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ix

PREFACE

This fourth edition of Organization Theory and Design: An International Perspective, explores 
contemporary issues in organization design using both classic ideas and contemporary  

theories while also mobilizing critical thinking. The aim is to help students understand differ-
ent approaches to management. Throughout this new edition, examples are drawn from global 
sources, reflecting different issues and best practices faced by managers working in national and 
international business, public sector and non-profit environments around the world.

International economic liberalization combined with advances in information and commu-
nication technologies means that companies do not need to be enormous in order to compete 
internationally. We explore in the text how numerous smaller, more agile companies, often based 
in emerging economies, have been able to grow rapidly, and have in many cases outstripped the 
former market leaders in the established developed countries. These companies are embedded in 
distinctive cultures and they incorporate practices that have proven highly effective. These new-
comers have often humbled many industry giants, although at the same time other well-estab-
lished companies have adapted and flourished in new conditions nurtured by globalization and 
market liberalization.

These developments have served to underscore the key, yet repeatedly overlooked, insight that 
there is no single, effective way of designing and managing an organization. When we look around 
the world, we find very different organizations, designed on highly divergent principles and   
philosophies, succeeding in national and international markets. Similarly, organizations with very 
different management styles coexist in the global business environment.

What does this mean for managers? First of all, it is extremely important to be able to stand 
back, take stock, be self-reflective. How we see things is often quite different from the way others 
see things. Secondly, our efforts to exert control over our internal and external environments are 
likely to be partially successful at best. The potency and scope of management control should not 
be exaggerated, as unexpected and unscheduled developments and events disrupt the best laid 
plans. Appreciating the limits of executive intervention and control encourages the development 
of a more agile, facilitating and adaptable, rather than controlling, approach. Thirdly, it points to 
the importance of developing an ability to understand more intuitively and respond more skilfully 
to change, rather than relying upon techniques and procedures which hold out the overblown 
promise of rendering the future predictable.

In this textbook, we have tried to avoid one-size-fits-all answers because as noted, there is no 
single best way to design an organization, and no single best way to manage. These are contingent 
on circumstances, capacities, and in no small measure, on chance. We have sought to provide 
some, necessarily partial, illumination of how different organizations have dealt with diverse 
issues, as well as the pros and cons of their decisions, again bearing in mind that every situation is 
distinctive and dynamic. Leaders of organizations in both private and public sectors must become 
increasingly attuned to demands for economic and social justice in both their own organizations 
and in wider society. These challenges and responsibilities that we all face as members and leaders 
of organizations are what make the study of organization design both intellectually rewarding 
and of critical practical importance.
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x PREFACE

Distinguishing Features of Organizational Theory and 
Design: An International Perspective

Many students on a typical organization theory course do not have extensive work experience, 
especially at the middle and upper management levels, where organization theory tends to be 
consciously applied. Therefore, to help engage students in the world of organizations, this book 
contains a number of special learning features: A Look Inside chapter introductions, Bookmarks, 
the Leading by Design feature, Counterpoint features, In Practice examples, and end-of-chapter 
and integrative cases for student analysis.

A Look Inside This feature introduces a topic by exploring examples of companies that 
have faced the organizational design issues featured in that chapter. Many of the A Look Inside 
organizations have enjoyed success, but others have struggled despite imaginative responses to 
organizational challenges. These cases show that in a turbulent business environment, failure may 
be due to factors outside the control of management, rather than because of bad decisions or poor 
management skills. A Look Inside examples include companies from around the world such as 
Philips NV, Uber, Nokia, Interpol, Boots PLC, Tesla and Nissan.

Bookmarks Bookmarks are a unique feature of the Organization Theory and Design texts. 
The Bookmarks are short reviews of books that address current issues of concern for managers. 
They offer an introduction into the wider management literature that addresses real-life chal-
lenges of contemporary organizations, encouraging students and practical managers to extend 
their reading on organizational theory and design. 

Updated Case Examples This fourth edition contains a balance of case examples from 
different parts of the world as well as numerous examples to illustrate theoretical concepts in 
today’s context. We look at companies from emerging economies, like India’s Tata Group. 
 European organizations are a particular focus, with discussion of corporations such as  Germany’s 
Continental and Volkswagen, Britain’s Virgin Group and Spain’s Zara. The success of – and 
 challenges facing – Asia-Pacific organizations is also examined, through numerous examples such 
as Toyota and Sony of Japan, Korea’s Samsung and Australia’s Oroton.

Leading by Design This feature highlights organizations that have applied new design 
ideas, based both on contemporary management thinking and the availability of new information 
and communication technologies. Typically, these organizations have undergone a major shift in 
organization design, strategic direction, values, or culture as they strive to be more competitive in 
today’s turbulent global environment. Many of the Leading by Design examples illustrate com-
pany transformations towards knowledge sharing, empowerment of employees, new structures, 
new cultures, the breaking down of barriers between departments and organizations, and the 
joining together of employees in a common mission. Once again, the Leading by Design examples 
for this edition have been drawn from across the world, with up-to-date exploration of organiza-
tional structure and performance. Cases include the Rolling Stones, Canva, Google and Shazam.

In Practice These cases illustrate theoretical concepts in organizational settings. In 
Practice cases include Ryanair, Zara, PayPal and Pret A Manger.

Manager’s Brief This feature, which is located on the associated online platform, tells 
students how to use concepts to analyze cases and manage organizations.ONLINE BRIEF 1.1

WWW
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PREFACE xi

Counterpoints To provide examples of how different organizations have dealt with 
diverse issues, as well as the pros and cons of their decisions, we provide Counterpoint fea-
tures that look at organizational practices and problems to challenge conventional wisdom 
and stimulate reflection. Counterpoints are available within the text with additional examples 
in the companion material online. They are intended to signal the existence of alternative 
ways of looking at organization theory and design, providing different perceptions and per-
spectives. The Online Counterpoints hosted on the associated online platform are labelled 
independently and are identifiable by the margin icon shown here.

Text Exhibits Frequent exhibits are used to help students visualize organizational relation-
ships, and the artwork has been presented to communicate concepts clearly.

Summary and Interpretation The summary and interpretation section tells students 
how the chapter points are important in the broader context of organizational theory.

Case for Analysis Cases from prominent business scholars, tailored to chapter concepts to 
provide a vehicle for student analysis and discussion.

Integrative Cases The integrative cases at the end of the text are positioned to encourage 
student discussion and involvement, and cover cross-cutting themes that have been addressed in 
the text. Particular attention has been paid to selecting integrative cases from a diverse range of 
geographical and organizational settings, from profiling the sequence of potentially avoidable errors 
that led to the Nimrod disaster (when a military aircraft caught fire tragically killing the crew), to a 
dispute on a New Zealand farm which highlights the inherent tensions and challenges faced when a 
business moves from a family-run to a corporate organization.

ONLINE 
COUNTERPOINT
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CHAPTER 1 WHAT ARE ORGANIZATIONS? 3

Unilever.1 But consumer electronics are different from 
household products; they are costly to develop and 
generally don’t require tailoring to individual markets; 
thus centralized product development tends to be the 
preferred approach. Autonomy sometimes reached 
extremes, for example when Philips in North America 
decided to manufacture early video recorders based 
on a competitor’s product.

Another problem was bureaucracy and inefficiency. 
Philips was so successful, for so long, that workers 
and managers began to see their positions as jobs-
for-life. Employment grew and grew; ultimately Philips 
had over 300,000 employees worldwide. Eindhoven 
itself was every bit the company town; Philips took 
on numerous social projects ranging from the Philips 
library and theatre to the PSV Eindhoven football 
team, which under Philips’ benevolent sponsorship 
became one of the giants of European club soccer. 
The Philips product development division seemed to 
lose its knack for creating products that fit customer 
needs. Its early forays into computers, in particular, 
were not competitive with either the US giants like 
IBM and later Compaq, or the emerging brands from 
the Far East.

By the 1980s, Japan had emerged from its early 
post-war avatar as producer of cheap copies of West-
ern consumer goods. In motorcycles, then the auto-
mobile industry, and fatefully for Philips, in electronics. 

Philips’ bottom line suddenly turned red. Despite 
fitful efforts to cut costs in the late 1980s, by 1990 
the company had run up an accumulated deficit of 
$2.6 billion.2

Philips turned to a new company president, Jan 
Timmer, who slashed the company’s workforce by 
50,000, got out of the computer business altogether, 
terminated a number of unprofitable joint ventures 
and reoriented the company towards Asian produc-
tion facilities in place of increasingly costly Europe. 
Timmer’s hard-nosed strategy stemmed some but 
not all the bleeding. In 1996, Sony, Philips’ big-
gest competitor, generated sales of $43 billion with 
150,000 employees, while Philips managed only 
$37 billion with almost twice as many workers. In 
1996, and again in 2001, the company changed its 
top management, but the same cycle of job cuts, 
divestments, market upticks and then disappointing 
losses continued.3 The competitive situation became 
even more dire, as Korean brands like LG had joined 
the Japanese giants as global competitors, cleaning 
up the cost-conscious market segment, while Sony 

Philips NV

Philips was one of the world’s first genuine multi-
nationals. Founded in Eindhoven, Netherlands by 

Gerard Philips in 1891, the company initially manu-
factured light bulbs, seizing the opportunity of wide-
spread home and business electrification. Electricity 
soon brought opportunities for inventing and selling 
further electrical devices, and during much of the 
twentieth century, no European company seized mar-
ket opportunities better than Philips. The relatively 
small size of Holland’s domestic market pushed the 
company to seek new markets on the continent and 
eventually beyond. By the mid-1980s, the company 
was active in 14 different divisions ranging from the 
original lighting sector to large appliances and the new 
field of computers. Philips’ product development lab-
oratories were unparalleled, developing  cutting-edge 
electrical equipment across the company’s vast prod-
uct range.

But as is often the case in business, at the height 
of Philips’ success, storm clouds were gathering on 
the horizon. Several different factors were beginning 
to work against the company as it approached its 
second century.

One issue was the very loose organizational struc-
ture that the company was forced to adopt when it 
internationalized. Before the great era of trade and 
market liberalization that began in the 1970s, it was 
simply not possible to centralize functions globally. 
Indeed, during the Second World War, when Holland 
was occupied by the German Nazis, international 
branches of Philips basically operated entirely inde-
pendently. Even in normal times, companies wishing to 
enter different countries’ markets were typically forced 
to set up fully functional national units, with their own 
manufacturing, marketing and distribution systems.

The national units that had to be set up tended 
to become autonomous power bases. In theory this 
could have been beneficial, if innovative approaches 
were developed and tested in one country and then 
rolled out internationally, as was the case for exam-
ple for the Anglo-Dutch consumer products firm, 

A LOOK INSIDE
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4 PART 1 INTRODUCTION TO ORGANIZATIONS

Organization Theory in Action

Topics
Many of the topics covered in this book are illustrated in the Philips case. Consider, for exam-
ple, the company’s failure to respond to, or control, competitors and customers in the fast-paced 
external environment; its difficulties implementing strategic and structural changes to attain effec-
tiveness; difficulties coping with the problems of large size and bureaucracy; lack of adequate cost 
controls; challenges associated with an outmoded corporate culture that stifled innovation and 
change; and its repeated efforts to redesign itself in order to address these challenges. These are 
illustrative of the issues with which organization theory is concerned (but see the Counterpoint, 
below, for another viewpoint on organizational design).

and Toshiba had a stranglehold on the most affluent 
customers.

The enigma of Philips was that while the com-
pany’s engineers brought many of electronic tech-
nology’s most important innovations to market (for 
example the audio cassette, the compact disc and 
the DVD), it didn’t seem able to take commercial 
advantage of the breakthroughs. In the early years of 
the new millennium, Philips resolved to move away 
from being a manufacturing-driven company towards 
one that would be customer-driven, a change in 
direction that involved a much greater focus on what 
insiders called ‘The Marketing Journey’.4

From 2004 onwards, Philips’ fortunes seemed to 
be on the upswing. Finally, the company seemed to 
be doing well with its innovations. Medical systems 
and consumer electronics sales were up 9 per cent 
and 10 per cent respectively, but temporary growth 
blips like that had been seen before. What was more 
important, sales from newly introduced products rose 
sharply. In the medical area, 70 per cent of sales were 
of products introduced in the previous two years, 
unusual for a field with typically long product cycles. 
Company-wide, the proportion of sales derived from 
products introduced in the previous two years rose 
from a quarter in 2003 to over half in 2006.

In 2008, Philips moved to simplify its organiza-
tional structure, establishing three core divisions 
of consumer, healthcare and lighting, which helped 
to focus the company on its best-performing prod-
uct lines. The current CEO Frans van Houten, who 
arrived in mid-2011, has taken this focused strat-
egy to a new level, by ruthlessly eliminating ‘sunset’ 
products, particularly in the globally cut-throat home 
entertainment sector, where convergence between 

the computer and entertainment segments can wipe 
out whole product categories overnight while creat-
ing new ‘must haves’ such as tablets. Televisions, 
long the company’s talisman products, were ditched 
altogether, along with video players, another declin-
ing segment.

Van Houten is acutely aware that in a sprawling 
company such as Philips, wayward units can lose 
touch with market trends and eventually end up hurt-
ing the overall bottom line. So in conjunction with the 
CFO, van Houten designed a ‘Dashboard’ computer 
programme allowing senior managers to look at per-
formance across the company and its different geo-
graphic and product operations, and quickly check 
performance and trends.

This helped Philips to develop a more sophisti-
cated and forward-looking product focus. For exam-
ple, in Western markets with their affluent, ageing 
populations, the company is focusing particularly on 
consumer healthcare products, while in emerging 
markets it is tailoring its product design and market-
ing to meet the needs of new and discriminating con-
sumers. Originally, Philips focused on other products 
in emerging markets, such as vegetable choppers in 
Russia, and shavers in China. Increasingly, in both 
developed and emerging markets, however, Philips is 
focusing on health care, and indeed brands itself as a 
health care business. Revenues and profits have been 
solid. In 2017 the company had profits of €1.8 billion 
on sales of €18 billion.

Philips’ trajectory is similar to that of many other 
companies in today’s volatile environment, where 
companies constantly revisit their organizational 
design in order to address changing consumer prefer-
ences and business environments.
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CHAPTER 1 WHAT ARE ORGANIZATIONS? 5

COUNTERPOINT 1.1
Note how these topics tend to take a managerial focus and also to assume that problems are the same 
for everyone. Those who lost their jobs at Philips might well question this view. They might challenge 
the legitimacy of a system that resulted in poor performance. What about the accountability of 
executives to their employees as well as to their shareholders? Employees bore the brunt of the poor 
decision-making; but they had little input into the strategic decision-making process. Organization 
theory extends beyond a managerial perspective to ask more fundamental questions about how and 
why organizations are designed the way they are, who creates and authorizes the design, and who 
may also explore alternative designs. Design is not reducible to a technical matter; it is an inherently 
political one that involves the distribution of power and opportunity. Whatever design is calculated 
to be most appropriate, efficient or effective, it will reflect the values and priorities of its architects. 
Implementation of the design will be contingent upon the political will to implement and the capacity 
to overcome resistance to it.

Of course the application of organization theory is not limited to firms like Philips. 
All companies and other organizations – from the largest to struggling start-ups – undergo 
changes that can be illuminated and informed by theories of organization and its design. 
Organization theory is no less relevant to public sector and nonprofit organizations, includ-
ing central and local government departments, non-governmental organizations (NGOs), 
arts organizations, charities and so on. In different ways, people responsible for the design and 
development of organizations as well as everyone working in them face challenges comparable to 
Philips, even if they are accountable to politicians or trusts rather than shareholders, and are gen-
erally more influenced by an ethos of public or charitable service rather than private gain.

The story of Philips is important because it demonstrates that organizing involves contin-
uous challenges in the face of uncertainty and change. No organization – not even tax depart-
ments or funeral parlours – are protected from changes in technologies, conventions, customer 
preferences, availability of supplies, etc. Organizing is a fraught and vulnerable process. Lessons 
are not learned automatically. Designs are only as strong – ethically as well as economically and 
 technically – as the decision-makers who take primary responsibility for shaping structures and 
cultures. Organizations (see Counterpoint 1.2) are not static. There is a continuous process of 
adaptation in response to changes beyond the organization. Managers of change endeavour to 
exploit or control those changes and, in so doing, contribute to the changes which affect the other 
organizations. Surveys of top executives indicate that coping with rapid change is the most com-
mon problem facing managers and organizations.5 Organizations face the challenge of finding 
ways of changing themselves or changing their environments to become technically, economically 
and ethically more responsive and effective. Of course, it is important to acknowledge that organ-
izational design is only one factor that can help a company to succeed. Conversely, if a company 
is successful, it doesn’t necessarily mean that this was because of good organizational design, and 
therefore others should emulate the organizational structure. Perhaps the company’s healthcare 
division designers just came up with a market-leading gadget, for example!

ONLINE BRIEF 1.1

WWW

COUNTERPOINT 1.2
The term ‘organizations’ is repeatedly used in everyday life as well as in this text. How are we to 
interpret it? When we say ‘organizations face challenges’ or ‘the company failed to …’ we probably 
do not mean all the people who work in that organization or company. In fact, organizations are 
often very diverse, with different departments and factions pulling in different directions as well as 
attempting to cooperate with each other.
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6 PART 1 INTRODUCTION TO ORGANIZATIONS

Current Challenges
Some specific challenges are dealing with globalization, maintaining high standards of ethics and 
social responsibility, responding rapidly to environmental changes and customer needs, and sup-
porting diversity. Perhaps most significant of all has been the disruption – in both a positive and 
a negative sense – of the information revolution: the rise of the digital organization, in an increas-
ingly digital world.

Globalization With rapid advances in technology and communications, the time it takes 
to exert influence around the world from even the most remote locations has been reduced from 
years to only seconds. Markets, technologies and organizations are becoming increasingly inter-
connected.7 It is now more feasible to locate different parts of an organization wherever it makes 
the most business sense: top leadership in one country, technical brainpower and production in 
other locales, depending upon calculations of where is best for cutting costs, generating revenues 
and thereby increasing the return on capital invested to shareholders. A related trend is to contract 
out some functions to organizations in other countries or to partner with foreign organizations 
to gain global advantage. India’s Wipro Ltd used to sell cooking oils; by 2018, the company had 
165,000 employees in over 50 countries, who develop sophisticated software applications, design 
semiconductors and manage back-office solutions for giant companies from all over the world. 
In 2013, the company decided to demerge all of its ‘old’ non-IT units from the main company, 
helping the company focus on its IT core.8 Globalized production is not just a feature of emerging 
economy companies; many of Intel’s new chip circuits are designed by companies in India and 
China. These organizations can often do the job 50 to 60 per cent more cheaply than companies 
based in more developed, but more expensive, capitalist economies, creating new advantages as 
well as increased competitive pressures.9 Companies large and small are searching for the struc-
tures and processes that can help them reap the advantages of global interdependence and mini-
mize the disadvantages.

Ethics and Social Responsibility Issues of ethics and social responsibility – relating to 
concerns about ecological sustainability, and not just corporate survival – are becoming increas-
ingly important; and corporations, in particular, are being expected to take a lead on addressing 
these issues. At the same time, the list of executives and major corporations involved in financial 
and ethical scandals casts a shadow over corporate life. The sordid story of high-flying Enron 
Corporation, where managers admitted they inflated earnings and hid debt through a series of 
complex partnerships, was hardly unprecedented but has, hopefully, been a loud wake-up call. 

Organizations are often also hierarchical and undemocratic. That means that it is only a handful 
of people who actually determine how ‘challenges’ are to be ‘faced’ or how ‘failure’ is to be addressed. 
In corporations, executive decision-makers are typically accountable primarily to the owners, or 
shareholders and creditors. Decisions that they make may pay attention to other stakeholders insofar 
as they are relevant for the profitable growth of the business. These decisions may also be coloured by 
executives’ own priorities and preferences, including any material or career advantages that flow from 
the decisions they make.

When reading this book, therefore, it is relevant to take acount of what may be termed the 
‘political economy’ of organizations.

The political economy of organizations is defined by Zald and Hasenfeld as ‘a theoretical 
framework that focuses on two key components of organizations and their interaction: the polity 
and the economy of organizations. The polity, or political system of organizations, is the constitution, 
or fundamental norms, of the organization and the system of authority, power and influence. The 
economy is the economic structures and processes of the organization; that is, the system for processing 
and transforming raw materials into the goods and services that the organization produces’.6
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CHAPTER 1 WHAT ARE ORGANIZATIONS? 7

Executives profited handsomely from the fraud at Enron, but when the company collapsed, 
employees and average investors lost billions. Arthur Andersen LLP, the company’s auditor, was 
found guilty of obstruction of justice for improperly shredding documents related to the Enron 
investigation, and the scandal caused Andersen to disappear altogether as a company. Elsewhere, 
the UK’s flagship defence contractor, BAE, became embroiled in a multi- billion pound corruption 
scandal that precipitated a diplomatic crisis and diverted attention away from the company’s 
business activities.10 Lax financial and management controls at France’s giant Société Générale 
financial services company allowed a junior trader to gamble away over a billion euros in com-
pany funds.11 In 2016, the release of the so-called  Panama Papers detailing the efforts many 
major corporations have made to avoid taxation caused a major stir and raised  questions about 
the overall ethical foundations of capitalism.12 Scandals are not confined to private corporations. 
Britain’s Revenue and Customs agency managed to lose personal data on 25 million citizens – 
nearly half the entire population – somewhere in the mail system.13 In 2018, Malaysia’s long-time 
ruling party was defeated in elections following revelations of massive corruption at 1Malaysia 
Development Berhad (1MDB), a state-owned investment firm.14 Pick up any major newspaper 
on almost any day, and there will be a story about some corporation, government department or 
even entire administration embroiled in some form of ‘sleaze’ or wilful incompetence.

While executives and officials are inclined to insist that it is a few bad apples or a single junior 
employee involved in all the wrongdoing, the ordinary citizen is quickly forming the opinion that 
all executives and senior managers are crooks.15 The public is disillusioned with such ‘leadership’, 
and leaders – corporate and political – are under pressure to hold their organizations and employ-
ees to higher standards of ethics and competency.

Responsiveness A third significant challenge for organizations is to respond quickly 
and decisively to environmental changes, organizational crises and shifting customer expec-
tations. For much of the period between the end of the Second World War in 1945 and the 
onset of the global financial crisis, organizations operated in relatively stable conditions. 
There was little need to search for new ways to cope with increased competition, volatile 
environmental shifts or changing customer demands. Today, globalization and advancing 
technology have accelerated the pace at which organizations in all industries must adapt their 
internal structures and systems in order to keep rolling out new products and services that are 
sufficiently competitive. Innovations can be incremental or disruptive; technological innovations 
have increasingly had combined impacts resulting in the rapid emergence of new markets and the 
sudden disappearance of others. Fifty years ago, Philips’ managers probably never imagined that 
the company would ever abandon its flagship television production as young people increasingly 
consume information and entertainment on mobile devices!16

Companies that relied on mass production and distribution techniques have had to adjust 
to customer demands, often fuelled by leaner and more nimble competitors, for the tailoring of 
products and services to their specific requirements. Reflecting the importance attributed to ‘cus-
tomization’ and branding, the financial basis of today’s economy is information, not machines and 
factories. Intangible assets, including corporations’ investments in people as well as financial prod-
ucts, become increasingly important relative to tangible assets. In the mid-1900s, tangible assets 
represented 73 per cent of the assets of nonfinancial corporations in the United States. By 2002, the 
percentage had shrunk to about 53 per cent, and by 2017 it was claimed that intangibles accounted 
for 80 per cent of US corporate assets.17, 18, 19 Knowledge involved in designing and coordinating 
the manufacture of products and the delivery of services becomes increasingly important. In this 
process, it becomes clearer that, ultimately, it is employees and their knowledge, not the means 
of production or of service delivery, who provide the best chance of organizational prosperity. 
(See Counterpoint 1.3). At the same time, as demonstrated by the Enron and Société Générale scan-
dals, among many others that continue to come to light as a result of the global financial crisis that 
began in 2007, the line between making appropriate use of knowledge and indulging in out-and-out 
gambling with other people’s money, or even illegal schemes, has become ever more blurred.20

ONLINE 
COUNTERPOINT 1.1
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8 PART 1 INTRODUCTION TO ORGANIZATIONS

COUNTERPOINT 1.3
If this point about employees being the most precious resources is accepted, why do you think that 
employees are typically able to exert so little influence over key corporate decision-making, and what 
are the implications of this for organizational theory and design?

The Digital Workplace Organizations have been flooded by information technology that 
affects how they are designed and managed, and the external environments in which they do 
business. In today’s workplace, many employees perform much of their work on computers and 
may work in virtual teams, connected electronically to colleagues around the world. In addition, 
organizations are becoming enmeshed in electronic networks. More and more business takes 
place by digital processes over a computer network rather than in physical space. End-to-end digi-
tal supply-chain networks are used to keep in touch with customers, take orders, buy components 
from suppliers, coordinate with manufacturing partners and ship customized products directly to 
consumers. This trend towards disintermediation –  eliminating the middleman often by consum-
ing the unpaid time of the customer who, for example, experiences the frustration of waiting for, 
and dealing with, responses from call centres – is affecting every industry.21 Increasingly, compa-
nies and even networks of businesses share information openly across the organization, enabling 
decision-making to be made with less reference to organizational hierarchy. These developments 
mean that a pressing requirement of leadership in organizations is to become technologically 
savvy in addition to managing a web of relationships that reaches far beyond the boundaries of 
the physical organization to employees, suppliers, contract partners and customers.22

Diversity In advanced capitalist societies, today’s average worker is older, and many more 
women, ethnic minorities and immigrants are seeking job and advancement opportunities. This 
development brings a variety of challenges, including fully recognizing and embracing diversity, 
balancing work and family concerns, and coping with the differences associated with varying 
cultural styles. People from diverse ethnic and cultural backgrounds offer varying styles of inter-
acting and working; and managing diversity may be one of the most rewarding challenges for 
organizations competing on a global basis. Consider the consulting firm McKinsey & Co. In the 
1970s most consultants were American, but by the turn of the twenty-first century McKinsey’s 
chief partner, Rajat Gupta, was Indian, and 60 per cent of consultants were from outside the 
United States, coming from 40 different countries.23 But diversity is often the exception rather 
than the rule. Research has indicated that women’s style of working may hold important lessons 
for success in the emerging global world of the twenty-first century, but the glass ceiling which 
keeps women from reaching positions of top leadership remains in place.24

company embarked on a highly lucrative four-concert 
50th anniversary tour, with Mick Jagger, 69, Keith 
Richards, 68, Ronnie Wood, 65, and Charlie Watts, 
71, joined for the first time in 20 years by former mem-
bers Bill Wyman and Mick Taylor. Tickets sold out in 
minutes despite an eye-watering starting price of over 
$150. The Rolling Stones have enjoyed phenomenal 
commercial success in recent decades, generating 
billions of dollars in revenue from record sales, song 
rights, concert tickets, sponsorships and merchandis-
ing. In 2016 the Stones famously accompanied Pres-
ident Obama in his historic visit to Cuba, performing 

The Rolling Stones

They may be old, but they keep on rocking and 
rolling after more than 50 years in the music busi-

ness. Indeed, in November and December 2012 the 

LEADING BY DESIGN
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CHAPTER 1 WHAT ARE ORGANIZATIONS? 9

in front of 200,000 fans in the country’s biggest ever 
rock concert. Perhaps responding to an impending 
post-physical existence, in 2018 the Stones launched 
a 3D exhibit that allows fans to virtually immerse 
themselves in all things Stones.

The Rolling Stones group has been cited as one 
of the world’s ten most enduring organizations, 
according to a study commissioned by the consult-
ing firm Booz Allen Hamilton. In 2018, their ‘lips’ 
logo T-shirt was voted the most iconic t-shirt design 
of all time. One reason for the Stones’ success is 
that the band operates like an effective global busi-
ness organization. The Stones have set up a solid 
organizational structure, with different divisions 
to run different aspects of the business, such as 
touring or merchandising. At the top of the organ-
ization is a core top management team made up 
of the four band members: Mick Jagger, who acts 
as a sort of CEO, Keith Richards, Charlie Watts and 
Ronnie Wood. This core team manages a group of 
somewhat autonomous yet interlocking companies 
that include Promotour, Promopub, Promotone and 
Musidor, each dedicated to a particular part of the 
overall business. At times, depending on what’s 
happening in the organization, each company might 
employ only a few dozen people. When the band is 
touring, on the other hand, head count goes way 
up – on a concert night sometimes reaching 350 – 
and the organization resembles a flourishing start-up 
company. Jagger himself keeps a close eye on the 
market price range for concert tickets so that the 
band can keep their prices competitive. That some-
times means cutting costs and increasing efficiency 
to make sure the organization turns a profit.

The Stones also recognize the importance of 
inter-organizational partnerships, cutting spon-
sorship deals with big companies such as Sprint, 
Anheuser-Busch, Microsoft and E*Trade. They hire 
lawyers, accountants, managers and consultants 
to keep in touch with changes in the environment 
and manage relationships with customers (fans), 
partners, employees, record companies, promot-
ers and tour sites. Key among their advisers was 

the financier Prince Rupert Loewenstein, co-owner 
of a small merchant bank, who originally came on 
board as a consultant but soon quit banking to work 
full time for the band until 2007. Jagger learned 
from the early days that creativity and talent aren’t 
enough to ensure success – in the mid-1960s, the 
band was selling millions of records but still living 
hand to mouth. Effective control systems and wide-
spread information sharing make sure that doesn’t 
happen today. The band’s controversial decision to 
take up residency outside the UK to avoid heavy 
taxation on the advice of Prince Loewenstein, cer-
tainly helped the band members’ bottom line!

‘You don’t start to play your guitar thinking you’re 
going to be running an organization that will maybe 
generate millions’, Jagger says. Yet by understand-
ing and applying organization theory, the Rolling 
Stones have become one of the most successful 
 organizations ever in the music industry – and the 
wealthiest rock ‘n’ roll band on the planet, even if a 
recent biographer has claimed that these days, they 
are just in it for the money!

Sources: Andy Serwer, ‘Inside the Rolling Stones Inc.’, 
Fortune (30 September 2002), 58–72; and William J. 
 Holstein, ‘Innovation, Leadership, and Still No Satisfac-
tion’, The New York Times (19 December 2004), Section 
3, 11. Alexis Petridis (26 November 2012), The Rolling 
Stones, O2, London – review, The Guardian. Daily Tele-
graph (26 November 2012), ‘The Rolling Stones celebrate 
50 years with sold-out O2 show’. Lynn Barber (17 February 
2013) Rock royalty; ‘He hated their music, but financial wiz-
ard Prince Rupert Loewenstein saved the Rolling Stones’, 
The Sunday Times. ‘Rolling Stones are a “bitter married 
couple” just in it for the money’, Daily Telegraph, 1 April 
2016, accessed at www.telegraph.co.uk/music/news/roll-
ing-stones-are-a-bitter-married-couple-just-in-it-for-the-mo/, 
Jonathan Watts, ‘Rolling Stones play rock’n’roll diplomats in 
Cuba’s “biggest concert ever”’, 25 March 2016, accessed at 
www.theguardian.com/world/2016/mar/25/rolling-stones-
cuba- historic-concert-diplomacy. Exhibition news, Rolling 
Stones website, www.rollingstones.com/2018/10/08/
exhibitionism-heads-to-sydney/. Rob Knight, ‘Rolling Stones 
Logo is Most Iconic Design of All Time, Poll Claims’, Inde-
pendent, 23 October 2018, www.independent.co.uk/
life-style/rolling-stones-logo-tshirt-lips-design-mick-jagger-
keith-richards-ronnie-wood-a8597306.html.

