 
other equipment that people use to convert or change raw 
materials into valuable goods and services 

 Technology exists at three levels 
 Individual level: the personal skills, knowledge, and 

competences that individuals possess 
 Functional or department level: the procedures and 

techniques that groups work out to perform their work and create 
value 

 Organizational level: the way an organization converts inputs 
into outputs 
 Mass production: the organizational technology based on 

competences in using standardized, progressive assembly process to 
manufacture goods 

 Craftswork: the technology that involves groups of skilled workers 
who interact closely to produce custom-designed products 
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Technology and 
Organizational Effectiveness 
 Technology is present in all organizational 

activities: 
 Input: allows each organizational function to 

handle relationships with outside stakeholders so 
that the organization can effectively manage its 
specific environment 

 Conversion: transforms inputs into outputs 

 Output: allows an organization to effectively 
dispose of finished goods and services to 
external stakeholders 

 The technology of an organization’s input, 
conversion, and output processes is an 
important source of competitive advantage 
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Figure 9.1: Input, Conversion, 
and Output Processes 
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Technical Complexity: The 
Theory of Joan Woodward 
 Programmed technology: a technology in which 

the procedures for converting inputs into outputs 
can be specified in advance  
 Tasks can be standardized and the work process can be 

made predictable 

 Technical complexity: the extent to which a 
production process can be programmed so that it 
can be controlled and made predictable 
 High technical complexity: exists when conversion 

processes can be programmed in advance and fully 
automated 

 Low technical complexity: exists when conversion 
processes depend primarily on people and their skills and 
knowledge and not on machines 
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Technical Complexity (cont.) 
 Woodward identified 10 levels of technical 

complexity that are associated with three 
types of production technology: 
 Small-batch and unit technology 

 Involves making one-of-a-kind, customized products or small 
quantities of products 

 Large-batch and mass production technology 
 Involves producing large volumes of standardized products 

 Continuous-process technology 
 Involves producing a steady stream of output 

 Production continues with little variation in output and rarely 
stops 

 Individuals are only used to manage exceptions in the work 
process 
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Figure 9.2: Technical Complexity 
and Three Types of Technology 
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Figure 9.3: Technical Complexity 
and Organizational Structure 
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Routine Tasks and Complex Tasks: 
The Theory of Charles Perrow 

 Perrow’s two dimensions underlie the difference 
between routine and nonroutine or complex tasks 
and technologies: 

 Task variability: the number of exceptions – 
new or unexpected situations – that a person 
encounters while performing a task 

 Is low when a task is standardized or repetitious 

 Task analyzability: the degree to which search 
activity is needed to solve a problem 

 Is high when the task is routine 
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Figure 9.4: Task Variability, Task 
Analyzability, and Four Types of Technology 
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Table 9.1: Routine and Nonroutine 
Tasks and Organizational Design 
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Task Interdependence: The 
Theory of James D. Thompson 
 Task interdependence: the manner in which 

different organizational tasks are related to one 
another affects an organization’s technology and 
structure 

Three types of technology 

 Mediating technology: a technology 
characterized by a work process in which input, 
conversion, and output activities can be 
performed independently of one another 

 Based on pooled task interdependence 

 Each part of the organization contributes separately to the 
performance of the whole organization 
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Theory of James D. Thompson 
(cont.) 

 Long-linked technology: based on a work 
process in which input, conversion, and output 
activities must be performed in series 

 Based on sequential task interdependence 
 Actions of one person or department directly affect the 

actions of another 

 Intensive technology: a technology 
characterized by a work process in which input, 
conversion, and output activities are inseparable 

 Based on reciprocal task interdependence 
 The activities of all people and all departments are fully 

dependent on one another 
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Figure 9.5: Task Interdependence 
and Three Types of Technology 
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From Mass Production to Advanced 
Manufacturing Technology 

Mass production: 
 Attempts to reduce costs by protecting its 

conversion processes from the uncertainty of the 
environment 

 Makes an organization inflexible 

Mass production is based on: 
 Dedicated machines: machines that can 

perform only one operation at a time and that 
produce a narrow range of products 

 Fixed workers: workers who perform 
standardized work procedures, thereby 
increasing an organization’s control over the 
conversion process 
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Advanced Manufacturing Technology: 
Innovations in Materials Technology 

 Advanced manufacturing technology: 
technology which consists of innovations in 
materials and in knowledge that change the 
work process of traditional mass-production 
organizations 

Materials technology: comprises 
machinery, other equipment, and computers 
 Organization actively seeks ways to increase its 

ability to integrate or coordinate the flow of 
resources between input, conversion, and output 
activities 

 CAD, CAMM, JIT Inventory, Flexible 
Manufacturing, CIM 
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Figure 9.6: Work Flows 


