Chapter 9 Lecture Notes 
INTRODUCTION


Designing organizational structure involves the process of organizing (the second management function) and plays an important role in the success of a company.
1.
DEFINING ORGANIZATIONAL STRUCTURE


Managers need to establish structural designs that will best support and allow employees to do their work effectively and efficiently.
Several important terms must be defined in order to understand the elements of organizational structure and design:
1.
Organizing is arranging and structuring work to accomplish the organization’s goals. This process has several purposes, as shown in Exhibit 9-1.

2. Organizational structure is the formal arrangement of jobs within an organization.

3. Organizational design is developing or changing an organization’s structure. This process involves decisions about six key elements: work specialization, departmentalization, chain of command, span of control, centralization/ decentralization, and formalization. Chapter 9 examines each of these structural elements. 

A.
Work Specialization. Work specialization is dividing work activities into separate job tasks. Most of today’s managers regard work specialization as an important organizing mechanism, but not as a source of ever-increasing productivity.

B.
Departmentalization.  When work tasks have been defined, they must be arranged in order to accomplish organizational goals. This process, known as departmentalization, is the basis by which jobs are grouped. There are five major ways to departmentalize (see Exhibit 9-2):
1.
Functional departmentalization groups jobs by functions performed. 

2.
Product departmentalization groups jobs by product line. 

3.
Geographical departmentalization groups jobs on the basis of geographical region. 

4.
Process departmentalization groups jobs on the basis of product or customer flow. 

5.
Customer departmentalization groups jobs on the basis of specific and unique customers who have common needs. 

6.
Popular trends in departmentalization include the following:

a.
Customer departmentalization continues to be a highly popular approach because it allows better monitoring of customers’ needs and responds to changes in the needs of customers.

b.
Cross-functional teams, which are work teams composed of individuals from various functional specialties, are being used along with traditional departmental arrangements. 

C.
Chain of Command. The chain of command is the line of authority extending from upper organizational levels to the lowest levels, which clarifies who reports to whom. Three concepts related to chain of command are authority, responsibility, and unity of command.

1.
Authority is the rights inherent in a managerial position to tell people what to do and to expect them to do it.

2.
Responsibility is the obligation to perform any assigned duties. 

3.
Unity of command is the management principle that each person should report to only one manager.
D.
Span of Control.  Span of control is the number of employees a manager can efficiently and effectively manage.
1.
The span of control concept is important because it determines how many levels and managers an organization will have. (See Exhibit 9-3 for an example)  
2.
What determines the “ideal” span of control? Contingency factors such as the skills and abilities of the manager and the employees, the characteristics of the work being done, similarity and complexity of employee tasks, the physical proximity of subordinates, the degree to which standardized procedures are in place, the sophistication of the organization’s information system, the strength of the organization’s culture, and the preferred style of the manager influence the ideal number of subordinates.
3. The trend in recent years has been toward wider (larger) spans of control.
E.
Centralization and Decentralization. The concepts of centralization and decentralization address who, where, and how decisions are made in organizations.

1.
Centralization is the degree to which decision making is concentrated at upper levels of the organization.

2.
Decentralization is the degree to which lower-level employees provide input or actually make decisions.

3.
The current trend is toward decentralizing decision making in order to make organizations more flexible and responsive. 

4.
Employee empowerment is giving employees more authority (power) to make decisions.
5.
A number of factors influence the degree of centralization or decentralization in an organization (see Exhibit 9-4). 
F.
Formalization refers to the degree to which jobs within an organization are standardized and the extent to which employee behavior is guided by rules and procedures. 

1.
In a highly formalized organization, employees have little discretion, and a high level of consistent and uniform output exists. Formalized organizations have explicit job descriptions, many organizational rules, and clearly defined procedures.

2.
In a less-formalized organization, employees have much freedom and can exercise discretion in the way they do their work. 

3.
Formalization not only fosters relatively unstructured job behaviors, but also eliminates the need for employees to consider alternatives.

4.
The degree of formalization can vary widely between organizations and even within organizations.

2.
MECHANISTIC AND ORGANIC STRUCTURES

Organizations do not have identical structures.  Even companies of comparable size do not necessarily have similar structures.

A.
Two Models of Organizational Design.  (See Exhibit 9-5)

1.
A mechanistic organization is an organizational design that is rigid and tightly controlled. It is characterized by high specialization, rigid departmentalization, narrow spans of control, high formalization, a limited information network, and little participation in decision making by lower-level employees.

2.
An organic organization is an organizational design that is highly adaptive and flexible.  It is characterized by little work specialization, minimal formalization, and little direct supervision of employees.