Purpose of this Chapter
The remainder of this chapter explores the nature of organizations and organization theory today. 
The next section provides a formal definition of organization. It then introduces some basic 
 concepts for describing and analyzing organizations before noting the diversity of types of organi-
zations and outlining their contemporary importance. The chapter closes with a brief overview of 
the themes to be covered in this book.
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10 PART 1 INTRODUCTION TO ORGANIZATIONS

The definition used in this book to describe organizations is as follows: organizations are 
(1) social entities that (2) are goal-directed, (3) are designed as deliberately structured and coordi-
nated activity systems, and (4) are linked to the external environment. In the light of Counterpoint 1.4 
(above), it is worth bearing in mind the particularity of this definition. Like all definitions it has lim-
its that flow from the assumptions that are made – for example, with respect to the extent that goals 
are rationally determined or broadly shared. Another way to think of a ‘goal’ is as a notion invoked 
by executives to convince employees that objectives are shared and rationally deliberated rather 
than politically defined through struggles and coalition building (see Counterpoint 1.5).

The key element of an organization is not a building or a set of policies and procedures; 
organizations are made up of people and their relationships with one another. An organization 
exists when people interact with one another. The importance of people and their interactions is 
evident in a growing emphasis on empowering employees by increasing opportunities to learn and 
to contribute as they work together towards ostensibly ‘common’ goals.

Managers deliberately structure and coordinate organizational resources to achieve ‘the organ-
ization’s purpose’ (see Counterpoint 1.5). However, even though work may be structured into sep-
arate departments or sets of activities, there is a trend towards improving horizontal coordination 
of work activities, often using teams of employees from different functional areas to work together 
on projects. Boundaries between departments, as well as those between organizations, are becoming 
more flexible and diffuse as companies face the need to respond more rapidly to changes. Today, 
many companies are even cooperating with their competitors, sharing information and technology 
to their mutual advantage, in joint ventures and other collaborative arrangements.

What is an Organization?
Organizations are hard to see. We see a tall building, a computer workstation or a friendly 
employee; but ‘the organization’ is an abstract notion. Physically, it may be scattered among several 
locations in different continents. We live in a world so populated by organizations that we tend to 
take their existence for granted. We hardly notice that we are born in a hospital, have our birth 
records registered in a government agency, are educated in schools and universities, are raised on 
food produced in factory farms, are treated by doctors engaged in a joint practice, buy a house 
built by a construction company, borrow money from a bank, turn to police and fire departments 
when trouble erupts, receive an array of benefits from government agencies and so on.25

Definition
Organizations as diverse as a church, a hospital and a giant corporation like Philips have charac-
teristics in common (see Counterpoint 1.4).

COUNTERPOINT 1.4
When it is claimed that ‘organizations … have characteristics in common’ it is important to reflect 
on what we are doing. We are attributing specific, ostensibly shared characteristics to very diverse 
phenomena. It is rather like saying that all employees have ‘characteristics in common’ – that is, they 
all receive payment for their contribution and, therefore, they can be analyzed in the same way. But 
the nature and the meaning of this payment will likely differ – for example, between a cooperative 
where the employees co-own and co-control the organization and a privately owned company where 
most employees have at best a very minimal ownership stake and no significant control. This approach 
risks overlooking the diversity of organizations. They are diverse both in their composition and the 
conditions of their operation. Diversity tends to be overlooked when it is assumed that one ‘model’ of 
organization is equally relevant and successful for grasping the salient features of very different kinds 
of organization. Or that one, ‘dominant’ model is readily applicable to all organizations.
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Types of Organizations
Some organizations are large, multinational corporations. Others are small, family-owned busi-
nesses. Some manufacture products such as cars or computers, whereas others provide services 
such as legal representation, banking or medical services. Later in this text, Chapter 8 will look 
at the distinctions between manufacturing and service technologies. Chapter 10 discusses size and 
life cycle and describes some differences between small and large organizations.

A further important distinction is between for-profit businesses and nonprofit organiza-
tions. With the proviso entered in Counterpoint 1.5, the topics in this text are of relevance to 
nonprofit organizations (also known as NGOs), although there are some important differences 
to keep in mind. The primary one is that the activities of managers in for-profit organizations 
are directed primarily at producing goods and services in a way that retains the confidence of 
shareholders. Managers in nonprofits do not face this particular constraint. They may, however, 
encounter many other challenges. These include the difficulty of securing funding or raising 
capital or competing with profit-making businesses. The distinctive characteristics of nonprofit 
organizations created by this difference present unique challenges for their organizational 
leaders.27

COUNTERPOINT 1.5
It is worth stressing that this is simply one possible definition of organization(s) that is potentially 
misleading as well as illuminating.

Social entities This is a key point as it indicates that organizations are cultural and political 
as well as economic phenomena. They are ‘social’ all-the-way-down. To regard organizations as 
equivalent to machines or as technologies is to invite disaster. Organizations comprise people who, 
in contrast to material entities, interpret their situations and are capable of ignoring or resisting, 
collectively and individually, often in subtle and difficult-to-control ways, demands that are made 
of them.

Goal-directed This element of the definition emphasizes how activity in organizations is highly 
instrumental (e.g. to get paid, acquire a skill or gain in status) rather than intrinsically meaningful. 
That is to say, such activity is strongly influenced by calculations concerning the most effective 
means of achieving ends or ‘goals’, whatever these may be. The idea that organizations are ‘goal-
directed’ may be taken to imply that there is a single, consensually agreed goal. This is misleading 
in circumstances where there are considerable conflicts between stakeholders and between senior 
executives about the goal, or goals, that an organization is, or should be, pursuing. To suggest that 
organizations are goal-directed tends to conceal the extent to which these goals are contested and 
that whatever goal is attributed to an organization is the outcome of processes of negotiation and 
struggle that result in specific goals being privileged or ‘hegemonized’, at least for the time being. For 
this reason, it is necessary to place scare quotes26 around the idea of ‘common’ goals or the shared 
‘purpose’ attributed to an organization.

Designed as deliberately structured and coordinated activity systems In contrast to other human 
‘activity systems’, such as the family, it is likely that the division and coordination of labour in work 
organizations will be more ‘deliberately structured’. For example, there will likely be formal job 
descriptions and reporting procedures. It would be a mistake, however, to assume that such designs 
are necessarily effective, or that an intended design is what operates in practice. Designs are frequently 
a product of ideals and/or compromises that incorporate fondly held beliefs, and they involve more or 
less participation in their design and cooperation in their operation from those who are expected to 
make the ‘structures’ work.

Linked to the external environment It is important to appreciate that organizations exist within a 
wider context or set of conditions. The idea of being ‘linked’ to the environment does not necessarily 
grasp the extent to which organizations are part-and-parcel of their ‘environments’ rather than simply 
connected to them. The so-called environment is shaped and changed by the organizations that 
comprise it. It is therefore necessary to place scare quotes around ‘external environment’.
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12 PART 1 INTRODUCTION TO ORGANIZATIONS

Financial resources for nonprofits typically come from sources such as government grants, 
private foundation grants and donations, rather than from the sale of products or services to cus-
tomers. In businesses, managers focus on developing and positioning the organization’s products 
and services in ways that are intended to increase sales revenues. Nonprofit organizations are 
responsive to demands that are inadequately met by markets. In many nonprofits, services are 
provided to nonpaying clients, and a major problem for many organizations is securing a steady 
stream of funds as well as staff or volunteers to continue operating. Nonprofit managers are often 
committed to serving a large pool of potential clients with limited income. To serve these clients, 
they are obliged to keep organizational costs as low as possible and, in order to secure funding, 
must demonstrate a highly efficient use of resources.28 As they do not have a conventional ‘bottom 
line’, it is more difficult or even inappropriate for nonprofits to measure their performance in 
terms of returns on capital invested, for example. Nonprofits have, instead, to measure intangible 
goals such as ‘improve public health’ or ‘make a difference in the lives of the disenfranchised’. 
Interestingly, the emergence of a new hybrid type of organization known as a ‘social enterprise’ 
strives to combine commercial activity generating revenue with the pursuit of social goals.29

With these considerations in mind, many organization design concepts discussed throughout 
this book – such as setting goals and measuring effectiveness, coping with environmental uncer-
tainty, implementing effective control mechanisms, satisfying multiple stakeholders and dealing 
with issues of power and conflict – are of relevance for nonprofit organizations. As in the case of 
for-profit businesses, the concepts and theories must be assessed, adapted and continuously revis-
ited in relation to an assessment of distinct challenges and operating circumstances.

Importance of Organizations
Little more than a century ago, there were comparatively few organizations of any size or impor-
tance.30 Bookmark 1.0 examines the rise of the corporation and its contemporary significance. 
Why have organizations become so important? Exhibit 1.1 lists seven reasons.

1.

2.

3.

4.

5.

6.

7.

Bringing together resources to achieve desired goals and outcomes

Producing goods and services

Facilitating innovation

Harnessing modern manufacturing, service and information technologies

Adapting to and in�uencing a changing environment

Creating value

Accommodating ongoing challenges of diversity, ethics and the motivation and coordination
of employees

Organizations are credited with:

EXHIBIT 1.1 Importance of Organizations
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invested. Increasing the pool of entrepreneurial 
capital spurred innovation and generally 
enriched the societies in which companies 
operated.

 ■ The company is the most efficient creator of 
goods and services that the world has ever 
known. Without a company to harness resources 
and organize activities, the cost to consumers 
for almost any product we know today would be 
impossible to afford.

 ■ Historically, the corporation has been a force 
for civilized behaviour and provided people with 
worthwhile activities, identity and community, as 
well as a paycheck.

 ■ The Virginia Company, a forerunner of the 
limited liability corporation, helped introduce 
the revolutionary concept of democracy to the 
American colonies.

 ■ The modern multinational corporation began in 
Britain in the third quarter of the 1800s with the 
railroads, which built rail networks throughout 
Europe by shipping into each country the managers, 
materials, equipment and labour needed.

Large companies have been reviled throughout 
modern history – consider the robber barons at the 
beginning of the twentieth century. Nevertheless, dur-
ing the past few years, it seems that large corpora-
tions have been increasingly in conflict with societies’ 
interests. The key to ensuring that companies benefit 
the population through the business they do is that 
they remain accountable; not merely to sharehold-
ers but to all their stakeholders including workers, 
 customers, and broader society.

The Company: A Short History of a Revolutionary Idea, by 
John Micklethwait and Adrian Wooldridge, is published by 
The Modern Library.

Have you read this book?

The Company: A Short History  
of a Revolutionary Idea

BY JOHN MICKLETHWAIT AND ADRIAN 
WOOLDRIDGE

‘The limited liability corporation is the greatest 
single discovery of modern times’, is one con-

clusion of the concise and readable book, The Com-
pany: A Short History of a Revolutionary Idea by John 
Micklethwait and Adrian Wooldridge. Companies are 
so ubiquitous today that we take them for granted, 
so it may come as a surprise that the company as 
we know it is a relatively recent innovation. Although 
people have joined together in groups for commercial 
purposes since ancient Greek and Roman times, the 
modern company has its roots in the late nineteenth 
century. The idea of a limited liability company that 
was legally an ‘artificial person’ began with the Joint 
Stock Companies Act, enacted by the London Board 
of Trade in 1856. Today the company is seen as ‘the 
most important organization in the world’. Here are a 
few reasons why:

 ■ The corporation was the first autonomous legal 
and social institution that was within society yet 
independent of the central government.

 ■ The concept of a limited liability company 
unleashed entrepreneurs to raise money 
because investors could lose only what they 

BOOKMARK 1.0

First, organizations bring together resources to generate wealth from the production of 
goods and services purchased by customers – an often complex process which could not be so 
readily accomplished by individuals acting on their own or in smaller units. To take a rather 
extreme example, putting together an aircraft carrier for use by the military involves 47,000 
tons of  precision-welded steel, more than 1 million distinct parts, 900 miles of wire and cable, 
about 40 million skilled-worker hours and more than 7 years of hard work by the organization’s 

65900_ch01_hr_001-018.indd   13 11/15/19   7:24 AM



14 PART 1 INTRODUCTION TO ORGANIZATIONS

17,800 employees.31 Companies are continuously under pressure from shareholders to develop 
innovative ways of producing and distributing desirable goods and services. Two ways are 
through e-business and through the use of computer-based manufacturing technologies. Redesign-
ing organizational structures and management practices can also contribute to reducing costs and 
thereby increasing profitability, at least in the short term.

Consider Google, which first came to prominence as the provider of the internet’s most popu-
lar search engine, but which continues to adapt, evolve and grow along with the evolving internet. 
Rather than being a rigid service, Google is continually adding technological features that create 
an enhanced offer by accretion. At any time, Google’s search engine site features several tech-
nologies in development so that engineers can get ideas and feedback from users at virtually no 
cost.32 Some large businesses have entire departments charged with monitoring the ‘external envi-
ronment’ and finding ways either to influence demand for its products and services or adapt to 
changes created by its competitors. Organizations such as Philips, AES Corporation, Heineken 
Breweries and IBM are involved in strategic alliances and partnerships with companies around the 
world. They are also engaged in lobbying governments and regulators and committing enormous 
sums to initiatives to strengthen the organization’s position, the promotion of their brands or the 
avoidance of taxes (e.g. through transfer pricing and use of tax havens) in an effort to influence 
the environment, compete on a global scale, and thereby ensure that their stock remains attractive 
to investors.

Through all of these activities, organizations create value for owners as they deliver goods 
and services to customers, and provide employment to their staff. Managers are hired to analyze 
which parts of the operation create value and which parts do not, making tough decisions when 
necessary, as we saw in the Philips case at the beginning of the chapter. Ultimately it is this preoc-
cupation that gives shape to how organizations cope with, and accommodate, today’s challenges 
of workforce diversity, growing concerns over ethics and social responsibility, and address the 
question of how to motivate employees in conditions where job security may be absent or under 
threat. The challenge is to understand organizations in ways that are capable of analyzing and 
addressing such issues.

Framework for the Book
What topic areas are relevant to organization theory and design? How does a course in manage-
ment or organizational behaviour differ from a course in organization theory? The topics within the 
field of organization theory are interrelated. Chapters are presented so that major ideas unfold in 
logical sequence. The framework that guides the organization of the book is shown in Exhibit 1.2. 
A cross-cutting theme throughout this edition of the book will be the rise of the digital organization 
as a factor that affects all facets of organizational life.

Part 1 introduces the basic idea of organizations as social systems and the nature of organiza-
tion theory.

Part 2 is about strategic management, goals and effectiveness, and the fundamentals of organ-
ization structure.

Part 3 considers the various open system elements that influence organization structure and 
design, including the external environment, interorganizational relationships and the global 
environment.

Part 4 describes how organization design is related to such factors as manufacturing and 
 service technology, organizational size and life cycle, and information and control systems.

Part 5 shifts to dynamic processes that exist within and between major organizational depart-
ments and includes topics such as innovation and change, culture and ethical values, decision- 
making processes, managing intergroup conflict, and power and politics.
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CHAPTER 1
What Are Organizations?

CHAPTER 2
Perspectives on Organizations

CHAPTER 3

CHAPTER 4

Strategy, Organization Design and Effectiveness

Fundamentals of Organization Structure

CHAPTER 5

CHAPTER 6

CHAPTER 7

The External Environment

Interorganizational Relationships

Designing Organizations for the International 
Environment

CHAPTER 8
Manufacturing and Service Technologies

CHAPTER 9

CHAPTER 10

 Information Technology and Control

Organizational Size, Life Cycle and Decline

CHAPTER 11

CHAPTER 12

CHAPTER 13

CHAPTER 14

Organizational Culture and Ethical Values

Innovation and Change

Decision-Making Processes

Con�ict, Power and Politics

Part 1  Introduction to Organizations

Part 2 Organizational Purpose and Structural Design

Part 3 Open System Design Elements Part 4 Internal Design Elements

Part 5 Managing Dynamic Processes

EXHIBIT 1.2 Framework for the Book
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16 PART 1 INTRODUCTION TO ORGANIZATIONS

Plan of each Chapter
Each chapter begins with an organizational case to illustrate the topic to be covered. Theoretical 
concepts are introduced and explained in the body of the chapter. Several In Practice segments are 
included in each chapter to illustrate the concepts and show how they apply to real organizations. 
Bookmarks are included in most chapters to present organizational issues that managers face right 
now. These book reviews discuss current concepts and applications to deepen and enrich your 
understanding of organizations. The Leading by Design examples illustrate the dramatic changes 
taking place in management thinking and practice. There is no single ‘right answer’ in organiza-
tional theory and design. That is not just because different designs may deliver similar outcomes 
or because the field of organization has not yet reached a sufficient level of maturity. It is because 
whatever is counted as a ‘right answer’ implicitly appeals to some particular set of values (and, 
often, particular actors within the firm). An alternative set of values might view a very different 
answer as ‘right’, and it is not possible to provide values with a rational warrant. Counterpoints 
are included throughout, which present alternative perspectives on issues discussed in the book. 
There are two sets of Counterpoints; one printed within the book and the other available on the 
dedicated online platform accompanying the text. Each chapter closes with a ‘Summary and Inter-
pretation’ section that reviews and explains important theoretical concepts.

Summary and Interpretation
The primary focus of analysis for organization theory is not the psychology of individual employ-
ees but, rather, their activities as organizational members. That is why this book is less directly 
concerned with topics such as supervision or the motivation of employees which are the main-
stay of courses on organizational behaviour. Greater attention is paid here to how behaviour in 
organizations, which includes the supervision and motivation of employees, is shaped within the 
structure of social relations in which it occurs. Accordingly, our focus is upon the characteristics 
and dynamics of this structure – how they are influenced by the wider environment, and how key 
decision-makers attempt to manage their environment by designing effective structures. Students 
of this structure have conceived of its aspects and dimensions in terms of degrees of formaliza-
tion, specialization, hierarchy of authority, centralization, professionalism, personnel ratios, size, 
organizational technology, environment, goals and strategy, and culture. All of them have been 
invoked to offer conceptual handles for analyzing organizations and informing actions within 
them.

Many types of organizations exist. One important distinction is between for-profit businesses, 
in which managers direct their activities towards earning money for the company, and nonprofit 
organizations, in which managers direct their efforts towards generating some kind of social 
impact. It is commonplace to conceive of managers as striving to design organizations to achieve 
what they deem to be effective or efficient. But the meaning of what is ‘effective and efficient’, 
let alone the purpose of their pursuit, is often contested because different stakeholders have dif-
ferent priorities that they want the organization to satisfy. In the end, the priorities that are pur-
sued will reflect the outcomes of negotiations between stakeholders, with the most privileged and 
well resourced of these – owners and creditors in corporations – being able to exert the greatest 
influence upon how organizational goals are defined and pursued. There is nothing natural or 
inevitable about this, but a significant change – for example, in the direction of social enterprise, 
mutuality and sustainability – would require a shift in the balance of power accompanying organ-
ized resistance to entrenched forms of organization.
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familiar with, and open to an adoption of, numerous 
perspectives. Appreciating a range of metaphors can 
be valuable when diagnosing problems and identi-
fying alternative means of improving organizations. 
Addressing organizations and their problems from 
multiple metaphorical perspectives, it is argued, is 
more consistent with dealing with complexity rather 
than trivializing or simplifying it.

The following metaphors of organization are identi-
fied and explored in Morgan’s Images of Organization: 

 ■ Organizations as Machines. The machine metaphor 
dominates modern management thinking and is 
strongly associated with bureaucratic forms of 
work, whether in the office or on the shopfloor. 
Attention is framed in terms of concerns about 
standardization, measurement and control.

 ■ Organizations as Organism. The organismic 
metaphor emphasizes natural adaptation and 
environmental relations, internally and externally. 
Attention is framed in terms of concerns about 
living systems, adaptation, evolution and health.

 ■ Organizations as Brain. When using the 
organizations as information processors metaphor, 
attention is framed in terms of learning, parallel 
information processing, mindsets and feedback.

 ■ Organization as Culture. When the culture  
metaphor is deployed, attention to organization  
is framed in terms of concerns about values, 
 ideology, rituals and vision.

 ■ Organizations as Political. When conceived as 
political, attention is framed in terms of power, 
interests, alliances and conflict management.

 ■ Organizations as Psychic Prisons. When the 
psychic prison metaphor is deployed, people 
seem to be trapped by others’ perspectives 
and agendas. This metaphor frames attention in 
terms of concerns about unconscious processes, 
repression, defence mechanisms and projection.

 ■ Organizations as Flux and Transformation. Using 
this metaphor, attention is framed in terms of 
concerns about complexity, self-organization, 
emergent properties and paradox.

 ■ Organizations as Instruments of Domination. 
When conceived as instruments of domination, 
emphasis is placed on the imposition of the will 
of one group upon others. Attention is framed in 
terms of concerns about alienation, discrimination, 
imposing and exploitation.

Images of Organization

As Gareth Morgan notes in Images of Organization, 
‘All theories of organization and management are 

based on implicit images’, and associated languages. 
Each metaphor invites us to frame our attention, and 
thereby make sense of situations, in partial ways. 
Our experience is framed, consciously and uncon-
sciously, by metaphors. Each metaphor offers a dif-
ferent perspective. Understandings and theories of 
organization and management are based on some 
metaphor – such as that of organization-as-machine 
or organization-as-organism.

The core idea of Images of Organization is that 
we act on the basis of how we conceive, metaphor-
ically, of what organizations are. When conceiving 
of an organization as a machine, for example, we 
imagine the ‘nuts and bolts’ as ‘inputs and outputs’ 
and endeavour to design the most efficient means 
of achieving the required ‘throughput’. Using the 
machine metaphor, elements of the organization are 
then said to ‘run like clockwork’ so long as people 
operate as ‘cogs in the machine’ and do not ‘throw a 
spanner in the works’.

When thinking or communicating about organ-
ization(s), the use of metaphors may be more or 
less explicit. Each metaphor provides some illumi-
nation of organization(s). But their use can also be 
 restrictive – in the sense that they limit as well as 
enable us to make sense of our world. They can be 
helpful, but they may also be misleading.

An appreciation of the role of metaphors in 
making sense of organizations and acting within 
enables a better appreciation of how our under-
standing and behaviour is governed by taken-for-
granted images and metaphors. An awareness of 
the extent to which we are confined by our use of 
just a few metaphors may, in turn, invite consider-
ation of alternative metaphors which offer different 
ways of thinking and acting.

Advocates of the use of metaphors contend that 
adopting just one or two metaphors is restrictive 
and inflexible. They suggest that it is important to be 

A LOOK INSIDE
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How we approach and work in organizations will depend upon how we make sense of them. If 
the organization already exists, then it contains a legacy of the earlier sense-making involved 

in establishing it and developing it. Managers and employees acquire and apply different ways of 
making sense of organization(s) – that is, different perspectives for designing them and interpret-
ing what goes on in them. Their perspective may be narrow or broad, rigid or flexible, singular or 
multiple, static or dynamic. They are important because they enable us to build and navigate the 
world of organizations. Perspectives may be shared or divergent – producing harmony or discord, 
a capacity to contemplate alternatives that allow for change and adaptation, or a view that ‘there 
is no alternative’. For these reasons, it is relevant to consider the existence of different perspectives 
on organizations and to appreciate how, over time, different perspectives become embedded or 
subjected to questioning and replacement.

Purpose of this Chapter
In this chapter, the scope and nature of organization theory are discussed more fully. Succeeding 
sections examine the structural and contextual dimensions of organization design, the history 
of organization theory, the development of new organizational forms in response to change and 
how organization theory can be helpful in managing organizations in a period of massive chal-
lenges associated with rapid changes. There are various ways of thinking about organizations. 
Two important perspectives are the open systems approach and the organizational-configuration 
framework.

From Closed to Open Systems
A significant development in the study of organizations is the distinction between a closed and an 
open systems perspective.1 A closed systems perspective focuses exclusively upon the organization. 
Minimal consideration is given to its dependencies upon, or capacities to influence, elements that 
lie beyond it (‘the environment’). From a closed systems perspective, organizations are conceived 
as self-contained, effectively sealed off from the outside world. Early management philosophies 
tended to be closed system in approach. Taking the wider context as a given, it was assumed that 
the organization could be made more effective through internal design. Managerial attention is 
then appropriately focused upon how to refine existing structures in order to address increases in 
scale, for example, rather than adapting them to a changing situation.

Open systems thinking pays attention to the (open) boundary between the organization and 
its context. Developing a design that effectively manages the exchanges – of raw materials, peo-
ple, products, etc. – across this boundary is, in an open systems perspective, key to survival and 
prosperity (see Counterpoint 2.1). Organizations are conceived as consumers of resources (inputs, 
such as raw materials) and exporters of resources (outputs, such as services). In order to survive 
and prosper they are impelled, according to an open systems perspective, to adapt to, or attempt 

Morgan’s Images of Organizations is very helpful in 
reminding us that our knowledge is always partial and 
perspectival. We never ‘see’ what ‘is’. Instead, we 
apprehend ‘it’ within a particular frame of reference in 
which a frame-specific metaphor tends to dominate. 
Morgan’s emphasis upon the importance of meta-
phors helpfully recalls the existence of numerous, 

counterveiling ways of understanding organization(s) 
and the behaviour within them. In this text, the Coun-
terpoint feature is intended to refresh and stimulate 
this awareness.

Source: Gareth Morgan (1986/2006), Images of Organiza-
tion, Sage. For a good summary of the eight metaphors, see 
www.systems-thinking.ca/myfiles/GarethMorgan.pdf

65900_ch02_hr_019-047.indd   21 11/15/19   7:38 AM



22 PART 1 INTRODUCTION TO ORGANIZATIONS

to control, a changing environment. It is necessary to find and obtain needed resources, interpret 
and act on environmental change, dispose of outputs and control, and coordinate internal activ-
ities in the face of environmental disturbances and uncertainty. In organizations, it can happen – 
 surprisingly easily – that particular divisions, departments and especially top managers forget that 
they are part of an open system. They may, for example, isolate themselves within a self-referential 
culture – a ‘bubble’ – as they fail to pay attention to what is going on with their employees, cus-
tomers, suppliers and competitors. It would seem that in our example in the first chapter, Philips 
suffered through a lack of attention to environmental changes in addition to weak responsive-
ness to new product opportunities. The relevance of open systems thinking and design has been 
underscored in recent years with regard to changes relating to the explosion of the internet and 
e-business; growing diversity of the workforce; and the opening up of low wage labour econo-
mies, such as China and India, and the participation of even newer (and lower-cost) entrants in 
the global economy like Vietnam and Bangladesh.

COUNTERPOINT 2.1
Open systems thinking is helpful in reminding us of the interdependencies both between subsystems 
(e.g. ‘production’ and ‘maintenance’) as well as between the organization and what exists beyond its 
boundaries.

A major limitation of this thinking is that it presents an excessively neat picture of how 
organizations operate and relate to elements of their environment. It is worth recalling that 
organizations comprise people who are not necessarily willing to be compliant tools of systems. 
Neither are the designers of these systems necessarily able to make employees operate according to 
apparently rational specifications.

In practice, organizing, like politics, is ‘the art of the possible’ based upon available capacities 
and capabilities, and always at the mercy of ‘events’. How people ‘fulfil’ the ‘needs’ attributed to 
subsystems will inevitably depend upon their own values, priorities and preconceptions. If a set of 
subsystems were designed that perfectly met the ‘needs’ of their system, this would be achieved only 
by transforming employees into automatons – that is, perfectly formed cogs in a smooth-running 
machine. That is perhaps the ambition of designs based upon systems thinking, but its failure to deal 
with the practicalities of organizing means that it is unrealized except in the most regimented and 
oppressive of corporations. And where it is nearly realized, it can be counterproductive as automatons 
are usually better at following procedures than responding creatively to unexpected events.

Exhibit 2.1 illustrates an open system. Inputs to an organization system include employees, 
raw materials and other physical resources, information and financial resources. The transforma-
tion process changes these inputs into something of value that can be exported back to the envi-
ronment. Outputs include specific products and services for customers and clients. Outputs may 
also include employee satisfaction, pollution and other by-products of the transformation process.

In systems thinking, each system is understood to comprise several subsystems, as illustrated 
at the bottom of Exhibit 2.1. These subsystems are identified in relation to the specific functions 
they are conceived to perform for organizational survival – such as production, boundary span-
ning, maintenance, adaptation and management. In a systems perspective, the production sub-
system is understood to produce the product and service outputs of the organization. Boundary 
subsystems are deemed responsible for enabling exchanges with the external environment. They 
include activities such as purchasing supplies or marketing products. Maintaining the smooth 
operation and upkeep of the organization’s physical and human elements is understood to be 
performed by the maintenance subsystem. The adaptive subsystems are said to be responsible for 
organizational change and adaptation. Management is a distinct subsystem, responsible for coor-
dinating and directing the other subsystems of the organization (see Counterpoint 2.1).
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Organizational Configuration
Systems thinking conceives of different parts of an organization being designed to perform 
the key subsystem functions as illustrated in Exhibit 2.1. As there are limitations with this 
thinking (see later in Counterpoint 2.3), it is necessary to keep these firmly in mind when 
adopting an approach that is reliant upon it. One configuration framework proposed by 
Henry Mintzberg suggests that every organization has five parts.2 These parts, illustrated in 
Exhibit 2.2, include the technical core, top management, middle management, technical sup-
port and administrative support. The five parts may vary in size and importance depending on an 
organization’s  particular environment, its technology and other factors.

Technical Core The technical core includes diverse support staff who do the basic work 
of the organization. It performs the production subsystem function and produces the product 
and service outputs of the organization. This is where the primary transformation from inputs 
to outputs takes place. The technical core is the production department in a manufacturing 
firm, the teachers and classes in a university and the medical activities in a hospital. This core is 
 complemented by other parts that provide technical and administrative support.

EXHIBIT 2.1 An Open System and its Subsystems

ENVIRONMENT

SUBSYSTEMS

Products
and

services

Raw

Input Transformation
process

Boundary
spanning

Production, maintenance,
adaptation, management

Output

materials
People

Information
resources
Financial
resources

Boundary
spanning

ONLINE BRIEF 2.1

WWW

EXHIBIT 2.2 Five Basic Parts of an Organization

Technical
Support

Staff

Administrative
Support

Staff

Top
Management

Technical Core

Middle
Management

Source: Based on Henry Mintzberg, The Structuring of Organizations (Englewood Cliffs, NJ: Prentice-Hall, 1979), 215–297; and Henry Mintzberg, 
‘Organization Design: Fashion or Fit?’ Harvard Business Review 59 (January-February 1981): 103–116.
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Technical Support Technical support employees, such as engineers and researchers, scan 
the environment for problems, opportunities and technological developments. Technical support 
is responsible for creating innovations in the technical core, helping the organization change and 
adapt. Technical support includes departments such as technology, research and development 
(R&D) and marketing research.

Administrative Support The administrative support function is responsible for the 
smooth operation and upkeep of the organization, including its physical and human elements. 
This includes human resource activities such as recruiting and hiring, establishing compensation 
and benefits, and employee training and development, as well as maintenance activities such as 
cleaning of buildings and service and repair of machines. Administrative support functions include 
the human resource department and maintenance staff.

Management – Top and Middle Management is a function responsible for directing 
and coordinating other parts of the organization. Top management provides direction, strat-
egy, goals and policies for the entire organization or major divisions. Middle management is 
responsible for implementation and coordination at the departmental level. In traditional organ-
izations, middle managers are responsible for mediating between top management and the tech-
nical core, such as implementing rules and passing information up and down the hierarchy.

