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Disadvantages It can be very expensive; there can be increased costs du to the duplication of personnel, operations, and investment since cach division must staff muldple functional departmeats. There also can be dysfunctional competition among  “poge 307

divisions since cach division tends to become concerned solcly about its own operations. Divisional managers arc often evalusted on common measures such as return on ssscts and sales growth. If goals arc conflicting, there can be a sense of a “zero-
sum” game that would discourage sharing idcas and resources emong the divisions for the common good of the corporation. In sum, divisional structures, by design, divide people, resources, and knowledge. They insulate divisional managers from other divisional
‘managers, inhibiting their ability to coordinate activitics, share resources, and learn from cach other.

With many divisions providing different products and scrvices, there is the chance that differences in image and quality may occur across divisions. Onc division may offer no-frlls products of lower quality that may crode the brand reputation of another division
that hes top-quality, highly differentisted offerings. Since cach division is cvaluated in terms of financial measures such 25 return on investment and revenue growth, there is often an urge to focus on short-term performance. If corporate management uses quarterly
profits as the key performance indicator, divisional menagement may tend to put significant emphasis on “making the numbers” end minimizing activitics, such as advertising, maintenance, and capital investments, which would detract from short-term
performance measures. Strategy Spotlight 10.1 (@ discusses how Whole Foods is trying to overcome some of the limitations of a divisional structure by centralizing key activitics

[ECXN STRATEGY SPOTLIGHT

WHOLE FOODS CENTRALIZES TO IMPROVE EFFICIENCY

Whole Foods is making a major change to its structure. Historically, Whole Foods has used a decentralized, regional division structure. This structure, with its 12 semi-autonomous regional divisions, has allowed the firm to be.
responsive to the needs of customers in each of these regions. Differences across the regions included store layout, the products carried in the stores, and the methods for scheduling workers. However, the firm found this
decentralized structure was inefficient and left it vulnerable to competitive attacks by Kroger and Costco, firms that enhanced their organic food portfolio at a lower cost point than Whole Foods. This led to a more than 50 percent arop
in Whole Foods' stock price from late 2013 to early 2017.

Whole Foods has responded by centralizing key activities, most notably the firm's purchasing function. This wil allow the firm to have one point of purchase with major suppliers, giving it stronger bargaining power since suppliers wil
be working with one large buyer rather than eleven smaller buyers. It is also developing centralized, automated information systems to simplify and standardize both staff and shelf replenishment scheduling. The firm is also efiminating
over 2,000 jobs as part of this restructuring effort.

While this change promises significant efficiency gains, it doesn't come without risks. These changes may harm the fir’s reputation as it replaces local products with nationally sourced products. As Jim Hertel, Senior Vice President of
the retail consulting firm Willard Bishop stated, “The battle that always gets waged is cost relative to localized consumer preferences. Whole Foods must take care not to damage the reputation for being a top-quality location for
regional products.” Whole Foods” Global Vice President of Purchasing, Don Clark, is confident the change will not hurt the firm's core identity as "America’s Healthiest Grocery Store” or ts relationship with its customers.

Soute: Beat, I 2016, Whole Foods works traducs st 2 boos clout v sagplies. . com. Febeuay 16 op: 20, Asceymons. 2016, Whale Foods otios move from egionl o canicalizad byin,specialfoods com. Agel -9

We'll discuss two varistions of the divisional form: the strategic business unit (SBU) and holding company structures.
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We Ll discuss two vananons of the divisional Torm: the strategic business unit (S5L) and holding company structures.

Strategic Business Unit (SBU) Structure  Highly diversificd corporations such ss ConAgra, 2 $13 billion food producer, may consist of dozens of different divisions 14 If ConAgra were to usc a purcly divisional structure, it would be nearly impossible for the

corporate office to plan and coordinate sctivitics, because the span of control would be too large. To attain syncrgics, ConAgra has put ts diverse businesscs into thre primary SBUs: food service (restaurants), retail (grocery stores), and sgricultural  Page 305

products.

With en SBU structure (7, divisions vwith similar products, markets, snd/or technologics src grouped into homogencous units to achicve some synergics. These include those discussed in Chapter 6 () for related diversification, such ss leveraging corc

competencics, sharing infrastructures, and market power. Generally the more related businesscs arc within  corporation, the fewer SBUs will be requircd. Each of the SBUs in the corporation operates as a profit center.

Advantages The SBU structure makes the task of planning and control by the corporate office more managcable. Also, with greater decentralization of suthority, individual busincsses can react more quickly to important chenges in the cavironment thn if all
divisions had to report dircetly to the corporate office.

Disadvantages  Since the divisions arc grouped into SBUs, it may become difficult to achieve synergics across SBUs. If divisions in different SBUs have potential sources of syneray, it may become difficult for them to be realized. The additional level of
‘management incresses the number of personnel and overhead cxpenses, while the additional hicrarchical level removes the corporate office further from the individual divisions. The corporate officc may become unaware of key developments that could have &

‘major impact on the corporation.

Holding Company Structure The holdis
divisions), the holding company structure is appropriate when the busincsses in a corporation's portfolio do ot have much in common. Thus, the potential for synergics is limited.

g company structure ) (sometimes referred to as a conglomerate) is also a variation of the divisional structure. Whereas the SBU structure is often used when similarities exist between the individual busincsses (or

Holding company structures aze most appropriate for firms with a strategy of unrelated diversification. Companies such as Berkshire Hathaway and Loews use 2 holding company structure to implement their unrelated diversification srategies. Since there are few

similaritics across the businesscs, the corporate offices in these companics provide a great deal of autonomy to operating divisions and rely on financial controls and incentive programs to obtain high levels of performance from the individual businesses.

Corporate staffs at these firms tend to be small because of their limited involvement in the overall operation of their various businesses 15

Advantages The holding company structure has the cost savings associated with fewer personnel and the lower overhead resulting from a small corporate office and ferwer hicrarchical levels. The sutonomy of the holding company structure increases the.

‘motivational level of divisional cxeeutives and enables them to respond quickly to market opportunitics and threats

Disadvantages  There is an inherent lack of control and dependence that corporate-level exccutives have on divisional exceutives. Major problems could arise if key divisional cxccutives leave the firm, because the corporate office has very little “bench

strength”—additional mansgerial talent ready to quickly fill key positions. If problems arisc in a division, it may become very difficult to turn around individual businesses because of limited staff support in the corporate office.

Strategy Spotlight 10.2 (@) discusses the promincat position of conglomerate firms in Asian countrics.
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[ECXH STRATEGY SPOTLIGHT

WHERE CONGLOMERATES PROSPER

While conglomerates were numerous and well regarded in the United States and Western Europe in the 19605 and 1970s, firms that compete in & wide range of unrelated indusiries now are seen as being unfocused and unlikely to
succeed. As & result, there are only about two dozen conglomerates still in existence in the United States and Europe.

The situation is quite different in much of the rest of the world, especially in Asia. For example, 45 of the largest 50 companies in India belong to  conglomerate business group. In South Korea, it is 40 of the largest 50. Additionally, in
India, companies that belong to a conglomerate business group, on average, have outperformed independent companies. They also grow more rapidly than independent firms in their markets. For example, Indian conglomerates grew
by more than 20 percent a year in the 2004 to 2013 period. Why is this the case? Some have argued that conglomerate business groups have thrived in Geveloping markets because the social ties within conglomerate business groups
serve as a substitute for weak governmental regulation and legal systems. The tightness of the group leads to social pressures that keep companies in line, and the head ownership group can settie disputes between companies. But
these conglomerate groups have continued to grow even as the government and legal systems in these countries have modernized and become more westernized

A second explanation is that the business groups in these countries are structured in a way that offers the benefits of being in 2 business with a vast range of competencies without some of the costs found in conglomerates in the
United States, Canada, and Wester Europe. A key difference is that while a conglomerate that s based in the United States, Canada, or Western Europe is & single corporation with & wide set of wholly owned subsidiaries, &
conglomerate in Asia is actually made up of a set of legally separate corporations. Each of these corporations has its own board of directors and shareholders, but it is tied to the conglomerate since one of its major owners also owns
part of the other corporations in the conglomerate. For example, the Tata group in India is comprised of over 100 separate companies. This type of structure allows the companies to have a degree of independence but also the
benefits of size and power. This hybrid structure has a number of benefits.

« Superior decision making. The top managers of the affiiated firms have a great deal of autonomy to make decisions—meaning that key strategic decisions are made by managers who are close to the market. Thus, decisions can
be quick and based on local market knowledge. In U.S. conglomerates, subsidiary managers typically have much less autonomy and have to get the approval of the corporate office.

« Access to financial resources. When affiliated units in business groups need financial capital to fund strategic investments, they can use funds within their own company, Iook to the central business group to provide funding, or
100k to outside investors to raise funds. Thus, they have great flexibility in raising capital. In contrast, the corporate offices of U.S. conglomerates typically accumulate financial resources and then allocate these funds to the business
units. As a result, there s less funding available since units can't Iook to outside investors, and the process for allocating capital often becomes very political.

« More offective managerial incentives. Since the affiliated units are independent firms, the firm s able to Set up evaluation and reward systems for managers that are tailored to the firm's istinctive needs and market position. In

contrast, in USS. conglomerates, the firms typically set up evaluation and rewards systems that are consistent across all of ts units.

