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PART 2 THE PROCESS OF ORGANIZATION DEVELOPMENT

STEINWAY & SONS

teinway & Sons, whichtumed 160 years old
in April 2013, is generally regarded as the fin-
est piano maker in the world. Founded in

1853 by the Steinway famiy, the firm was.
sold 1o CBS in 1972, taken private in 1985 by
John and Robert Bimingham, and sold again in
1995 10 Dana Messina and Kyle Kirkiand, who took.
it public in 1996. Steinway & Sons is the piano
division of the Steinway Musical Instruments Com-
pany that also owns Selmer Instruments and
other manufacturers of band instruments (wwiw.
steinwaymusical.com). Piano sales in 2002 were
169 millon, down 7.6% from the prior year and
miroring the general economic downtu. Since
going public, Steinway's corporate revenues have
rowna compounded 6-7% ayear, while eamings
per share have advanced, on average, a com-
pounded 11%. The financial performance for the
overall company in 2002 was sightly below indus-
ry averages.

The Steinway brand remains one of the
company’s most valuable assets. The com-
pany's president notes that despite only 2%
of all keyboard unit sales in the United States,
they have 25% of the sales dollars and 3% of
the profits. Their market share in the high-end
grand piano segment is consistently over 80%.
For example, 98% of the piano soloists at 30 of
the world's major symphony orchestras chose
a Steinway grand during the 2000/2001 con-
cert season. Over 1,300 of the world's top pia-
nists, all of whom own Steinways and perform
solely on Steinways, endorse the brand with-
out financial compensation.

Workers at Steinway & Sons manufacturing
plants in New York and Germany have been
with the company for an average of 15 years,
often over 20 or 30 years. Many of Steinway's
employees are descendants of parents and
randparents who worked for the company.

THE ENVIRONMENT
The piano mrket is typicaly segmented into
rand pianos and upright pianos, with the former
being a smaller but higherpriced segment. In
1995, about 550,000 upright pianos and 50,000

grand pianos were sold. Piano customers can
also be segmented into_ professional artists,
amateur pianists, and institutions such as con-
cert hals, universities, and music schools. The
private (home) market accounts for about 90%
of the upright piano sales and 80% of the grand
piano sales, with the balance being sold to Insti-
tutional customers. New markets in Asia repre-
sent important new growth opportunities.

The piano industry has experienced sev-
eral important and dramatic changes for such
a traditional product. Industry sales, for exam-
ple, dropped 40% between 1980 and 1995
Whether the decline was the result of
increased electronic keyboard sales, a real
deciine in the total market, or some temporary
deciine was a matter of debate in the industry.
Since then, sales growth has tended to reflect
the ups and downs of the global economy.

Competition in the piano industry has also
changed. In the United States, several hundred
piano makers at the tum of the century had
consolidated to eight by 1992 The Baldwin
Piano and Organ Company is Steinway's pri-
mary U.S. competitor. It offers a fullline of pia-
nos under the Baldwin and Wauriltzer brand
names through a network of over 700 dealers.
In addition to relatively inexpensive upright pia-
nos produced in highvolume plants, Baldwin
also makes handcrafted grand pianos that are
‘wellrespected and endorsed by such arists as
Dave Brubeck and Stephen Sondheim, and by
the Boston, Chicago, and Philadelphia orches-
tras. Annual sales are i the $100 milion range;
Baldwin was recently sold to the Gibson Guitar
Company. The European story is similar. Only
Bosendorfer of Austria and Fazoli of Italy
remain as legitimate Steinway competitors.

Several Asian companies have emerged as
important competitors. Yamaha, Kawai, Young
Chang, and Samick callectively held about
35% of the vertcal piano market and 80% of
the grand piano market in terms of units and
75% of global sales in 1995. Yamaha is the
world's largest piano manufacturer with sales
of over $1 bilion and a global market share of
about 36%. Yamaha's strategy has been 1o
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96 PART2 THE PROCESS OF ORGANIZATION DEVELOPMENT

The following sections of this chapter address diagnosing at cach of the three
levels—organization, group, and individual job. General overviews of the dimensions
(and their relationships) that need to be understood at each level are presented. It is
beyond the scope of this chapter to describe in detail the many variables and relation-
ships reported in the extensive literature on organizations. However, specific diagnostic
questions are identified and concrete examples are included as an introduction to this
phase of the planned change process.