In real-life organizations, the five parts are not readily distinguishable and they may serve more 
than one subsystem function. For example, managers coordinate and direct other parts of the 
system, but they may also be involved in administrative and technical support. In addition, 
several of the parts are involved in the boundary spanning function mentioned in the previ-
ous section. For example, in the administrative support realm, human resource departments 
are responsible for interacting with external as well as internal labour markets to find quality 
employees; and members of R&D departments work directly with outside organizations to learn 
about new technological developments. With increasing pressures to deliver short-term share-
holder value, there has been a preoccupation with cutting costs by off-shoring, outsourcing and 
generally hollowing out organizations so that the middle strata in Mintzberg’s schema is shrunk 
and the ‘technical core’ is limited to activities that are assessed to be ‘core’. An even more revolu-
tionary change may be underway in conjunction with the emergence of the digital organization. 
Control functions that were previously the role of middle and lower level managers are increas-
ingly achieved through digital processes, real-time task allocation and measurement of produc-
tivity; MTR, the Hong Kong subways system operator that carried over 5 million customers a 
day during 2018, schedules services and plans safety-critical maintenance tasks using artificial 
intelligence.3,4

Dimensions of Organization Design
The systems view pertains to dynamic, ongoing activities within organizations. The next step 
to understanding organizations is to look at dimensions that describe specific organizational 
design traits.

Organizational dimensions can be categorized in two types: structural and contextual, illus-
trated in Exhibit 2.3. Structural dimensions provide labels to distinguish some key, internal charac-
teristics of an organization, such as the degree of formalization. They provide a basis for comparing 
the composition of organizations. Contextual dimensions characterize both the organization as a 
whole, including its size, technology, etc. and the broader organizational setting. To understand 
and evaluate organizations, it is important to examine both structural and contextual dimensions.5 
These dimensions of organization design interact with one another and can be adjusted to 
 accomplish the purposes listed earlier in Exhibit 2.1.

ONLINE 
COUNTERPOINT 2.1

65900_ch02_hr_019-047.indd   24 11/15/19   7:38 AM



CHAPTER 2 PERSPECTIVES ON ORGANIZATIONS 25

Structural Dimensions
 1 Formalization refers to the reliance upon written documentation in the organization. 

Such documentation relates to procedures, job descriptions, regulations and policy 
manuals. Larger organizations tend to score high on formalization because they have 
written rules to authorize and control a wide range of activity. A small, family-owned 
business, in contrast, may have almost no written rules and would be considered ‘informal’ 
even if the personal control exercised by its head is rigid and all-encompassing.

 2 Specialization is the degree to which organizational tasks are subdivided into separate jobs. 
If specialization is extensive, each employee performs only a narrow range of tasks. High 
levels of specialization are found on production lines, where each worker is expected to 
become highly adept at repeatedly performing a narrow set of skills. Likewise, the division 
of labour among managers may be highly specialized.

 3 Hierarchy of authority describes who reports to whom and the span of control for  
each manager. The hierarchy is related to span of control (the number of employees 
reporting to a supervisor). When spans of control are narrow, specialization is high 
and the hierarchy tends to be tall. When spans of control are wide, the hierarchy of 
 authority will be shorter.

 4 Centralization refers to the hierarchical level that has authority to make a decision. When 
decision-making is kept at the top level, the organization is centralized. When decisions are 
delegated to lower organizational levels, it is decentralized. Organizational decisions that 
might be centralized at head office or decentralized to a particular division or operating 
unit may include the purchasing of certain types of equipment or the hiring of particular 
grades of employee.

EXHIBIT 2.3  Interacting Contextual and Structural Dimensions of Organization  
Design

Environment

Goals and
Strategy

Size

Culture Technology

The Organization

Dimensions of structure
1. Formalization
2. Specialization
3. Hierarchy of authority
4. Centralization
5. Professionalism
6. Personnel ratios

ONLINE BRIEF 2.2
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 5 Professionalism is the term used to describe the level of formal education and training 
of employees. Professionalism is considered high when employees require long periods 
of training to hold jobs in the organization. The average number of years of education of 
employees is one measure of professionalism, which could be as high as 20 in a medical 
practice and less than 10 in a construction company in a country with fewer years of 
 mandatory schooling.

 6 Personnel ratios refer to the deployment of people to various functions and departments. 
Personnel ratios include the administrative ratio, the clerical ratio, the professional staff 
ratio and the ratio of indirect to direct labour employees. A personnel ratio is measured by 
dividing the number of employees in a classification by the total number of organizational 
employees.

Contextual Dimensions
 1 Size can be measured for the organization as a whole or for specific components, such as a 

plant or division. As organizations are social systems, size is typically measured by the num-
ber of employees. Other measures such as total sales or total assets also reflect  magnitude, 
but they do not indicate the size of the human part of the system.

 2 Organizational technology refers to the tools, techniques and actions used to transform 
inputs into outputs. It concerns how the organization actually produces the products and 
services it provides for customers and includes such things as flexible manufacturing, 
advanced information systems and the internet. An automobile assembly line, a college 
classroom and an overnight package delivery system are technologies, although they differ 
from one another.

 3 The environment includes all elements outside the boundary of the organization. Key 
elements include the industry, government, customers, suppliers and the financial com-
munity. The environmental elements that affect an organization the most are often other 
organizations.

 4 The organization’s goals and strategy define the purpose and competitive techniques that 
set it apart from other organizations. Goals are often written down as an enduring state-
ment of company intent (which should not be confused with actual practice). A strategy 
is the plan of action that describes resource allocation and activities for dealing with the 
environment and for reaching the organization’s ‘goals’. Goals and strategies notion-
ally define the scope of operations and the relationship with employees, customers and 
competitors.

 5 An organization’s culture is the underlying set of key values, beliefs, understandings and 
norms shared by employees. These underlying values may pertain to ethical behaviour, 
commitment to employees, efficiency or customer service, and they provide the glue to hold 
organization members together. An organization’s culture is unwritten but can be observed 
in its stories, slogans, ceremonies, dress and office layout.

The contextual and structural dimensions discussed above are understood to interact with, and 
to influence, each other. For example, large organization size, a routine technology and a stable 
environment all tend to be associated with organizations that have greater formalization, special-
ization and centralization. More detailed relationships between the dimensions are explored in 
later chapters of this book.

These dimensions also provide a basis for measurement and analysis of organizational 
characteristics. Consider, for example, the dimensions of W. L. Gore & Associates compared 
with those of European supermarket chain Carrefour and NGOs.
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to grow and prosper.7 Like Philips, featured in Chap-
ter 1, Gore has increasingly focused its attention on 
healthcare uses for its products, such as the use of its 
breathable mesh in repairing damaged human organs. 
In 2018 the company had over $3 billion in revenues.8 
(see Counterpoint 2.2).

Carrefour
Carrefour is one of the giants in today’s global retail-
ing. In 1963, Carrefour pioneered the concept of the 
hypermarché, or hypermarket in English, a concept 
bringing together the traditional food-based supermar-
ket with the full-range department store, carrying items 
from clothes to house paint to computers: ‘everything 
under the same roof’. The company, based in France 
but by 2017 operating in 30 different national markets 
from China to Argentina, is the world’s second largest 
by retail sales after Walmart, with over 12,300 stores 
worldwide, and 370,000 employees, on four conti-
nents. Although in some markets Carrefour operates 
a number of other chains, ranging from convenience 
stores to cash and carry warehouses, these opera-
tions are driven by the supply and distribution systems 
established for the hypermarket operations. Its hyper-
markets all contain the same product mix of about 
60 per cent food and 40 per cent non-food, with the 
specific products sold tailored, of course, to national 
tastes. Where Carrefour has expanded through pur-
chasing existing chains, such as Spain’s Continente 
chain, it has usually moved quickly to rebrand the pur-
chased properties with the name, logo, and ‘look and 
feel’ of the Carrefour group.

Carrefour’s success has been built on following its 
basic model quite rigidly across national markets. The 
company’s managers are drawn from all its operating 
countries, but management training places a strong 
emphasis on creating common corporate values and 
understanding amongst both managers and shop-
floor employees, enabling it to avoid some of the dif-
fering visions that so hampered Philips, discussed in 
the previous chapter.9

Nevertheless, Carrefour has not been immune 
to the digital revolution and in particular competition 
from online retailers such as Amazon. In 2018 the 
company launched its vision 2022 strategic plan, with 
key priorities: organizational simplification with focus 
on core business, an ‘omnichannel’ approach to inte-
grating e-commerce with its traditional store focus, 
and increased emphasis on internet sales of both 
food and non-food products.10

W. L. Gore & Associates

When Jack Dougherty began work at W. L. Gore 
& Associates, Inc., he reported to Bill Gore, the 

company’s founder, to receive his first assignment. 
Gore told him, ‘Why don’t you find something you’d 
like to do’. Dougherty was shocked at the informality 
but quickly recovered and began interrogating various 
managers about their activities. He was attracted to a 
new product called Gore-Tex, a membrane that was 
waterproof but breathable when bonded to fabric. 
The next morning, he came to work dressed in jeans 
and began helping feed fabric into the maw of a large 
laminator. Five years later, Dougherty was responsible 
for marketing and advertising in the fabrics group.

Bill Gore died in 1986, but the organization he 
designed still runs in the same informal way as before. 
One of the key tenets of the organization is that employ-
ees (called associates) figure out what they want to do 
and where they think they can make a contribution. 
Instead of bosses, associates can choose to work 
with ‘leaders’ who emerge organically in the process 
of addressing work’s regular challenges. In 2018, the 
company had around 9500 associates in 45  loca-
tions around the world. The plants are kept small – up 
to 200 people – to maintain a family atmosphere. ‘It’s 
much better to use friendship and love than slavery 
and whips’, Bill Gore said. Several professional associ-
ates are assigned to act as ‘sponsors’ for new product 
development, but the administrative structure is lean. 
Good human relations is a more important value than 
internal efficiency. The company has seven times been 
named one of Fortune magazine’s ‘100 Best Com-
panies to Work For in America’. In 2009 it was listed 
12th on the ‘50 Best Large Workplaces in Europe’ list, 
and in 2012, in the top ten workplaces in the world 
named by the Great Place to Work Institute. The com-
pany was featured in Malcolm Gladwell’s famous book 
The Tipping Point, to illustrate how small sized plants 
and mutual familiarity make for positive and efficient 
working teams. It has also been featured in Frederick 
Laloux’s 2014 book, Reinventing Organizations, as a 
‘teal’ organization: one that fosters its members’ abil-
ities to self-manage and self-organize.6 Gore continues 

IN PRACTICE
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COUNTERPOINT 2.2
W. L. Gore12 is probably one of the most celebrated ‘good guys’ in corporate history (See In Practice, 
above). Not only does the company treat its employees very well in comparison to most international 
firms, its product line is synonymous with quality and healthy living. In addition, the breathable 
membrane which forms the basis of the company’s waterproof clothing is increasingly being used in 
cutting-edge healthcare applications, giving the company’s products a further positive gloss.

Not-for-Profit Organizations 
and Charities
Many nonprofit organizations (NGOs) rely heavily on 
public and other external funding. NGOs in the arts 
sector, for example, can rarely earn enough money 
from ticket sales to cover even their expenses, 
despite having a small staff complement who are typ-
ically poorly paid, overwhelmed with rules and regu-
lations (usually imposed by the external funders) and 
swamped by paperwork. Chronically understaffed 
organizations are caught in a perpetual cycle of justi-
fying funding to outside granting agencies. Being typ-
ically very small, they have very little power to assert 
themselves over their environments. For example, 
they usually receive support in small amounts from 
a number of different funders, each of which has dif-
ferent reporting expectations. This is an extremely 
inefficient way of doing business (and a waste of the 
funders’ money and the arts organizations’ energies). 
Further, government often dictates particular artistic 
priorities (such as for example, the insistence of the 
Government of Wales, UK, that funded arts activities 
must be targeted to ‘disadvantaged’ people) even 
though government officials may have very little prac-
tical understanding of the artistic field and even less 
idea about how ‘impact’ might be measured.

However, even though almost all small arts NGOs 
are in the same situation, faced with unreasonable 
or impossible demands, they are also in competition 
with each other for very limited funds, and it is notori-
ously difficult for them to band together and demand 
a more coherent approach on the part of the funders.

Small NGOs such as those in the arts sector 
can still impact their environments through a vari-
ety of strategies. They can attempt to broaden 
their funding base so that they are not so depend-
ent on government grants; most have done this in 
recent years by seeking out corporate sponsorship, 
expanding the range of revenue-generating activities 
(for example, some arts organizations, such as the 

Manchester-based Act on Info have begun offering 
team-building workshops for companies based on 
producing a ‘play-in-a-day’), and operating cafes and 
restaurants from their facilities.

An alternative strategy has been to set aside com-
petitive rivalries and work with other arts organizations. 
This can take various forms. It can involve, for exam-
ple, sharing services and space, as has occurred in 
Birmingham, UK. This involves working with ‘Organ-
izational Technology’ as described in the Contextual 
Dimensions of Organization Design in this chapter.

On a more ‘political’ level it can involve acting col-
lectively to challenge unfair and unreasonable govern-
ment policies. When the government-appointed Arts 
Council of Wales decided to carry out an ‘Investment 
Portfolio Review’ in 2010/2011, it essentially decided 
to force all Welsh arts organizations to compete with 
each other for a smaller pot of money, with criteria 
determined on the basis of political priorities estab-
lished by the Welsh government. Thirty-two organ-
izations were slated to lose their funding altogether, 
putting the future of most in jeopardy. Whether coin-
cidentally or not, the result of the initial review was 
that funding became more concentrated in areas from 
which the political party in power drew most of its 
support, on the grounds that these were of ‘greatest 
need’, while the Arts Council’s own bureaucracy was 
not assessed and downsized as part of the review. 
Arts organizations worked together, with local govern-
ments and politicians, to pressure the Arts Council to 
reconsider. Although the bulk of the funding cuts were 
upheld, several were reversed, and alternative funding 
identified for many organizations. Most importantly, 
the transparency and accountability of the funding 
process came under unprecedented scrutiny, and 
subsequent funding processes and decisions have 
become more consultative and collegial. This is an 
example of even very small organizations finding ways 
both to adapt to, and sometimes to change, their 
environments in order to improve their performance 
and chances of survival.11
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Exhibit 2.4 provides a pictorial illustration of a number of the structural and contextual 
dimensions of Gore & Associates, Carrefour and the Wales Millennium Centre, a nonprofit UK 
regional arts centre. Gore & Associates, a medium-sized manufacturing organization, ranks low 
with respect to formalization, specialization and centralization. A number of professional staff 
are assigned to nonworkflow activities to do the R&D needed to stay abreast of changes in the 

However, Gore has come under increasing criticism for its business practices, especially what 
is claimed are its efforts to hamper competition. Due to its dominant position in the market for 
waterproof clothing, competitor companies often find it difficult to secure investment to develop 
their own products. That is part of business life, but some competitors claim that Gore goes further, 
demanding that companies it contracts to produce the garments sign exclusivity deals with the 
company. Also, some clothing brands that use Gore-Tex cloth in their garments have complained 
that they too are put under pressure not to use any competitive products, at the risk of losing the 
ability to use any Gore-Tex cloth in their garments. A Columbia Sportswear spokesman said, ‘This 
is the worst kept secret in our industry. Our brands have experienced the exclusionary conduct 
directly, but we also have numerous written communications from other brands and manufacturers 
that they believe Gore dictates what waterproof breathable technologies they are allowed to offer to 
consumers.’

Gore strongly denies the claims: ‘The waterproof, breathable category is highly competitive with 
a number of membranes available’, a spokesman said. ‘Gore’s business practices do not foreclose 
competitors from selling products.’ However, both the European Commission and the US Federal 
Trade Commission take the issues seriously. Both have launched anti-trust probes.

The criticism of Gore – whether ultimately proven justified or not – underlines a number of 
issues. First, even for major market players, the external environment is difficult to control; in fact, 
it can often be unlawful to try to control it. Second, companies need to be very careful to ensure 
that organizational culture is reflected not only in how people treat each other within the company 
but also the company’s external relationships with suppliers, retailers, etc. Finally, the most difficult 
position to hold is at the top – all other actors are monitoring your every move, whether to ensure 
that it is lawful, or to identify a weakness or mistake that can be exploited!

EXHIBIT 2.4 Characteristics of Three Organizations
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fibre industry. Carrefour is much more formalized, specialized and centralized. Cost-cutting to 
protect market share and increase profitability are of key importance and this is accomplished 
through standardization and economies of scale: ‘growing market share can only be achieved 
on a consistent basis, if we are always locally the price leader’. The percentage of nonworkflow 
personnel is kept to a minimum. The structure of the Wales Millennium Centre, in contrast to the 
other organizations, reflects its dependent status within the nonprofit sector. The organization has 
to comply with many rules and procedures and different stakeholder demands that are imposed 
upon it. Most employees are assigned to workflow activities, although a substantial amount of 
staff time is consumed in providing administration and clerical support.

Performance and Effectiveness Outcomes
For many analysts and designers of organizations the only purpose in analyzing varying 
 perspectives on the structural and contextual dimensions of organizations is to create and 
develop the organization in such a way as to achieve high performance and effectiveness 
(see Counterpoint 2.3). It would, of course, be difficult to justify the resources devoted to 
organizations if the purpose or outcome were low performance and ineffectiveness. In prin-
ciple, managers are hired to adjust structural and contextual dimensions and organizational 

subsystems to most efficiently and effectively transform inputs into outputs and provide value. 
Efficiency refers to the amount of resources used to achieve the organization’s goals. It is based 
on the quantity of raw materials, money and employees necessary to produce a given level of 
output.  Effectiveness is a broader term, meaning the degree to which an organization achieves its 
goals. However, the pursuit of high performance and effectiveness can compromise or undermine 
what makes it  possible – such as morale and cooperation. In any event, it is questionable whether 
slavish pursuit of such objectives is consistent with human flourishing or sustainability.

ONLINE BRIEF 2.3

WWW

COUNTERPOINT 2.3
When reference is made to such things as ‘high performance and effectiveness’, it is worth asking: 
effective for whom and performance in relation to what criteria? Concerns with ethics and social 
responsibility suggest that companies have responsibilities that cannot be equated with increasing the 
returns to their shareholders.

Other performance measures are also important and may ultimately affect their very survival – 
such as the impact of corporations upon the natural environment, their contribution to improving 
the quality of life nationally and internationally, and the legitimacy that they enjoy among the general 
public upon whom corporations ultimately depend – as employees and consumers.

It is likely that companies will come under increased regulatory and public pressure to broaden 
their criteria of performance and effectiveness. For example, it may be asked how well they are 
performing in producing goods and services that are ecologically enhancing and sustainable rather 
than destructive and degrading, or how they are performing in returning the wealth generated by 
companies to the  communities from where their resources – material and social – are drawn.

ONLINE 
COUNTERPOINT 2.2

Whatever the objective ascribed to an organization, it is relevant to take care in working 
out how it is going to be achieved. A clear, consensually determined objective accompanied by 
clear, focused goals and appropriate strategies for their attainment, are commonsensically desir-
able elements of successful design. Strategy, goals and approaches to measuring effectiveness 
will be discussed in detail in Chapter 3. However, as we have already noted, achieving effective-
ness is rarely a simple matter because different people want different things. For customers, the 
primary concern is high-quality products and services at a reasonable price, whereas employees 
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are mostly concerned with adequate pay, good working conditions, promotion prospects and job 
satisfaction. Managers are faced with competing demands when setting goals and striving for 
effectiveness. The idea of balancing the preferences of different groups has been characterized as a 
stakeholder approach. Its claim is to integrate diverse organizational activities by taking account 
of the various organizational stakeholders and considering what they want from the organization. 
A stakeholder is any group within or outside of the organization that has a stake in the organi-
zation. The satisfaction level of each group can be assessed as an indication of the organization’s 
performance and effectiveness.13

Exhibit 2.5 illustrates various stakeholders and indicates what each group may want from the 
organization. Organizations frequently struggle to satisfy the demands of all groups. A business 
might have high customer satisfaction, but the organization might have difficulties with creditors,   
or supplier relationships might be poor. Consider the US-headquartered retail chain Walmart. 
Customers love its efficiency and low prices, but the low-cost emphasis the company uses with 
suppliers and in relation to employees has caused friction. Some activist groups argue that 
Walmart’s tactics are unethical because they force suppliers to lay off workers, close factories 
and outsource to manufacturers from low-wage countries operating facilities with poor work-
ing conditions. One supplier has said clothing is being sold at Walmart so cheaply that suppliers 
from developed countries in Europe and North America couldn’t compete even if they paid their 
workers nothing! The challenges of managing such a huge organization have also led to strains 
in relationships with employees and other stakeholder groups, as evidenced by recent gender dis-
crimination suits and complaints about low wages.14 And then there are other groups affected by 
company actions – such as communities from where the raw materials used in products sold by 
Walmart are sourced – that do not even appear in Exhibit 2.5.

Stakeholder interests often conflict. In nonprofit organizations, the priorities of clients some-
times conflict with restrictions on use of government funds or contributions from donors. In 
companies, there is conflict when unions campaign for improved conditions or wage increases 
that might hurt shareholders’ financial returns or prompt a switch to lower-cost suppliers.  

EXHIBIT 2.5 Major Stakeholder Groups and What They Expect
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Demands made by stakeholders other than shareholders and senior executives are likely to meet 
resistance unless they can be reconciled with increased financial returns – for example, by tying 
in wage increases to productivity gains or improving reliability from suppliers in return for better 
treatment. In reality, it is unreasonable to assume that all stakeholders can be equally satisfied or 
even equally treated. However, if an organization fails to manage the expectations and/or meet the 
demands of stakeholder groups, it is likely risking its longer-term survival – by becoming a take-
over target or simply going out of business – as well as failing to live up to its claims to care for 
its employees and customers as well as its stockholders. Research has shown that the assessment 
of multiple stakeholder groups is a strong indicator of organizational effectiveness, especially with 
respect to organizational adaptability.15 As profit and nonprofit organizations are generally (but 
not universally) concerned about their reputations among customers, creditors and regulators, 
they also put considerable resources into shaping and controlling the part of the environment 
comprising stakeholders’ perceptions of their performance.16

Failure to attend to stakeholders – or, at least, the more powerful ones – invites disruption 
and loss of reputation which is likely to prove damaging. Satisfying multiple stakeholders can be 
challenging, particularly as goals and priorities change.

3 per cent of Canada’s GDP annually, and whole com-
munities are entirely dependent on forestry.17 In 2008 
the town of Mackenzie in northern British Columbia 
faced complete closure when forest products giant, 
Abitibi Bowater, indefinitely closed the community’s 
two saw mills and a pulp mill.18

At the same time, Canada is home not merely to 
vast expanses of pristine wilderness, but also one of 
the world’s most active and sometimes militant envi-
ronmental movements. Greenpeace, the world’s best 
known environmental group, was founded in Canada. 
During the 1990s, proposals to log old growth forest 
in Clayoquot Sound in British Columbia led to the 
largest campaign of civil disobedience in Canadian 
history, with over 800 environmentalists arrested.19 
In addition to the conflicting perspectives of forest 
industry companies and workers and environmental-
ists, much of the country’s usable timber is located 
on lands claimed by the country’s indigenous peo-
ples, who tend to share environmentalists’ concerns 
about damage to their homelands, while also want-
ing to ensure that any development benefits their 
populations which are easily the poorest in Canada’s 
generally affluent society.20 Canada’s forest products 
industry, therefore, is working in an extraordinarily 
complex environment.

After the great conflicts over Clayoquot Sound, 
some of Canada’s more forward looking forest com-
panies decided on a different approach from simply 
relying on property rights and contract enforcement 
through the courts. In the late 1990s, MacMillan 
Bloedel (MacBlo), now part of Weyerhauser, had 

Conflict and Compromise 
in the Forest Products 
Industry

The forest products industry literally underpins part 
of the homes we live in, especially if our houses 

are of wood frame construction as in much of Europe 
and North America. Even if they have an outer shell 
of brick or concrete, much of the internal framing 
and finishing is likely to be wood-based. Despite the 
growth of electronic media, most of us still access 
much of our information by picking up books and 
newspapers, again produced from wood pulp. At 
the same time, many of us are shocked by visions 
of some of the world’s great forests being logged, 
whether teak from the Burmese rain forest, or old 
growth cedar trees in British Columbia, on Canada’s 
west coast. Wood and wood products are a crucial 
part of our daily lives.

Nowhere are the debates about the forest industry 
more heated, or the stakes higher, than in Canada. 
The forest industry is a major job creator in the 
country, accounting for more than 300,000 jobs 
directly and 600,000 indirectly. The industry is worth 

IN PRACTICE
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The Evolution of Organization Theory and Design
Organization theory is not a collection of facts or an operation manual; it is a way of thinking 
about, and informing action within, organizations. ‘Facts’ are, in this sense, contingent upon the 
particular kind of thinking that goes into specific theories of organization. Different theories of 
organization – for example, closed systems theories and open systems theories – provide alter-
native ways to represent and analyze organizations. Each theory makes its own claims about 
the accuracy and depths of its analysis relative to commonsense views or alternative theories. 
Drawing upon different theories, organization scholars point to, or suggest the relevance of, 
diverse features, patterns and regularities which they make available to the rest of us. For this rea-
son, the specific ‘facts’ generated from the research are not, in practice, as important as the general 
patterns and insights into the realities of organizing and organizations.

been running into financial difficulties, caused by 
decline in Asian markets due to the ‘Asian flu’ eco-
nomic downturn, a softwood lumber trade dispute 
with the US, and difficulty selling to Europe because 
of environmentalists’ pressure on European buyers to 
guarantee that all their wood came from sustainable 
sources. In 1997 MacBlo’s new CEO, Tom Stephens, 
decided that the only way he would be able to provide 
value to his shareholders would be if he adopted a 
stakeholder approach. Stephens charged his manag-
ers to come up with a strategy that would respond to 
concerns about sustainability by moving to selective 
logging, reducing the impact of logging on forest land 
biodiversity, and signing up to the sustainable forestry 
certification scheme run by the Forest Stewardship 
Council (FSC). He developed long-term dialogue and 
partnerships with environmental groups, effectively 
widening the company’s sphere of accountability to 
include both environmental groups and First Nations 
communities, as well as its workforce.21

Tom Stephens’ approach turned out to be the 
only game in town. Since 2000, the area of forest 
land certified as managing sustainably has risen ten-
fold, and major retailers in Europe and North America 
from B&Q to Hallmark Cards have committed to use 
wood products sourced exclusively or almost exclu-
sively from independently certified sources like FSC.22 
Although frictions continue between environmental 
organizations and the forest products industry, these 
are increasingly seen on both sides as part of the pro-
cess of negotiating compromises that will allow forest 
companies to contribute to the economy while help-
ing to protect the planet for future generations.

The next major challenge will be ensuring that 
sustainable practices become the norm across the 

world, and not merely in the wealthiest countries. In 
fact, with globalization, if sustainable practices are 
not implemented globally, damage to the environ-
ment in the West is simply going to be replaced by 
damage to the environment in emerging economies. 
In the forest stewardship sector, the FSC is support-
ing some positive practices, although too much log-
ging in developing countries remains unregulated and 
unsustainable.

One positive example is in Madagascar, where the 
FSC’s certification contractor GFA Consulting Group 
worked with an ambitious local forestry company, 
VIMA Wood Industry, to help the company secure FSC 
certification. Two key aspects of the certification pro-
cess were assuring that the cutting cycle was sustain-
able while also delivering the different types of wood 
needed in the local and international market (including 
wood for charcoal, pallets, as well as finished lumber 
for building), and ensuring that work was created for 
local employees. This latter is an important aspect of 
FSC certification because unless sustainable practices 
benefit local communities, illegal and unsustainable 
logging will be inevitable as local populations are des-
perate for income. ‘We are creating employment for 
indigenous populations, notably in the security of the 
forest from illegal cutting, but also in maintaining the 
forest. We are recruiting forest wardens continuously’, 
said company spokesperson, Fanjavola Beboarimisa. 
The company is planning to invest in further mechani-
zation to increase the efficiency of production.23

A broader issue to address is rogue logging that 
often occurs in countries that are poorly governed 
and prone to corruption. The greater the proportion of 
timber that is cut illegally, the harder it is economically 
for FSC compliant companies to thrive.
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Historical Perspectives
Organization design and management practices have varied over time in response to changes in 
the larger society.

The modern era of management theory began with the classical management perspective 
in the late nineteenth and early twentieth century. The emergence of capitalism brought with it 
the development of the factory system which posed problems that earlier organizations had not 
encountered. Factories became a new source of wealth creation. Enclosing large numbers of work-
ers in factories, where their productive activity could be more readily controlled, made it possible 
to extract significant surpluses from their labour. That was because workers could be supervised 
closely as they performed repetitive but highly productive tasks. By combining workers in fac-
tories, goods could be mass produced to reach a mass market, with the prospect of earning a 
handsome profit on each item sold as a consequence of the long hours and low wages of factory 
workers. This was not a recipe for good industrial relations; and an outcome was the formation 
of unions and the development of ideologies that demanded fairer treatment and less autocratic 
forms of control. In turn, the scale of the factories and the competition between producers stim-
ulated interest in how to design and manage work in order to better incentivize cooperation as a 
means of further increasing productivity and profitability.

The so-called classical perspective sought to apply rational calculations to turn organiza-
tions into efficient, well-oiled machines. This perspective is associated with the development of 
extended hierarchies and bureaucratic procedures of control. Pioneered by Frederick Winslow 
Taylor, his principles of scientific management postulate that decisions about organizations and 
job design should be based on a precise, ‘scientific’ study of individual situations to determine 
which method of doing a job delivers the greatest output.24 On this basis, managers standardize 
procedures for doing each job, select workers with the most appropriate abilities, train them to 
follow the standard procedures, carefully plan work and provide wage incentives to increase 
output. Favouritism and amateurism were to be replaced by careful research, meritocracy and 
standardization.

For example, Taylor, an engineer by training, studied the unloading of iron from railcars and 
reloading finished steel for the Bethlehem Steel plant in Pennsylvania, USA, in 1898. He calculated 
that with ‘correct’ movements, tools and sequencing, each man was capable of loading 47.5 tons 
per day instead of the typical 12.5 tons. He also worked out an incentive system that paid each man 
$1.85 per day for meeting the new standard, an increase from the previous rate of $1.15. Finally, he 
devised a means of identifying the workers most capable – ‘morally’ as well as physically – of max-
imizing their earnings using this system – that is, what Taylor calls his ‘first class man’. In Taylor’s 
view, workers sought employment for one reason alone – to earn money. So, he believed that by 
enabling them to be more productive – by linking output directly to payment – he could reconcile 
the demands of two key stakeholders: employees who obtained substantially improved wages, and 
shareholders who received massively increased surpluses, while ensuring that the basis of this recon-
ciliation was impartial and therefore fair.

However, Taylor’s scientific management was based upon closed systems thinking. He 
overlooked how employees develop a sense of identity and meaning outside of the workplace. 
Despite a strong interest in earning money from their employment, many were unwilling to 
accept their treatment as living machines who simply executed repetitive tasks conceived by 
others and incentivized to work as rapidly as possible by piecework payments systems (see 
Exhibit 2.6). Neither when economic conditions changed, were workers willing to accept cuts in 
their pay in order to preserve surpluses for the owners. An unintended consequence of Taylor’s 
treatment of workers as human machines programmed to be maximally productive was to facil-
itate their solidarity in opposition to management. Workers, it turned out, would not neces-
sarily do what they were told. Ironically, despite its claims to emancipate workers, the Soviet 
economic system, which was established after the Russian Revolution of 1917, was modelled 
on Taylor’s thinking. The system began to collapse when workers – initially in Poland – rose up 
against their treatment.