« Resources and guidance from the group center. These affliated firms also have advantages over independent firms in their own market. These business groups have a center group that can provie strategic insight to the
affiiated businesses. The center group will search for long-term business opportunities associated with emerging technologies or market changes and bring promising ideas to the affiliated businesses. This frees up the affiiated
businesses to focus on current activities and allow the center group to do the longer term visioning. The center group is also responsible for linking together different businesses when cross-business opportunities arise. Finally, the
center group ensures that all of the activities in the businesses align with the identity of the overall group. As a result, each of the businesses benefits from the strong and consistent image associated with the overall business
group.

Itis unclear i these conglomerates will continue o thrive in these markets, but their abilty to sustain their dominance to date nd their success in regularly moving into new markets suggest that they will continue to be major players
for the foreseeable future.
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Matrix Structure

ional structure 7. It is a combination of the functional and divisional structurcs. Most commonly, functional departments are combined with product

One approach that trics to overcome the inadequacics inherent in the other structures is the matrix ory
‘eroups on & project basis. For example, a product group may want to develop a new addition to its line; for this project, it obtains personnel from functional departments such s marketing, production, and engineering. These personncl work under the manager of

the product group for the duration of the project, which can vary from a few weeks to an open-caded period of time. The individuals who work in a matrix orgenization become responsible to two managers: the project menager and the mansger of their functional

avea. Exhibit 10.4 (2 llustrates @ matrix structure,

Page 310

EXHIBIT 10.4 Matrix Organizational Structure
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Some large multinational corporations rely on a matrix structure to combinc product groups and geographic units. Product managers have global responsibility for the development, manufacturing, and distribution of their own line, while managers of geographic
regions have responsibility for the profitability of the busincsscs in their regions. Vodsfone, the wircless service provider, utilizes this type of structure.

Other organizations, such as Cisco, use a matrix structure to try to maintain flexibility. In thesc firms, individual workers have a permanent functional home but also are assigned to and work within temporary projeet tcams 16

Advantages The matrix structure facilitates the usc of specialized personnel, cquipment, and facilitics. Instead of duplicating functions, as would be the casc in a divisional structure based on products, the resources arc shared. Individuals with high cxpertisc can
divide their time among multiple projects. Such resource sharing and collaboration casble a firm to use resources more cfficiently and to respond more quickly and cffectively to changes in the competitive cavironment. The flexibility inherent in & matrix structure:

provides professionals with  broader range of responsibility. Such cxperience cnables them to develop their skills and competencics.

Disadvantages The dual-reporting structures can result in unccrtainty and lead to intense power struggles and conflict over the allocation of personncl and other resources. Working relationships become more complicated. This may result in excessive reliance

on group processcs and teamwork, along with a diffusion of responsibility, which in turn may erode timely decision making.
Eshibit 10.5 (@ bricfly summarizes the advantages and disadvantages of the functional, divisional, end matrix organizationsl structures.

EXHIBIT 10.5 Functional, Dvisional, and Matrix Organizational Structures: Advantages and Disadvantages

Functional Structure

Advantages Disadvantages

« Pooling of specialists enhances coordination and control. « Differences in functional area orientation impede communication and
coordination.

« Centralized decision making enhances an organizational perspective across functions. « Tendency for specialists to develop short-term perspective and narrow
functional orientation.

« Efficient use of managerial and technical talent. - Functional area conflicts may overburden top-level decision makers.

« Facilitates career paths and professional development in specialized areas. « Difficult to establish uniform performance standards.
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Divisional Structure

Advantages Disadvantages
« Increases strategic and operational control, permitting corporate-level executives to address  « Increased costs incurred through duplication of personnel, operations, and
strategic issues. investment.
« Quick response to environmental changes. « Dysfunctional competition among divisions may etract from overall corporate
performance.
« Increases focus on products and markets. - Difficult to maintain uniform corporate image.
« Minimizes problems associated with sharing resources across functional areas. « Overemphasis on short-term performance.

« Facilitates development of general managers.

Advantages Disadvantages
« Increases market responsiveness through collaboration and synergies among professional « Dualreporting relationships can result in uncertainty regarding accountabilty.
colleagues.
« Allows more efficient utiization of resources. « Intense power struggles may lead to increased levels of confict
« Improves flexibility, coordination, and communication. « Working relationships may be more complicated and human resources
auplicated
« Increases professional development through a broader range of responsibilty. - Excessive reliance on group processes and teamwork may impede timely

decision making.

International Operations: Implications for Organizational Structure

Todsy’s mansgers must maintain en intcrnational outlook on their firm’s busincsses and competitive strategics. In the global marketplace, managers must cnsure
consistency between their strategics (at the business, corporate, and international levels) and the structure of their orgenization. As firms expand into forcign markets,
they generally follow a pattern of change in structure that parallels the changes in their strategics 1 Three major contingencics that influcnce the chosen structure are
(1) the type of strategy that is driving a firm’s forcign operations, (2) product diversity, and (3) the extent to which a firm is dependent on forcign sales 18

o103

‘The implications of a fim's internationsl operations for organizational structure.
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International Operations: Implications for Organizational Structure

Today’s managers must maintain an international outlook on their firm's busincsses and competitive strategics. In the global marketplace, managers must easure o

consistency between their strategics (at the business, corporate, and international levels) and the structure of their orgenization. As firms expand into forcign markets,
they generally follow a pattern of change in structure that parallels the changes in their strategics 1 Three major contingencics that influcnce the chosen structure are ‘The implications of & firm's nternational operations for organization structure.

(1) the type of strategy that is driving a firm’s forcign operations, (2) product diversity, and (3) the extent to which a firm is dependent on forcign sales 18

As international operations become en important part of a firm’s overall operations, mansgers must make changes that arc consistent with their firm's structure. The primary types of structures uscd to manage a firm’s intcrnationsl operations are:12 <

+ Tnternationl division
+ Geographic-arca division
+ Worldwide functional

+ Worldwide product division

« Worldwide matrix

Multidomestic strategics are driven by political and cultural imperatives requiring managers within cach country to respond to local conditions. The structures consistent with such a strategic orientation are the international dis

ea division structures ) . Here, local managers ace provided with a high level of autonoms to manage their operations within the constraiats and demands of their geographic market. As a frm's forcign sales increase as & pereentage of its totel

sales, it will likely change from an intcrnational division to a gographic-arca division structure. And, as  firm’s product and/or market diversity becomes large, itis likely to benefit from & worldwide matrix structure )

Global strategics arc driven by cconomic pressures that require managers to view operations in different geographic arcas to be managed for overall cfficiency. The structures consisteat with the cificiency perspective arc the worldwide functional (7 and worldwi
de product division struetures ) . Here, division managers view the marketplace as homogencous and devote relatively litle attention to local market, political, and cconomic factors. The choice betwween these two types of structures is guided largely by the
extent of product diversity. Firms with relatively low levels of product diversity may opt for a worldwide product division structure. However, if significant product-market diversity results from highly unrclated internationsl acquisitions, a worldwide holding

company structure should be implemented. Such firms have very litile commonglity among products, markets, or technologics and have litle need for integration.

Global Start-Ups: A Recent Phenomenon

International expansion occurs rather late for most corporations, typically after possibilitics of domestic growth arc cxhausted. Incrcasingly, we are secing two intcrrelated phenomena. First, many firms now cxpand internationally relatively carly in their history;
Second, some firms arc “born global”—that is, from the very beginning, many start-ups arc global in their activitics. For cxample, Logitcch Intcrnational, a leading producer of personal computer accessorics, was global from day one. Founded in 1982 by a Swiss
national and two Italians, the company was headquartcred in both California end Switzerland. R&D and manufacturing were also conducted in both locations and, subsequently, in Taiwen end Ircland 20
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‘The success of companies such as Logitech challenges the conventional wisdom that a company must first build up assets, internal processes, and experience before venturing into faraway lands. It also raises a number of questions: What exactly is a global start-
up? Under what conditions should a company start out as a global start-up? What docs it ake to succeed as a global start-up?

A global start-up 7 has been defincd a5 a business organization that, from inception, secks to derive significant competitive advantage from the use of resources and the sale of outputs in multiple countrics. Right from the beginning, it uses inputs from eround
the world and sells its products and services to customers around the world. Geographic boundarics of nation-states arc irrclevant for a global start-up.

There is no reason for every start-up to be global. Being global necessarily involves higher communication, coordination, and transportation costs. Thercfore, it is important to identify the circumstances under which going global from the beginning is
advantageous 24 First, if the required human resources are globally disperscd, going global may be the best way to access those resources. For cxample, ltalians arc masters in fine leather and Swedes in ergonomics. Second, in many cases forcign financing may be
casicr to obtain and more suitable. Traditionally, U.S. venture capitalists have shown greater willingness to bear risk, but they have shorter time horizons in their cxpectations for return. If a US. start-up is looking for paticnt capital, it may be better off looking

overscas. Third, the target customers in many specialized industrics arc located in other parts of the world. Fourth, in many industrics a gradual move from domestic markets to forcign markets is no longer possible because, if a product is suceessful, forcign

competitors may immediately imitate it. Thercfore, precmptive entry into forcign markets may be the only option. Finally, because of high up-front development costs, a global market is often necessary to recover the costs. This is particularly truc for  “Page 373

start-ups from smaller nations that do not have aceess to large domestic markets.