54 Organization-Level Diagnosis

‘The organization level of analysi s the broadest systems perspective typically taken in
diagnostic activities. (In some cases, OD is applied to a multiorganization system; those
change processes are discussed in Chapter 20 on Transorganizational Change) The
model shown in Figure 5.2 is similar to other popular organization-level diagnostic
models. These include Weisbord's six-box model,' Nadler and Tushman’s congruency
model,* Galbraith’s star model,* and Kotter's organization dynamics model” Figure 5.2
shows that an organization’s design components represent the way the organization
organizes itself within an environment (inputs) to achieve specific results (outputs).’ To
understand how 3 total organization functions, it is necessary fo examine particular
inputs, design components, and the alignment of the two sets of dimensions.

54a Inputs

Figure 5.2 shows that three key inputs or environmental types affect the way an organi-
zation s designed. We first describe these environments and then identify environmental
dimensions tht influence how organizations respond to external forces.

Environmental Types Thrce classes of environments influence how organizations
function and achieve results: the general environment, the task environment, and the
enacted environment”

“The general environment consist of all external forces that can directly o indirectly
affect an organization.’ The general environment can include a variety of social, techno-
logical, economic, ecological, and political/regulatory forces. These forces may interact in
unique and unpredictable ways, presenting the orgaization with challenging threats and
opportunities. Each of the forces also can affect the organization in both direct and indi-
rect ways. For example, an organization may have trouble obiaining raw materials from
a supplier because a national union is gieving the supplier’s employment practices, a
government regulator is bringing a lawsuit against the supplier, or a consumer group is
boycotiing the supplier’s products. Thus, parts of the general environment can afect the
organization without having any direct connection to it

‘The task environment is another important organization input. Michael Porter
defined an organization's task environment in terms of industry structure represented
by five forces: supplier power, buyer power, threats of substitutes, threats of entry, and
rivalry among competitors.'® First, an organization must be sensitive to powerful suppli-
ers who can increase prices (and therefore lower profits) or force the organization to
pay more attention to the supplier’s needs than to its own needs. For example, unions
represent powerful supplirs of abor that can affect the costs of any organization within
an industry. Second, a firm must respond to powerful buyers. Powerful retalers, such as
Walmart and Costeo, can force Procter & Gamble, Johnson & Johnson, or other
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supplirs to lower prices or deliver their products in particular ways. Third, an organiza-
tion must be sensitive to the threat of new firms entering into competition. Profits in the
restaurant business tend to be low because of the case of Sarting 2 new restaurant
Fourth, a company must respond to the threat of new products or services that can
replace existing offerings. Ice cream producers must carefully monitor their costs and
prices because it is easy for a consumer to purchase frozen yogurt or other types of
desserts instead. Finally, an organization must be sensitive to rivalry among existing
competitors. If many organizations are competing for the same customers, then the orga-
nization must be responsive to product offerings, costs, and structures if it s to survive
and prosper. Together, these five forces play an important role in determining an orga-
nization's success, whether it is a manufacturing or service firm, a nonprofit organiza-
tion, or a government agency.

While the general environment and the task environment describe the objective
pressures an organization faces, the organization must first recognize those forces. The
enacted enviromment consists of organization members’ perception and representation
of the general and task environments. Environments must be perceived before they can
influence decisions about how to respond to them.'’ Organization members must
actively observe, register, and make sense of the environment before it can affect their
decisions sbout what actions 1o take. Thus, only the enacted environment can affect
which organizational responses are chosen. The general and task environments, however,
influence whether those responses are successful or ineffective. For example, members
may perceive customers as relatively satisfied with their products and may decide to
make only token efforts at developing new products. If those perceptions are wrong
and customers are dissatisfied with existing products, the meager product development
efforts can have disastrous organizational consequences. As a result, an organization’s
enacted environment should accurately reflect its general and task environments if mem.
bers’ decisions and actions are to be effective.'*