65900_ch02_hr_019-047.indd   34 11/15/19   7:38 AM



CHAPTER 2 PERSPECTIVES ON ORGANIZATIONS 35

Another version of the classical perspective took a broader look at the organization. Whereas 
scientific management focused primarily on the technical core and its immediate support  functions – 
on the organization of work performed on the shop floor – a focus on administrative principles 
considered the design and functioning of the organization as a whole. For example, Henri Fayol 
proposed 14 principles of management, such as ‘each subordinate receives orders from only one 
superior’ (unity of command) and ‘similar activities in an organization should be grouped together 
under one manager’ (unity of direction). These principles have formed the foundation for many 
aspects of modern management practice and organization design.

The scientific management and administrative principles approaches provided potent ideas 
for establishing high productivity and increasing prosperity. Administrative principles in particu-
lar contributed to the development of bureaucratic organizations, which emphasized designing 
and managing organizations on an impersonal, ostensibly rational basis by establishing clearly 
defined authority and responsibility, formal record keeping and uniform application of standard 
rules. Although the term bureaucracy has taken on negative connotations, the introduction of 
bureaucratic characteristics into the sphere of work revolutionized its organization. Notably, at 
its best, it replaced nepotism and other forms of favouritism with impartial processes that were 
in principle indifferent to rank, gender, colour and so on. It is worth recalling how it is often 
‘red tape’ and tedious procedure that ensures that people – customers and suppliers as well as 
 employees – are treated equally, and so are not able to curry favour or queue-jump on the basis of 
their status or by using bribes. One problem with the classical perspective, however, concerns its 
limited attention to the social context and to human feelings.

Early work on industrial psychology and human relations, in which closer attention was paid 
to ‘the human factor’, tended to be marginalized by the dominance of scientific management and 
administrative principles. A major breakthrough occurred with a series of experiments at a Chi-
cago electricity company, which came to be known as the Hawthorne Studies. Interpretations of 
the results of these experiments concluded that positive treatment of employees, even by simply 
acknowledging their presence and contribution, improved their motivation and productivity. That 
the potency of basic recognition of workers by managers had not been widely acknowledged prior 
to these studies gives a strong indication of the social distance between them. The Hawthorne 
Studies laid the groundwork for subsequent explorations of ‘the human side of enterprise’ includ-
ing leadership, motivation and, more recently, diverse aspects of human resource management. 
Even so, the core of the classical approach has remained influential, at least in contexts where 
change was minimal or predictable. It was only in the 1970s and early 1980s in advanced capital-
ist economies, as markets for commodities and finance became less stable and international com-
petition intensified, that the classical approach was challenged by alternative design principles 

‘Scientific management, the charge went, pitted workers against one another, made them claw at 
each other for the privilege of being one of Taylor’s ‘first class men’. It broke up the comradely 
fellow-feeling, the respect of one man for his brother, that lay behind the labour movement at its 
best . . .
 Scientific management was degrading. In reducing work to instructions and rules, it took away 
your knowledge and skill. In standing over you with a stopwatch, peering at you, measuring you, 
rating you, it treated you like a side of beef. You weren’t supposed to think. Whatever workmanly 
pride you might once have possessed must be sacrificed on the altar of efficiency, your role only to 
execute the will of other men paid to think for you. You were a drone, fit only for taking orders.’

EXHIBIT 2.6 Scientific Management

Source: R. Kanigel (1997), The One Best Way: Frederick Winslow Taylor and the Enigma of Efficiency, New York: Little, Brown and 
 Company, p. 534.
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such as teamworking. That, arguably, was because many organizations came under pressure to 
achieve increased flexibility, rapid response to the customer, more adaptive and well-motivated 
employees and improved products with shorter life-cycles.25 Further organizational adaptations 
and innovations have occurred to exploit the opportunity of the internet and other advances in 
information technology. Other developments, such as the opening up to capitalism of China and 
the collapse of the former Soviet Union, have also prompted reflection on established designs and 
practices, resulting in innovations in organization design, although these have not always pro-
duced improved conditions. For example, in 2018, a Hong Kong based human rights organiza-
tion, China Labour Watch, reported that the Taiwan-based outsourcer Foxconn, which makes 
much of Apple’s iPhones as well as devices for Amazon, was making excessive use of temporary 
workers in one factory in China where Amazon gadgets are made. Workers could be brought in 
and dismissed with almost no notice, in contravention of Chinese law.26

Don’t Forget the Context Principles of scientific management and administration 
assume that there is ‘one best way’ of organizational design. But this ‘closed systems’ thinking 
disregards the variability of context. It suggests that the contingencies facing the retail division 
of a conglomerate are equivalent to those of a manufacturing division; or that the same princi-
ples are appropriately applied to the design of the financial procedures for an entrepreneurial 
internet firm like eBay or Google as to the design of a large food processing plant. Contingency 

means that what structure or system is viable depends upon the particular circumstances or con-
text of its design. For organizations to be effective, this logic suggests, there must be a ‘goodness 
of fit’ between the ‘structural’ and ‘contextual’ dimensions (see Counterpoint 2.4).27 What works 
effectively varies according to circumstances, which are themselves subject to change. For example, 
an inflexible mechanistic approach may be viable in a setting that is unchanging; but it cannot be 
expected to work as effectively in a different, more complex or turbulent setting. Where there is a 
predictable environment and the use of a routine technology, a ‘classical’ approach based on bureau-
cratic control procedures, a hierarchical structure and formal communication may be sustainable, at 
least so long as there is no significant change in the context. But, as we have discussed in both this 
chapter and Chapter 1, unchanging contexts are becoming less common. For most organizations, 
at least some aspect of their environment is uncertain; and this uncertainty can stimulate a greater 
degree of innovation and flexibility where more free-flowing management processes are likely to 
develop. In short, and against the ‘one best way’ philosophy, a contingent approach suggests that the 
correct management approach depends on the organization’s (changing) situation.

ONLINE BRIEF 2.4

WWW

COUNTERPOINT 2.4
The claim that an approach is ‘correct’ should be heeded with some caution. Even if a ‘good fit’ between 
an organization and its environment is attained, this does not necessarily make it ‘correct’ in the sense 
of legitimate. It would therefore be better to say that the approach is ‘viable’. Whether it is ‘correct’ will 
depend upon what evaluation is made of the ‘best fit’. It should not be assumed that the pragmatic test 
of ‘best fit’ is the only criteria of ‘correctness’. So, for example, the ‘fit’ may be good but the possible 
negative impact upon the quality of life of employees may lead them to contest its ‘correctness’.

Contemporary Organization Design
To a great extent, managers and organizations are still imprinted with the hierarchical, bureau-
cratic approach that arose more than a century ago. Yet numerous challenges – of globaliza-
tion, diversity, ethical concerns, rapid advances in technology, the rise of e-business, a shift to 
knowledge and information as an increasingly important form of capital, and the growing expec-
tations of workers for meaningful work and opportunities for personal and professional growth – 
prompt a questioning of the adequacy of forms of classical thinking. The perspectives of the past 
do not necessarily provide a road map for managing and developing today’s organizations. In the 
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contemporary context, managers are endeavouring to design and orchestrate new responses that, 
in general, are less mechanical and more organic in formulation.

Newtonian science suggests that the world functions as a well-behaved machine, a view that has 
underpinned much management thinking about organizations.28 The science of chaos theory, in con-
trast, suggests that relationships in complex, adaptive systems – including organizations – are non-
linear and made up of numerous interconnections and divergent choices.29 This is a world full of 
uncertainty, characterized by surprise, rapid change and confusion. Managers can’t measure, predict 
or control in traditional ways the unfolding drama inside or outside the organization. At the same 
time, chaos theory suggests that randomness and disorder occur within certain larger patterns of order.

In order to make quick decisions, many organizations are being redesigned and/or developed 
to become so-called learning organizations. The principle of the learning organization is for com-
munication and collaboration to be actively promoted so that everyone is engaged in identify-
ing and solving problems, enabling the organization to continuously experiment, improve and 
increase its capability. The learning organization is, in principle, based on equality, open informa-
tion, little hierarchy and a culture that encourages adaptability and participation, enabling ideas 
to bubble up from anywhere that can help the organization seize opportunities and handle crises. 
In a learning organization, the essential value is problem solving, as opposed to the traditional 
organization designed for predictable outcomes. However, as the various Counterpoints provided 
earlier in this chapter and in Chapter 1 imply, it is much easier to aspire to becoming a ‘learning 
organization’ than to achieve this. This is not least because it requires senior managers to release 
some control, and for employees to take responsibility for it, often without compensation or even 
the formal authority required to engage in problem solving.

Efficient Performance versus the Learning Organization
As managers and their staff struggle towards the learning organization, they are engaged 
in changing the structural dimensions of organizations. Exhibit 2.7 compares organizations 
designed for efficient performance with those designed for continuous learning by consid-
ering five elements of organization design: structure, tasks, systems, culture and strategy. As 
shown in the exhibit, all of the elements are interconnected and influence one another. ONLINE BRIEF 2.5
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EXHIBIT 2.7 Two Ideal-Type Organization Design Approaches

Source: Adapted from David K. Hurst, Crisis and Renewal: Meeting the Challenge of Organizational Change. Boston, MA: Harvard Business 
School Press, 1995.
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From Vertical to Horizontal Structure The most common organizational structure, 
based upon classical principles, has been one in which activities are grouped together by common 
work from the bottom to the top of the organization. Generally, little collaboration occurs across 
functional departments, and the whole organization is coordinated and controlled through the 
chain of command provided by a vertical hierarchy, with decision-making authority residing with 
upper-level managers. In stable conditions, this structure is consistent with cost-efficient produc-
tion and in-depth skill development. In a rapidly changing environment, however, the absence of 
delegation results in top executives becoming overloaded with decision-making as they struggle to 
respond sufficiently rapidly to problems or opportunities.

In the learning organization, the vertical structure that creates distance between managers 
at the top of the organization and workers in the technical core is, in principle, collapsed if not 
disbanded. Structure is created around horizontal workflows, processes and/or networks rather 
than departmental functions. The vertical hierarchy is dramatically flattened, with perhaps only 
a few senior executives in traditional support functions such as finance or human resources. Self- 
directed teams are the fundamental work unit in the learning organization. Boundaries between 
functions are eroded as teams include members from several functional areas.

From Routine Tasks to Empowered Roles Another shift in thinking relates to the 
degree of formal structure and control placed on employees in the performance of their work. 
Recall that scientific management advocated precisely defining each job and how it should be 
performed. A task is a narrowly defined piece of work assigned to a person. In traditional organ-
izations, tasks are broken down into specialized, separate parts, as in a machine. Knowledge and 
control of tasks are centralized at the top of the organization, and employees are expected to do 
as they are told. A role, in contrast, is a part in a dynamic social system. A role-holder has discre-
tion and responsibility, allowing the person to use his or her discretion and ability to achieve an 
outcome or meet a goal. In principle, within learning organizations, employees play roles in teams 
or departments, and these roles may be continually redefined or adjusted. There are comparatively 
few rules or procedures, and knowledge and immediate control of tasks are located with workers 
rather than with supervisors or top executives. Employees are encouraged to take care of prob-
lems by  working with one another and with customers.

From Formal Control Systems to Shared Information In mechanical designs, 
formal systems are often implemented to manage the growing amount of complex information 
and to detect deviations from established standards and goals.30 In learning organizations, in con-
trast, information serves a very different purpose. In principle, much information is accessible 
and shared in a way that optimizes performance. The learning organization strives to restore the 
agility and community of a small, entrepreneurial firm in which all employees are knowledgea-
ble about many aspects of the operation of the organization. Rather than using information to 
control employees, a significant part of a manager’s job in a learning organization is to find ways 
to open channels of communication so that ideas flow in all directions. A premium is placed 
on maintaining open lines of communication with customers, suppliers and even competitors in 
order to enhance their learning and adaptation capabilities. A typical means of leading by exam-
ple is for managers to pay regular visits to the ‘sharp end’ of their organizations to gain insights 
into the realities of daily operations. This approach was used to great effect by the late Pope John 
Paul II in his leadership of the Catholic Church. Rather than remain cloistered in Rome in the 
tradition of many of his predecessors, his papacy involved a seemingly never-ending round of 
on-the-ground visits and dialogue with his followers and representatives that helped to rejuvenate 
an organization that is increasingly seen as out of touch with rapidly changing times. Of course, 
the problem with such an energetic and outward-focused approach is that it tends to ‘lock in’ 
successors to a similar ‘personal marketing’ approach. One of the reasons it is thought that his 
successor, Pope Benedict, took the highly unusual step of retiring from the papacy in 2013 (rather 
than dying in office as is the normal practice) was that in his mid-80s, he could not sustain the 
global travelling routine (see Counterpoint 2.5).
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From Competitive to Collaborative Strategy In organizations designed according 
to classical, mechanistic principles, strategy is formulated by top managers and imposed on the 
organization. Top executives think about how the organization can best respond to competition 
and efficiently use resources. In the learning organization, in contrast, organic design principles 
demand the accumulated actions of an informed and empowered workforce to contribute to strat-
egy development. If all employees are in touch with customers, suppliers and new technology, 
they are well placed to identify needs and solutions and participate in strategy making, and mutu-
ally beneficial insights can also be gained from partnerships with suppliers, customers and even 
competitors. Boundaries between organizations are becoming more diffuse, with companies par-
ticipating in industry forums to exchange ideas and assessments that are of shared interest, and 
in forming partnerships to compete globally, sometimes joining in modular or virtual network 
organizations that are connected electronically.

From Rigid to Adaptive Culture Organizations that have been highly successful in fairly 
stable environments – for example, where they dominate the market to produce stability – can become 
victims of their own success when circumstances change and their dominance fades as their culture as 
well as their mechanical structures are found to be ill-equipped to respond to new challenges. The US 
Xerox Corporation is a comparable example to that of Philips discussed in Chapter 1. Over many 
years, Xerox established a highly successful photocopier machine business, but this failed to capitalize 
upon its R&D activity that had spawned such innovations as the personal computer, graphical user 
interface, ethernet and laser printer. Xerox was also unprepared for the entry of Japanese rivals, such as 
Canon and Ricoh, that competed on quality as well as price. After a disastrous diversification into insur-
ance and financial services, the company recovered by developing digital copiers, but did not anticipate 
either the increased use of email or the introduction of cheap desktop printers. In an effort to reverse 
the tide, Xerox CEO, Paul Allaire, recruited as his successor Richard Thoman, then Louis Gerstner’s 
right-hand man at IBM. Thoman came to Xerox as president, chief operating officer and eventually 
CEO, amid high hopes that the company could regain the stature of its glory years. Only 13 months 
later, as revenues and the stock price continued to slide, he was fired by Allaire, who had remained 
as Xerox chairman. Allaire and Thoman blamed each other for the failure to successfully implement 
their strategy. Outsiders, however, believe the failure had much more to do with Xerox’s culture. It was 
resistant to adaptation, and some say that under Allaire it became almost totally paralyzed by politics. 
Thoman was brought in to shake things up. When he tried, the old guard rebelled. A management 
struggle developed, with the outsider Thoman and a few allies on one side lined up against Allaire and 
his group of insiders who were accustomed to doing things the Xerox way. Ideas and practices that 
helped attain success were detrimental to effective performance in a rapidly changing environment.

In a more adaptive culture ostensibly, characteristic of a learning organization, there is, in 
principle, greater emphasis upon openness, equality, continuous improvement and change. People 
are encouraged to become aware of the whole system, how everything fits together, and how the 
various parts of the organization interact with one another and with the environment. Treating 
everyone with care and respect is intended to create a climate in which people feel safe to experi-
ment, take risks and make mistakes, all of which encourage learning. This whole system mindset 
aspires to minimize boundaries within the organization and with other companies. But, as we 
have already noted, changing in this direction can be painful and effectively resisted by groups 
determined to defend an approach with which they are comfortable and are better able to manip-
ulate to their advantage. One organization that is transforming into a learning organization is 
 Mexico’s Cementos Mexicanos (Cemex), which is discussed in the In Practice box.

COUNTERPOINT 2.5
Others have suggested that he lacked the strength to address scandals within the Vatican. His 
resignation may then be seen as a courageous falling upon his own sword, with the intention of those 
responsible for scandals and/or their cover-up being removed by his successor.31
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six years of formal schooling, in weekly secondary- 
education classes and began training them in deliv-
ering not just cement but quality service. In addition, 
many strict and demanding work rules were abolished 
so that workers had more discretion and responsibil-
ity for identifying and rapidly responding to problems 
and customer needs. As a result, Cemex trucks now 
operate as self-organizing business units, run by well-
trained employees who think like business people. 
According to Francisco Perez, operations manager at 
Cemex in Guadalajara, ‘They used to think of them-
selves as drivers. But anyone can deliver concrete. 
Now our people know that they’re delivering a service 
that the competition cannot deliver.’

Cemex has transformed the industry by com-
bining extensive networking technology with a 
new  management approach that taps into the 
mind power of everyone in the company. People at 
Cemex are constantly learning – on the job, in train-
ing classes and through visits to other organizations. 
As a result, the company has a startling capacity to 
anticipate customer needs, solve problems and inno-
vate quickly. In addition, Cemex freely shares what it 
knows with other organizations, even competitors, 
believing the widespread sharing of knowledge and 
information is the best way to keep the organization 
thriving in a world of complexity. This philosophy has 
helped transform a once-sleepy cement company 
into a global powerhouse, with over 25,000 employ-
ees on four continents, and nearly 3000 operating 
units in 22 countries.33

One priority for Cemex in the next few years will 
be to reduce its environmental footprint. Cement pro-
duction is an energy-intensive process and can also 
pollute the environment. Cemex has had its own 
share of criticism for polluting plants –  particularly in 
the United States – but has been acknowledged for 
its serious efforts to increase sustainability and reduce 
pollutive by-products in production. In 2010, the US 
Environmental Protection Agency gave Cemex USA 
an Energy Star award for the second year in a row 
because of its outstanding energy management and 
reductions in greenhouse gas emissions. However, 
even pollution reduction sometimes comes with a 
price tag attached; the company has closed down a 
number of its most inefficient and polluting plants in 
order to meet environmental targets.

The company has been hit by the long downturn 
in the building sector in the Global Financial Crisis, 
initially in the United States and Europe and more 

Cementos Mexicanos

Cementos Mexicanos (Cemex), based in Monterrey,  
Mexico, has been making and delivering concrete 

for nearly a century. But the organization is on the cut-
ting edge of organization design, a model of what it 
takes to succeed in the complex environment of the 
twenty-first century.

Cemex specializes in delivering concrete in devel-
oping areas of the world, places where anything can, 
and often does, go wrong. Even in Monterrey, Cemex 
copes with unpredictable weather and traffic condi-
tions, spontaneous labour disruptions, building permit 
problems and arbitrary government inspections of con-
struction sites. In addition, more than half of all orders 
are changed or cancelled by customers, usually at the 
last minute. Considering that a load of concrete is never 
more than 90 minutes from spoiling, those chaotic 
conditions mean high costs, complex scheduling and 
frustration for employees, managers and customers.

To help the organization compete in this environ-
ment, managers looked for both technological and 
organizational innovations. Leaders call their new 
approach ‘living with chaos’. Rather than trying to 
change the customers, Cemex resolved to do busi-
ness on the customers’ own terms and design a sys-
tem in which last-minute changes and unexpected 
problems are routine.32

A core element of this approach is a complex 
information technology system, including a global 
positioning satellite system and onboard comput-
ers in all delivery trucks, which is fed with streams 
of day-to-day data on customer orders, production 
schedules, traffic problems, weather conditions and 
so forth. Now Cemex trucks head out every morning 
to cruise the streets. When a customer order comes 
in, an employee checks the customer’s credit status, 
locates a nearby truck and relays directions for deliv-
ery. If the order is cancelled, computers automatically 
direct the plant to scale back production.

Cemex also made managerial and organizational 
changes to support the new approach. The com-
pany enrolled all its drivers, who had an average of 

IN PRACTICE
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Summary and Interpretation
One important idea in this chapter is that organizations have been conceived as systems that 
either adapt to, or exert control over, the environment as a means of pursuing the goals of their 
dominant stakeholders. When understood in this way, different parts of the organization – 
 identified as the technical core, technical support, administrative support and management – are 
seen to  perform key subsystem functions of production, maintenance, management, adaptation 
and boundary spanning.

As the context of organizations becomes more turbulent and complex, managers and organi-
zations face a range of intertwined challenges which include coping with globalization; maintain-
ing high standards of ethics and social responsibility; achieving rapid response to environmental 
changes, organizational crises or new customer expectations; shifting to a technology-based work-
place; and supporting diversity. These challenges are tending to prompt a shift away from highly 
structured systems based on a mechanical model towards looser, more flexible systems based on 
a more organic model. At the very least, less rigid elements are being incorporated into structured 
hierarchical systems with the intention that improved communications and responsiveness will 
reduce costs, improve competitiveness and thereby produce added value for shareholders. One 
symptom of this change is the interest in redesigning companies towards the ideal of the ‘learn-
ing organization’ in which there is an aspiration to develop a more horizontal structure, more 
empowered employees, greater sharing of information, a collaborative form of strategy and a 
culture that enables more rapid adaptation to changing circumstances. However, the immediate 
pressure ‘to do more with less’ means that there is a defensive resistance to greater collaboration 
when it is experienced or anticipated as damaging rather than empowering.
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bureaucratic 
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contextual dimensions
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effectiveness
efficiency

Hawthorne Studies
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role
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stakeholder approach
structural dimensions
subsystems
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KEY CONCEPTS

recently in China. As a result, the company embarked 
on a widespread divestiture programme, particularly 
of smaller national units such as in south-east Asia 
and smaller European countries like Ireland, and in 
2018 the company continued to close unprofitable 

plants, including two facilities in Spain. In the medium 
term, the company is likely to face challenging times 
with increasing pressure to reduce carbon diox-
ide emissions and declining building construction 
globally.34

Discussion Questions
1 What is the difference between an open system 

and a closed system? Can you give an example of 
a closed system? How is the stakeholder approach 
related to the concept of an open system?

2 Use an example of an organization with which 
you are familiar to explain how Mintzberg’s five 

basic parts of the organization perform the 
subsystem functions shown at the bottom of 
Exhibit 2.1. Evaluate the strengths and limita-
tions of Mintzberg’s perspective.

3 Assess the pros and cons of systems thinking 
for guiding management practice.
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4 What is the difference between formalization 
and specialization? Assess the usefulness of 
these concepts for understanding the practice of 
organizing.

5 What does contingency mean? What are 
the implications of contingency theories for 
managers?

6 What are the primary differences between an 
organization designed for predictable outputs 
and one designed for learning and change? 
What challenges of management are associated 
with these designs? Discuss.

7 Why is shared information so important in a 
learning organization as compared to a pre-
dictable outputs organization? Discuss how an 

organization’s approach to information sharing 
might be related to other elements of organiza-
tion design, such as structure, tasks, strategy 
and culture.

8 What are some differences one might expect 
among stakeholder expectations for a nonprofit 
organization versus a for-profit business? Do 
you think nonprofit managers have to pay more 
attention to stakeholders than do business 
managers? Discuss.

9 Early management theorists believed that organ-
izations should strive to be logical and rational, 
with a place for everything and everything in 
its place. Discuss the pros and cons of this 
approach for today’s organizations.

Chapter 2 Workbook Measuring Dimensions of 
Organizations
Analyze two organizations along the dimensions shown below. Indicate where you think each organization 
would fall on each of the scales. Use an X to indicate the first organization and an * to show the second.

You may choose any two organizations you are familiar with, such as your place of work, the university, 
a student organization, your local community organization or church, or your family.

Formalization

Many written rules 1 2 3 4 5 6 7 8 9 10 Few rules

Specialization

Separate tasks and roles 1 2 3 4 5 6 7 8 9 10 Overlapping tasks

Hierarchy

Tall hierarchy of authority 1 2 3 4 5 6 7 8 9 10 Flat hierarchy of authority

Technology

Product 1 2 3 4 5 6 7 8 9 10 Service

External environment

Stable 1 2 3 4 5 6 7 8 9 10 Unstable
Culture

Clear norms and values 1 2 3 4 5 6 7 8 9 10 Ambiguous norms and values

Professionalism

High professional training 1 2 3 4 5 6 7 8 9 10 Low professional training

Goals

Well-defined goals 1 2 3 4 5 6 7 8 9 10 Goals not defined

Size

Large 1 2 3 4 5 6 7 8 9 10 Small

Organizational mindset

Mechanical system 1 2 3 4 5 6 7 8 9 10 Biological system
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Questions
1 What are the main differences between the two organizations you evaluated?

2 Would you recommend that one or both of the organizations have different ratings on any of the scales? 
Why?

Developing a Human 
Centric Vision at Fujitsu

This short case study will offer you the opportu-
nity to explore three key aspects of organizational 

design, namely: 

1 To understand the complexities of developing 
creative people within a company organization.

2 To examine the practical strategies to be 
implemented during the process of building 
learning organizations.

3 To explore some of the techniques needed 
to manage an organization in an increasingly 
challenging global business environment.

You will benefit by understanding the character-
istics of the new intrapreneurial employees, learn 
how to start to build the conditions for a success-
ful creative vision and develop an insight into how 
organizational development can be encouraged and 
sustained. 

The case study will consider many of the practical 
and strategic challenges facing an organization as it 
attempts to develop creative ideas on how to moti-
vate, manage and encourage new behaviours. 

A broad definition of creativity could be the 
starting point and it can be defined as the exam-
ination and implementation of new thinking within 
an organization. Alternatively, creative new pro-
jects can be perceived as part of a contempo-
rary managerial perspective that helps to support 
new innovative ideas and to breathe new life into 
existing business models. The original momen-
tum that builds a successful organization has to 
be sustained, but without a competent organiza-
tional development strategy to encourage it and to 

engage people across the company this may prove 
impossible.

The expectation will be that you have your own 
perspective on how organizational development can 
play a significant role in your organization, and you are 
urged to consider how the ideas and concepts within 
this chapter can be effectively applied to your organi-
zation in the future. 

The ideas for improvement may start on a small 
scale within a strategic business unit, human resource 
function, operational department or country, but the 
lessons could be shared across the whole of Fujitsu. 
This business has created a culture which can adapt 
effectively to the changing global business environ-
ment around it. The business has an operating core 
built around the concept of digital transformation and 
has a clear set of goals and strategies which influence 
behaviour across the business. The organization is 
quite large and multinational, but through the clever 
use of the concept of communities, it has developed 
a business which can respond and learn from its part-
ners and customer groups. Improved performance 
and effectiveness are at the centre of the operations of 
Fujitsu, and this is evidenced by the focus on knowl-
edge management techniques and the promotion of 
action learning across the business. The stakeholder 
concept is in evidence within Fujitsu because of the 
development of internal and external communities 
which enhance the learning process within the com-
pany and develop new collaborative projects across 
the globe. Fujitsu and the ICL business before in the 
United Kingdom were always at the forefront of con-
temporary organization design, leading the way in the 
development of learning organization, empowerment 
and shared information initiatives.

The case study includes a series of exercises 
and questions to assist you and your colleagues to 
 consider how a new human-centric vision can be 
identified, encouraged and developed in a more stra-
tegic manner within your organization.

CASE FOR ANALYSIS 2.1

Copyright 1996 by Dorothy Marcic. All rights reserved.
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Company
The search for creativity, innovation and enjoyment in 
Fujitsu has taken many forms and includes the desire 
to provide each employee with the opportunity to 
develop a set of skills and build a relevant knowledge 
base of the business environment and within the com-
pany. Fujitsu believes that technology is transforming 
the world. Digital technologies such as the Internet of 
Things and artificial intelligence are changing the way 
people work, making processes more efficient and 
helping create innovative new products and services. 

This is stated as a digital transformation and the 
people within Fujitsu are empowered to help compa-
nies to achieve this objective in a creative and efficient 
manner.

These technologies connect businesses with new 
partners, enabling them to collaborate and innovate 
across existing boundaries. If they want to outperform 
the competition, today’s business leaders must inte-
grate the concept of digital transformation into every 
aspect of their corporate strategies and organizational 
design.

Fujitsu has a clear mission to assist their custom-
ers so that they can achieve digital transformation.

The business wants to be the customer’s busi-
ness partner, and help them on their journey of 
transformation. 

Last year, Fujitsu began providing a digital busi-
ness platform called MetaArc. 

This is a cloud-based platform that enables cus-
tomers to use digital technologies to grow and 
develop their future businesses. 

They also deliver services which integrate the lat-
est technologies on this platform, to help realize digital 
transformation. The company attempts to focus on 
their customers’ business goals and work in collabo-
rative project teams to achieve these goals.

This strategic and customer focused approach is 
what helps to make Fujitsu different from its competi-
tors in the sector.

Fujitsu has been striving towards a ‘human- centric’ 
vision for some time. 

This means putting people at the core of everything 
the company tries to achieve. 

Advances in artificial intelligence are accelerating, 
which means that the company is focused on devel-
oping services that can be more automated in the 
future.

Projects
These are some of the projects that Fujitsu is pioneer-
ing, in an effort to enhance their own talent base, play 
a more significant role in corporate social responsibil-
ity and develop new tools for the future through action 
learning.

Corporate Social Responsibility Projects
The Youth at Risk project is a community–based initi-
ative within the company, which focuses on the need 
to develop a link with the local youth and to under-
stand their needs and refocus their energies towards 
society instead of against it. The involvement of sec-
onded people from Fujitsu has greatly enhanced the 
development opportunities within the company and 
increased the confidence and enjoyment of the people 
involved in the initiative. The focus of improvements in 
enjoyment has to have a personal and corporate ele-
ment and provide advantages for everyone involved in 
the project.

As well as community involvement and develop-
ment, Fujitsu focuses on environmental initiatives, 
diversity and inclusion projects, wellbeing projects for 
their employees across the company and high quality 
operating practices.

Internal and External Professional Communities
The development of many professional communities 
across the company has been launched to develop 
a greater sense of focus and an enhancement of the 
networking capabilities with the company. A series of 
communities across the business landscape of Fujitsu 
has helped the achievement of new business devel-
opment targets within the company.

These communities are supported by the knowl-
edge community, which can help the company to 
develop a specialized set of technical skills and 
models to assist the new venture managers in 
tackling complex business problems. This support 
activity can assist the business in developing a 
set of competencies that can enable a flexible and 
cross-functional method of working to develop. The 
Distinguished Fellows Scheme, for example, allows 
the highly skilled engineers to spend time externally 
to the company, developing their credibility within 
the sector and developing a network of contacts 
to start the process of business development in the 
future.
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These concepts are designed to develop the per-
sonal aspirations of everyone within these commu-
nities and to enhance the level of cross-functional 
cooperation that exists throughout the business. 
The background to these initiatives is focused on 
removing barriers to success and enhancing the 
managerial and business chances of managing 
complexity and the difficulties of achieving global 
reach.

Action Learning at Fujitsu
The introduction of action learning across the com-
pany has enhanced the enjoyment of people within 
the new venture and project teams. The education 
of people within the company has a clear link with 
the encouragement of these management teams to 
build high value customer relationships and eventu-
ally communicating with the customers’ customer 
through expert advice and a range of innovative ser-
vices focused on digital transformation.