Successful management of a global start-up preseats many challenges. Communication and coordination across time zoncs and cultures arc always problematic. Since most global start-ups have far less resources than well-cstablished corporations, one key for
sucess is to internalize fow activities and outsource the rest. Managers of such firms must have considerable prior internationsl cxperience so that they can successfully handle the incvitable communication problems and cultural conflicts. Another key for success
is to keep the communication and coordination costs low. The only way to achieve this is by creating less costly administrative mechanisms. The boundaryless organizational designs that we discuss in the next scetion are particularly suitable for global start-ups
because of their flexibility and low cost.

Strategy Spotlight 10.3 () discusscs a Keayen technology start-up with a global vision and scope of operations

[E[EN STRATEGY SPOTLIGHT

GLOBAL START-UP, BRCK, WORKS TO BRING RELIABLE INTERNET CONNECTIVITY TO THE WORLD

BRCK is a notable technology pioneer. It's bringing a novel and potentially very valuable product to market, and itis doing o as  truly global start-up. BRCK’s first product is a surge-resistant, battery-powered router to provide Internet
service, which the firm is simply calling the BRCK. In many parts of the world, power systems are unreliable and offer only intermittent service. Additionally, they are prone to generate power surges that can fry many electronic
products, including Internet routers. For example, in 2013, 2 single power-surge event in Nairobi, Kenys, blew out more than 3,000 routers. BRCK has developed 2 product to address these issues. s router has 2 built-in battery that
charges up whenever the power grid is operating and that runs off the battery for up to eight hours when the power grid goes down. It can also handle power surges up to 400 volts. The BRCK is also flexible as to how it connects to
the Internet It can connect directly to an ethemet line, can link Up with & Wi-Fi network in its ares, and can connect via 3 wireless phons connection. BRCK is aiming to sell ts product to small and medium-size businesses, schools, and
medical faciliies. Its routers allow up to 20 users to simultaneously connect to the Internet. The technologies it uses are not cutting-edge, but the end product itself is innovative and meets a market need.

What really sets BRCK apart is that it is a global start-up that tums the table on typical global structures. Most tech-oriented global firms design their products in a technology center in the developed world and manufacture the
products in a developing country. BRCK has fiipped this model. BRCK designs its products in & developing country and manufactures in a developed country. Its corporate headquarters are in Nairobi, Kenya, at a technology center that
houses a small group of entrepreneurs. The firm employs a dozen engineers to design its products in its corporate headquarters, and while its offices 100k  bit like those in Silicon Valley, the building has backup power for times when
the Kenyan power grid inevitably goes down. The firm sources most of the components for its routers from Asia and manufactures its products in Austin, Texas. Even its sales are also going global right from the start. As of 2016, the
firm had sold BRCKs to customers in 50 countries. The firm has also gotten global acclaim, including winning Fast Company’s 2016 Innovation by Design Award, the Global SME Award at the 2016 ITU Global Telecom Conference, and a
finalist award at the 2016 African Entrepreneurship Awards

Souscs:Car, 1 2014 Mada i Heaya, assomled s Amies: Thi nterot.anywberscompany innovtes rom slion savasadh fotcoeit com, Setamber 4 g; Vop, H. 2014 M n Afie: A pagtsarsp. s com, Tl 10-p: 2o Hersnn, . 2017. T yoa st BRCK. b om Juary 2: .
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How an Organization’s Structure Can Influence Strategy Formulation

Discussions of the relationship between strategy and structure usually strongly imply that structure follows strategy. The strategy that a firm chooses (c.g., related diversification) dictates such structural clements s the division of tasks, the necd for integration of

activitics, and authority relationships within the organization. However, an cxisting structure can influcnce strategy formulation. Once a firm's structure is in place, it is very difficult and expensive to change 22 Exccutives may not be able to modify their Page 317

duties and responsibilities greatly or may not welcome the disruption associated with a transfer to a new location. There are costs associated with hiring, training, and replacing cxecutive, managerial, and operating personnel. Strategy cannot be

Sormulated without considering structural clements.

An orgenization's structure can also have an importent influcnce on how it competes in the marketplace. It can also strongly influcnce a firm’s strategy, day-to-day operations, and performanc
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Boundaryless Organizational Designs

The term boundaryless may bring to mind a chaotic organizational reality in which “anything goes.” This is not the case. As Jack Welch, GE's former CEO, has oron

suggested, boundaryless docs not imply that al interal and external boundarics vanish completely, but tha they become more opea and permeable.24 We are not

suggesting that boundaryless organizational designs ) rcplace the traditional forms of organizational structure, but they should complement them. The differant typss of boundaryless organizations—barier-fee, modular and virtual—

and their relative acvantages and disscvantages.

‘We will discuss three approaches to making boundarics more permeable that help to facilitate the widespread sharing of knowledge and information scross both the
internal and external boundarics of the orgenization. The barrierree type involves making sll organizationsl boundarics—internal end external—more permeable.
‘Teams arc a central building block for implementing the boundaryless orgenization. The modular and virtual types of organizations focus on the necd to create scamless relationships with externl organizations such as customers or supplicrs. While the modular

type emphasizes the outsourcing of noncore activitics, the virtual (or nctswork) organization focuses on alliances among independent cntities formed to exploit specific market opportunitics.

The Barrier-Free Organization

The “boundary” mind-sct is ingrained decply into burcaucracics. It is cvidenced by such clichés as “That's not my job” and “I'm here from corporate to help” or by endless batles over transfer pricing. In the traditional company, boundarics are clearly delincated
in the design of an organization’s structure. Their basic advantage is that the roles of managers and employecs arc simple, clear, well defined, and long lived. A major shortcoming was pointed out to the authors during an interview with a high-tech exceutive:

“Structure tends to be divisive: it leads to territorial fights

Such structures arc being replaced by fluid, ambiguous, and deliberately ill-defined tasks and roles. Just because work roles are no longer clearly defincd, however, docs not mean that differcnces in skills, authority, and talent disappear. A barrier-free organizatio
53 cnables a firm to bridge real differcnces in culture, function, and goals to find common ground that facilitates information sharing and other forms of cooperative behavior. Eliminating the multiple boundarics that stifle productivity and innovation can

enhance the potential of the catire organization.

Creating Permeable Internal Boundaries For barricr-frec organizations to work ffectively, the level of trust and shared interests smong all parts of the organization must be raiscd 25 The orgenization nceds to develop among its employees the skill level
nceded to work in a more democratic organization. Barrier-frec orgenizations also requirc a shift in the orgenization's philosophy from exccutive to organizational development and from investments in high-potential individusls to investments in leveraging the

talents of all individuals.

Teams can be an important aspeat of barrier-frec structures 26 Jeffrey Pfeffer, author of several insightful books, including The Human Equarion, suggests that teams have three primary advantages 2 Firs, teams substitute pecr-based control for hicrarchical
control of work activities. Employecs contral themselves, reducing the time and encrey management nceds to devote to control. Second, teams frequently develop more excative solutions to problems because they cncourage the sharing of the tacit T3l
tenowledge held by individuals 28 Brainstorming, or group problem solving, involves the pooling of ideas and expertise to cnhance the chances that at least one group member will think of a way to solve the problems at hand. Third, by substituting peer ™
control for hierarchical control, teams permit the removal of layers of hicrazchy and absorption of administrative tasks previously performed by specialists. This avoids the costs of having people whose sole job is to watch the peaple who watch other people do the
work. Novartis, the Swiss pharmaceutical giant, is leveraging the pover of teams by consolidating its R&D activities in four locations. Novartis believes that grouping together and teaming up rescarchers from differcat disciplines into sclf-managed work teams

will foster creativity and cooperation 22
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Some have argued for the nced to move more radically to discard formal hicrarchical structures and work toward & more democratic team organizational structure 22 One version of such systems is called a “holacracy.” In a holacracy, there is no formal
organizational structure in the traditional sense. Instcad, cmployecs sclf-identify into roles, undertaking the types of tasks that they arc highly skilled at and interested in. Most employces will have multiple roles. Employees then group together into sclf-orgenized
teams—or,in the terminology of holacracy, circles—in which they work together to complete tasks, such as circles for service delivery or product development. Since individual employees have multiple roles, they typically belong to multiple circles. This
overlapping membership facilitates communication and coordination between circles. The circles within a firm change over time to meet the cvolving situation of the firm. Each circle clects a lead, called a “lead link " This lead link guides mectings and scts the.
‘gencral agenda for the circle, although the members of the circle decide democratically on how the circle will complete tasks. The lead link also serves as a member of a higher-level circle. Oversceing it all s the gencral company circle, a collection of lead links

who serve as the leadership team for the firm

Most firms that have moved to a holscracy way of organizing arc small technology firms. These firms sce litle need for hicrarchical authority, and they are attracted to the promises of improved agility and creativity, as well as higher employee morale, with this
flexible, autonomons type of structure. However, in 2014, Zappos decided to transition its catire 1,500 employees to a holacracy structure. The new structure initially consisted of 250 circles, and it may grow to 400 circles as the new system gets fully
implemented. Tony Hsich, who was Zappos' CEO and is now lead link of the Experiential SWAT Team, says he wants “Zappos to function more like a city and less like a top-down burcaucratic organization ™ In making this change, Zappos is scrving as a natural
experiment to sce if a larger firm can operate as  holacracy