Environmental Dimensions In addition o understanding what inputs are at work,
the environment can be understood in terms of ts rate of change and complexity."®
‘The rate of change in an organization’s general environment or task envizonment can
be characterized along a dynamic-static continuum. Dynamic environments change rap-
idly and unpredictably while static environments change more slowly and expectedly.
‘The complexity of the environment refes to the number of different clements in the gen-
eral and task environments that can significantly affect the organization. Some organiza
tions, such as software development firms, fae dynamic and complex environments. Not
only do technologies, regulations, customers, and supplirs change rapidly, but also all of
them are important to the firy's survival. On the other hand, other organizations, such
as manufacturers of glss containers, face more stable and less complex environments.
A useful way to understand how the rate of change and complesity of environments
influence organizations is to view envizonments as information flows that organizations
need to process to discover how to relate to their environments."* The key dimension of
the environment affeting information processing s information uncertainty, or the
degree to which environmentl information s ambiguous. Organizations seck 1o remove
uncertainty from the enviranment 5o that they know how to transact with it For exam-
Pl organizations may try to discern customer needs through focus groups and surveys
and attempt to understand competitor strategies through press relases, sales force beha-
viors, and knowledge of key personnel. The greater an organization environment’s rae of
change and complexity, the more information uncertainty the organization faces, and
consequently, the more information the organization must process to learn about the
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environment.'* Thus, dynamic and complex environments pose difficult information-
processing problems for organizations. For example, global compeition, technological
change, and financial markets have created highly uncertain environments for many
‘multinational firms and have severely strained their information.processing capacity.

5-4b Design Components

Figure 52 shows that an organization's design is compased of four components—technology,
structure, management processes, and human resources systems I is surrounded by an inter-
‘mediate input—strategy—and an intermediate output—culture—that need to be considered
along with the organization’s design. Efective organizations align their strategy to environ-
mental inputs and then fit the design components to cach other to support the strategy
and to jointly promote strategic behaviors. (Chapter 18 describes strategy and organization
design interventions)

“A strategy represents the way an organization uses its resources (human, economic, or
technical) to achieve its goals and to gain a competitive advantage in a particular environ-
ment.** Because strategy defines how an organization positions itsel to compete in an
environment, it is shown in Figure 5.2 as an intermediate input between the envizonment
and the four design components. A complete statement of strategy includes the organiza-
tion's mission, goals and objectives, strategic intent, and functional policies.” An organiza-
tion's mission defines the long-term purpose of the arganization, the range of products or
services offered, the markets served, and the societal needs addressed. Goals and objectives
include specific targets for achieving strategic success. They provide explict direction, set
organization priorities, provide guidelines for management decisions, and serve as the cor-
nerstone for organizing activities and setting standards of achievement. “Strategic intent” is
a succinet label or metaphor that describes how the organization intends to leverage three
resource dimensions—breadth, aggressiveness, and differentiation—to achieve its goals and
objectives. For example, in 2013, a turnaround strategic intent drove Nokia's goals of
restoring financial confidence. That turnaround can be characterized by 2 narrower (as
opposed to broader) focus on specific markets and products, increased aggressiveness dem.
enstrated by its marketing expenditures and internal cost reductions, and improved differ-
entiation through its alliance with Microsoft and its Windows 8 operating system. Finally,
functional policies are the methods, procedures, rules, or administrative practices that
guide decision making and convert strategic plans into actions. In the semiconductor busi.
ness, for example, Intel had a policy of allocating about 30% of revenues to research and
development to maintain its lead in microprocessors production.”® (Chapters 18 and 19
describe strategy interventions)