The challenges in this digital era: the company has 
to consider how technology will empower people to 
work more creatively and maximize their full personal 
potential. Fujitsu’s technology and services attempt 
to support everyday life, helping both employees and 
customers to live more creative and fuller business 
lives.

In recent years, Fujitsu Services has won the Per-
sonnel Today Intellect Award for Innovation in Career 
Development in recognition of its Account Manage-
ment Academy. Fujitsu developed the Account Man-
agement Academy to assess its employees’ future 
potential, rather than analyzing past performance 
alone, and develop those people who are successful 

by equipping them with the skills needed to perform 
within an account management role.

Case Questions
EXERCISE 1: How would your organization define a 
human-centric vision?

Consider some of the following questions to start 
the thinking process:

Q1 How does your organization define organizational 
development?

Q2 Can you provide three examples of creative 
actions within your human resource function that 
have been clearly recognized by other functions 
within the business as making an effective 
contribution to business performance?

Q3 Can you provide three examples of creative 
actions within any other functions that you 
consider have made a valuable contribution to 
business performance?

Q4 Ask an independent observer of your organization 
(non-H.R.M.) to review the results of your 
analysis.

Exercise Review
Convene a short workshop meeting for a maximum of 
one hour to discuss the following question (the human 
resource team may lead the discussion within the 
meeting):

Examine the impact that effective organizational 
design has had on your ability to create a human- 
centric vision within your company. 
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What made Uber a disrupter – and a controversial 
business proposition – is that while Uber looked like 
a taxi, did pretty much the same thing as a taxi, and 
competed directly with taxis, Kalancik insisted that it 
wasn’t a taxi, that it wasn’t subject to the strict licens-
ing rules taxis had to abide by, and Uber would con-
tinue operating on that basis unless and until it was 
closed down by the authorities. ‘You have to have 
what I call principled confrontation; that is the thing 
we do that I think can rub some people up the wrong 
way’, said Kalancik in 2014.

The company also went on to launch numer-
ous spinoffs capitalizing on the network model, the 
most well-known of which is UberEats, which uses 
the Uber network of cars and drivers to pick up 
customers’ orders at restaurants and deliver them 
to customers’ homes. Uber is one of the biggest 
investors in autonomous (driverless) technologies, 
another innovation that has generated perhaps equal 
amounts of enthusiasm and horror depending both 
on the observer’s viewpoint and the most recent 
technology failures.

Usually, taxis are regulated by city or other 
local government, and over the years, many of the 
municipal boards that regulate taxis became quite 
cosy affairs, dominated by officials and councillors 
who knew the taxi firms and many of the senior 
drivers, so that regulation was often a matter of 
friendly agreement. That had advantages and dis-
advantages. On the positive side, taxi drivers could 
usually count on a decent income, particularly 
where the number of licences was restricted. On the 
less positive side, the system was often a kind of 
monopoly, with scope for corruption in the issuing 
of taxi licences, domination of the industry by well- 
established firms and drivers, and the interests and 
needs of customers sometimes becoming an after-
thought. Uber essentially dealt with the existing reg-
ulated systems by ignoring them, recruiting as many 
drivers as possible and setting fares on a supposedly 
simple ‘dynamic pricing’ – supply and demand –  
basis so that the cost of a journey can fluctuate on a 
minute-by-minute basis.

Naturally, it wasn’t long before taxi firms and driv-
ers were up in arms, as Uber spread like wildfire 
around the world. Resistance to Uber took various 
forms, including intensive political lobbying at both 
municipal and national levels, demands for new legis-
lation and regulation that would definitely cover Uber 

Uber: The good, the bad 
and the ugly

This is the era of the disrupter company. The emer-
gence of fast-rising – and often fast-falling – stars 

makes past business phenomenon, like the rise 
of Apple to become one of the world’s most valua-
ble companies, seem rather sedate. Ten years ago, 
Snapchat, Tesla, Bitcoin, BlaBla Car, Transferwise, 
Airbnb, Canva and Uber were either struggling start-
ups or just a glint in the eye of a young developer. All 
of a sudden, they burst onto the scene, often not just 
shaking up an industry but creating a new business 
category altogether, and often dominating it. It can 
be a roller-coaster rise, from being a clever idea, to 
unicorn, to a market leader in just a year or two, and 
just as suddenly flaming out in any number of different 
ways: from privacy concerns to reckless leadership to 
questions about how millions of users can be trans-
lated into solid revenues. Some companies survive 
the roller coaster and go on to become established 
parts of the new economy (whether as standalone 
companies or under the umbrella of a buyout by a 
major conglomerate such as Google), while others 
just crash, burn and disappear, as happened to most 
of Facebook’s early competitors.

No company encapsulates this phenomenon bet-
ter than Uber, the biggest and most vivid pioneer of 
the sharing economy. Founded in 2009 by Travis 
Kalancik and Garrett Camp, Uber was originally built 
around the relatively simple idea that renting a car 
with a driver could be made cheaper, easier and more 
efficient when integrated into a computerized book-
ing service; what has become known as a transpor-
tation network company. Of course, Uber’s model 
sounds like, and in many ways is, a digitized version 
of a traditional taxi service. In many big cities across 
the world, taxi services are highly regulated, for exam-
ple with strict limits on the number of taxi licences in 
effect at any one time, as well as tough tests on driv-
ing knowledge and thorough character references. 

A LOOK INSIDE
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Top managers are most directly responsible for positioning their organizations for success by 
establishing goals and strategies that can help the organization be competitive as a neces-

sary, but not in itself sufficient, condition of both providing a social good and being profitable. 
An organizational goal is a desired state of affairs or outcome that members of an organization 
are entreated to reach.1 A goal represents a result or end point, generally identified by a small 

in the same way as taxis, and frequently, taxi strikes 
and blockades. The effects were variable, creating a 
patchwork of different approaches. In some places, 
such as Denmark, Greece, Hungary and Bulgaria, 
Uber has essentially been banned and has ceased 
operating. In two big markets, China and Russia, 
Uber has been bought out or pushed out by powerful 
local competitors. In some countries, such as Israel, 
Uber is not banned but must operate under the same 
regulations and fare structure as ordinary taxis. In 
many places, Uber has been allowed to operate, but 
with strict regulation on the licensing of its drivers, the 
quality of vehicles that can be used by Uber drivers, 
and sometimes, limits on the number of drivers who 
can be working for Uber at any one time. Nonethe-
less, there are many cities and countries where Uber 
still operates freely and with little regulation, such as 
Kiev, Ukraine, where a customer might be picked up 
one day by a sleek Mercedes, and the next, by a rusty 
white vegetable van.

Uber’s regulatory battles have been supple-
mented by intense criticism of the company’s cor-
porate culture, ranging from accusations that it spies 
on competitors and steals corporate secrets, that it 
has designed software to confuse regulatory officials 
and, especially, that the company’s management fos-
tered an abusive and sexist atmosphere within the 
company, and towards drivers and riders. This latter 
charge forced Kalancik to resign from his leadership 
position in the company, and Uber has engaged in an 
intensive effort both to reform its internal culture and 
to establish a more orthodox leadership, including 
incoming CEO Dara Khosrowshahi, as well as a more 
active board of directors made up of leading global 
business and political figures, including the former 
head of Merrill Lynch, the liberal journalist Ariana Huff-
ington and the vice president of Nestle, Inc.

Uber is perhaps the extreme epitome of the pros 
and cons of a loosely regulated, digitalized econ-
omy. On the one hand, it has rapidly modernized an 
entrenched taxi industry. Overnight, taxi firms that had 

relied on human dispatchers had to move with the 
times, introducing their own mobile apps.  For riders 
who are new to a region or a country, Uber is a rev-
elation, freeing them from the ever-present danger of 
‘rip-offs’, particularly at airports. Even without being 
able to speak a word of Arabic, customers can land 
for example at Amman Airport, Jordan, and immedi-
ately book a ride to their hotel or meeting room, with-
out having to explain addresses or haggle over the 
price. 

On the other hand, Uber has revealed many ugly 
aspects of the sharing economy, including extremely 
precarious incomes for drivers, management by algo-
rithm, the lack of a human management interface 
to resolve issues and provide support, substantial 
privacy and even safety concerns for riders’ personal 
information and an attitude to the rule of law that 
pushes the boundaries of business ethics.

What does Uber represent? Is it an example of a 
new and better way of moving around, just as rev-
olutionary as the train in the nineteenth century and 
the car in the twentieth, both of which had their loud 
detractors when they were first developed? Or is Uber 
the cutting edge of a technological tyranny, where 
tech demigods set their own rules, exploit drivers and 
riders through big data, and evade any kind of demo-
cratic rule-setting and governance?

Sources: Griswold, Alison, ‘There Would Be No Uber 
Without Travis Kalanick’, Quartz, 22 June 2017, qz.com/ 
1011300/uber-ceo-trav is-kalanick-pissed-  people-
off-and-it-made-the-company-great/. Jordan, J. M., 
‘ Challenges to Large-Scale Digital Organization: The Case 
of Uber’, Journal of Organization Design 6 (2017), 11.  
McGregor, M., Brown, B. and Glöss, M., ‘Disrupting the 
Cab: Uber, Ridesharing and the Taxi Industry’, Journal 
of Peer Production 6 (2015). Bill Snyder, ‘Learning from 
Uber’s Mistakes: What Fast-Growing Startups – And 
Their Boards – Must Understand About Building Culture’, 
Insights, 26 January 2018. Karen Weise, ‘This Is How Uber 
Takes Over a City’, 24 June 2015, Bloomberg Business-
week, www.bloomberg.com/news/features/2015-06-23/
this-is-how-uber-takes-over-a-city.
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elite of executives, towards which it is intended that the efforts of organizational members will 
be directed. The goals for Uber in 2019 included rebuilding public confidence in a company 
shaken by controversy, continuing to push the boundaries of technological innovation through 
projects such as driverless cars, and moving towards financial sufficiency through operational 
revenues. The choice of goals and strategy affects organization design, as we will discuss in this 
chapter.

Purpose of this Chapter
Top managers give direction to organizations. They generally exert the greatest influence in setting 
goals and developing the plans for their organization to attain those goals, although they may 
operate within a context over which they can exert limited control, at least in the short term. 
The purpose of this chapter is to help you understand the types of goals pursued and some of 
the competitive strategies managers use to reach those goals. We will examine two significant 
frameworks for determining strategic action and look at how strategies affect organization design. 
The chapter also describes the most popular approaches to measuring the effectiveness of organ-
izational efforts. To manage organizations well, managers require a clear sense of how to identify 
and secure effectiveness.

The Role of Strategic Direction in Organization Design
An organization is created to achieve some purpose, which is decided by those who establish and 
develop it, such as the chief executive officer (CEO) and the top management team. In a for-profit 
business this is generally in consultation with board members, investors and creditors. It is this 
purpose and direction that shapes how the organization is designed and managed. Indeed, it is 
widely held that the primary responsibility of top management is to determine an organization’s 
goals, strategy and design, therein adapting the organization to a changing environment.2 Middle 
managers are considered to do much the same thing for major departments within the guide-
lines provided by top management (see Counterpoint 3.1). The relationships through which top 
 managers typically provide direction and then design are illustrated in Exhibit 3.1.

COUNTERPOINT 3.1
One should treat with caution the tendency to represent organization design as a highly rational 
process which involves careful calculation and proceeds smoothly through a series of stages. In 
practice, the design of organizations is a messy, political process in which established routines and 
vested interests are challenged and defended. Uneasy, hybrid compromises are the more normal 
outcome. There is therefore likely to be some considerable discrepancy and tension between how the 
design of organizations is represented by top management – for example, as a neat if complex 
organization chart – and how organizations operate on a day-to-day basis.

ONLINE 
COUNTERPOINT 3.1

The direction-setting process often involves some assessment of the opportunities and 
threats in the external environment, including the amount of change, uncertainty and resource 
availability. These factors are discussed in more detail in Chapter 5. Such assessments include 
an evaluation of internal strengths and weaknesses to define the organization’s distinctive 
competence compared with other organizations (e.g. competitors within the industry).3 The 
assessment of the internal environment includes an evaluation of the capabilities and poten-

tial of each department and is shaped by past performance. The process of defining, reaffirming 

65900_ch03_hr_048-091.indd   52 11/15/19   11:59 AM



CHAPTER 3 STRATEGY, ORGANIZATION DESIGN AND EFFECTIVENESS 53

and/or changing the overall mission and official goals is, in principle, a matter of determining 
the best fit between external opportunities and threats, on the one hand, and internal strengths, 
including competencies, on the other. In this light, specific operational goals or strategies can be 
formulated to define how members of the organization are going to accomplish what is identified 
as their overall mission.

In Exhibit 3.1, organization design is presented as reflecting the way goals and strategies are 
implemented. Organization direction is seen to be achieved through decisions about structural 
form, including whether the design of the organization has a strong learning efficiency orien-
tation as discussed in Chapter 2, as well as choices about information and control systems, the 
type of production technology, human resource policies, culture and linkages to other organiza-
tions. Changes in structure, technology, human resource policies, culture and interorganizational 
linkages are discussed in subsequent chapters. Also note the arrow in Exhibit 3.1 running from 
organization design back to strategic direction. This means that strategies are often made within 
the current structure of the organization, so that current design constrains or puts limits on goals 
and strategy.

Finally, Exhibit 3.1 illustrates, within a systems theory framework, how managers are con-
ceived to evaluate the effectiveness of organizational efforts – that is, the extent to which the goals 
attributed to organizations are realized. This chart reflects the most popular ways of measuring 
performance, each of which is discussed later in this chapter. It is important to note here that 
performance measurements feed back into the internal environment, so that past performance of 
the organization is, in principle, taken as a point of reference when setting new goals and strategic 
direction for the future.

EXHIBIT 3.1 Top Management Role in Organization Direction, Design and Effectiveness

Source: Adapted from Arie Y. Lewin and Carroll U. Stephens, ‘Individual Properties of the CEO as Determinants of Organization Design’, unpublished 
manuscript, Duke University, 1990; and Arie Y. Lewin and Carroll U. Stephens, ‘CEO Attributes as Determinants of Organization Design: An Integrated 
Model’, Organization Studies 15: 2 (1994), 183–212.
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The role of top management is held to be important because managers with different back-
grounds, perspectives and priorities can interpret the environment differently and develop different 
goals. When Daniel Vassella became CEO of the pharmaceutical multinational Novartis, formed 
from a merger between the Swiss-based companies Sandoz and Ciba-Geigy, he had two initial 
goals. First, to assure smooth integration in an industry where strong corporate cultures typically 
cause friction during mergers, and second, to build a long-term growth strategy. Although Sandoz 
and Ciba-Geigy had good reputations, they were perceived as somewhat complacent. From the 
outset, Vassella emphasized expanded R&D as a basis for developing new product offerings. In 
addition, he focused on corporate social responsibility, countering ‘big pharma’s’ reputation as 
insensitive to the pharmaceutical needs of the poor in developing countries. Nevertheless, in 2014, 
Novartis’s Japanese subsidiary was charged over its staff manipulating data during trials into a 
blood pressure drug4,5 (see Counterpoint 3.2).

The choices top managers make about goals, strategies and organization design can have 
a significant impact. Goals and strategy are not fixed or immune to change. But, equally, it is 
important to appreciate when choices are conditioned as well as constrained. Executives do not 
operate autonomously. Organization design is used to implement goals and strategy and thereby 
influences the prospects of success. We will now discuss further the concept of organizational 
goals and strategy, and in the latter part of this chapter, we discuss various ways to evaluate 
organizational effectiveness.

COUNTERPOINT 3.2
Throughout the book we often focus on private businesses, or corporations, as if they are the only 
kind of organization. Of course, as we noted in Chapter 1, this is not true. Public sector and nonprofit 
(‘third sector’) organizations are an important part of the economy in almost every country of the 
world. Especially in Europe, the public and nonprofit sectors can be as large and important as the 
private sector. For example, in Germany, the Catholic welfare association Caritas is the country’s 
largest non-state employer with 350,000 staff,6 while in most Western European countries the public 
sector accounts for around 40 per cent of GDP.7 Many aspects of organization theory and design 
are shared between different economic sectors, but there are important differences which we try to 
highlight throughout the text.

Organizational Purpose
All organizations, including Uber, Novartis, Oxford University, Fiat Motors, the Roman Catholic 
Church, the European Commission, the local dry cleaner and the local athletics club, exist for 
some purpose, or several purposes. One major distinction is between the officially stated goals, or 
mission, of the organization, as communicated by spokespersons such as the CEO, and the opera-
tive goals that, in practice, are pursued within the organization by its members.

Mission
The overall, officially stated goal attributed to an organization is often encapsulated in an explic-
itly stated mission – the organization’s reason for its existence. The mission conveys the organiza-
tion’s vision, shared values and beliefs. It can have a powerful impact on an organization.8 Whether 
called a mission statement or official goals, the general statement of purpose and philosophy is 
often written down in a policy manual and/or the annual report. The mission statement for the 
online accommodation marketplace Airbnb is shown in Exhibit 3.2. Note how the overall vision, 
principles and operating guidelines are all defined.
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Source: press.airbnb.com/about-us/

Airbnb’s mission is to create a world where people can belong through healthy travel 
that is local, authentic, diverse, inclusive and sustainable. Airbnb uniquely leverages 
technology to economically empower millions of people around the world to unlock 
and monetize their spaces, passions and talents to become hospitality entrepreneurs.

EXHIBIT 3.2 Airbnb’s Mission Statement

COUNTERPOINT 3.3
Although most people agree that mission statements help to focus a company, they are not a 
panacea for unexpected business downturns, or poor management. Enron, for example, had 
a mission statement that promised the company would always be ‘open and fair’ even though 
corporate managers were ultimately convicted for multi-billion pound fraud!11 While some 
academic studies have shown companies with mission statements perform better, others have 
not been able to show such a link. Most likely, it is not so much the mission statement itself that 
helps a company succeed, but rather the benefit of focusing corporate leadership on defining the 
organization’s purpose.12

The mission statement communicates to current and prospective employees, cus-
tomers, investors, suppliers and competitors what the organization stands for and what it  
is trying to achieve. Most top leaders want employees, customers, competitors, sup-
pliers, investors and the local community to look on them in a favourable light, and the 
concept of legitimacy plays a critical role.9 The corporate concern for legitimacy is real 
and pertinent (see   Counterpoint 3.3). Consider the accounting firm, Arthur Ander-
sen, which was accused of obstructing justice by shredding accounting documents related 
to the Enron investigation. Once the previously respected global firm lost legitimacy with cli-
ents, investors and the public, it was all but dead. From 85,000 employees in 2002, by 2007  
Arthur Anderson had a skeleton staff of about 200, working mainly on handling the lawsuits 
against the company and presiding over its orderly dissolution. In the post-Enron environment of 
weakened trust and increasing regulation, many organizations have sought to redefine their pur-
pose and mission by conveying the firm’s purpose in more than financial terms. Uber is attempt-
ing to redefine itself in terms of its potential as a force for good in the world, rather than as the 
sharp-elbowed bully as it has often been portrayed.10

ONLINE BRIEF 3.1

WWW

Operative Goals
Operative goals describe specific measurable outcomes and are often concerned with the short 
run. Operative goals typically pertain to the primary tasks an organization must perform, similar 
to the subsystem activities identified in Chapter 2.13 They provide direction for the day-to-day 
decisions and activities within departments.

Overall Performance In for-profit organizations, overall performance goals include profit-
ability, growth and output volume but may extend to other performance measures of reputation, 
corporate responsibility and so on. Profitability may be expressed in terms of net income, earnings 
per share or return on investment. Growth pertains to increases in revenues over time. Volume 
may be measured in total sales or the amount of products or services delivered. For example, in 
2006, the global truck manufacturer Volvo aimed to increase sales by 10 per cent annually over a 
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business cycle, while maintaining a focus on profitability. By 2010, with the sales growth achieved 
through significant expansion, the company refocused on profitability, setting specific goals annu-
ally towards the profitability objective (Exhibit 3.3).14

Government and nonprofit organizations such as social service agencies or trade unions do 
not usually have profitability goals, but they do have goals that attempt to specify the delivery of 
services to clients, members or other beneficiaries within specified expense levels. The US Internal 
Revenue Service has a goal of providing accurate responses to 85 per cent of taxpayer questions 
about new tax laws. Growth and volume goals also may be indicators of overall performance in 
nonprofit organizations. Expanding their services to new clients is a primary goal for many social 
service agencies, such as the UK Samaritans, which provides helpline services to people in crisis.

Profitability is clearly a key objective, or the key objective in the medium and long term. 
However, companies entering the market as disrupters, in a business environment where their 
disruption is seen to be a wave of the future, frequently operate for a number of years on the basis 
of raised capital rather than operating revenues. This is the case for Uber, which has consistently 
operated at a multi-billion dollar annual loss, despite being valued at up to $65 billion. Certainly, 
investing in disrupter companies can pay off. Facebook’s revenues went from $153 million to 
$41 billion – a 300-fold increase in ten years – with profits growing from minus $138 million to 
plus $16 billion in the same period. However, it is not a one-way street to success; some digital 
companies have never found a way to effectively marketize their products and services. Revenues 
for Yahoo, one of the early tech stars, declined from $6 billion to $5 billion in the ten years from 
2006 to 2016, and the company was eventually eaten up by media giant Verizon in 2016.

Resources Resource goals refer to the acquisition of needed material and financial resources 
from the environment. They may involve obtaining financing for the construction of new plants, 
finding less expensive sources for raw materials or hiring top-quality technology graduates. 
Resource goals for the French business school INSEAD include attracting top-notch professors 
and students. Honda Motor Company has resource goals of obtaining high-quality auto parts at 
low cost. For the UK’s Samaritans NGO, resource goals include recruiting dedicated volunteers 
and expanding the organization’s funding base.

2012 Reorganization, brand
positioning and new strategy

2013 Extensive product renewal
and launch of efficiency programme

2014 Execute efficiency programme
and drive organic growth

2015 Deliver profitability
improvement

Operating Income
Excl. Restructuring
Charges, SEK bn

11 13 14 1512

25.7

Operating Cash
Flow, Industrial
Operations, SEK Bn

14 15131211

18.3

EXHIBIT 3.3 Volvo Transformation Programme Delivering Profit Improvement 

Reference: The Volvo Group Annual and Sustainability Report 2015.
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Market Market goals relate to the market share or market standing desired by the organiza-
tion. An example of a market goal is Honda’s desire to overtake Toyota Motor Company as the 
number one seller of cars in Japan. Honda surpassed Nissan to become number two in Japan, and 
the Fit subcompact,15 introduced in 2001, briefly eclipsed the Toyota Corolla as the best-selling 
car in that market, although the Corolla soon regained top spot.16 In the toy industry, Canada’s 
Mega Bloks Inc. managed to exceed its goal of 30 per cent of the North American construc-
tion toy market, and began aggressive international expansion as well as expansion of its prod-
uct lines. The global giant of the industry, Denmark’s Lego, has attempted to stop Mega Bloks’ 
growth internationally17 through both intellectual property lawsuits (mainly unsuccessful) and by 
refocusing on its core business.18 The company actually fared much better since losing its Cana-
dian Supreme Court case against Mega Bloks in 2010, more than doubling sales by 2015, before 
falling back in 2017 due to excess inventory.19,20

Employee Development Employee development refers to the training, promotion, health 
and safety, and growth of employees. It includes both managers and workers. Strong employee 
development goals are one of the characteristics common to organizations that regularly show 
up on lists of the best companies to work for. Spansion, originally a joint chip-making venture 
between Japan’s Fujitsu and the US-based AMD and now an independent concern, has been voted 
best employer in Asia. Its employees, mainly based in Thailand and China, appreciate the com-
pany’s commitment to employee development, even though it didn’t necessarily pay the highest 
wages. Its Singaporean CEO, Loh Poh Chye, said, ‘We are always willing to offer training to some-
one who’s motivated, or move someone to a new department, laterally, to work across and up 
in a new area.’ Employee development is particularly important in corporations operating inter-
nationally in very different local environments, where working cultures may vary considerably 
while client expectations remain high. Such is the case for international high-end hotel chains. A 
2015 study of a global hotel chain operating in Azerbaijan and Kyrgyzstan in the Caucusus and 
Central Asia regions demonstrated the importance of setting company-wide objectives on human 
resource management and employee development. Despite the very different labour markets and 
levels of human resource development, the company’s hotels in these sites were able to deliver 
5-star service.21

Innovation and Change Innovation goals refer to internal flexibility and readiness to 
adapt to unexpected changes in the environment. Innovation goals are often defined with respect 
to the development of specific new services, products or production processes. 3M Co. set a goal 
that 30 per cent of sales should come from products that are less than four years old.22

Productivity Productivity goals concern the amount of output achieved from available 
resources. They typically describe the amount of resource inputs required to reach desired outputs 
and are thus stated in terms of ‘cost for a unit of production’, ‘units produced per employee’, or 
‘resource cost per employee’. Managers at US-based Akamai Technologies, which sells web con-
tent delivery services, keep a close eye on sales per employee to see if the company is meeting pro-
ductivity goals. Akamai’s founding chief financial officer, Timothy Weller, regarded this statistic 
as ‘the single easiest measure of employee productivity’. Embraer, the Brazilian aircraft manufac-
turer, has gone from being a technologically advanced, though inefficient state-owned company, 
to a high-productivity, profitable manufacturer ranking third in the world in sales in its market 
category, delivering 55 per cent of the world’s new 70- to 135-seat aircraft in 2017.23 As one of 
the rapidly emerging BRICS countries, Brazil is becoming a more costly place to build aircraft, 
and new competitors such as China and Russia are threatening the company’s dominance in the 
 commuter-jet segment. Embraer CEO, Frederico Curado, is responding by emphasizing productiv-
ity: revising production processes, investing in equipment and perfecting lean manufacturing tech-
nologies, ‘It’s a day-to-day battle. This is not a war, and it’s over’, the 55-year-old engineer says. 
In addition, the company is hiring staff earlier in their careers, at moderate salary levels.24 Once 
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rather than for perpetual licences that larger compa-
nies often want to secure. Unlike some of the more 
established design companies, Canva has built in 
multiple social media integrations, enabling users 
for example to immediately produce attractive home 
page graphics for Facebook and a range of other 
social media. Canva also allows for real-time col-
laboration, enabling even those working at distance 
to work together on conceptualizing and realizing a 
design package.

The business strategy, while fairly typical for a con-
temporary ‘platform business’, is nonetheless elegant 
and self-nourishing. Designers contribute to the data-
base of elements needed for designing presentations 
and advertising campaigns. Their products are then 
sold to users for incorporation in their projects, with 
Canva and the designer sharing the royalty payment. 
Like many internet businesses, Canva has three user 
levels: the free basic service that kids, students and 
very small community groups might use; the pro-
fessional level Canva for Work, which has a monthly 
or annual fee, but more flexibility; and the enterprise 
level, which is for larger companies working on col-
laborative products. Finally, one way Canva hopes 
to grow is through strategic partnerships with major 
firms, to integrate Canva design tools into their plat-
forms; an agreement on this was signed with Dropbox 
in 2018.

Only five years after being founded, Canva was 
voted the best company in Australia to work for, 
with a workforce that has grown from a handful to 
over 250 and plans to double that number again. 
This emphasis on a positive working environment is 
a core value of the company. Another key focus for 
Perkins, which comes through clearly in her online 
profile and her company’s social media presence, is 
viewing the company as a way to build community 
and support social justice, and not merely as a way 
to make money. Canva has been quite successful 
in the education sphere, both among teacher edu-
cators and the broader high school and university 
communities. Teachers are a prime target group for 
needing to produce a lot of entertaining teaching 

Canva case study

In 2018, Canva became one of Australia’s few 
‘unicorn’ tech companies, with a stock market value 

exceeding US$1 billion. The company develops appli-
cations to enable companies and marketers to design 
coordinated presentations with banners and logos, 
etc. Canva bridges the gap between generalist mem-
bers of a company’s workforce (who typically lack 
confidence and even skills in design) and professional 
designers, who are often too expensive for small- and 
medium-sized businesses to use on a regular basis. 
Again, making use of the potential of technology to 
partially automate the creative process, Canva offers 
a series of drag-and-drop options and design element 
databases to enable quick and attractive presentation 
development. 

Melanie Perkins, Canva founder and CEO, 
had the idea for the company back in 2006 when 
she was just 19 years old. She was frustrated by 
how long it took to learn the industry leading soft-
ware design packages, which are also prohibitively 
expensive. Originally, she and her boyfriend started 
a home-based company making photobooks. This 
led her towards the idea of focusing on the design 
aspect which can be applied to a whole range of 
different visuals that companies, nonprofit and 
government organizations want to use in order to 
communicate with their customers, clients and 
supporters.

Her vision combines a number of different needs 
that part-time designers require: a good set of tem-
plates to make a framework for an effective pitch and 
a database of photos and design elements that can 
be used for free or for low cost. Photos on Canva 
often cost only one or two dollars, but for single use 

LEADING BY DESIGN

the wings and landing gear are attached, each plane is dragged towards the door at two inches a 
minute, with workers moving along with it on a floatlike apparatus. Of course, competitors don’t 
sit still either – Embraer’s giant US rival, Boeing, has a productivity goal to push a 737 jet out of 
the door in 5 days, down from the 11 days that it currently takes.25
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Successful organizations are held to use a balanced set of operative goals. Although prof-
itability goals are important, today’s best companies calculate that a single-minded focus on 
bottom-line profits may not be the best way to achieve and maintain outstanding performance. 
Innovation and change goals are increasingly important, even though they may initially be disrup-
tive leading to a loss of performance measured in financial terms. Employee development goals 
are relevant for helping to maintain a motivated, committed workforce, which can be important 
for corporate prosperity.

The Importance of Goals
Official goals and operative goals are important, but they serve very different purposes. Official 
goals and mission statements describe a value system for the organization that is frequently pre-
occupied with engendering legitimacy. Operative goals are often more explicit and comparatively 
well defined. Both kinds of goals can provide employees with a sense of direction, so that they 
know what they are working towards. But their motivating power can also produce negative 
consequences, such as bullying, impropriety and excesses of various kinds. The events at Iraq’s 
notorious Abu Ghraib prison provide a negative illustration of the motivating power of goals. 
Analysts say one of the explanations for the abuse of Iraqi detainees may have been that US 
soldiers guarding prisoners at the Abu Ghraib prison were under so much pressure to meet quo-
tas on the number of interrogations and intelligence reports they generated that they resorted to 
unethical approaches and even abuse.26 Similarly, in Britain in 2018, the then Home Secretary, 
Sajid Javid, had to apologize because immigration officers within his ministry were routinely sub-
jecting immigration applicants, including those who had been part of Britain’s armed forces, to 
DNA tests, an outcome of government pressure to create a target-driven ‘hostile environment’ for 
immigration.27 Managers need to understand the power of goals and targets and appreciate the 
importance of exercising care when setting and implementing them. Another important purpose 
or effect of goals is to act as guidelines for employee behaviour and decision-making. Appropriate 
goals can place a set of constraints on behaviour and actions, including those of senior managers, 

material but without the resources to hire profes-
sional design skills.

The most important quality in leadership, she 
believes, is simple persistence, but along with a good 
product and a clear strategy for growth. She spent 
six months trying to raise money in San Francisco, far 
away from home, and learned to be regularly rejected, 
not just by investors but by design professionals she 
wanted to recruit, but who didn’t have the same faith 
as her in the future success of Canva. Many of those 
who didn’t immediately believe gradually saw that she 
was serious and was going to stick through it thick 
and thin to realize her Canva dream. They joined as 
investors or as employees. Some of Silicon Valley’s 
most well-known IT gurus have invested and also 
brought their deeper and longer-term knowledge of 
the sector. The insistence on positivity and respond-
ing constructively to setbacks is a theme she empha-
sizes time and time again in a 12-point guide she 
shared with Canva-ites in 2018, ‘Blaming rejections 

on things I could control meant I could use them as 
fuel to improve’.