Developing Effective Relationships with External Constituencies In barricr-free organizations, managers must also create flexible, porous organizational boundaries and establish communication flows and mutually bencficial relationships with internal (¢.g..

employees) and external (c.g., customers) constitucncics 2 IBM has worked to develop a long-standing cooperative relationship with the Mayo Clinic. The clinic is a customer but more importantly a rescarch partncr. IBM has placed staff at the Mayo Clinic, and

the two organizations have worked together on technology for the carly identfication of ancurysms, the mining of data in clectronic health esords to develop customized treatmeat plaas for paticnts, and other medical issues &

Barrier-frec organizations ereate suceessful relationships between both internal and external constitucncies, but there is one additional constitueney—competitors—with whom some organizations have benefited as they developed cooperative relationships. For

example, Coca-Cola and PepsiCo, often argued to be the most intense rivals in business, work together to develop nes, eavironmentally conscious refrigerants for use intheir veading machines &

By joining end actively participating in the Business Roundtable—an organization consisting of CEOs of leading US. corporations—Walmart has been able to learn about cutting-edge sustainable initiatives of other major firms. This free flow of Taeiie

information hes cnabled Walmart to undertake a number of steps that have increased the cnergy cfficiency of its operations. Thesc arc described in Strategy Spotlight 10.4.

[E[XH STRATEGY SPOTLIGHT: Environmental Sustainability

THE BUSINESS ROUNDTABLE: A FORUM FOR SHARING BEST ENVIRONMENTAL SUSTAINABILITY PRACTICES
The Business Roundtable is a group of chief executive officers of major U.S. corporations that was created to promote pro-business public policy. It was formed in 1972 through the merger of three existing organizations: The March
Group, the Construction Users Anti-Inflation Roundtable, and the Labor Law Study Commitiee. The group was called President Obama's “closest ally in the business community.”

‘The Business Roundtable became the first broad-based business group to agree on the need to address climate change through collective action, and it remains committed to limiting greenhouse gas emissions and setting the United
States on a more sustainable path. The organization considers that threats to water quality and quantity, rising greenhouse gas emissions, and the risk of climate change—along with increasing energy prices and growing demand—are
of great concern.

Its report “Create, Grow, Sustain” provides best practices and metrics from Business Roundtable member companies that represent nearly all sectors of the economy with $6 trllion in annual revenues. CEOs from Walmart, FedEx,
PepsiCo, Whirlpool, and Verizon are among the 126 executives from leading US. companies that shared some of their best sustainability initiatives in this report. These companies are committed to requcing emissions, increasing
energy efiiciency, and developing more sustainable business practices.

Let's Iook, for example, at some of Walmart's initistives. The firn's CEO, Mike Duke, says it s working with suppliers, pariners, and consumers to drive ts sustainability program. It has helped establish the Sustainabilty Consortium to
arive metrics for measuring the environmental effects of consumer products across their life cycle. The retailer also helped lead the creation of  Sustainable Product Index to provide product information to consumers about the
environmental impact of the products they purchase.

As part of its sustainability efforts, Walmart has completed over 400 renewable energy projects. Combined, these efforts have resulted in more than 1 billion kilowatt-hours of renewable energy production each year, enough power to
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provide the electrical needs of 78,000 homes.

Walmart's renewable energy efforts have focused on three general initiatives:

« Ithas invested in developing distributed electrical generation systems on its property. As part of this effort, Walmart has installed 105 megawatts of solar panels—enough to power about 20,000 houses—on the roofs of 327 stores
and distribution centers. It plans to double this number by 2020.

« Expanding its contracts with suppliers for renewable energy has also been a focus of Walmart. Thus, Walmart bypasses the local utilty to o directly to renewable energy suppliers to sign long-term contracts for renewable energy.
With long-term contracts, Walmart has found that providers will give it more favorable terms. Walmart also believes that the long-term contracts give suppliers the incentive to invest in their generation systems, increasing the
availabilty of renewable power for other users.

« Inregions where going directly to renewable energy suppliers is difficult or impossible, Walmart has engaged the local utilities to increase their investment in renewable energy.

Souscs:Helman, . 2015, o Walmar beceme 1o sy i, ia b pecpl’s monay. e com Noveaber - Asoaymous. 2010, Leating CEOsshars et sutsiadbeypractios. e enirommentaleadecom, Apel 26:2p;Hoplias, M. No . Sustsiadle 0w, v busingsosndiche, op; Anoeymons. 2012, Cre, g, s
s buinespoundile 73, AgE 18: 120 o n ikpedia 0.

The Insights from Research (7) box offers evidence on how breaking down internal and cxternal boundaries influcnces learning.

Page 317

K
@’ 101 INSIGHTS FROM RESEARCH

WHERE EMPLOYEES LEARN AFFECTS FINANCIAL PERFORMANCE

Overview

‘What company wwoulda't sant to improve financial performance? Rescarch suggests that when cmployees of innovative companics engage in learning activitics both inside their companies, such s across functional areas, and outside their companics, such

as via strategic alliances, they can achicve the best performance. This is particularly truc for businesses operating in transitional cconomics.
What the Research Shows

Businesses arc expanding into transitional cconomics, such as China and Indis, to capitalize on these large markets. But how can busincsses operating in thesc cconomics improve their financial performance? Rescarch in Entréprencurship, Theory, and
Practice from scholars at Xi'an Jisotong University and Old Dominion University provides tips to cahance performance. The rescarchers conducted a study using face-to-face interviews with 607 top managers in manufacturing companics in China. They

sought to understand how innovative companics with an “entreprencurial orieatation” could realize better performance when their cmployees learn sbout technology, markets, customers, and other importent information from  renge of sources

In particular, the rescarchers cxamined whether it mattered if companics focuscd learning activitics within their organizations—such as sharing information across functional arcas or implementing technology to facilitate internal knowledge sharing—or

outside the organization—such as studying competitors, learning from government sources, or engaging in strategic alliances with other companics. The results demonstrated that, in general:

« Compariies with a high entrepreneurial orientation engage in more internal leaming activities.

« Comparnies with a moderate entrepreneurial orientation engage in more external leaming activities.

« Compariies with a low entrepreneurial orientation engage in little external learning.
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=+ When companies with a high entrepreneurial orientation engaged in more internal learning, performance improved.

« Leamning from external sources enhanced financial performance but by & lesser amount than learning from intemal sources
Why This Matters
Company leaders have long understood the importance of learning sbout new markets and entreprencurial opportunitics. This rescarch suggests that where cmployecs learn can have an impact on firm performance. It is uscful for companics to engege in
‘multiple learning sources, including developing ways to share knowledge internally and from external sources, such as rivals and government entitics. However, the results also suggest that when it comes to being more innovative, entreprencurial, and

financially profitable, menagers should emphasize intcrnal lcarning and knowledge sharing smong cmployees.

Generally, this is becausc knowledge coming from cxternal sourees is more available to ll industry competitors, reducing its value and utilty toward achicving a competitive advantage. Intcrnal learning, on the other hand, involves members within an
organization who combine company-specific knowledge, resources, and intellcctual property. This allows the organization to fashion unique end proprictary innovations that are difficult for competitors to replicate.

Overall, to achieve the best performance, innovative companies with entrepreneurial drive should balance extemal and intemsl leaming activities. Stil, relatively more internal leaming can generate the best overall performance
Koy Takeaways

+ Entreprencurial businesses operating in transition cconomics, such as Chins, can achicve the best performance when cngaging in learning activities inside and outside the firm
+ When cmployees spend more time learning sbout internal company projects and activitics, their companics arc morc innovative than when they try to learn from competitors in the industry
+ Compenics whosc cmployees have an innovative, cntreprencurial spirit and who spend time learning sbout internal company activitics can improve their financial performance.

« Although learning through interactions with competitors or other external sources is valusble, busincsses in transition cconomics can most improve thcir performance when cmployee learning is focused on intcrnal company sources.
Research Reviewsd

Zhao, ¥, Ly, Y., Chen, L. 2011. Entreprencurial orictation, orgenizational lcarning, and performance: Evidence from China. Entrépréneurship, Theory and Practice 35: 293-317

Risks, Challenges, and Potential Downsides Many firms find that creating and menaging a barrier-free organization can be frustrating  Puriten-Bennctt Corporation,  manufacturer of respiratory cquipment, found that its product development time morc than
doubled after it adopted tcam menagement. Roger J. Dolida, dircctor of R&D, attributed this failure to 2 lack of top management commitment, high turnover emong team members, and infrequent mectings. Oftcn, managers traincd in rigid hicrarchics find it
difficult to make the transition to the more democratic, participative style that tcamwork requircs.