Technology is concerned with the way an organization converts inputs into products
and services. It represents the core transformation process and includes production
methods, workflow, and equipment. Two features of the technological core have been
shown to influence other design components: technical interdependence and technical
uncertainty."” Technical interdependence involves the extent to which the different
parts of a technological system are related. High interdependence requires considerable
coordination among tasks, such as might oceur when departments must work together
to bring out a new product. Technical uncertainty refers to the amount of information
processing and decision making required during task performance. Generally, when tasks
require high amounts of information processing and decision making, they are difficult
to plan and routinize. The technology of car manufacturing is relatively certain and
‘moderately interdependent. As a result, automobile manufacturers can specify in advance
the behaviors workers should exhibit and how their work should be coordinated.
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Structure is the basic organizing mode for (1) dividing the overall work of an orga-
nization into subunits that can assign tasks to groups or individuals and (2) coordinating
these subunits for completion of the overall work** Structure, therefore, needs to be
closely aligned with the organization’s technology. Organization structure can divide
work by function (eg. accounting, sales, or production), by product or service
(eg. Chevrolet, GMC, or Cadillac), by customer (eg, large, medium, or small enter-
prise), or by some combination of both (e a matrix composed of functional depart-
ments and product groupings). Structures can coordinate work across subunits through
the managerial hierarchy or a variety of lteral mechanisms, such as plans and schedules,
budgets, project managers, iaison positions, integrators, cross-departmental task forces,
and matrix relationships. The amount of coordination required in a structure is a func-
tion of (1) the amount of uncertainty in the environment, (2) the degree to which sub-
units differ from each other, and (3) the amount of interdependence among subunits *
As uncertainty, subunit difference, and interdependence increase, more sophisticated
coordinating devices are required (Chapter 12 discusses structural interventions.)
Management processes are methods for processing information, making decisions, and
controlling the operation of the organization. They help the organization to understand
how well it is performing, to detect and control deviations from goals, to make relevant
decisions, and to communicate the results. Closely related to structural coordination,
management processes monitor organizational operations and feed data about work
activities to managers and members so that they can better understand current perfor-
mance, make relevant decisions, and coordinate work. Effective information, decision
making, and control systems are linked closely o strategic objectives; provide accurate,
understandable, and timely information; are accepted as legitimate by organization mem.
bers; and produce benefits in excess of their cost.

“Human resources systems include mechanisms for selecting, developing, appraising, and
rewarding organization members. These influence the mix of skil, personal characterisics,
and behaviors of organization members. An organization's strategy and technology provide
important information about the skills and knowiedge required if the organization is to be
successful. Appraisal processes identify whether those skills and knowledge are being
applied to the work, and reward systems complete the cycle by recognizing performance
that contributes to goal achievement. Reward systems may be tied to measurement systems
50 that rewards are allocated based on measured results. (Chapters 15, 16, and 17 discuss
specific human resources systems, such as rewards and career development)

Organization culture represents the basic assumptions, values, and norms shared by
organization members ** Those cultural elements are generally faken for granted and
serve to guide members’ perceptions, thoughts, and actions. For example, McDonald's
culture emphasizes efficiency, speed, and consistency. It orients employees to company
goals and suggests the kinds of behaviors necessary for success. In Figure 52, culture is
shown as an intermediate output from the four design components because it represents
both an outcome and a constraint. Culture initially derives from an organization foun.
der's values and is reinforced and sustained through organization selection and socializa-
tion processes. It is also an outcome of the organization’s history and environment as
well as of prior choices made about the strategy, technology, structure, management pro-
cesses, and human resources systems. Because organization culture is personally internal-
ized, it can be difficult to change and can restrict an organization's ablity to change its
strategy and organization design components * In that sense, culture can cither hinder
or facilitate organization change. In diagnosing organizations, the culture needs to be
understood well enough to determine its alignment with the organization’s strategy and
the four design components. (Chapter 18 discusses culture change in more detail)
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54c Outputs

‘The outputs of organization design are measures of how well the design contributes to
organization effctiveness. This can include three kinds of outcomes. First, organization
performance refers to financial outcomes, such as sales, profits, return on investment
(ROD), or earnings per share (EPS). For nonprofit and government agencies, perfor-
mance often refers to the extent to which costs were lowered o budgets met. Second,
productvity concerns internal measurements of efficiency, such s sales per employee,
waste, error rates, quality, or units produced per hour. Third, stakeholder satisfaction
reflects how well the organization has met the expectations of different groups having
an interest in the organization. For example, customer loyalty can be measured in
terms of market share or focus-group data; employee engagement can be measured in
terms of an opinion survey; investor satisfaction can be measured in terms of stock
price or analyst opinions; and environmental sustainability can be measured by the orga-
nization’s carbon footprint.

544 Alignment
Disgnosing the efectiveness of an organization requires knowledge of the sbove cle-
ments to determine the aligament or it among them.