Sources: Claire Connelly, ‘From Making Scarves to Build-
ing a $165 million Tech Start-Up: Canva’s Melanie Perkins’, 
Sydney Morning Herald, 6 October 2015, accessed at www 
.smh.com.au/technology/from-making-scarves-to-building-
a-165-million-startup-canvas-melanie-perkins-20151006-
gk2nda.html. Melanie Perkins, ‘A Message For Those Who 
Feel Like They Are on the Outside’, product.canva.com/
feeling-like-you-are-on-the-outside/. Melanie Perkins, Why 
Persistence is the Most Important Trait to Learn as a Kid, 
Sydney Morning Herald, 29 October 2015, accessed at 
www.smh.com.au/technology/why-persistence-is-the-
most-important-trait-to-learn-as-a-kid-20151027-gkj6ll.
html. Kate Stanton and Hywel Griffith, The 30-year-old 
Woman Who Designed a $1bn Business, BBC News, 
10 January 2018, accessed at www.bbc.com/news 
/business-42552367. Sydney Morning Herald, ‘Billion- 
dollar baby: Canva Becomes Australia’s Latest Tech Unicorn’, 
9 January 2018, accessed at www.smh.com.au/business 
/companies/billiondollar-baby-canva-becomes-australias- 
latest-tech-unicorn-20180109-h0fd7d.html.
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so that they behave within boundaries that are acceptable to the organization and larger soci-
ety.28 Goals may also help to define the appropriate decisions concerning organization structure, 
innovation, employee welfare or growth. Finally, goals can provide a standard for assessment. 
The level of organizational performance, whether in terms of profits, units produced, degree of 
employee satisfaction, level of innovation or number of customer complaints, requires a basis 
for evaluation. Operative goals translate officially stated goals of mission into more substantive 
courses of action and means of measuring their attainment.

A Framework for Selecting Strategy and Design
A strategy is a plan for interacting with the competitive environment to achieve organizational 
goals. Some managers think of goals and strategies as interchangeable, but for our purposes, goals 
define the direction of travel, and strategies define how to get there. For example, a goal might 
be to achieve 15 per cent annual sales growth. Strategies to reach that goal might include aggres-
sive advertising to attract new customers, motivating salespeople to increase the average size of 
customer purchases and acquiring other businesses that produce similar products. Strategies can 
include any number of techniques to achieve the goal. One important aspect of formulating strat-
egies is choosing whether to engage in different activities from competitors or to pursue similar 
activities more efficiently than competitors do.29

Two models for formulating strategies are the Porter model of competitive strategies and 
Miles and Snow’s strategy typology. Each provides a framework for competitive action. After 
describing the two models and some newer strategy concepts, we will discuss how the choice of 
strategies affects organization design.

Porter’s Competitive Strategies
Michael E. Porter studied a number of businesses and introduced a framework describing three 
competitive strategies: low-cost leadership, differentiation and focus.30 The focal strategy, in which 
the organization concentrates on a specific market or buyer group, is further divided into focused 
low cost and focused differentiation. This yields four basic strategies. To use this model, managers 
evaluate two factors: competitive advantage and competitive scope. With respect to advantage, 
managers determine whether to compete through lower cost or through the ability to offer unique 
or distinctive products and services that can command a premium price. Managers then determine 
whether the organization will compete on a broad scope (competing in many customer segments) 
or a narrow scope (competing in a selected customer segment or group of segments). These choices 
determine the selection of strategies, as illustrated in Exhibit 3.4.

Differentiation In a differentiation strategy, organizations attempt to distinguish 
their products or services from others in the industry. An organization may use adver-
tising, distinctive product features, exceptional service or new technology to achieve a 
product perceived as unique. This strategy usually targets customers who are not particu-
larly concerned with price, so it can be quite profitable. Rolex watches, Tommy Hilfiger 
clothing and Jaguar automobiles are examples of products from companies using a differ-

entiation strategy. Service firms, such as the Nationwide Building Society (a mutual banking 
institution) in the UK, Four Seasons Hotels and Starbucks coffee, can use a differentiation 
strategy as well.

A differentiation strategy can reduce rivalry with competitors and fight off the threat of sub-
stitute products because customers are loyal to the organization. However, successful differen-
tiation strategies require a number of costly activities, such as product research and design and 
extensive advertising.

ONLINE BRIEF 3.2

WWW
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EXHIBIT 3.4 Porter’s Competitive Strategies

Source: Based on Michael E. Porter, Competitive Advantage: Creating and Sustaining Superior Performance (New York: The Free 
Press, 1988).

Differentiation Low-cost
Leadership 

Focus on
uniqueness 

Focus on ef�ciency,
low cost 

Example (broad scope):
Apple 

Example (broad scope):
ASDA 

Example (narrow scope):
Edward Jones Investments 

Example (narrow scope):
Costcutter 

Managers Choose Which to Emphasize 

airline business. Nobody will beat us on price. EVER.’ 
Ryanair often offers fares across Europe of less than 
€10 including taxes, although travellers have to be 
quick on their mouse buttons to catch fares like this, 
as well as careful to avoid a wide range of ‘optional 
extras’ and hidden but more or less unavoidable extra 
charges. Indeed, Ryanair and other low-cost carriers 
are in a constant game of cat and mouse with regula-
tors over which charges are legitimate and which are 
not. As soon as European regulators banned extra 
charges for using bank cards, the low-costs found a 
way to shrink allowable hand baggage so that even 
regular cabin trolleys generate an extra fee.

Ryanair has been able to offer low fares because it 
keeps costs at rock bottom, lower than anyone else 
in Europe. Until the past couple of years, the com-
pany’s mantra has been cheap tickets, not customer 
care. The carrier offers no business class, maximizes 
seating space, turns around an aircraft in 25 minutes 
rather than the 45 or so required by traditional carriers 

Ryanair

Fifteen or so years ago, Michael O’Leary took a 
trip that would change his life – and transform the 

Irish air carrier Ryanair into Europe’s most success-
ful, most profitable airline. O’Leary, who had been 
brought in as chief executive of Ryanair to save the 
ailing carrier, flew on US low-cost carrier Southwest 
Airlines and learned the tricks of running a low-cost 
airline.

O’Leary said of his corporate strategy, ‘It’s the 
oldest, simplest formula: Pile ’em high and sell 
’em cheap … We want to be the Wal-Mart of the 

IN PRACTICE
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Low-Cost Leadership The low-cost leadership strategy pursues strong market share by 
emphasizing low cost compared to competitors. With a low-cost leadership strategy, the organ-
ization aggressively seeks efficient facilities, pursues cost reductions and uses tight controls to 
produce products or services more efficiently than its competitors.

Focus With Porter’s third strategy, the focus strategy, the organization concentrates on a spe-
cific market or buyer group. It pursues either a low-cost advantage or a differentiation advantage 
within a narrowly defined market. One good example of a focused low-cost strategy is Edward 
Jones, a brokerage house headquartered in St Louis in America’s Midwest. The firm has succeeded 
by building its business in rural and small-town America and providing investors with conserva-
tive, long-term investments.36

An example of a focused differentiation strategy is Puma, the German athletic-wear 
manufacturer. In 1993, when CEO Jochen Zeitz took the helm, Puma was on the brink of 
bankruptcy. Zeitz, then only 30 years old, revived the brand by targeting selected customer 
groups, especially armchair athletes, and creating stylish shoes and clothes that set design 
trends (see Counterpoint 3.4). Puma went ‘out of its way to be different’, says analyst Roland 
Könen. Zeitz says Puma decided to be a ‘very sports-fashion brand when at the time everybody 
talked about sports, and sports performance and functionality. We said well it’s about more’. 

and doesn’t offer travel agent commissions. Almost all 
tickets are sold over the internet, and Ryanair is the 
largest short-haul carrier in Europe. Instead of giving 
away snacks or food, Ryanair sells it. Staff costs are 
kept low too. In one recent year, the airline employed 
fewer than 2000 people to fly 24 million passengers 
a year, while the German carrier Lufthansa employed 
about 30,000 people to fly 37 million.

Ryanair’s passenger numbers continue to grow. 
They soared from 3.9 million in 1998 to more than 
24 million in 2005, 50 million in 2007, nearly 80 mil-
lion in 2012, and an astonishing 130 million in 2017–
18.31 However, the airline industry is increasingly 
competitive, other low-cost carriers are encroach-
ing on Ryanair’s territory, and growing push back 
against Ryanair’s labour practices worry even as 
confident a CEO as Michael O’Leary. While O’Leary 
still believes that Ryanair can beat anyone on price 
and cost control, in 2017 and 2018 the airline was 
hit by a series of unprecedented events: unioniza-
tion of much of its workforce, a series of embar-
rassing strikes, and workforce shortages that led 
the airline to cancel flights affecting 315,000 pas-
sengers. If Ryanair’s ‘brand is built on being reliable 
bastards’, what would all this apparent uncertainty 
do to the airline?32

Doomsayers have long predicted the demise of 
Ryanair, and of its voluble spokesman O’Leary. Indeed 
O’Leary has built his reputation on being the one that 

competitors love to hate, and he enjoys nothing more 
than to prove his critics wrong.

Despite Ryanair’s recent hiccups, it did establish 
the model for low-cost flying in Europe, and it con-
tinues to be not only the largest low-cost but also 
to set the business strategy for the industry. Ryanair 
has led the way in ancillary charges, and despite 
considerable grumbling from members of the pub-
lic and more than a few run-ins with the courts and 
consumer protection agencies, it has actually forced 
not just other low-cost carriers but even the tradi-
tional airlines to follow suit. For example, in 2013, 
the Netherlands carrier KLM became the first of the 
major European ’legacy’ carriers to introduce a fee 
for checking in luggage on European flights; subse-
quently other airlines like British Airways, Delta and 
Air France have introduced a low-fare, no-luggage 
category to compete with Ryanair and the other low-
costs. It is estimated that airlines collected $38 billion 
in additional fees and charges in 2014, an increase 
of over 40 per cent over four years, although fel-
low low-cost European airline Wizzair outstripped 
Ryanair in the proportion of its revenue coming from 
extra fees in 2017: 39.4 per cent versus Ryanair’s 
26.8 per cent.33, 34 As long as Ryanair is setting the 
pace and forcing competitors to copy its practices, 
it demonstrates its mastery of the business, but any 
downturn in Ryanair’s profitability or market share 
could be a sign of danger for the airline.35
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COUNTERPOINT 3.4
Is it always a good idea to have a powerful, charismatic CEO? In this chapter we have sometimes 
emphasized the role of powerful CEOs, like Ryanair’s Michael O’Leary and Puma’s Jochen Zeitz. 
Partly this is because it is always easier to attach ideas and direction to an individual rather than to a 
management team as a whole.

The achievements of O’Leary and Zeitz are real and should be acknowledged. However, strong 
and charismatic leadership can be a double-edged sword, as we saw in the chapter-opening profile 
of Uber and Travis Zalancik. Researchers are divided about the impact of charismatic leadership on 
profits; while some have found a positive leadership effect, others have found little or no benefit over 
organizations driven by bureaucratic leaders who focus on incremental change and following  
tried-and-true strategies. Rakesh Khurana notes in Harvard Business Review that, ‘for all the 
excitement and optimism that are generated by superstar CEOs, the truth remains that the factors 
affecting corporate performance are varied, highly nuanced, almost frighteningly complex and 
certainly beyond the power of even the most charismatic leader to influence single-handedly. To 
pretend otherwise is to grossly oversimplify reality in the hope of finding easy answers.’

It is important to recognize that charismatic leadership can be a force for harm as well as for 
good. The case of Enron is an example of the potentially negative impact of charismatic leadership. 
Top executives including Kenneth Lay and Jeffrey Skilling built a corporate culture that was at the 
same time ambitious and dynamic, and unethical and ultimately fraudulent. The company’s internal 
culture was so dominated by this leadership that employees felt powerless to ‘blow the whistle’ on 
inappropriate business practices. Other examples of this phenomenon include Allen Stanford of the 
Stanford Financial Group and Bernie Ebbers of WorldCom.40

Some management scholars feel that the current emphasis on charismatic corporate leadership 
creates an environment where other ‘Enrons’ can emerge, and the ‘charisma-fetish’ has certainly 
contributed to the ego worship and trumpeted impunity that many leaders in business as well as 
entertainment have suddenly found challenged in the #MeToo movement. Dennis Tourish and 
Naheed Vatcha argue that, ‘the increased primacy afforded to shareholder value, the growing 
power of CEOs and market pressure for speedy results implies the further erosion of cultures 
that embrace discussion, debate and dissent’.41 In any event, reliance upon a single individual 
is a source of vulnerability, especially when circumstances that have favoured his or her skills 
change. Perhaps success is less related to the skills per se but, rather, to their match with particular 
contingencies and opportunities. It is also worth noting that Porter’s analysis makes no reference to 
the importance of good fit between a favoured strategy and the capacity (e.g. ‘competencies’) of the 
organization.

The differentiation strategy worked and sales and profits reflected the change. Puma has been 
profitable every year since 1994, with sales growing faster than those of competitors. In 2007 the 
company was acquired at a valuation of $5.3 billion by the French luxury brand conglomerate 
PPR (renamed  Kering in 2013), which owns such iconic brands as Gucci and Yves St Laurent.37 
By 2016 it had 10,000 employees and operated in 120 countries worldwide.38 Puma is ranked in 
the top 25 best-known brands in the United States – an achievement in a country where domestic 
brands tend to predominate. 

When managers fail to adopt a competitive strategy, the organization is left with no strate-
gic advantage, and performance almost inevitably suffers. Porter found that companies that did 
not consciously adopt a low-cost, differentiation, or focus strategy, for example, achieved below- 
average profits compared with those that used one of the three strategies. Many internet companies 
have failed because they did not develop competitive strategies that would distinguish them in the 
marketplace.39 On the other hand, eBay and Google have been highly successful with coherent 
differentiation strategies. The ability of managers to devise and maintain a clear competitive strat-
egy is one of the defining factors in an organization’s success, as further discussed in this chapter’s 
Bookmark.
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Miles and Snow’s Strategy Typology
The Miles and Snow typology is based on the idea that managers seek to formulate strategies that 
will be congruent with the external environment.42 The four strategies that can be developed to 
manage and exploit the external environment are the prospector, the defender, the analyzer and 
the reactor.

Prospector The prospector strategy is to innovate, take risks, seek out new opportunities 
and grow. This strategy is suited to a dynamic, growing environment, where creativity is more 
important than efficiency. Historically, FedEx Corporation, the multinational courier firm, has 
been an innovator in both services and production technology in the rapidly changing shipping, 
document management and information services industry, and exemplifies the prospector strat-
egy, as have leading high-tech companies such as Google, and more recently major players from 
emerging economies such as China’s Xiaomi and OnePlus.

Defender The defender strategy is almost the opposite of the prospector. Rather than taking 
risks and seeking out new opportunities, the defender strategy is concerned with stability or even 
retrenchment. This strategy seeks to hold onto current customers, but it neither innovates nor 
seeks to grow. The defender is concerned primarily with internal efficiency and control to produce 
reliable, high-quality products for existing customers. This strategy can be successful when the 
organization exists in a declining industry or a stable environment. Paramount Pictures, now a 
unit of media giant Viacom, used a defender strategy for several years, though perhaps the 2016 
acquisition of Yahoo marked a change to a more risk-taking strategy.43 Paramount turns out a 
steady stream of reliable hits but few blockbusters. Managers shun risk and sometimes turn down 
potentially high-profile films to keep a lid on costs, even if this means declining revenues but 
increased profits, as was the case in 2012.44 This has enabled the company to remain highly prof-
itable while other studios have low returns or lose money.

Analyzer The analyzer tries to maintain a stable business while innovating on the periphery. 
It seems to lie midway between the prospector and the defender. Some products will be targeted 
towards stable, low innovation environments in which an efficiency strategy designed to keep cur-
rent customers is used. Others will be targeted towards new, more dynamic environments where 
growth is possible. The analyzer attempts to balance efficient production for current product lines 
with the creative development of new product lines. Sony Corp. illustrates an analyzer strategy as, 
increasingly, does Microsoft. Sony’s strategy is to defend its position in traditional consumer elec-
tronics, but also build a business in the ‘integrated home entertainment’ market, such as it achieved 
for a number of years with its Vaio computer.45 Businesses that have become established and enjoy 
a degree of market domination often find it difficult to balance retention of market share in the 
face of more agile competitors while attempting to exploit opportunities for innovative products. 
Sony has never recaptured the successes of the 1980s and 1990s when its home entertainment 
equipment was considered the best, and its Sony Walkman introduced portable entertainment to a 
whole generation. Throughout the first two decades of the twenty-first century, Sony has endured 
cycles of declining profits, restructuring and rounds of layoffs and retrenchment of product lines, 
and many analysts question the company’s future prospects; the rating agency Moody’s down-
graded its outlook to negative amid rumours Sony would have to sell off various of its divisions. 
Microsoft equally struggled to regain its dominance of the PC software market as tablet devices 
and cloud storage, dominated by companies like Apple, Samsung and Google, replace the tradi-
tional PC whose operating systems and productivity software are Microsoft’s bread and butter. 
In 2013 Microsoft attempted to catch up through its Windows 8 software, which incorporated 
touch computing, as well as its mobile Windows phone systems. Once a company has lost its lead-
ership position it can be nearly impossible to regain it; it is a problem that has been faced by many 
of the first generation high-tech companies such as HP, Dell and Blackberry.46
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developing a change management strategy, 
enrolling senior managers as change leaders, 
communicating the need for change, training 
employees in the changed systems, coaching 
employees to accept and support change 
and approaches to sustaining the change. 
However, Ramsay cites one large-scale study 
that showed only one-third of organizations 
undertaking change management achieved lasting 
organizational strengthening.

Ramsay considers different explanations for why 
organizations continue to seize on new fads and 
fashions, given the singular lack of evidence for their 
success. These include the inherent contradiction in 
business organizations between the means to achieve 
improved productivity, which is largely through build-
ing employee commitment, and the appropriation by 
shareholders of the resultant increased profits. He 
concludes that there is a tendency for fads to oscillate 
between ‘rationalist’ approaches such as Taylorism 
and ‘normative’ approaches, each of which generates 
dysfunctionalities that lead to oscillating paradigm 
shifts between the two norms.

Ramsay’s work is several years old, but the pattern 
of management fads continues unabated. A highly 
influential and long-lasting fad for private–public part-
nerships was generated by David Osborne and Ted 
Gaebler’s 1992 Reinventing Government. Although 
Osborne and Gaebler intended to strengthen public 
service provision, the result of applying their ideas 
was often state capture by private interests and the 
loss of universal public services. Many of the private 
finance schemes set up as part of the ‘reinventing 
government’ movement have proven poor value for 
money, and a number collapsed during the 2007–09 
global economic crisis, leaving the taxpayer holding 
the tab.

Source: Faranak Miraftab (2004) ‘Public–Private Partner-
ships: The Trojan Horse of Neoliberal Development?’ Journal 
of Planning Education and Research, 24, 89–101; Warwick 
Funnell, Robert Jupe and Jane Andrew (2009) In Govern-
ment We Trust: Market-Failure and the Delusions of Priva-
tisation, London, Pluto; David Walker (2008) ‘Out with the 
outsourcers?’ Prospect, November 20.

‘Managing Sceptically: A Critique of Organizational Fashion’, 
is chapter 9 in Stewart Clegg and Gill Palmer (1996) The Pol-
itics of Management Knowledge, London, Sage.

Have you read this book?

Managing Sceptically: A Critique 
of Organizational Fashion

BY HARVIE RAMSAY

In Managing Sceptically, Harvie Ramsay takes a 
close look at various ‘innovations’ in organization 

theory and management practice, and finds many 
of them to be fads that are quickly forgotten and 
replaced by other new, but often shallow ideas. Some 
past fads that Ramsay identifies include:

 ■ Quality circles: this idea was imported from Japan 
in the 1970s, and saw its greatest popularity in the 
early 1980s. The idea was for groups of workers 
to get together to discuss ways to improve 
the production process. Within a few years 
researchers found that any short-term gains were 
quickly lost. Corporate productivity is embedded 
in a whole range of social relationships that extend 
into wider society, and in most cases productivity 
cannot be fundamentally improved by adopting a 
single idea from another country.

 ■ Total Quality Management: a combination of US 
systems theory and Japanese meticulousness, 
TQM was intended to ensure organization-
wide quality management, resulting in improved 
products for consumers, as well as better return 
to shareholders. TQM seems to have been 
successful mainly when combined with incentive 
bonuses, suggesting that it did not succeed in 
improving intrinsic employee motivation. By the 
mid-1990s, TQM seemed to be reaching the end 
of its life cycle.

 ■ Change management: an approach that aims to 
structure the change process in an organization 
from current practices to an improved future. 
There are numerous change management 
models, which might include stages such as 

BOOKMARK 3.0
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Reactor The reactor strategy is not really a strategy at all. Rather, reactors respond to environ-
mental threats and opportunities in an ad hoc fashion. In a reactor strategy, top management has 
not defined a long-range plan, or given the organization an explicit mission or goal, so whatever 
actions are taken that seem to meet immediate needs. Although the reactor strategy can sometimes 
be successful, it can also lead to failed companies. Some large, once highly successful companies, 
such as Xerox and Kodak, have struggled, at least partly, because managers have failed to adopt 
a strategy consistent with consumer trends. In recent years, managers at McDonald’s, long one 
of the most successful fast-food franchises in the world, have also been floundering to find the 
appropriate strategy. In the first decade of the twenty-first century, McDonald’s had a string of 
disappointing quarterly profits as competitors continued to steal market share. Franchisees grew 
aggravated and discouraged by the uncertainty and lack of clear strategic direction for the future. 
Recent innovations, such as healthier food options and all-day breakfasts, have revived sales and 
profits for now, with profits up globally in 2017.47

The Miles and Snow typology has been widely used, and researchers have tested its validity 
in a variety of organizations, including hospitals, colleges, banking institutions, industrial prod-
ucts companies and life insurance firms. In general, researchers have found strong support for the 
effectiveness of this typology for organization managers in real-world situations.48

Emerging Concepts in Business Strategy
Strategy is a highly dynamic field. Managers – and management thinkers – are always looking for 
new approaches that will give them an edge over the competition. Typically this involves looking 
at opportunities and challenges from an entirely different angle. One interesting concept is Chan 
Kim and Renée Mauborgne’s Blue Ocean Strategy.49 Kim and Mauborgne divide up markets into 
what they call ‘red oceans’ and ‘blue oceans’. Red oceans are market segments that are already 
being exploited: where strategy is geared towards finding ways to gain an edge over competitors. 
Although strategy is useful in these areas, as Porter and Miles and Snow discuss, ultimately the 
red oceans are crowded and returns on strategic innovation decline over time. By contrast, blue 
oceans are industries or business ideas that are not currently in existence, and so thus the size of 
the blue ocean market space is unknown. Concepts for products or services that meet (or even 
define) consumers’ needs, and which are not currently in the marketplace, can take advantage 
of the ‘blue ocean’ space and generate strong profits. The authors conducted a study of business 
launches in 108 companies, and found that while only 14 per cent were geared to creating blue 
oceans, these delivered 38 per cent of total revenues and an impressive 61 per cent of total profits.

Another aspect that recent strategy thinkers have considered is the importance of strategy 
models in start-up companies, where the structure and philosophy imprinted on the organization 
at its beginning can be a key determinant of success and failure. A major Stanford University 
study looked at emerging high-tech companies. James Barron and Michael Hannan, the study 
leaders, grouped together the differing blueprints that high-tech entrepreneurs had in mind for 
their organizations as they were developing them. The five groups were star (recruiting top talent 
and paying highly), engineering (emphasizing professional credentials), commitment (building a 
strong family identity to encourage retention), bureaucracy (documented rules and systems for 
every eventuality), autocracy (hierarchical discipline) and then companies with no clear blueprint 
type. Barron and Hannan found that these founding blueprints had a significant impact on suc-
cess; the ‘commitment’ approach was the most successful model (see Counterpoint 3.5).50

How Strategies Affect Organization Design
Choice of strategy has implications for internal organization characteristics. In principle, 
organization design characteristics support the firm’s competitive approach. For example, it 
is likely that a company wanting to grow and invent new products will look and ‘feel’ differ-
ent from a company focused on maintaining market share for long-established products in 
a stable industry. Exhibit 3.5 summarizes organization design characteristics associated with 
the Porter and Miles and Snow strategies.

ONLINE BRIEF 3.3

WWW
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COUNTERPOINT 3.5
The models devised by Porter and Miles and Snow, as well as the newer ideas like blue ocean strategy, 
can be analytically useful for distinguishing between different types of strategic orientation. In 
practice, the picture for any organization is likely to be messier, with hybrid elements and different 
forms of strategy being pursued for different divisions or product lines. Ultimately, the pursuit of a 
strategy depends upon the dispositions and capabilities of employees as much as the diagnosis of the 
environment of the positioning of the organization to exploit it. What type of strategy makes sense, 
as well as how it is pursued, will be contingent upon how managers and other employees assess the 
situation and their capacity to persuade others – suppliers and customers but especially investors – to 
support their assessment.

EXHIBIT 3.5 Organization Design Outcomes of Strategy

Porter’s Competitive Strategies Miles and Snow’s Strategy Typology

Strategy: Differentiation
Organization Design:
•	 Learning orientation; acts in a flexible, 

loosely knit way, with strong horizontal 
coordination

•	 Strong capability in research
•	 Values and incorporates mechanisms for 

customer intimacy
•	 Rewards employee creativity, risk taking 

and innovation
Strategy: Low-Cost Leadership
Organization Design:
•	 Efficiency orientation; strong central 

authority; tight cost control, with frequent, 
detailed control reports

•	 Standard operating procedures
•	 Highly efficient procurement and 

distribution systems
•	 Close supervision; routine tasks; limited 

employee empowerment

Strategy: Prospector
Organization Design:
•	 Learning orientation; flexible, fluid, 

decentralized structure
•	 Strong capability in research 
Strategy: Defender
Organization Design:
•	 Efficiency orientation; centralized authority and 

tight cost control
•	 Emphasis on production efficiency; low  

overhead
•	 Close supervision; little employee  

empowerment
Strategy: Analyzer
Organization Design:
•	 Balances efficiency and learning; tight cost 

control with flexibility and adaptability
•	 Efficient production for stable product lines; 

emphasis on creativity, research, risk taking for 
innovation

Strategy: Reactor
Organization Design:
•	 No clear organizational approach; design 

characteristics may shift abruptly, depending 
on current needs

Source: Based on Michael E. Porter, Competitive Strategy: Techniques for Analyzing Industries and Competitors (New York: The Free Press, 
1980); Michael Treacy and Fred Wiersema, ‘How Market Leaders Keep Their Edge’, Fortune (6 February 1995), 88–98; Michael Hitt, R. 
Duane Ireland and Robert E. Hoskisson, Strategic Management (St Paul, MN: West, 1995), 100–113; and Raymond E. Miles, Charles C. 
Snow, Alan D. Meyer and Henry J. Coleman, Jr, ‘Organizational Strategy, Structure, and Process’, Academy of Management Review 3 
(1978), 546–562.

With a low-cost leadership strategy, managers take an efficiency approach to organization 
design, whereas a differentiation strategy calls for a learning approach. Recall from Chapter 2 that 
organizations designed for efficiency tend to have different characteristics from those designed for 
learning. A low-cost leadership strategy (efficiency) is associated with strong, centralized author-
ity and tight control, standard operating procedures and emphasis on efficient procurement and 
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distribution systems. Employees generally perform routine tasks under close supervision and con-
trol. They are not empowered to make decisions or take action on their own. A differentiation 
strategy, on the other hand, requires that employees be constantly experimenting and learning. 
Structure is more fluid and flexible, with strong horizontal coordination. Empowered employees 
work directly with customers and are rewarded for creativity and risk taking. Research, creativity 
and innovativeness are more valued than efficiency and standard procedures.

The prospector strategy requires characteristics similar to a differentiation strategy, and the 
defender strategy takes an efficiency approach similar to low-cost leadership. As the analyzer 
strategy attempts to balance efficiency and stable product lines with flexibility and learning for 
new products, it is associated with a mix of characteristics, as listed in Exhibit 3.5. With a reactor 
strategy, the organization has no direction and no clear approach to design.

Other Factors Affecting Organization Design
Strategy is one important factor that affects organization design. Ultimately, however, organiza-
tion design is a result of numerous contingencies which are discussed throughout this book. The 
emphasis given to efficiency and control versus learning and flexibility is conditioned by the con-
tingencies of strategy, environment, size and life cycle, technology and organizational culture. In 
principle, those responsible for the design of organizations endeavour to achieve a good ‘fit’ with 
such contingencies (see Counterpoint 3.6).

COUNTERPOINT 3.6
Managers have multiple agendas that are not necessarily consistent with fitting the design of 
organizations to contingency factors. Assessing these factors as well as balancing them involves 
judgement as much as calculation. And judgements are likely to be coloured by managers’ 
preconceptions, theories and vested interests. There is also a danger of assuming that design is the 
key to success when it may be that other factors – such as the capacity to dominate a market (e.g. 
by branding or the construction of high barriers to entry) by virtue of a monopoly position – better 
account for a level of performance that is (mis)attributed to an organization’s technical ‘effectiveness’. 
For example, it is unlikely that a carrier that does not enjoy Ryanair’s dominant position could derive 
a substantial income stream from applying the same credit card charges and excess baggage charges.

If there is minimal turbulence and therefore maximum predictability, the capacity to be adapt-
able or to encourage new skill development is an unnecessary cost, regardless of how employees 
may value it. In contrast, a rapidly changing environment may justify, managerially and technically, 
a more flexible structure, with strong horizontal coordination and collaboration through teams or 
other mechanisms. Whether this is welcomed by employees is irrelevant from this perspective unless 
their resistance begins to impede the implementation of a more flexible approach. In general, the 
demands of ‘the environment’ are invoked by managers to justify changes – whether in the direction 
of increased or reduced flexibility and learning – that are not necessarily welcomed by employees. 
Environments are discussed in detail in Chapters 5 and 6. In terms of size and life cycle, young, 
small organizations are more likely to be informal and have little division of labour, few rules and 
regulations, and ad hoc budgeting and performance systems. Large relatively traditional organiza-
tions such as Coca-Cola, Sony or General Electric, on the other hand, have an extensive division of 
labour, numerous rules and regulations, and standard procedures and systems for budgeting, con-
trol, rewards and innovation. Size and stages of the life cycle will be discussed in Chapter 10.

Likewise, in principle, design is intended to fit the workflow technology of the organization. 
With mass production technology, such as a traditional automobile assembly line, an emphasis 
upon formalization, specialization, centralized decision-making and tight control is to be expected. 
An e-business, on the other hand, might engender a more informal and flexible design. Technolo-
gy’s impact on design will be discussed in detail in Chapters 8 and 9. A final contingency affecting 
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organization design is corporate culture. An organizational culture that values teamwork, col-
laboration, creativity and open communication among all employees and managers, such as we 
described at Canva, for example, might struggle to co-exist with a tight, vertical structure and 
strict rules and regulations. The role of culture is discussed in Chapter 11.