The pros and cons of barrier-free structures are summarized in Exhibit 10.6 (3. Strategy Spotlight 10.5 @ discusses how Cloudflare balanced the need for mansgement structure and the desire for a barrier-fres organization to facilitae grovth T

EXHIEIT 10.6 Pros and Cons of Barrier-Free Structures

« Leverages the talents of all employees. « Difficult to overcome political and authority boundaries inside and

« Enhances cooperation, coordination, and information sharing among functions, divisions, SBUS, outsice the organization.

and external constituencies. « Lacks strong leadership and common vision, which can lead to

+ Enables a quicker response to market changes through a single-goal focus coordination problems.

« Can lead to coordinated win-win initiatives with key suppliers, customers, and alliance partners. » Time-consuming and difficult-to-manage democratic processes.
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« (an lead 10 coordinated win—win initiatives with key suppliers, customers, and alliance partners. s
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« Lacks high levels of trust, which can impede performance.

[EX STRATEGY SPOTLIGHT

CLOUDFLARE SEES THE NEED FOR STRUCTURE

Like most Internet startup firms, when CloudFlare was formed in 2009, the firm's founders proudly and boldly asserted that the firm would build a boundary-free organization with no hierarchy, no formal titles, and no HR function. CEO
Matthew Prince wanted his firm to be flexible and focus on individuals being able to craft their own role and feel rewarded and valued in their chosen role. Bureaucracy and hierarchy would stifle those aims. Prince asserted, *

tles
serve to differentiate, often in an arbitrary way, which can lead to perceived or actual unfair restment. Here, you're judged by your work, not your rank.” He also worried that putting people in formal roles would reduce the firm's bility
to get the right people in the right roles as conditions changed. For example, the person tabbed to head up a small development team may not be suited to lead a growing venture team that may have 250 people on it. Prince
commented that if roles were formalized in this situation, “Either the original person gets demoted, in which case he or she will likely leave, or the new person doesn't get brought in. Neither is a great outcome.”

But as the firm succeeded and grew, Prince Saw Increasing dficulties with the boundaryless structure. In mid-2012, five of the firm's 35 employees quit. TWo of the Issues at work in these departures were that workers found the lack of
2 formal reporting structure and the lack of clarity regarding how a mid-level employee would advance frustrating. When problems arose, there was no one to turn to resolve the problem, other than pestering one of the founders. Also,
since there were no formal HR policies, there were no policies regarding planning vacations, responding to departures, or developing expectations about worklife balance issues.

Prince knew things would need to change as the firm got larger. “People want feedback. They want direction. When we double our current staff, we will need more hierarchy and managers and processes.” By 2015, he had hired a lead
product engineer, an HR administrator, and a talent recruiter. CloudFiare still avoided giving people the title of manager, but it put people in key senior roles. As the sales team grew, the firm instituted formal hierarchical levels. Prince
qQuipped that it actually worked, and that the engineering team noticed the sales team appreciated having the hierarchy, commenting, “Hey, they actually look happy and productive. Maybe managers aren't such a bad thing.”

CloudFiare’s experience shows that too much structure and too much hierarchy can slow things down and constrict information sharing. However, too litle structure can also inhibit the ability to get things done and can demotivate.
workers. The challenge for CloudFlare and other fast growing firms s to find the right balance in providing enough structure but not so much that the firm becomes bureaucratic.

Soutcs: Cula, ., & Deaniola, A 2016 Str-ups hs 1. Aorg. Mare:op;ad, Fiden, 1 2013, Why thar ars 20 s &t my compss i com 0o 2.

The Modular Organization

‘The modular organization ) outsources nonvital functions, tapping into the knowledge and cxpertise of “best in class” supplicrs, but retains strategic control. Outsiders may be used to manufacture parts, handle logistics, or perform accounting activities 35 The.
value chain can be used to identify the key primary and support activities performed by a firm to create value: Which activitics do we keep in-housc and which activitics do we outsource to supplicrs?3% The organization becomes a central hub surrounded by

networks of outside supplicrs and specialists, and parts can be added o taken away. Both manufacturing and scrvice units may be modular &2 Taeis
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Apparel is an industry in which the modular type has been widely adopted. adidas, for example, does little of its own manufacturing. Instead, it contracts with outside supplicrs who run over 1,000 manufacturing plants in over 60 different countrics. These
production facilitics are mostly located in low labor cost countrics, including Cambodia, China, Egypt, Pakistan, and Turkey 38 Avoiding large investments in fixed assets helps adidas derive large profits on minor sales increases. Adidas can also keep pace with

changing tastes in the marketplace beaause its supplicrs have become expert at rapidly retooling to produce acr products 22
In 2 modular company, outsourcing the noncore functions offers three advantages:

1. A firm cen deercase overall costs, stimulate new product development by hiring supplicrs with talent superior to that of in-house personncl, avoid idle capacity, reduce inventorics, and avoid being locked into a particular technology
2. A company can focus scarce resources on the arcas where it holds a competitive advantage. These bencits can translate into more funding for R&D to hirc the best cngincers and for sales and service to provide continuous training for staff

3. An organization can tap into the knowledge and expertisc of its specialized supply chain partners, adding critical skills and accclerating organizationl learning 0
The modular type cnables a company to leverage relatively small smounts of capital and a small management team to achicve secmingly unattaingble strategic objectives 31 Certain preconditions arc necessary before the modular spproach can be suceessful. First,
the company must work closcly with supplicrs to nsure that the interests of cach party arc being fulfilled. Companics nced to find loyal, relisble vendors who can be trusted with trade scercts. They also nced assurances that supplicrs will dedicate their financial,

physical, and human resources to satisfy strategic objectives such as lowering costs or being first to market

Second, the modular company must be sure that it sclects the proper competeacies to keep in-house. For adidas, its core competencics arc design and marketing, not shoc menufacturing; for Honds, the core competence is engine technology. An orgenization must

avoid outsourcing components that may compromise its long-term competitive advantages.
Strategic Risks of Outsourcing  The main strategic concerns arc (1) loss of eritical skills or developing the wrong skills, (2) loss of cross-functional skills, and (3) loss of control over a supplicr £2

Too much outsourcing can result in a firm “giving away” too much skill and control £ Outsourcing relicves companics of the requircment to maintain skill levels needed to manufacture csscatial componeats 2 At onc time, semiconductor chips scemed like &
simple technology to outsource, but they have now become  critical component of a wide varicty of products. Companics that have outsourced the manufacture of thesc chips run the risk of losing the ability to manufacture them as the technology cscalates. They

become more dependent upoa their suppliers

Cross-functional skills refer to the skills acquired through the interaction of individuals in various departments within a company 4 Such interaction assists a department in solving problems as employees interface with others across functional units. However, if &

firm outsources key functional responsibilitics, such as manufacturing, communication across departments can become more difficult. A firm and its employees must now integrate their activitics with a new, outside supplicr.
The outsourced products may give supplicrs too much power over the manufacturer. Supplicrs that are key to 2 manufacturer's success can, in esscnce, hold the menufacturer “hostage.”

Exhibit 10.7 (7) summarizes the pros and cons of modular structures. 38




image22.png
+ Directs a firm's managerial and technical talent to the most criical « Inhibits common vision through reliance on outsiders.
activities. + Diminishes future competitive advantages if citical technologies or other competencies are
+ Maintains fullstrategic control over most critical activities—core outsourced
competencies. + Increases the difficulty of bringing back into the firm activities that now add value due to market
+ Achieves “best in class” performance at each link in the value chain. shifts.
+ Leverages core competencies by outsourcing with smaller capital + Leads to an erosion of cross-functional skl
commitment.

« Decreases operational control and potential loss of control over a supplier.
« Encourages information sharing and accelerates organizational learning.

The Virtual Organization

In contrast to the “sclf-reliant” thinking that guided traditionsl organizational designs, the strategic challenge today has become doing more with less and looking outside the firm for opportunitics and solutions to problems. The virtual organization provides a new

means of leveraging resources and exploiting opportunitics 47

The virtual organization ) can be viewed as a continually evolving network of independent companics—suppliers, customers, even competitors—linked together to share skills, costs, and access to one another's markets 48 The members of a virtual
orzenization, by pooling and sharing the knowledge and expertise of cach of the componeat organizations, simultancously “know” more and can “do” more than eay one member of the group could do alone. By working closely together, cach gains in the long run
from individual and organizational learning £ The term virual, meaning “being in cffect but not actully so.” is commonly used in the computer industry. A computer's abilit o appear to have more storage capacity than it really possesses is called virtual

memory. Similarly, by asscmbling resources from a variety of entities, a virtual organization may scem to have mor capabilitics than it really possesses 2

Virtual organizations nced not be permancnt, and participating firms may be involved in multiple allisnces. Virtual orgenizations may involve different firms performing complementary value activitics or differeat firms involved jointly in the same valuc activitics,

such as production, R&D, end distribution. The percentage of activitics that arc jointly performed with partncrs may vary significantly from alliance to allisnce 1

How does the virtual type of structure differ from the modular type? Unlike the modular type, in which the focal firm maintains full stratcgic control, the virtual organization is characterized by participating firms that give up part of their control and accept
interdependent destinics. Participating firms pursuc a collective strategy that nbles them to cope with uncertainty through cooperative cfforts. The bencfit is that, just as virtual memory increascs storage capacity, the virtual organizations cahance the capacity or

competitive advantage of participating firms.