3.
Under what circumstances is each design favored?  It “depends” on contingency variables.

B. Contingency Factors
Appropriate organizational structure depends upon four contingency variables:

1.
Strategy and structure.
The organization’s strategy is one of the contingency variables that influences organizational design. 

a.
Alfred Chandler originated the strategy-structure relationship. His finding that structure follows strategy indicates that as organizations change their strategies, they must change their structure to support that strategy.

b.
Most current strategy/structure frameworks focus on three strategy dimensions:

1)
Innovation needs the flexibility and free flow of information present in the organic organization.
2)
Cost minimization needs the efficiency, stability, and tight controls of the mechanistic organization.
3)
Imitation uses some of the characteristics of both mechanistic and organic organizations. 
2.
Size and structure.  Considerable historical evidence indicates that an organization’s size significantly affects its structure. Larger organizations tend to have more specialization, departmentalization, centralization, and formalization, although the size-structure relationship is not linear.

3.
Technology has been shown to affect an organization’s choice of structure.

a.
Every organization uses some form of technology to transform inputs into outputs. 

b.
Joan Woodward’s study of structure and technology shows that organizations adapt to their technology. She found that three distinct technologies have increasing levels of complexity and sophistication. 

1)
Unit production is the production of items in units or small batches.

2)
Mass production is the production of items in large batches. 
3)
Process production is the production of items in continuous processes.
c.
Woodward found in her study of these three groups that distinct relationships exist among these technologies, the subsequent structure of the organization, and the effectiveness of the organization. Exhibit 9-6 and provides a summary of these findings. 

4.
Environmental uncertainty and structure

Environmental uncertainty is the final contingency factor that has been shown to affect organizational structure. Environmental uncertainty may be managed by making adjustments in the organization’s structure. The more uncertain the environment, the more flexible and responsive the organization needs to be.

3.
COMMON ORGANIZATIONAL DESIGNS

A.
Traditional Organizational Designs


A number of different organizational designs can be found in today’s organizations. Exhibit 9-8 summarizes the strengths and weaknesses of each of these designs.

1.
A simple structure is an organizational design with low departmentaliza​tion, wide spans of control, authority centralized in a single person, and little formalization.

a.
Strengths of the simple structure are its flexibility, speed, clear accountability and low maintenance costs.
b.
The major limitation of a simple structure is that it is most effective when used in small organizations.

2.
As an organization grows, its structure tends to become more specialized and formalized. When contingency factors favor a bureaucratic or mechanistic design, one of the following two options is likely to be used:
a. A functional structure is an organizational design that groups similar or related occupational specialties together.
b.
A divisional structure is an organizational structure made up of separate, semiautonomous units or divisions. 
B.
Contemporary Organizational Designs


Many of today’s organizations are finding that traditional hierarchical organizational designs are not appropriate for their increasingly dynamic and complex business environments.
1.
Team structures


One of the newer concepts in organizational design is team structure, an organizational structure in which the entire organization is made up of work groups or teams.
2.
Matrix and project structures


Other variations in organizational arrangements are based on the fact that many of today’s organizations deal with work activities of different time requirements and magnitude. 

a.
One of these arrangements is the matrix structure, an organizational structure that assigns specialists from different functional departments to work on one or more projects. (See Exhibit 9-9)

b.
Another of these designs is the project structure, an organizational structure in which employees continuously work on projects.
3.
The Boundaryless Organization


Another approach to organizational design is the boundaryless organization, an organization whose design is not defined by, or limited to, the horizontal, vertical, or external boundaries imposed by a predefined structure.
4. The Virtual Organization

A virtual organization operates with a small core of full-time employees, while hiring outside specialists to work on projects temporarily as needed.

5. The Network Organization

A network organization uses its own employees to do some work activities, while using networks of outside suppliers to provide other needed product components or work processes.

C.
Today’s Organizational Design Challenges

Many of today’s organizations are finding that traditional hierarchical organizational designs are not appropriate for their increasingly dynamic and complex business environments.

1.
Keeping employees connected

Today’s managers face the major challenge of keeping their employees connected to the organization, since these employees are often situated in widely dispersed locations and are constantly moving.
2.
Building a learning organization


Many organizations have adopted the organizational philosophy of a learning organization, which is an organization that has developed the capacity to continuously learn, adapt, and change. 
3.
Managing global structural issues

a. Researchers have concluded that although structures of organizations around the globe are similar, cultural uniqueness is maintained because of differences in behavior within companies in different areas of the world.

b. 
These differences imply that managers must be aware and respectful of the values and practices of different cultures in today’s worldwide business environment. 
other companies that either (a) have not experienced such deep cuts in personnel, or (b) have such high personnel costs.
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