Assessing Organizational Effectiveness
Understanding organizational goals and strategies, as well as the concept of fitting design to var-
ious contingencies, is a first step towards understanding organizational effectiveness. The next 
few sections of the chapter explore the topic of effectiveness and how effectiveness is measured in 
organizations.

Effectiveness is a broad concept. Effectiveness evaluates the extent to which multiple goals – 
whether official or operative – are attained.

Efficiency, in contrast, refers to the internal workings of the organization. Organizational 
efficiency is the amount of resources used to produce a unit of output.51 It can be measured as 
the ratio of inputs to outputs. If one organization can achieve a given production level with fewer 
resources than another organization, it would be described as more efficient.52

Sometimes efficiency is congruent with effectiveness. In other organizations, efficiency and 
effectiveness are less closely related. An organization may be highly efficient but fail to achieve its 
goals because it makes a product for which there is weak demand. Likewise, an organization may 
achieve its profit goals but be inefficient.

Overall effectiveness is difficult to measure in organizations. Organizations are large, diverse 
and fragmented. They perform many activities simultaneously, pursue multiple goals and generate 
many outcomes, some intended and some unintended.53 Managers determine what indicators to 
measure in order to gauge the effectiveness of their organizations. One study found that many 
managers have a difficult time with the concept of evaluating effectiveness based on character-
istics that are not subject to hard, quantitative measurement.54 However, top executives at some 
of today’s leading companies are finding new ways to measure effectiveness, including the use of 
such ‘soft’ indications as ‘customer delight’ and employee satisfaction. A number of approaches 
to measuring effectiveness consider which measurements managers choose to track. These contin-
gency effectiveness approaches, discussed in the next section, are based on examining which part 
of the organization managers consider most important to measure.

Contingency Effectiveness Approaches
Contingency approaches to measuring effectiveness focus on different parts of the organization, 
as shown in Exhibit 3.6. The goal approach to organizational effectiveness is concerned with the 
output side and whether the organization achieves its goals in terms of desired levels of output.55 
The resource-based approach assesses effectiveness by observing the beginning of the process and 
evaluating whether the organization effectively obtains resources necessary for high performance. 
The internal process approach looks at internal activities and assesses effectiveness by indicators 
of internal health and efficiency.

Goal Approach
The goal approach measures progress towards attainment of output goals. For example, in 2000, 
the United Nations set eight Millennium Development Goals to improve the quality of life in the 
world by the year 2015, including such targets as reducing infant mortality by two-thirds, halving 
the number of people suffering from hunger and ensuring all children complete basic education. 
By 2013, two of the goals had been met entirely, several were on track, and the UN and govern-
ments were able to focus on the few remaining where progress had been disappointing.56
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EXHIBIT 3.6  Contingency Approaches to the Measurement of Organizational 
Effectiveness

Indicators Efforts to measure effectiveness have been more productive using operative goals 
than using official goals.57 Official goals, associated with mission, tend to be abstract and difficult 
to measure. Operative goals, in contrast, relate to actual activities. Not unusually, there are multi-
ple goals, as shown by a survey of US business corporations.58 Their reported goals are shown in 
Exhibit 3.7. Twelve goals were listed as being important to these companies. Although the survey 
was conducted more than two decades ago, the 12 goals continue to be critical objectives for 
many for-profit organizations.

Usefulness Business firms typically evaluate performance in terms of profitability, growth, 
market share and return on investment. However, identifying operative goals and measuring per-
formance are not easy tasks. Two problems that must be resolved are the issues of multiple goals 
and subjective indicators of goal attainment.

Since organizations have multiple and conflicting goals, effectiveness often cannot be 
assessed by a single indicator. High achievement on one goal might mean low attainment of 
another. Moreover, as we noted earlier, there are department goals as well as overall perfor-
mance goals. A full assessment of effectiveness must take into consideration several goals 
simultaneously.

The other issue to resolve with the goal approach is how to identify operative goals for an 
organization and how to measure goal attainment. For business organizations, there are often 
established indicators for certain goals, such as profit or growth. However, when equivalent 
measures are not available for other goals, some kind of assessment is frequently needed. In such 
circumstance, impressionistic information from customers, competitors, suppliers and  employees 
is used in addition to intuition.

Resource-based Approach
The resource-based approach is directed to the input side of the transformation process shown 
in Exhibit 3.7. It assumes that organizations obtain and manage valued resources in order to be 
effective.59
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EXHIBIT 3.7 Reported Goals of US Corporations

Goal % Corporations

Profitability 89

Growth 82

Market share 66

Social responsibility 65

Employee welfare 62

Product quality and service 60

Research and development 54

Diversification 51

Efficiency 50

Financial stability 49

Resource conservation 39

Management development 35

Source: Adapted from Y. K. Shetty, ‘New Look at Corporate Goals’, California Management Review 22, no. 2 (1979), 71–79.

Indicators Obtaining and successfully managing resources is the criterion by which 
organizational effectiveness is assessed. In a broad sense, indicators of effectiveness, accord-
ing to the resource-based approach, encompass the following dimensions:

 ■ Bargaining position – the ability to obtain from the environment scarce and valued 
resources, including financial resources, raw materials, human resources, knowledge 
and technology

 ■ The abilities of the organization’s decision-makers to perceive and correctly interpret the 
salient properties of the external environment (e.g. customers)

 ■ The ability to use tangible (e.g. supplies, people) and intangible (e.g. knowledge, corporate 
culture) resources in day-to-day organizational activities

 ■ The ability to respond appropriately to changes in the environment.

Usefulness The resource-based approach is especially valuable when other indicators of 
performance are difficult to obtain. In many not-for-profit and social welfare organizations, for 
example, it is hard to measure output goals or internal efficiency. Regional development agencies 
typically market their regions on the basis of the bundle of diverse resources they have available to 
potential companies.60 Among for-profit organizations, shared service firms, as well as shared ser-
vice units within larger companies, aim to combine a range of complementary skill sets together, 
thus permitting the efficient centralization of specific activities for multiple internal or external 
clients. Shared services are part of the trend towards business process re-engineering, outsourc-
ing and offshoring. Companies such as India’s Tata Consulting Services (TCS) offer companies 
 custom-designed solutions. N. Ganapathy Subramaniam, President of TCS’s financial solutions 
arm to 2017, and now Chief Operating Officer (COO), notes that his company has ‘experience in 
consulting, business process outsourcing, engineering and IT infrastructure services and our goal 
is to provide clients with the right set of capabilities for the right problems at the right time’.61

Although the resource-based approach is valuable, it does have shortcomings. For one thing, 
the approach may not adequately consider the organization’s link to customers, although the 
absence of a strong link does suggest a lack of resource in this area (of marketing) that could be 

ONLINE 
COUNTERPOINT 3.2
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new management developed an ambitious strategy 
to catch up with Toyota globally. In 2012, it sold over  
9 million cars globally, up more than a third from 2007, 
and each of the company’s brands and national units 
have been expected to set similarly ambitious targets; 
its US subsidiary was hoping to triple its US sales to  
1 million automobiles over the next decade.

At the beginning of 2015, the outlook for Volkswa-
gen was generally promising, and the company was 
back on track to challenge Toyota, an effort that was 
focused by the company’s ambitious growth tar-
gets and assisted by problems Toyota had had with 
product recalls. In late 2015, however, Volkswagen’s 
reputation for solid and trustworthy German engineer-
ing came crashing down. The problem was nitrogen 
oxide emissions from the company’s economical 
 diesel-fuelled vehicles. 

Volkswagen has long been a leader in diesel cars, 
which are cheaper to run than petrol-fuelled cars, and 
have become even more competitive when fuel prices 
are high as had been the case for much of the first 
decade of the twenty-first century. Diesel engines also 
have lower emissions of certain pollutants such as 
carbon dioxide (CO2). However, diesels produce other 
pollution including nitrogen oxide (NO) and it is debat-
able which type of vehicles cause more environmental 
harm. In response to growing concerns about diesel 

Volkswagen

Volkswagen was the first European car manufac-
turer to develop a genuinely mass-market vehicle, 

the famous VW Beetle, originally launched in 1938, 
and still in production in an updated version. After the 
end of the Second World War, Volkswagen grew rap-
idly, through Beetle sales, acquisition of several other 
European marques and global expansion. However, 
by the end of the 1990s the original Beetle’s long run 
was over, and the models that replaced it had mixed 
reputations for consumer appeal, quality and relia-
bility. In comparison with Toyota, Volkswagen’s cars 
seemed tired and outdated, and the perception was 
reflected in Volkswagen’s global sales, which fell below 
Toyota’s.

In the early years of the twenty-first century 
Volkswagen revamped its product line-up, and ini-
tial sales results were promising; global year-on-year 
sales were up 8.5 per cent in 2007. The company’s 

IN PRACTICE

remedied. Critics have argued that the resource dependency approach assumes stability in the 
marketplace and fails to give adequate consideration to the changing contribution and criticality 
of various resources as the competitive environment and customer needs change. But again, atten-
tiveness to changing markets may be incorporated into the second element of the resource-based 
approach listed above.

Internal Process Approach
In the internal process approach, effectiveness is measured as internal organizational health and 
efficiency. An effective organization in these terms is one with a smooth, well-oiled internal pro-
cess. Employees are focused and satisfied. Department activities mesh with one another to ensure 
high productivity. The important element in effectiveness is what the organization does with the 
resources it has, as reflected in internal health and efficiency. Little attention is paid to the external 
environment. In principle, the internal process could be very smooth yet poorly aligned to its envi-
ronment, such as the shifting demands of the market, with calamitous consequences.

Indicators Writers including Chris Argyris, Warren G. Bennis, Rensis Likert, Richard Beck-
hard and Chris Brewster have all worked extensively with human resources in organizations and 
emphasize the connection between human resources and effectiveness.62 Writers on corporate cul-
ture and organizational excellence have also stressed the importance of internal processes. Results 
from a study of nearly 200 US secondary schools showed that both human resources and employee- 
oriented processes were important in explaining and promoting effectiveness in those organizations.63
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There are seven indicators of an effective organization, as seen from an internal process 
approach:

 1 Strong corporate culture and positive work climate

 2 Team spirit, group loyalty and teamwork

 3 Confidence, trust and communication between workers and management

 4 Decision-making near sources of information, regardless of where those sources are on the 
organizational chart

 5 Undistorted horizontal and vertical communication; sharing of relevant facts and feelings

 6 Rewards to managers for performance, growth and development of subordinates, and for 
creation of cooperative work groups

 7 Interaction between all parts of the organization, with conflict that occurs over projects 
being resolved in ways that are collectively beneficial and productive.66

vehicle pollution, both the US Environmental Protection 
Agency (EPA) and European authorities have imposed 
increasingly rigorous standards on NO emissions.

For the past several years, the US EPA complained 
to Volkswagen that while its cars appeared to meet 
the new stringent emissions rules in tests, in practice 
on-the-road NO emissions were up to 40 times worse 
than reported, and well beyond legal limits. It soon 
emerged that cars used for testing had been fitted 
with software that caused the vehicle to report lower 
than actual emissions. Within days Volkswagen was 
forced to admit that it had deceived the authorities and 
its customers. Over the next weeks the scandal deep-
ened and intensified, as it emerged that the company 
had fixed test results not only in the United States but 
also in Europe, and that misleading pollution ratings 
were also being provided for CO2 emissions on some 
of the company’s petrol cars. The EPA threatened not 
to permit Volkswagen diesels from the company’s 
2016 range to be sold in the United States.

The scandal soon affected Volkswagen’s overall 
prospects, and also damaged German manufactur-
ing industry’s high-quality, high-integrity image. The 
company had to set aside $7.3 billion to sort out the 
excess emissions issue, and its stock price declined 
by more than a third in the days after the scandal 
broke. Volkswagen Group CEO Martin Winterkorn 
was forced to resign, and a number of other senior 
officials were suspended. By 2016 numerous coun-
tries in which the affected cars had been sold had 
opened investigations, started criminal proceedings 
and blocked registration for Volkswagen diesels. 

Volkswagen’s official corporate goal in 2013, while 
the company was in the midst of a large-scale decep-
tion of its customers, was ‘to offer attractive, safe and 
environmentally sound vehicles which can compete 
in an increasingly tough market and set world stand-
ards in their respective class’. The Volkswagen case 
demonstrates that organizational mission and goals 
statements can be trumped by internal and external 
competition and profit motives, and in themselves 
provide little guarantee of corporate responsibility, 
or even attention to the long-term interests of the 
 corporation itself.64

By 2019, the issue of diesel pollution had become 
a problem not merely for Volkswagen, but for diesel 
cars and even the internal combustion engine as a 
whole. Many countries announced target dates to 
end the production of new emission-producing cars 
altogether, while many cities toughened charges and 
introduced outright bans on polluting cars entering 
city streets. With the increasing market viability of 
electric vehicles driven by the high profile of the long 
range Tesla 100% electric car, many analysts started 
predicting the end of the entire traditional car industry. 
Valuations of the big German automakers fell in 2018 
to their lowest levels since the 2008 financial crash. 
The scandal of Volkswagen’s fake emissions results 
had grown into a global economy-changing water-
shed, and an existential challenge for Volkswagen 
and the huge German car industry. German makers 
are far behind Japanese, American, and even British 
manufacturers in the rush to electric cars; can they 
catch up?65
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Usefulness Today, many managers subscribe to the belief that committed, actively 
involved and satisfied employees, and a positive corporate culture, are important indicators, if 
not direct measures, of effectiveness. Their importance becomes evident, when, for example, a 
major corporation such as Boeing is found to struggle as a consequence of poor internal pro-
cesses. Although technical processes for building planes had improved to meet competition 
from Airbus and emergent smaller players like Embraer, as described earlier, human relations 

and corporate culture at Boeing have been reported as being in some disarray. Hiring, promotion 
and compensation practices have been in the spotlight. Twenty-eight thousand female employees 
filed law suits charging that the company systematically pays women less than men. Depositions 
described a hostile work environment, including groping and offensive language on the part of 
male colleagues and bosses. CEO Harry Stonecipher was forced to resign in 2005 because of 
improprieties related to an affair with a female executive; a precursor of the major #MeToo sex-
ual harassment scandals that swept globally across major corporations in 2017 and 2018.67 These 
internal human resources issues, combined with reliability and safety issues as well as ethics scan-
dals related to Boeing’s external environment, seriously damaged the company. Subsequent CEOs 
Alan Mullaly and Scott Carson led a turnaround of the company’s fortunes through empowering 
employees, re- emphasizing innovation and building a strong product strategy.68 Like every man-
ufacturing giant, Boeing continued to face product defect challenges. In January 2013, the 787 
Dreamliner suffered from overheating battery problems, which led to regulators grounding 50 
planes.69 However, in the global large aircraft duopoly, Boeing has continued to outstrip Airbus, 
with 2017 revenues of $93 billion versus $67 billion, and net income at $10 billion in 2017, more 
than three times larger than Airbus’s profit margin.

In contrast to turbulence faced by Boeing and many other companies, Four Seasons Hotels, an 
international luxury chain of hotels with headquarters in Toronto, Canada, has been able to maintain 
smooth internal processes. Treating employees well is considered key to the organization’s success.70 
Workers at each hotel select a peer to receive the Employee of the Year award, which includes an 
expenses-paid vacation and a $1000 shopping spree. In 2018, the company was again named in the 
Fortune top 100 companies in the world to work for, an unbroken 21-year record since the index was 
founded in 1998.71 Internal processes are particularly important for hotel chains because so many 
employees have contact with customers, and any one of them who is disgruntled and unfocused on 
customer satisfaction could potentially spoil customers’ experience, a vulnerability that is increased 
by customer feedback websites such as Tripadvisor, over which the chains have little control.72

Nevertheless, the internal process approach also has its shortcomings. Total output and the 
organization’s relationship with the external environment are not evaluated. Another problem is 
that many aspects of inputs and internal processes are not readily or meaningfully quantifiable.

An Integrated Effectiveness Model
The three approaches – goal, resource-based, internal process – offer a distinctive perspective on 
organizational effectiveness. The competing values model tries to balance a concern with different 
kinds and aspects of effectiveness rather than focusing on one approach. The competing values 
model acknowledges that organizations do many things that have many outcomes.73 It combines 
several indicators of effectiveness into a single framework. It is based on the assumption that there 
are disagreements and competing viewpoints about what constitutes effectiveness. Managers some-
times disagree over which are the most important goals to pursue and measure, and stakeholders 
have competing claims on what they want from the organization, as described in Chapter 1.

One tragic example of conflicting viewpoints and competing interests comes from the US 
space agency NASA. After seven astronauts died in the explosion of the space shuttle Columbia 
in February 2003, an investigative committee found deep organizational flaws at NASA, includ-
ing ineffective mechanisms for incorporating dissenting opinions between scheduling managers 
and safety managers. External pressures to launch on time overrode safety concerns with the 
Columbia launch. As Wayne Hale, the NASA executive charged with giving the go-ahead for the 

ONLINE BRIEF 3.4

WWW
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FOCUS

STRUCTURE
Flexibility

Control

Internal External

Human Relations Emphasis

Primary goal: human resource
development

Subgoals: cohesion, morale,
training

Internal Process Emphasis

Primary goal: stability, equilibrium

Subgoals: information management,
communication

Open Systems Emphasis

Primary goal: growth and resource
acquisition

Subgoals: flexibility, readiness,
external evaluation

Rational Goal Emphasis

Primary goal: productivity,
ef�ciency, pro�t

Subgoals: planning, goal setting

EXHIBIT 3.8 Four Approaches to Effectiveness Values

Source: Adapted from Robert E. Quinn and John Rohrbaugh, ‘A Spatial Model of Effectiveness Criteria: Toward a Competing Values Approach 
to Organizational Analysis’, Management Science 29 (1983), 363–377; and Robert E. Quinn and Kim Cameron, ‘Organizational Life Cycles and 
Shifting Criteria of Effectiveness: Some Preliminary Evidence’, Management Science 29 (1983), 33–51.

next shuttle launch, puts it, ‘We dropped the torch through our own complacency, our arrogance, 
self-assurance, sheer stupidity and through continuing attempts to please everyone’. NASA is an 
extremely complex organization that operates not only with different viewpoints internally but 
also from the US Congress, the president and the expectations of the US public.74

The competing values model takes into account these complexities. The model was originally devel-
oped by Robert Quinn and John Rohrbaugh to combine the diverse indicators of performance used by 
managers and researchers.75 Using a comprehensive list of performance indicators, a panel of experts 
in organizational effectiveness rated the indicators for similarity. The analysis produced underlying 
dimensions of effectiveness criteria that represented competing management values in organizations.

Indicators The first value dimension pertains to organizational focus, which is whether dominant 
values concern issues that are internal or external to the firm. Internal focus reflects a management 
concern for the well-being and productivity of employees, and external focus represents an emphasis 
on well-being with respect to stakeholders in the environment, such as shareholders, customers and 
suppliers. The second value dimension pertains to organization structure, and whether stability or 
flexibility is the dominant structural consideration. Stability reflects a management value for efficiency 
and top-down control, whereas flexibility represents a value for learning and change (see Chapter 2).

The value dimensions of structure and focus are illustrated in Exhibit 3.8. The combination of 
dimensions provides four approaches to organizational effectiveness, which, though seemingly differ-
ent, are closely related. In actual organizations, these competing values can and often do exist together. 
Each approach reflects a different management emphasis with respect to structure and focus.76

A combination of external focus and flexible structure leads to an open systems emphasis. Man-
agement’s primary goals are growth and resource acquisition. The organization accomplishes these 
goals through the subgoals of flexibility, readiness and a positive external evaluation. The dominant 
value is establishing a good relationship with key stakeholders in the environment to acquire resources 
and grow. This emphasis is similar in some ways to the resource-based approach described earlier.

The rational goal emphasis represents management values of structural control and external 
focus. The primary goals are productivity and efficiency. Managers strive to achieve output goals 
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in a controlled way. Subgoals that facilitate these outcomes are internal planning and goal setting, which 
are rational management tools. The rational goal emphasis is similar to the goal approach described 
earlier.

The internal process emphasis is in the lower-left section of Exhibit 3.8; it reflects the values 
of internal focus and structural control. The primary outcome is a stable organizational setting 
that maintains itself in an orderly way. Organizations that are well established in the environ-
ment and simply want to maintain their current position would affirm and support this empha-
sis. Subgoals include mechanisms for efficient communication, information management and 
decision-making. Although this part of the competing values model is similar in some ways to the 
internal process approach described earlier, it is less concerned with human resources than with 
other internal processes that lead to efficiency.

The human relations emphasis incorporates the values of an internal focus and a flexible 
structure. Here, management is concerned primarily with the development of human resources. 
Employees are given opportunities for autonomy and development. Management works towards 
the subgoals of cohesion, morale and training opportunities.

Usefulness The competing values model makes two contributions: it integrates diverse con-
cepts of effectiveness into a single perspective. Second, the model calls attention to effectiveness 
criteria as management values and shows how opposing values exist at the same time. It invites 
managers to decide which values they wish to pursue and which values will receive less emphasis 
(see Counterpoint 3.7). The four competing values exist simultaneously, but not all will receive 
equal priority. An additional factor that needs to be considered in companies operating transna-
tionally is that different emphases will likely be more effective in different environments, although 
a company that attempts to deliver different strategic orientations in different environments will 
risk incoherence and even internal conflict. More appropriately, employees in varying locales may 
respond differently to contrasting aspects of the same company’s structure and focus, in the best 
case in ways that are complementary to overall corporate success.

COUNTERPOINT 3.7
It may be misleading to suggest that managers can ‘decide which values they wish to pursue’, as such 
decisions are constrained by their entrenched preconceptions, vision and priorities as well as by the 
pressures upon them to meet the immediate demands of investors, customers or suppliers. It is also 
questionable whether any organization can afford to ignore ‘current productivity and profits’, especially 
in the Anglo-American business zone where short-term profits are a primary indicator of managers’ 
effectiveness … and survival. It may be that a business plan for a recently established organization will 
focus upon getting established and gaining visibility and reputation. But it is likely that these concerns are 
considered to be indicators of future profitability. Immediate profitability is sacrificed in the expectation 
that building reputation and capability will pay future dividends. Even in the many cases where 
businesses are established for non-financial reasons – for example, the entrepreneur is passionate about 
a product or a service and/or is interested primarily in being their own boss – the survival of the business 
(and thus the realization of the non-financial dreams) will depend upon securing continuing external 
investment or generating sufficient surpluses to plough back into the development of the business.

The dominant values in an organization often change over time as organizations experience 
new environmental demands or new top leadership. The In Practice feature describes the dom-
inant effectiveness values for the Thomson Reuters Corporation, the Thomson family-owned 
Canadian media conglomerate that a decade ago acquired Britain’s Reuters. The company’s trans-
formation to effectively incorporate and integrate these two venerable and successful businesses 
required a strong open systems emphasis with fairly strong emphasis on human relations as well. 
The rational goal emphasis and internal process emphasis are much weaker. Adapting to the envi-
ronment and understanding and meeting customer needs have been emphasized in recent years 
as many organizations have faced turbulent times and substantial opportunities for expansion. 

65900_ch03_hr_048-091.indd   76 11/15/19   11:59 AM



CHAPTER 3 STRATEGY, ORGANIZATION DESIGN AND EFFECTIVENESS 77

growing rapidly. However, the new goals and strategy 
took Thomson out of the business it knew best and 
thrust it into a new, highly competitive environment. 
Financial results suffered as the company acquired 
new businesses, new knowledge, new skills and other 
resources to fit the new strategy and goals. Thomson 
spent several years acquiring more than 200 different 
businesses and melding them into a coherent whole. 
By 2006, both revenues and profits were back on an 
upwards track: revenues rose 9 per cent to $1.87 bil-
lion, with profits up an impressive 57 per cent to $390 
million This provided a strong platform for the merger 
with Reuters the next year. The merged information 
services giant had profits of $3 billion on revenues of 
$11 billion in 2014.77

Making the revamped company successful 
required a strong focus on understanding, anticipating 
and shaping customer needs and building good rela-
tionships with the external environment. Business unit 
managers were expected to thoroughly understand 
their potential customers, markets and competitors. 
At the same time, however, they also had to make 
the internal people changes. As a knowledge-based 
organization, Thomson Reuters considers employee 
development and a unified corporate culture funda-
mental to the company’s success.78

Thomson Reuters

When Richard Harrington took over as CEO of 
the Thomson Corporation in 1997, he began a 

process that transformed the company from a fabled 
Canadian newspaper publisher into a thriving infor-
mation services enterprise. The line of newspapers 
was sold. Managers rebuilt Thomson into an organi-
zation providing a wide variety of information products 
and services to four strategic market groups: Legal 
and Regulatory; Learning; Financial; and Science and 
Healthcare. In 2007, Thomson sold its Learning arm 
to a private equity group, Cengage, publishers of this 
book. In 2008, Thomson merged with Reuters to cre-
ate a global leader in electronic publishing and pro-
viding integrated information solutions to corporate 
customers in a variety of industries.

The shift into digital information made sense. The 
print newspaper industry appears to be in a long, slow 
decline, whereas electronic information distribution is 

IN PRACTICE

Where uncertainties have increased and opportunities have diminished, profitablity and even sur-
vival depends more upon internal control and cost efficiency, but the balance is a dynamic one 
and also varies from sector to sector (see Counterpoint 3.8).

COUNTERPOINT 3.8
Is top management really able to set a clear strategic direction? We all prefer to feel that we are in 
control of our lives, and there is also an expectation – reflected in this chapter – that top managers 
will be able to fundamentally shape the direction of their companies. However, just as individuals’ 
lives frequently take unexpected turns, the same is true of corporations and their leadership.

Sometimes in retrospect a top manager’s long-term strategy may appear to be clear – and of course 
it is in her or his interest to represent it in such a way – but things are often much less certain on 
a day-to-day basis. Even the most strategy-oriented managers such as Thomson’s Harrington, for 
example, seem to have changed direction. Thomson divested its Learning division in 2007, but earlier 
in Harrington’s tenure he had substantially expanded Thomson Learning through acquisitions such as 
Macmillan Library Reference USA and Capstar, an academic testing and assessment business. Then, 
in late 2007, Thomson and the leading news agency Reuters agreed to merge, as discussed in the In 
Practice box, a move that could be interpreted as radically shifting Thomson’s direction back towards 
a more traditional news focus, albeit not print newspaper publication.

Perhaps more important than the details of strategic direction is the image of strategic clarity and 
decisive leadership. Leaders such as Richard Harrington and Puma’s Jochen Zeitz project an aura 
of competence and vision. If inconsistencies and shifts are successfully glossed over or effectively 
rationalized within a convincing narrative, investors are provided with a sense of assurance that the 
company and their human resources and financial assets are in good hands.
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Summary and Interpretation
This chapter discussed organizational goals and strategies pursued to realize those goals. Goals 
specify the mission or purpose of an organization and its desired future state. Strategies define 
how the organization will reach its goals. The chapter also considered the impact of strategy on 
organization design and how designing the organization to fit strategy and other contingencies 
can lead to improved organizational effectiveness. The chapter closed with an examination of the 
most popular approaches to measuring effectiveness.

Organizations are widely held to exist for a well-defined purpose, and top managers are seen 
to define a specific mission or task to be accomplished. The mission statement, or official goals, 
makes explicit the purpose and direction of an organization. Official and operative goals are a key 
element in organizations insofar as they establish legitimacy with external groups and set stand-
ards of performance for participants.

We have cautioned against attributing excessive influence to top managers as their actions 
are conditioned by their specfic backgrounds and capabilities as well as the contexts, internal 
and external, that they seek to change and exploit. Managers develop or rationalize strategies to 
describe the actions they deem to be required to achieve goals. Strategies may include any number 
of techniques to achieve the stated goals. Two models for formulating strategies are Porter’s com-
petitive strategies and the Miles and Snow strategy typology. The formal process of organization 
design is represented as a process of assessing and fitting the structure of the organization to the 
contingencies that it faces, thereby securing enhanced organizational effectiveness.

Difficulties in defining and assessing organizational effectiveness reflect the complexity of 
organizations as a topic of study. No easy, simple, guaranteed measure will provide an unequivo-
cal assessment of performance. Organizations perform diverse activities – from obtaining resource 
inputs to delivering outputs. Contingency approaches use output goals, resource acquisition or 
internal health and efficiency as the criteria of effectiveness. The competing values model aspires 
to provide a balanced approach that considers multiple criteria simultaneously. Organizations can 
be assessed by evaluating competing values for effectiveness. No approach is suitable for every 
organization, but proponents of each approach identify advantages that others are seen to lack.

From the point of view of managers, the goal approach to effectiveness and measures of inter-
nal efficiency may be found to be useful when credible measures are available. Factors including 
top-management preferences, the extent to which goals are assessed to be measurable, and the 
scarcity of environmental resources may influence the selection and use of effectiveness criteria. In 
nonprofit organizations, where internal processes and output criteria are often not quantifiable, 
resource acquisition may be the best available indicator of effectiveness. The competing values 
model of organizational effectiveness acknowledges different areas of focus (internal, external) 
and structure (flexibility, stability) and allows for managers to appreciate how approaches – 
human relations, open systems, rational goal or internal process – may be combined in order to 
give priority to the values to which managers subscribe and the priorities that they privilege.

analyzer
competing values  

model
defender
differentiation
focus
focus strategy

goal approach
human relations 

emphasis
internal process 

approach
internal process 

emphasis

low-cost leadership
mission
official goals
open systems  

emphasis
operative goals
organizational goal

prospector
rational goal emphasis
reactor
resource-based 

approach
strategy
structure

KEY CONCEPTS
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Discussion Questions
1 Discuss the role of top management in setting 

organizational direction.

2 How might a company’s goals for employee 
development be related to its goals for innovation and 
change? To goals for productivity? Can you identify ways 
these types of goals might conflict in an organization?

3 What is a goal for the class for which you are reading 
this text? Who established this goal? Discuss how 
the goal affects your direction and motivation.

4 What is the difference between a goal and a strategy 
as defined in the text? Identify both a goal and a 
strategy for a campus or community organization 
with which you are familiar.

5 Discuss the similarities and differences in the 
strategies described in Porter’s competitive strategies 
and Miles and Snow’s typology.

6 In what ways is the blue ocean strategy different from 
the approaches described by Porter, and Miles and 
Snow?

7 To what extent do mission statements and official 
goal statements provide an organization with 
legitimacy in the external environment?

8 Suppose you have been asked to evaluate the 
effectiveness of the police service in a medium-sized 
city. Where would you begin, and how would you 
proceed? What effectiveness approach would you 
prefer and why?

9 What are the advantages and disadvantages of  
the resource-based approach versus the 
goal approach for measuring organizational 
effectiveness?

10 What are the similarities and differences between 
assessing effectiveness on the basis of competing 
values versus the stakeholder approach described in 
Chapter 2?

11 A noted organization theorist once said, 
‘Organizational effectiveness can be whatever top 
management defines it to be’. Discuss.

Chapter 3 Workbook Identifying Company Goals and 
Strategies*

Choose three companies, either in the same industry or in three different industries. Search the internet for information 
on the companies, including annual reports. In each company look particularly at the goals expressed. Refer back to 
the goals in Exhibit 3.7 and also to Porter’s competitive strategies in Exhibit 3.4.

Goals from Exhibit 3.7 articulated Strategies from Porter used

Company #1

Company #2

Company #3

Questions
1 Which goals seem most important?

2 Look for differences in the goals and strategies of the three companies and develop an explanation for those 
differences.

3 Which of the goals or strategies should be changed? Why?

4 Optional: Compare your table with those of other students and look for common themes. Which companies seem 
to articulate and communicate their goals and strategies best?