Each company that links up with others to creat a virtual organization contributes only what it considers its core competencies. It will mix and match what it does best with the best of other firms by identifying its critical capabilitics and the necessary links to

other capabilitics 2
In addition to linking a sct of organizations in a virtual organization, firms can create internal virtusl organizations, in which individuals who arc not located together and may not cven be in the same traditional orgenizational unit are joincd together in virtul
teams. These teams may be permaneat but often arc flexible, with changing membership as business nceds cvolve. For cxample, advertising agencies often create flexible membership tcams for cach clicat to provide the expertisc that a firm's advertising program

aceds.

Challenges and Risks The virtual orgenization demands that managers build relationships both within the firm and with other companics, acgotiate win-rin deals for all partics, find the right partncrs with compatible goals end valucs, and provide  Page 331

the right balance of freedom and control. Information systems must be designed and integrated to facilitate communication with current and potetial partners
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Managers must be clear sbout the strategic objectives while forming alliances. Some objectives arc time-bound, and those alliances nced to be dissolved once the objective is fulfilled. Some allisnces may have relatively long-term objectives and will nced to be:
clearly monitored and murtured to produce mutual commitment and avoid bitter fights for control. The highly dynamic personal computer industry is characterized by multiple temporary alliances among hardware, operating system, and software producers 52 But

alliances in the more stable automobile industry have long-term objectives and tend to be relatively stable.

The virtual orgenization is a logical culmination of joint venture strategics of the past. Shared risks, costs, and rewards are the facts of life in a virtual organization 34 When virtual orgenizations arc formed, they involve tremendous challenges for strategic

planning. As with the modular corporation, it s esscatial to identify core competencics. However, for virtual structures to be successful, a strategic plan is also nceded to determine the cffectiveness of combining core competencics.
The strategic plan must address the diminished operational control and overwhelming nced for trust and common vision among the partners. This new structure may be appropriate for firms whose strategics require merging technologics (c.g., computing and
communication) o for firms exploiting shrinking product ifc cycles that require simultancous eatry into multiple gographic markets. It may be cffective for firms that desire to be quick to the market with a new product or service. The recent profusion of

alliances among sirlines was primarily motivated by the nced to provide scamless travel demanded by the full-farc-paying busincss traveler. Exhibit 10.5 (@) summarizes the pros and cons of virtual structures.

EXHIEIT 10.5 Pros and Cons of Virtusl Structures

« Enables the sharing of costs and skills. « Harder to determine where one company ends and another begins, due to close.
« Enhances access to global markets. interdependencies among players.
« Increzses market responsivensss « Leads to potential loss of operational control among partners.
« Creates a “best of everything” organization since each partner brings core » Results in loss of strategic contrel over emerging technology.
competencies to the alliance. « Requires new and difficult-to-acquire managerial skills.

« Encourages both individual and organizational knowledge sharing and
accelerates organizational leaming.
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Boundaryless Organizations: Making Them Work

Designing an orgenization that simultancously supports the requircments of an organization's stratcgy, is consistent with the demands of the cavironment, and can be cffectively implemented by the people sround the manager is a tall order for any menager 35 The,
‘most effective solution is usually a combination of organizational types. That is, a firm may outsource many parts of ts value chain to reduce costs and incressc quality, cagage simultancously in multiple lliances to take advantage of technological developments

o penctrate new markets, and break down barriers within the organization to cahance flexibility.

‘When an orgenization faces external pressurcs, resource scarcity, and declining performance, it tends to become more internally focused, rather than dirccting its cfforts toward managing end cahancing rclationships with cxisting and potential externsl “Page 323
stakeholders. This may be the most opportunc time for managers to carcfully analyze their value-chain activitics end cvaluate the potential for adopting clements of modular, virtusl, and barricr-free organizational types.

In this section, we will address two issucs managers nced to be aware of as they work to design an cffective boundaryless organization. First, managers necd to develop mechanisms to ensure cffective coordination and integration. Sccond, menagers need to be.

‘aware of the benefits and costs of developing strong and long-term rclationships with both intcrnal and external stakeholders.

Facilitating Coordis
coordination end intcgration of an orgenization’s key valuc-chain activitics arc critical. Teams arc key building blocks of the new organizational forms, and teamwork requires new end flexible approaches to coordination and intcgration.

ion and Integration Achicving the coordination and intcgration ccessary to masimize the poteatial of an orgenization's human capital involves much more then just crcating a new structure. Techniques and processcs to casure the.
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Managers trained in rigid hicrarchics may find it difficult to make the transition to the more democratic, participative style that teamwork requires. As Douglas K. Smith, co-author of The Wisdom of Teams, pointed out, “ completely diverse group must agrec on
2 goal, put the notion of individusl sccountability aside and figure out how to work with cach other. Most of all, they must learn that if the team fails, it's cveryonc’s fault "5 Within the framework of an appropriate organizational design, menagers must sclect a
mix and balance of tools and techniques to facilitate the effective coordination and integration of key sctivitics. Some of the factors that must be considered include:

« Common culture and shared values.
« Horizontal organizationsl structures.
« Communications and information techologics.

+ Human resouree practices.

Common Culture and Shared Values Sharcd goals, mutual objectives, and o high degrec of trust arc cssentil to the success of boundaryless organizations. In the fluid and flexible cavironments of the new organizationsl architectures, common cultures, shared

values, and carcfully aligned incentives arc often less expensive to implement and are often  more cffective means of stratgic control then rules, boundarics, and formal procedures. Tony Hsich, the founder of Zappos, discussed the importance of culture and

values this way: “We formalize the definition of our culture into ... 10 core values at Zappos. And one of the really interesting things I found from the rescarch is that it actually doesa’t matter what your values are, what matters s that you have them and that you
7

alig the organization around them.

Horizontal Organizational Structures()  These structures, which group similar or related busincss units under common management control, facilitate sharing resources and infrastructures to cxploit syncrgics among operating units and help to create 2 sense:
of common purpose. Consistency in training end the development of similar structures across busincss units facilitates job rotation and cross-training and cnhances understanding of commen problems and opportunitics. Cross-functional teams end interdivisional

committees and task groups represent important opportunitics to improve understanding and foster cooperation among operating uaits

Communications and Information Technology (IT) The cffective use of IT can play an important role in bridging gaps and breaking down barriers between organizations. This can include communication systcms, such as cmail and videoconferencing,
internal social netrwork systems, knowledge portals, and other technology means to link people within en organization across regions and organizational units. Additionally, firms can leverage point-of-sale inventory systems and RFID technology ©©  “Page 323
facilitate automated communications and coordinated actions with supplicrs, distributors, and other firm partners. Thus, information technology should be viewed more as a prime component of an organization's overall stratcgy than simply in terms of
‘administrative support.

‘Human Resource Practices Change always involves and affects the human dimension of organizations. The attraction, development, and retention of human capital are vital to valuc creation. As boundaryless structures are implemented, processcs arc

reengincered, and organizations become incrcasingly dependent on sophisticated ITs, the skills of workers and managers like must be upgraded to realize the full benefits

‘The Benefits and Costs of Developing Lasting Internal and External Relationships ~Successful boundaryless organizations rely heavily on the relationsl sspects of organizations. Rather than relying on strict hicrarchical and burcaucratic systems, these firms
are flexible and coordinate action by leveraging shared socisl norms end strong social relationships between both intcrnal and external stakeholders S8 At the same time, it is important to acknowledge that relying on relationships can have both positive and

ncgative cifects. To successfully move to a more boundaryless organization, menagers necd to acknowledge and attend to both the costs and bencfits of relying on relationships and social norms to guide behavior
There arc three primary benefits that organizations sccruc when relying on relationships:

« Agency costs within the firm can be dramatically cut through the use of relational systems. Managers and employees in relationship-oriented firms arc guided by social norms and relationships they have with other mansgers and employees. As a result, the
firm can reduce the degrec to which it relics on monitoring, rules and regulations, and financial incentives to cnsure that workers put in & strong cffort and work in the firm’s intercsts. A relational view leads mansgers and employees to act in a supportive:
manner and makes them more willing to stcp out of thcir formal roles when nceded to accomplish tasks for others and for the organization. They arc also less likely to shirk their responsibilitics

« There is also likely to be a reduction in the transaction costs between a firm and s suppliers and customers. Tf firms have bult strong relationships with partacring firms, they are more likely to work cooperatively with these firms and build trust that their
‘partncrs will work in the best interests of the alliance. This will reduce the need for the firms to write detailed contracts and sct up strict burcaucratic rules to outline the responsibilitics and definc the behavior of cach firm. Additionally, partncring firms with
strong relationships are more likely to invest in assets that specifically support the partncrship. Finally, they will have much less fear that their partncr will ry to take advantage of them or scize the bulk of the bencfits from the partncrship