1. Does the organization’s strategy fit with the inputs? To be cffective, an organi-
zation's strategy needs to be responsive to the general and task environments.
‘They include external forces, threats, and opportunities that need to be consid-
ered in making strategic choices about mission, goals and objectives, strategic
intent, and functional policies. The organization makes those choices based on
members” perceptions of the environment (the enacted envisonmen). Thus, the
organization's  information.-processing and  strategy-making capabilities must
match the information uncertainty of the general and task environments if the
organization's perceptions and strategic choices are to accurately relect external
realties. Environments that change rapidly and are complex are highly uncertain.
In these situations, organizations need to constandly process information and
monitor wide segments of their environments; their sirategy-making process
needs to be flexible resulting in strategic choices that can quickly be adapted to
changing external conditions. (Chapter 19 describes dynamic strategy-making
interventions.) Conversely, organizations can periodically assess selected parts of
the environment and make strtegic choices that are stable over moderate 1o long
periods of time when the information uncertainty of their general and task envir-
onments is relatively lov.

2. Do the organization design components fit with each other to jointly support the
strategy? For example, if the organization’ straegy is highly flesble and responsive
to environmental change, then the design components must mutually support and
reinforce agile and adapiable organizational behaviors. Successful firms in Silicon
Valley, such as Apple and Oracl, tend to have fleible strategies that promote inno-
vation and change. Their organization design components include leading-edge
technologies that are complex and uncertan; fleibl structures that emphasize agil-
ity and fast responses; management processes that provide rapid information and
feedback and promote employee decision making; human resource policies. that
selct, develop, and reward talented employees. These flexible and agile firms have
organization cultures that value technical sophistication, member commitment,
invention, and customer loyalty.
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54¢ Analysis
Application 5.1 desribes the Stinvay organization and provides an opporunity (0 pr-
form an organization-level analysis 2* A useful starting point is to examine outputs and
1o ask about the organization's current effctiveness. Steinway has excellent market share
in the high-quality segment of the grand piano market, a string of improving financial
measures, and strong customer loyaly. However, the data on employee satisfaction are
mixed; there are both long-tenured people and an indication that some workers are leav-
ing for other jobs. Financial improvements appear modest when contrasted with industry
averages. Understanding the underlying causes of these effctiveness fssues begins vith
an assessment of the inputs and organization design and then proceeds to an evaluation
of the aligaments among the diferent parts.
In diagnosing the inpus, two questions are important.

1. What is the company’s general environment? Steinway's external environment is
only moderately uncertain and not very complex. Socially, Steinway is an important
part of a country’s artistic culture and the fine arts. It must be aware of fickle trends
in music and display an appropriate sensitvity to them. Politcall, the organization
operates on a global basis and its distribution and sales networks must be attuned to
different governmental and country requirements. The manufacturing plant in
‘Hamburg, Germany, suggests an important political dependency that must be mon.
itored. Technologicaly, Steinway appears reasonably concerned about the latest
breakihroughs in piano design, materials, and construction. They are aware of alter-
native technologies, such as the assembly-line process at Yamaha, but prefer the
classic methods they have always used. Ecologically, Steinway must be mindl.
Their product requires lumber and they are very selective (some would say wasteful)
about the choices, rejecting many pieces. It is likely that environmentalists would
express concern aver how Steinway uses this natural resource. Together, these envi-
ronmental forces paint a relatively moderate level of uncertainty. Most of these
issues are knowable and can be forecast with some confidence. In addition, while
there are several environmental elements that need to be addressed, not all of them
are vitally important. The environment s not very complex.

2. What is the company’s task environment? Steinway's industry is moderately com-
petitive and profit pressures can be mapped by looking at five key forces. First, the
threat of eniry is fairly low. There are some important barriers to cross if an organi-
zation wanted to get into the piano business. For example, Steinway, Yamaha, and
Baldwin have very strong brands and dealer networks. Any new entrant would need
to overcome these strong images to get people to buy their product. Second, the
threat of substitute products is moderate. On the one hand, electronic keyboards
have made important advances and represent an inexpensive alternative 1o grand
and upright pianos. On the other hand, the sophisticated nature of many of the
artists and audiences suggests that there are not many substitutes for a concert
grand piano. Third, the bargaining power of suppliers, such as providers of labor
and raw materials, is high. The labor union has effetive control over the much-
Sought-after craft workers who manufacture and assemble grand pianos. Given the
relatively difficult time that most high-end piano manufacturers have in holding
onto these highly trained employees, the organization must expend considerable
resources to retain them. Similasly, given the critical nature of wood to the final
product, lumber suppliers can probably exert significant influence. Fourth, the bar-
gaining power of buyers varies by segment. In the high-end segment, the number of
buyers s relatively small and sophisticated, and the small number of high-quality
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