« Since they feel a sense of shared ownership and goals, individuals within the firm as well as partnering firms will be more likely 1o Search for win-win rather than win-lose solutions. When taking a rclational view, individuals are less likely to look out
solely for their personal best interests. They will also be considerate of the benefits and costs to other individuals in the firm and to the overall firm. The same is truc at the organizational level. Firms with strong relationships with their partners arc going to
Took for solutions that not only bencfit themselves but also provide cquitable benefits and limited downside for the partnering firms.
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« AS the relationships between individuals and firms strengthen, they are also more likely to full prey to suboptimal locK-in effects. The problem here is that as decisions become drivea by concerns about rlationships, cconomic factors become Iess “Foge 337~
important. As a result, firms become less likely to make decisions that could benefit the firm since those decisions mey harm employees or partnering firms. For cxemple, firms may see the cconomic logic in exiting a market, but the ties they feel =
with employees that work in that division sad pestneriag firms in thet market mey reduce their willingaess to make the hard decision to cxit the markes, This can be debilitaing to firms in rapidly changing markets where successful firms add, seorgenize, and
sometimes exit operations snd relationships reguladly

« Since there are no formal guidelines, conflits between individuals and units within firms, as well as between partnering firms, are typically resolved through ad hoe negotiations and processes. In these cizcumstances, theze axe o legal meens or
burcancratic rules to guide decision meking. Thus, when firms face a difficult decision where there aze differences of opinion sbout the best course of action, the ultimate choices made are often driven by the inhereat power of the individuals or firms fnvolved
This powwer use may be unintentional ead subconscious, but it can result in outcomes that are decmed unfair by one or more of the partics

« The social capital of individuals and firms can drive their opportunities. Thus, rather than identifying the best person o put i s leadership role or the optimal supplier to contract with, these choices are more srongly drivea by the level of social connection
the person or supplier has. This elso increases the catry barriers for potential nev: suppliers or cmployees with whom a fizm can contract sinee new firms likely don't have the soeial conncetions aceded to be chosen as & worthy partacr with whor o contract

This also may limit the likelihood that acs innovative ideas will enter into the conversations at the firm

‘As mentioned carlicr in the chapter, the solution may be to cffectively integrate clements of formal structure and reward systems with stronger rclationships. This may influcnce specific relationships so that a mansger will want cmployecs to build rclationships
while still maintaining some managerial oversight and reward systems that motivate the desircd behavior. This may also result in different cmphascs with differcnt rclationships. For cxample, there may be some units, such as accounting, where & stronger role for

traditional structures and forms of evaluation may be optimal. However, in new product development units, & greater emphasis on relational systems may be more appropriate.
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Creating Ambidextrous Organizational Designs

In Chapter 1 (2, we introduced the conccpt of “ambidexterity.” which incorporates two contradictory challenges faced by today’s managers 2 First, managers must s

explore ncw opportusitics and adjust to volatile markets in order to avoid complacency. They must cnsurc that they maintain adaptability 57 snd remain proactive in
The need for cresting ambidextrous organizational designs thet ensble firms to explore

expanding and/or modifying their product-market scope to enticipate and satisfy market conditions. Such competencics are cspecially challenging when change is rapid
new opporturities and effectively integrate existing operations.

2nd unpredictable.

Second, menagers must also effectively exploit the valuc of their cxisting asscts and competencics. They need to have alignment ), which is a clear sense of how
value is being created in the short term and how activitics are intcgrated and properly coordinated. Firms that achicve both adaptability and alignment are considered ambidextrous organizations—aligned and cfficient in how they manage today’s business but

flexible enough to changes in the environment 5o that they will prosper tomorror

Handling such opposing demands is difficult because there will always be some degre of conflict. Firms often suffer when they place too strong a priority on cither adaptability or alignment. If it places too much focus on adsptability, the firm will | “Page 325

suffer low profitability in the short term. If managers dircot their efforts primarily at alignment, they will likely miss out on promising business opportunities.

Ambidextrous Organizations: Key Design Attributes

A study by Charles O'Reilly and Michac! TushmanS® provides some insights into hov some firms were sble to create successful ambidextrous organizational designs 7 . They investigated companics that attempted to simultancously pursue modest, incremental

innovations as well as morc dramatic, breakthrough innovations. The team investigated 35 attempts to launch breakthrough innovations undertaken by 15 busincss units in ninc differcnt industrics. They studicd the organizational designs and the processcs,

systems, and cultures sssociated with the breakthrough projects as well as their impact on the operations and performance of the traditional businesses.
Companies structured their breakthrough projects in onc of four primary ways:

« Seven were carricd out within existing functional organizational structures. The projects were completely integrated into the regular organizational and management structure,
« Nine were orgenized as ¢ross-functional teams. The groups operated within the cstablished organization but outside the cxisting management structure.

« Four were organized as unsupported teams. Here, they became independent units set up outside the established organization and management hicrarchy

« Fificen were conducted within ambidextrous organizations. Here, the breakthrough efforts were organized within structurally independent units, cach having its own processes, structures, and cultures. However, they were integrated into the existing seaior

‘management structure.
The performance results of the 35 initiatives were tracked along two dimensions:

« Their success in ereating desired innovations was measured by cither the actual commercial results of the new product or the application of practical market o technical learning,

« The performance of the existing business was evaluated.
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The study found that the organizational structure and management practices cmployed had a dircet and significant impact on the performance of both the breakthrough initiative end the traditional business. The ambidextrous orgenizational designs were morc:

effective than the other three designs on both dimensions: launching breakthrough products o services (i.c., adaptation) and improving the performance of the existing business (i.c., alignment).

Why Was the Ambidextrous Organization the Most Effective Structure?

The study found that there were many factors. A clear end compelling vision, consistently communicated by the company’s scior mansgement team, was critical in building the smbidextrous designs. The structure cnabled cross-fertilization while avoiding cross-
contamination. The tight coordination and intcgration at the managerial levels cnabled the newer units to share important resources from the traditional units, such as cash, talent, end cxpertise. Such sharing was cncouraged and facilitated by cffective reward
systems that emphasized overall company goals. The organizational scparation cnsurcd that the new units® distinctive processes, structures, and cultures were not overwhelmed by the forces of “busincss as usual ” The established units were shiclded from the

distractions of launching new businesses, and they continued to focus all of their attention and encrgy on refining their operations, enhancing their products, and serving thei customers,
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SUE FOR DEBATE

In the fall of 2015, Google unveiled a new orgenizational structure. Google created a holding company, Alphabet Inc., which offers overall oversight for the disparate collcction of busincsses the firm owns. The parent company is run

by firm founders Larry Page and Sergey Brin and its Chicf Financial Officer, Ruth Porat. Alphabet is using 2 hybrid SBU-divisionl structure with the main SBU, Google, housing scveral core busincsses, including its scarch busincss, YouTube, Android,
and the Chrome operating systems. The busincsses in the Google SBU accounted for ncarly 90 percent of Alphabet's $90 billion of revenue in 2016 Other divisions in the structure include Nest, a smart-home projet division; Verily, a group working on
health carc and discasc prevention; and GV, the firm’s venture capital arm. The structure also includes an incubator SBU, X, which houses the firm's sccretive “moonshot” projects, including Project Loon, & veature to offer Internct scrvice in the.
developing world with high-altitude balloons; Project Titan, a dronc delivery scrvicc; and veatures that arc not yet publicly known. The hope s that once projects advance inside X and can stand on their own, they can be moved and become their own

divisions, an action that took place with Waymo, Google's self-driving car project in 2016.

Larry Page, Alphabet's CEO, says he looked to Warren Buffett's Berskshirc Hathaway as a model for running a large, complex orgenization. His goal is to allow the differeat units the frecdom to focus on their particular arcas. Mr. Page wrotc in his blog,
“Fundsmentally, we belicve this allows us more menagement scalc, as we can run things independently that arcn't very related.” The ncw structure also allows the firm to more cffectively control costs in the independent units, resulting in more constrained
budgets in thesc units

But the transition has not beea catirely smooth. From outside, the firm has faced criticism that the new structure simply reinforced the view that it is investing in busincsses far from Google’s core markets and into markets for which Alphabet's core
competencies are not well suited. As Brian Wicscr, an analyst with Pivotal Rescarch, stated: “just becausc they break out the data docsn’t mean theyIl stop making investments in things that arc so far removed from the core busincss.” With the Google®™)
businesscs losing $3.6 billion in 2016, this criticism is ulikely to wne. The firm has also cxperienced leadership challenges. In the past, the founders, Larry Page and Sergey Brin, its chairman, Eric Schmidt, and Google's CEO, Sundar Pichal, provided
strong leadership to hold it all together. In building all of the operating units, Alphabet nccds to develop management talent to run them_ This appears to be a work in progress, at best, with onc division CEO called “divisive and impulsive” while another
has been labeled “mercurial " The structure also makes it harder to coordinate activitics across the different business units. For example, while Google was working to develop its home unit Alcxa, Alphabet's smart-home division, Nest, had signaled its

intention to work with Amazon to link its smart home products with Amazon's Echo. This raised the potential of Alphabet divisions competing with cach other.
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Traditional Forms of Organizational Structure

Organizational structure ) refers to the formalized patierns of interactions that link a firm’s tasks, technologics, and people 2 Structures help to cnsure that resources are used cffectively in accomplishing an orgenization’s mission. Structure provides a means of
balencing two conflicting forces: a nced for the division of tasks into meaningful groupings and the need to integrate such groupings in order to ensurc cfficicncy and effectivencss.? Structure identifics the cxceutive, managerial, and administrative orgenization of

a firm and indicates responsibilitics and hicrarchical relationships. It also influcnces the flow of information as well as the context and nature of humen interactions £

Most organizations begin very small and either dic or remain small. Those that survive and prosper embark on strategies designed to inerease the overall scope of operations and enable them to enter new product-market domains. Such growth places additional

pressure on exccutives to control and coordinate the firm's incressing size and diversity. The most appropriate type of structure depends on the nature and magnitude of growth

Patterns of Growth of Large Corporations: Strategy-Structure Relationships

A firm’s strategy and structure change as it increases in size, diversifics into new product markets, and expands its geographic scope.$ Exhibit 10.1 (@ illustrates oron

common growth patterns of firms.
‘The growith patterns of major corporations and the relationship betwsen & firm's

stretagy and its structure.
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A new firm with a simple structure typically increases its sales revenuc and volume of outputs over time. It may also cngage in some vertical intcgration to scoure sources of supply (backward integration) as well as channels of distribution (forvard  “Page 303

integration). The simple-structure firm then implements a funcrional structure to concentrate ciforts on both incressing cfficiency and cahancing s operations and products. This structure cables the firm to group its operations into functions,

departments, or geographic arcas. As its initial markets mature, a firm looks beyond its present products and markets for possible cxpansion.

A strategy of related diversification requires a need to reorganize around product lines or geographic markets. This leads to a divisional structure. As the business cxpands in terms of sales revemues, and domestic growth opportunitics become somewhat limited, &
firm may scck opportunitics in intcrnational markets. A firm has a wide varicty of structures to choose from. These include international division, geographic area, woridwide product division, worldwide functional, and worldwide matrix. Deciding upon the most

appropriate structure when a firm has intcrnational operations depends on three primary factors: the extent of intcrnational cxpansion, type of strategy (global, multidomestic, or transnational), end degree of product diversity?

Some firms may find it advantageous to diversify into scveral product lincs rather then focus their cfforts on strengthening distributor and supplicr relationships through vertical integration. They would orgenize themsclves according to product lincs by

implementing a divisional structuse. Also, some firms may choose to move iato unselated product arcas, typically by acquiring existing businesses. Frequently, their rationale is that acquiring assets and competencics is more cconomical o cxpedient  paga 304

than developing them internally. Such an unrclated, or conglomerate, strategy requires relatively litdle integration across businesses and sharing of resources. Thus, a holding company structure becomes appropriate. There are many other growth

patterns, but these are the most common

Now we will discuss some of the most common types of organizational structures—simple, fanctional, divisional (including two variants: sirategic businéss unit and holding company), and matrix—and their advantages and disadvantages. We will close the.

scction with a discussion of the structural implications when a firm cxpands its operations into intcrnational markets &

Simple Structure

The simple organizational structure (7 is the oldest, aad most common, organizational form. Most organizations are very small and have a single or very narrow o)

product line in which the owner-manager (or top exceutive) makes most of the decisions. The owner-manager controls all activitics, and the staff scrves as an extension
Each of the traditional types of organizational structure: simple, functional, divisional,
and matsix

of the top excautive.

Advantages The simple structure is highly informal, and the coordination of tesks is accomplished by dircct supervision. Characteristics of this structure include:
highly centralized decision making, little specialization of tasks, few rules and regulations, end en informal evaluation and reward system. Although the owner-manager

is intimately involved in almost all phases of the business, a manager s often employed to oversec day-to-day operations

Disadvantages A simple structure may foster creativity and individualism since there arc generally few rules and regulations. However, such “informality” may lead to problems. Employces may not clearly understand their responsibilitics, which can lead to
conflict and confusion. Employces may take advantage of the lack of regulations and act in their own sclf-interest, which can crode motivation and satisfaction and lead to the possible misusc of orgenizational resources. Small organizations have flat structures that

limit opportunitics for upward mobility. Without the poteatial for future advancement, recruiting and retaining taleat may become very difficult
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Functional Structure

‘When an orgenization is small (15 or fewer cmployecs), it is not nccessary to have  varicty of formal arrengements and groupings of activitics. However, as firms grow, cxcessive demands may be placed on the owner-manager in order to obtain and process all of
the information necessary to run the busincss. Chances arc the owner will not be skilled in sl specialtics (c.g., accounting, cngincering, production, marketing). Thus, he or she will nced to hirc specilists in the various functional arcas. Such growth in the overall

scope and complexity of the busincss necessitates a functionsl organizational structure 5} whercin the major functions of the firm are grouped internally. The coordination and integration of the functional arcas become among the most important

responsibilities of the chicf exccutive of the firm (sce Exhibit 102

EXHIBIT 10.2 Functional Organizational Structure .

Chief Executive
Officer or President

Manager Manager Manager
Production Engineering Accounting

Lower-level managers, specialists, and operating personnel

-

Functional structures arc gencrally found in organizations in which there is a single or closcly related product or service, high production volume, and some vertical intcgration. Initially, firms tend to cxpand the overall scope of their operations by pencirating
xisting markets, introducing similar products in additional markets, or increasing the level of vertical intcgration. Such expansion sctivitics clearly increase the scope and complexity of the operations. The functional structure provides for o high level of Tage 305

centralization that helps to casure integration and control over the related product-market activities or multiple prismary activities (from inbound logisties to operations to marketing, sales, snd service) in the value chain (addressed in Chapters 3 (2) sad
4@

Advantages By bringing together specialists into functional departments, a firm is able to enhance its coordination end control within cach of the functional arcas. Decision making in the firm will be centralized at the top of the organization. This cahances the
organizational-level (as opposed to fanctionsl arca) perspective across the various functions in the orgenization. In sddition, the functional structure provides for a more cfficient use of managerial and technical talent since functional arca cxpertise is pooled in &
single department (c.g., marketing) instcad of being spread across a varicty of product-market arcas. Finally, carcer paths and professional development in specialized arcas arc facilitated.

Disadvantages The differences in valucs and oricntations smong functional arces may impede communication and coordination. Edgar Schein of MIT has argucd that sharcd assumptions, oftcn based on similar backgrounds and expericnces of members, form
‘around functional units in en organization. This leads to what arc often called “stove pipes” or “silos,” in which departments view themselves as isolated, sclf-contained units with lttle need for interaction and coordination with other departments. This crodes

communication because functional groups may have not only different goals but also differing meanings of words and concepts. According to Schein:
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The word “marketing” will mean product development to the engineer, studying customers through market research to the
product manager, merchandising to the salesperson, and constant change in design to the manufacturing manager. When
they try to work together, they will often attribute disagreements to personalities and fail to notice the deeper, shared
assumptions that color how each function thinks.2

Such narrow functionsl oricntations also may lead to short-term thinking based largely upon what is best for the functional arca, not the entirc orgenization. In 2 manufacturing firm, sales may want to offer a wide range of customized products to appeal to the
firm’s customers; R&D may overdesign products end components to achieve technical clegance; and menufacturing may favor no-frills products that can be produccd at low cost by means of long production runs. Functionsl structurcs may overburden the top
exceutives in the firm because conflicts have a tendeney to be “pushed up” to the top of the orgenization since there are no managers who arc responsible for the specific product lincs. Functional structures make it difficult to establish uniform performance

standards across the cntire organization. It may be relatively casy to cvaluate production managers on the basis of production volume and cost control, but establishing performance measures for engincering, R&D, and accounting becomes more problematic.
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Divisional Structure

The divisional organizational structure ) (sometimes called the multidivisional structure or M-Form) is organized around products, projects, or markets. Each of the divisions, in turn, includes its own functionsl specialists who arc typically organized into
departments 12 A divisional structure cncompasses a sct of relatively autonomous units governed by a central corporate office. The operating divisions arc relatively independent and consist of products and services that are different from those of the other
divisions 11 Operational decision making in a large business places cxcessive demends on the firm’s top menagement. In order to attend to broader, longer-term orgenizational issucs, top-level mansgers must delcgate decision making to lower-level mansgers.
Divisional exceutives play a key role: They help to determine the product-market and financial objectives for the division as well as their division's contribution to overall corporate performance 12 The rewards arc bascd largely on measures of financial

performance such as nct income and revemue. Exhibit 10.3 (2) illustrates a divisional structure.
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General Motors was among the carlicst firms to adopt the divisional organizational structure. 12 In the 19205 the company formed five major product divisions (Cadillac, Buick, Oldsmobile, Pontiac, and Chevrolet) as well s several industrial divisions. Since then,

‘many firms have discovered that as they diversificd into new product-market activitics, functional structures—with their emphasis on single functional departments—were unable to manage the increased complesity of the entire busincss.

Advantages By creating scparate divisions to manage individual product markets, there s 2 scparation of strategic and operating control. Divisional managers can focus their cfforts on improving operations in the product markets for which they arc responsible,
‘and corporate officers can devote their time to overall strategic issucs for the entirc corporation. The focus on a division's products and markets—by the divisional exceutives—provides the corporation with an enhanced ability to respond quickly to important
changes. Since there arc functional departments within cach division of the corporation, the problems associsted with sharing resources across functional departments arc minimized. Because there ar multiple levels of gencral managers (cxecutives responsible

for intcgrating end coordinating ll functionsl ercas), the development of gencral management talent is cnhanced.