*Copyright 1996 by Dorothy Marcic. All rights reserved.
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JP Carpets*
By Henrik Sørensen, Aarhus University

In the spring of 1995 one of Dan Carpets’ employ-
ees, Jean Pelletier, decided to start up his own 

business. He established JP Carpets in the small 
town of Val-des-Marnes. Neither the management 
nor the employees of Dan Carpets were surprised by 
his decision, because Dan Carpets had been going 
through a long period of problems and conflicts. Pel-
letier (‘JP’) had long voiced his dissatisfaction with 
what was going on in the company. As a person who 
emphasized working in the most appropriate and effi-
cient manner, he simply could not live with the present 
situation.

After heavy criticism of Dan Carpets’ management, 
Pelletier had reached the conclusion that its manag-
ers simply could not effectively manage the company. 
He believed that its (matrix) structure was totally inap-
propriate and had given several examples of how its 

working spirit was, in fact, destructive. ‘We cooperate 
ourselves to death’ was one of JP’s favourite mottos.

On several occasions he had shown that the com-
pany lost orders because its employees found it more 
important to cooperate than to produce and deliver 
the carpets which its customers (primarily interior 
design shops, private customers or public institutions) 
wanted. Furthermore, the company structure with 
two managing directors did not function at all. Very 
often they gave contradictory orders and directives to 
the staff, and to avoid facing the ensuing problems, 
they simply let the employees choose their own (and 
sometimes more suitable) production method. As the 
employees did not have sufficient knowledge of the 
company’s customers and their needs, their decisions 
often turned out to be wrong and did not stand up 
to reality. Both sides feeling responsible for the poor 
decisions, management and employees easily agreed 
to forget the whole matter, only to see the same prob-
lem surface again shortly afterwards.

In JP’s opinion it was hard to believe that Dan Car-
pets’ management was unaware of the company’s 
problems, and often he saw their reactions as a sign 
of panic. Thus, when Dan Carpets had to deliver a 

CASE FOR ANALYSIS 3.1

*Please note this case study is entirely fictional

Chapter 3 Workshop Competing Values and 
Organizational Effectiveness*

1 Divide into groups of four to six members.

2 Select an organization to ‘study’ for this exercise. It should be an organization for which one of you has 
worked, or it could be the university.

3 Using the exhibit ‘Four Approaches to Effectiveness Values’ (Exhibit 3.8), your group should list eight 
potential measures that show a balanced view of performance. These should relate not only to work 
activities but also to goal values for the company.

4 How will achieving these goal values help the organization to become more effective? Which values 
could be given more weight than others? Why?

5 Present your competing values chart to the rest of the class. Each group should explain why it chose 
those particular values and which are more important. Be prepared to defend your position to the other 
groups, which are encouraged to question your choices.

*Adapted by Dorothy Marcic from general ideas in Jennifer Howard and Larry Miller, Team Management, The 
Miller Consulting Group, 1994, p.92.
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major order to a large medical company last year – 
with the company logo printed in two colours – JP 
realized that no one actually knew exactly what the 
medical company had ordered. The product manager 
of the carpet division said that the medical company 
had ordered a carpet in two colours sharply con-
trasting with each other, which was an expensive 
production procedure. As opposed to this, the mar-
keting manager believed that Dan Carpets was free 
to decide which colours to use. After three days of 
discussion, in which the whole order could have been 
produced, the two managers approached the top 
management and proposed that the manager losing 
the argument should leave the company. Top man-
agement was also unwilling to solve the conflict, say-
ing that, ‘When a company has a matrix structure, the 
competent managers must get used to making diffi-
cult decisions and try to find joint solutions’.

The heads of the linoleum, wooden floor and 
vinyl departments supported the head of the carpet 
department, while the functional managers for design, 
production and finance supported the marketing man-
ager. A minor disagreement about the specifications 
of the order from the medical company had turned 
into a giant internal fight about who was to take deci-
sions at the company, and ever since this fight nobody 
in the management group had been talking together.

The most obvious solution would have been to send 
the medical company a number of proposals as to 
how the order could be executed and let them decide. 
However, out of fear of not being able to deliver the 
order, the managing director had decided to produce 
the carpets in totally different colours. Subsequently his 
decision turned out to be disastrous: the colour com-
position of the carpets was very similar to a competi-
tor’s colours. When the medical company received the 
carpets, they sent the whole lot back to Dan Carpets. 
Furthermore, the medical company ordered some new 
carpets from one of Dan Carpets’ competitors.

JP had been vocal in criticizing both the company 
and its management, calling their actions panicky 
and poorly thought through. It was clear to him that 
they were not able to manage the company and that 
another organizational structure, with a different man-
agement team, and thus a reorganization of the entire 
company, was needed.

As time went by, Dan Carpets employees turned 
out to be quite reasonable. They were prepared to 
forget the whole matter and move on in order to make 
the company function despite the conflicts within the 

management group. On his own initiative, a member 
of the carpet division staff had visited the medical 
company to explain why everything went wrong with 
their order. He did not mention the ongoing conflict in 
the management group, but gave as explanation that 
the original order form had been lost, which was basi-
cally true.

Another example of the good intentions of the 
employees was that although the management 
group continued to wage war and disagree on almost 
everything, the employees handled all practical mat-
ters in the company. People said more or less openly 
that the management spent their time fighting inter-
nally while the employees made the company func-
tion. Everybody avoided asking their superiors about 
anything, as chances were that things would go 
wrong when the management group interfered. Of 
course this situation was untenable in the long run, 
and when a similar problem arose six months later, JP 
had had enough of the company.

He went to the managing director immediately, and 
in very clear terms he explained to him that the entire 
management of Dan Carpets was totally incompetent 
and incapable of managing a company of this size. 
‘We have pure chaos here, and although you see 
it, you do nothing to change the situation’, he com-
mented harshly. The managing director could only 
agree with him. ‘I have therefore decided to start up 
on my own. I have hired 15 people from your carpet 
division, so they will be leaving Dan Carpets along 
with me.’ JP left the managing director quite shaken 
and alone in his office.

JP starts his own company
The new company was established less than three 
months after JP’s harsh exchange of words with Dan 
Carpets’ managing director. There were no compe-
tition clauses limiting the activities of JP and his 15 
new employees in their new company JP Carpets, 
so they immediately started competing with Dan 
 Carpets in one of the latter’s most important business 
areas.

Without any noticeable efforts on the part of Pelle-
tier or his employees, a number of Dan Carpets’ cus-
tomers switched to JP Carpets. They simply said that 
Dan Carpets was too chaotic to deal with.

JP had no ambitions about making his new com-
pany too big. JP Carpets retained its original 15 
employees, who got along well together. It was very 
strong in the manufacturing and development fields, so 
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more and more customers found out about the qual-
ities of JP’s carpets. The company developed a skill 
for finding special market niches in the carpet industry.

JP Carpets had no formal structure. Staff often 
solved their problems by informal communica-
tion, or after Pelletier had ranted loud enough until 
people sat down and sorted out the issue. Having 
solved the problem, however, no one harboured a 
grudge against each other as had been the case in 
Dan Carpets. One major strength of JP Carpets was 
that whenever a customer needed a new carpet, one 
of the employees was appointed ‘project owner’ – 
meaning that this person followed the customer from 
order entry to carpet delivery. This way the customers 
felt that they always got custom-designed solutions, 
and in the event of any problems with their order, they 
always knew whom to contact.

Many employees felt that the main reason for JP 
Carpets’ success was the close contact to their cus-
tomers, but the only administrative member of the 
staff, Lise Boisvert, disagreed. She believed that the 
flexible way JP planned production was the secret 
behind JP Carpets’ success.

‘If we had not invested in new advanced produc-
tion technologies, if we didn’t have such a strong 
company spirit and desire to develop new products 
for our customers and to search for more advanced 
production equipment, our company would not have 
survived, let alone flourished’, she said.

At several Friday meetings – where Jean Pelletier 
and his employees talked about the past week – there 
had been intense discussions of how JP Carpets was 
earning its money. Lise Boisvert had mentioned that 
when comparing JP Carpets with several of its large 
French competitors, the latter all had some advan-
tages compared to JP. They could scope the whole 
market for customers, quickly shift to new products, 
and all had professional sales staff.

Their bureaucratic structure allowed them to 
enhance the efficiency of every function down to the 
smallest detail, unlike a small company like JP Car-
pets. Besides, she pointed out, as soon as a large 
company had sales problems because of satura-
tion of the home market, it just started exporting –  
something that would have been beyond JP Carpets.

JP’s problems become clearer
Very few staff at JP had noticed what Lise had pointed 
out. This was due to several things. Lise Boisvert was 
the only person working in administration, which left 

her all alone with the administrative problems. Cus-
tomers not paying their bills or suppliers not getting 
paid were all Lise’s problem. A proper administrative 
department was badly needed at JP Carpets. New 
procedures for control and follow-up of accounts and 
some form of financial controls also had to be imple-
mented as soon as possible.

The need for better financial controls was high-
lighted by JP Carpets’ many liquidity problems in the 
second half of 1998. For some time a lot of expenses 
had had to be paid before the company could invoice 
its customers. This was not a sign of falling revenues, 
as throughout the financial year profits as a percent-
age of company sales were still high. However, the 
profit margin was falling, but only Lise Boisvert real-
ized this.

Lise had great difficulty gaining Jean Pelletier’s 
attention in order to explain the seriousness of their 
situation. She understood that she was working in an 
environment of almost solely male employees (includ-
ing all their male jargon), and that production was 
considered the most important part of the company, 
but she could not accept that Pelletier made no effort 
to understand what she was telling him regarding the 
company accounts and financial control. ‘My profes-
sional pride was hurt’, she says.

She decided to quit her job. One Friday meeting 
when there was not much on the agenda, and every-
body thought they could sit and relax over a few beers, 
she let loose, announcing that she intended to leave 
the company because of its extremely weak financial 
management. She said that in future she foresaw a 
lot of trouble between the company’s employees. She 
knew that JP was very intent on good leadership and 
employee relations and hoped this would spur him 
into action.

JP jumped up, surprised and shocked. Lise 
continued talking, disclosing that JP Carpets’ prof-
its were lower than during the start-up years of the 
company. This made several of the employees wrin-
kle their foreheads, and although they normally never 
raised difficult company matters with JP, one of them 
got up and said that lately he had noticed a defi-
nite lack not only in spirit but also in efficiency of the 
employees.

Suddenly JP realized that the motivation level 
within the JP family (as he called all the employees 
of the company) was declining. The company was 
not yet in a deep crisis, because it was still making a 
profit, but he was concerned because for the first time 
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the employees were questioning his way of running 
the company and his style of leadership. Furthermore, 
Lise was right, the figures showed that profits were 
falling.

This whole discussion started at the same time as 
some of the big competitors were gearing up to take 
on JP Carpets, and a few, including Dan Carpets, 
had even prepared a coordinated competition effort 
against Pelletier’s firm.

One of Dan Carpets’ initiatives was to lower the 
price of its carpets, JP Carpets’ sole business area, to 
almost the level of their production costs while raising 
the profit margins in other less price-sensitive product 
areas. This meant that Dan Carpets could offer con-
siderably lower prices, while maintaining total com-
pany profits.

Dan Carpets had replaced its management, and 
the new managers had proved to be very efficient in 
‘cleaning up’ the company in only nine months, fir-
ing all the product and functional managers, whom 
they saw as just stirring up trouble. In organizational 
terms the management of the company had given 
up the matrix structure and divided the company 
into four subsidiaries, each with separate responsi-
bility for the carpet, linoleum, wooden floor and vinyl 
production. They had also got rid of several employ-
ees with bad attitudes, and the company was now 
more  customer-oriented. All four subsidiaries had 
introduced new advanced production facilities, using 
computerized inventory controls for the purchase of 
raw materials, so that these arrived at the company at 
the exact time when they were needed in the produc-
tion process. Large IT-supported systems also con-
trolled deliveries to customers.

JP did not know what to do. Soon it became 
apparent that he was unable to effectively control the 
work performance of his employees. Little by little the 
company had grown to have 30 employees, which 
meant that JP no longer had the same close contact 
with everybody as before. Daily problems were not 
being solved because people had to wait until JP got 
the time to help them. He went from one problem to 
another, so much so that he felt he was functioning 
as the corporate ‘fire extinguisher’. One consequence 
of all the firefighting was that no one was assessing 
the company’s production facilities and whether they 
were competitive with the rest of the carpet industry. It 
became more and more apparent that JP was now an 
older man, and that he didn’t have the energy to grasp 
the problems and deal with them. The employees 

were quite openly talking about a management crisis 
at JP Carpets, saying that if the company was to sur-
vive, ‘the old man’ had to resign.

JP’s problems grow bigger
In January 2007 JP Carpets had an unannounced visit 
from the tax authorities, who had identified that there 
was something seriously wrong with the company’s 
accounting. JP Carpets had few or no accounting 
procedures or financial controls, as Lise Boisvert had 
acknowledged. The result was that the company had 
fallen behind with its tax remittances and was liable 
for a hefty fine. Even JP could now see that some-
thing had to be done.

After the visit from the tax authorities everything 
suddenly moved very quickly. JP acknowledged that 
he no longer was able to effectively manage the com-
pany. One morning in March 2007 he called together 
all employees and told them that his life’s work – JP 
Carpets – had for quite some time had major prob-
lems with its finances. It had outdated technology and 
it was being outstripped by its competitors.

JP announced that he had therefore decided to 
leave the daily management of the company to what 
he called ‘a professional managing director’. A man-
agement consultancy had been recruited to find a 
new managing director before 1 April. The employ-
ees applauded JP’s decision, believing that now 
everything would be better.

However, they were in for a shock when on 1 April 
the new managing director called everybody together 
to tell them how he would revolutionize the company. 
He would take the following three measures:

1 Give the company a divisional structure and hire 
30 new sales people.

2 Introduce new technology.

3 Form a number of inter-organizational relations.

1 Give the company a divisional structure and hire 30 
new sales people
The new managing director started explaining what 
he planned to do in each of his three target areas. 
He began by confirming that he believed JP Carpets’ 
problems were caused fundamentally by its organiza-
tional structure. ‘We are in a situation where we have 
to begin competing with the big companies within our 
business area, and to do this we need a divisional 
structure. My reason for hiring 30 more sales people 
is that I want us to be much more active in sales and 
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marketing, not only on the home market but also as a 
step towards building up an export division.

‘By introducing a divisional structure we shall have 
a much clearer delineation of responsibilities in the 
company, and we all know we are in dire need of that. 
The daily operations of JP Carpets today are charac-
terized by nothing but emergencies. We never seem 
to plan ahead. With the new structure a number of 
division managers will be appointed, all from outside 
the company.’

In his message to the employees the new man-
aging director mentioned other advantages of a divi-
sional structure. He also paid special attention to the 
role of the new top management. ‘I would like the top 
management to be less visible in the daily running of 
the company than it is today, not due to lack of inter-
est, but because it should focus its efforts on market 
surveillance, which needs to be much more impor-
tant in our business planning. Furthermore, we must 
be prepared to buy, merge and sell companies at the 
right moment, and this will be another of the top man-
agement’s primary tasks.’

‘We will make sure middle managers, i.e. the 
heads of divisions, get more responsibility, and that 
they are more involved in staff management than 
they are today. Each division will be an independent 
profit centre, giving the middle managers increased 
independence as well as greater responsibility. It will 
be up to each division to determine to what extent 
their employees should be rewarded, for instance with 
bonus schemes.

‘The 30 new sales people will be hired and incor-
porated in the new divisional structure. From now 
on we have to compete more directly with the big 
companies.’

2 Introduction of new technology
‘The introduction of new technology is a must. It will 
revolutionize the entire company’, the new managing 
director continued. He revealed that JP’s produc-
tion technology must match that of the competition, 
and that this would make the company’s produc-
tion much more flexible. ‘The reason why we can-
not compete with the big companies today is that 
we have made no investments in new technology 
whereas others realized many years ago that they 
needed to develop and implement a technology 
action plan. With the introduction of new technology, 
each division will be able to quickly respond to new 
customer demands.

‘We need to redevelop our just-in-time agreements 
with our suppliers, who have gradually become too 
lax. They claim to live up to the JIT systems but the 
truth is that we have built up big inventory stock-
piles. This means that the suppliers can easily live up 
to their JIT agreements. Each division needs its own 
logistics manager.

‘Furthermore, we need to implement computer- 
aided manufacturing (CAM) systems within the 
next two years. In our construction department we 
should use only well-known and well-established 
computer-based design systems enabling us to 
change product lines quickly according to customer 
wishes.

‘In our production department the entire produc-
tion process needs to be automated using the CAM 
systems where technology supports production. This 
relies of course on CAD systems being used in the 
construction department.’

Denis Lalonde, one of the more capable employ-
ees of JP Carpets and certainly an internal candi-
date for one of the new middle manager positions, 
asked the new managing director whether he was 
absolutely certain that a divisional structure would be 
able to handle the advanced production technology. 
Slightly shaken by the question, the managing direc-
tor answered that this was a problem they had to look 
into later. Lalonde spoke up again saying that it was 
important to make as few organizational changes as 
possible, and that the new director did not seem to 
have considered the connection between the two.

The new managing director said to Lalonde and 
the other employees, ‘Please give me a chance. I 
come to JP with great ideas. Of course, I cannot give 
a detailed account of how everything will work right 
now, but I am sure we will be one of the winners in 
the European carpet business.’ Without commenting 
further on Lalonde’s criticism, the managing director 
went on to Part 3.

3 Form a number of inter-organizational relations
The new managing director pointed out that hence-
forth it would be vital to strengthen ties between the 
company and its customers, suppliers and not least 
its competitors. He said it was his philosophy that JP 
should try to manoeuvre itself into a position where it 
was less vulnerable to hostile actions by the big com-
panies. In order to do that it needed to stop challeng-
ing them directly and instead try to show them that 
there is room for everybody in the industry. ‘As long 
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as you show respect towards each other, your clients 
and your markets, it is better to cooperate than to 
fight’, he said. ‘You are very welcome to start spread-
ing this message whenever you are in contact with 
clients, suppliers or competitors. In order to make 
this cooperation strategy work, we have to develop 
a clearer and better defined company strategy stating 
our basic corporate values.’

When the new managing director had pre-
sented his three proposals, about half the employ-
ees applauded enthusiastically, while the other half 
seemed less convinced. The director, who thought 
that he had made a pretty good impression, was sur-
prised by this lukewarm reaction on the part of a good 
proportion of the staff.

Amelie Amyotte, another of the company’s young 
stars, gave voice to the doubters’ concerns. ‘We are 
happy to see that something is happening in the com-
pany now, but on the other hand we are also worried. 
It seems strange first to introduce a divisional struc-
ture and then to introduce advanced production tech-
nology. It seems a bit ill-considered.

‘If I could be a bit critical, and I think you would 
want me to be honest, I am very surprised to see 
that you want to raise such high barriers between the 
different divisions. What makes JP Carpets a well-
run company today is the close contact between all 
employees, and especially between the present man-
agement and the employees. As far as I can see, you 
want to erect barriers not only between the employ-
ees, but also the employees and the management. In 
my opinion this will result in more and more serious 
conflicts not only between employees and manage-
ment but also among employees.

‘Further, I am very worried that you are not pre-
senting any drawbacks to all your proposals. In life 
change seldom brings only benefits. I think you need 
to be more specific about where difficulties and prob-
lems may arise. By doing that you would show us that 
you are realistic about possible future problems. For 
instance, I would like to know what disadvantages 
can be expected with the divisional structure and how 
you propose to solve them as they arise.’

The managing di rector answered that he 
couldn’t reel off all the problems which might arise, 

but that it was his job to foresee future problems. 
He came with an open and positive mindset, hop-
ing that the employees felt the same way. It was 
his job to overcome resistance to change and to 
make sure that the company’s employees exploited 
the potential of new organizational structures, new 
technology and new strategies to the full. He also 
needed to ensure that the employees learned to 
cooperate with other companies. ‘Even if it has to 
be done by force’, was the last volley he fired at the 
astounded employees.

Now Jean Pelletier spoke up: ‘Dear friends. JP 
Carpets is my life’s work. With your help I built up 
a large and profitable company. We have run into 
some problems which can best be solved by my 
retirement and the employment of a professional 
manager. Please support him in his work! Continue 
to be good employees and be constructive. The 
process of change we are now going through must 
not be jeopardized because of misguided resistance 
to change. I am sure the new managing director of 
the company will ensure that there will be a posi-
tive learning and working environment within the 
company.’

Now all the employees applauded their old man-
ager, who turned and said goodbye to the new 
managing director. Both hoped that the company 
would be changed for the better, but they were also 
well aware of all the problems and pitfalls that lay 
ahead.

Case Questions
1 What were the main problems at Dan Carpets 

that led JP to leave and establish his own firm?

2 Why did JP Carpets initially succeed, but 
ultimately run into difficulties?

3 If you were the new managing director, how 
would you manage Amelie Amyotte and Denis 
Lalonde?

4 The new managing director outlined a three-
point plan. What was the rationale behind each 
of the points and what are the advantages and 
disadvantages of each?
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The University Art Museum
By Peter F. Drucker

Visitors to the campus were always shown the Uni-
versity Art Museum, of which the large and distin-

guished university was very proud. A photograph of 
the handsome neoclassical building that housed the 
museum had long been used by the university for the 
cover of its brochures and catalogues.

The building, together with a substantial endow-
ment, was given to the university around 1912 by an 
alumnus, the son of the university’s first president, 
who had become very wealthy as an investment 
banker. He also gave the university his own small, but 
high-quality collections – one of Etruscan figurines, 
and one, unique in America, of English pre- Raphaelite 
paintings. He then served as the museum’s unpaid 
director until his death. During his tenure he brought 
a few additional collections to the museum, largely 
from other alumni of the university. Only rarely did the 
museum purchase anything. As a result, the museum 
housed several small collections of uneven quality. As 
long as the founder ran the museum, none of the col-
lections were ever shown to anybody except a few 
members of the university’s art history faculty, who 
were admitted as the founder’s private guests.

After the founder’s death, in the late 1920s, the 
university intended to bring in a professional museum 
director. Indeed, this had been part of the agreement 
under which the founder had given the museum. A 
search committee was to be appointed; but in the 
meantime a graduate student in art history, who had 
shown interest in the museum and who had spent a 
good many hours in it, took over temporarily. At first, 
Miss Kirkoff did not even have a title, let alone a salary. 
But she stayed on acting as the museum’s director 
and over the next 30 years was promoted in stages 
to that title. But from the first day, whatever her title, 
she was in charge. She immediately set about chang-
ing the museum altogether. She catalogued the col-
lections. She pursued new gifts, again primarily small 
collections from alumni and other friends of the uni-
versity. She organized fund raising for the museum. 

But, above all, she began to integrate the museum 
into the work of the university.

When a space problem arose in the years imme-
diately following World War II, Miss Kirkoff offered 
the third floor of the museum to the art history fac-
ulty, which moved its offices there. She remodeled 
the building to include classrooms and a modern and 
well-appointed auditorium. She raised funds to build 
one of the best research and reference libraries in art 
history in the country. She also began to organize a 
series of special exhibitions built around one of the 
museum’s own collections, complemented by loans 
from outside collections. For each of these exhibitions, 
she had a distinguished member of the university’s art 
faculty write a catalogue. These catalogues speedily 
became the leading scholarly texts in the fields.

Miss Kirkoff ran the University Art Museum for 
almost half a century. But at the age of 68, after suf-
fering a severe stroke, she had to retire. In her letter 
of resignation she proudly pointed to the museum’s 
growth and accomplishment under her steward-
ship. ‘Our endowment’, she wrote, ‘now compares 
favorably with museums several times our size. We 
never have had to ask the university for any money 
other than our share of the university’s insurance 
policies. Our collections in the areas of our strength, 
while small, are of first rate quality and importance. 
Above all, we are being used by more people than 
any museum of our size. Our lecture series, in which 
members of the university’s art history faculty present 
a major subject to a university audience of students 
and faculty, attracts regularly three hundred to five 
hundred people; and if we had the seating capacity, 
we could easily have a larger audience. Our exhibi-
tions are seen and studied by more visitors, most of 
them members of the university community, than all 
but the most highly publicized exhibitions in the very 
big museums ever draw. Above all, the courses and 
seminars offered in the museum have become one of 
the most popular and most rapidly growing educa-
tional features of the university. No other museum in 
this country or anywhere else,’ concluded Miss Kirk-
off, ‘has so successfully integrated art into the life of 
a major university and a major university into the work 
of a museum.’

Miss Kirkoff strongly recommended that the uni-
versity bring in a professional museum director as her 
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successor. ‘The museum is much too big and much 
too important to be entrusted to another amateur 
such as I was forty-five years ago,’ she wrote. ‘And 
it needs careful thinking regarding its direction, its 
basis of support, and its future relationship with the 
university.’

The university took Miss Kirkoff’s advice. A search 
committee was duly appointed and, after one year’s 
work, it produced a candidate whom everybody 
approved. The candidate was himself a graduate 
of the university who had then obtained his PhD in 
art history and in museum work from the university. 
Both his teaching and his administrative record were 
sound, leading to his current museum directorship 
in a medium-sized city. There he converted an old, 
well-known, but rather sleepy museum to a lively, 
community- oriented museum whose exhibitions were 
well publicized and attracted large crowds.

The new museum director took over with great 
fanfare in September 1981. Less than three years 
later he left – with less fanfare, but still with consid-
erable noise. Whether he resigned or was fired was 
not quite clear. But that there was bitterness on both 
sides was only too obvious.

The new director, upon his arrival, had announced 
that he looked upon the museum as a ‘major com-
munity resource’ and intended to ‘make the tremen-
dous artistic and scholarly resources of the museum 
fully available to the academic community as well as 
to the public.’ When he said these things in an inter-
view with the college newspaper, everybody nodded 
in approval. It soon became clear that what he meant 
by ‘community resource’ and what the faculty and 
students understood by these words were not the 
same. The museum had always been ‘open to the 
public’ but, in practice, it was members of the college 
community who used the museum and attended its 
lectures, its exhibitions and its frequent seminars.

The first thing the new director did, however, 
was to promote visits from the public schools in the 
area. He soon began to change the exhibition policy. 
Instead of organizing small shows, focused on a major 
collection of the museum and built around a scholarly 
catalogue, he began to organize ‘popular exhibitions’ 
around ‘topics of general interest’ such as ‘Women 
Artists through the Ages’. He promoted these exhibi-
tions vigorously in the newspapers, in radio and tele-
vision interviews, and, above all, in the local schools. 
As a result, what had been a busy but quiet place was 
soon knee-deep with schoolchildren, taken to the 

museum in special buses that cluttered the access 
roads around the museum and throughout the cam-
pus. The faculty, which was not particularly happy 
with the resulting noise and confusion, became thor-
oughly upset when the scholarly old chairman of the 
art history department was mobbed by fourth-graders 
who sprayed him with their water pistols as he tried to 
push his way through the main hall to his office.

Increasingly, the new director did not design his 
own shows, but brought in travelling exhibitions from 
major museums, importing their catalogue as well, 
rather than have his own faculty produce one.

The students, too, were apparently unenthusi-
astic after the first six or eight months, during which 
the new director had been somewhat of a campus 
hero. Attendance at the classes and seminars held 
at the art museum fell off sharply, as did attendance 
at the evening lectures. When the editor of the cam-
pus newspaper interviewed students for a story on 
the museum, he was told again and again that the 
museum had become too noisy and too ‘sensa-
tional’ for students to enjoy the classes and to have a 
chance to learn.

What brought all this to a head was an Islamic 
art exhibit in late 1983. Since the museum had little 
Islamic art, nobody criticized the showing of a trav-
elling exhibit, offered on very advantageous terms 
with generous financial assistance from some of the 
Arab governments. But then, instead of inviting one 
of the university’s own faculty members to deliver 
the customary talk at the opening of the exhibit, 
the director brought in a cultural attaché of one of 
the Arab embassies in Washington. The speaker, it 
was reported, used the occasion to deliver a vio-
lent attack on Israel and on the American policy of 
supporting Israel against the Arabs. A week later, 
the university senate decided to appoint an advi-
sory committee, drawn mostly from members of the 
art history faculty, which, in the future, would have 
to approve all plans for exhibits and lectures. The 
director thereupon, in an interview with the campus 
newspaper, sharply attacked the faculty as ‘elitist’ 
and ‘snobbish’ and as believing that ‘art belongs to 
the rich’. Six months later, in June 1984, his resigna-
tion was announced.

Under the bylaws of the university, the academic 
senate appoints a search committee. Normally, this 
is pure formality. The chairperson of the appropriate 
department submits the department’s nominees for 
the committee who are approved and appointed, 
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usually without debate. But when the academic sen-
ate early the following semester was asked to appoint 
the search committee, things were far from ‘normal’. 
The Dean who presided, sensing the tempers in the 
room, tried to smooth over things by saying, ‘Clearly, 
we picked the wrong person the last time. We will 
have to try very hard to find the right one this time.’

He was immediately interrupted by an econo-
mist, known for his populism, who broke in and said, 
‘I admit that the late director was probably not the 
right personality. But I strongly believe that his per-
sonality was not at the root of the problem. He tried 
to do what needs doing, and this got him in trouble 
with the faculty. He tried to make our museum a com-
munity resource, to bring in the community and to 
make art accessible to broad masses of people, to 
the Blacks and the Puerto Ricans, to the kids from 
the ghetto schools and to a lay public. And this is 
what we really resented. Maybe his methods were 
not the most tactful ones – I admit I could have done 
without those interviews he gave. But what he tried 
to do was right. We had better commit ourselves to 
the policy he wanted to put into effect, or else we 
will have deserved his attacks on us as “elitist” and 
“snobbish”.’

‘This is nonsense’, cut in the usually silent and 
polite senate member from the art history faculty. 
‘It makes absolutely no sense for our museum to 
become the kind of community resource our late 
director and my distinguished colleague want it to be. 
First, there is no need. The city has one of the world’s 
finest and biggest museums, and it does exactly that 
and does it very well. Secondly, we have neither the 
artistic resources nor the financial resources to serve 
the community at large. We can do something differ-
ent but equally important and indeed unique. Ours is 
the only museum in the country, and perhaps in the 
world, that is fully integrated with an academic com-
munity and truly a teaching institution. We are using 
it, or at least we used to until the last few unfortunate 
years, as a major educational resource for all our stu-
dents. No other museum in the country, and as far as 
I know in the world, is bringing undergraduates into 
art the way we do. All of us, in addition to our schol-
arly and graduate work, teach undergraduate courses 
for people who are not going to be art majors or art 
historians. We work with the engineering students 
and show them what we do in our conservation and 
restoration work. We work with architecture students 
and show them the development of architecture 

through the ages. Above all, we work with liberal arts 
students, who often have had no exposure to art 
before they came here and who enjoy our courses 
all the more because they are scholarly and not just 
“art appreciation”. This is unique and this is what our 
museum can do and should do.’

‘I doubt that this is really what we should be 
doing,’ commented the chairman of the mathematics 
department. ‘The museum, as far as I know, is part of 
the graduate faculty. It should concentrate on training 
art historians in its PhD programme, on its scholarly 
work and on its research. I would strongly urge that 
the museum be considered an adjunct to graduate 
and especially to PhD education, confine itself to this 
work, and stay out of all attempts to be “popular”, 
both on campus and outside of it. The glory of the 
museum is the scholarly catalogues produced by our 
faculty, and our PhD graduates who are sought after 
by art history faculties throughout the country. This is 
the museum’s mission, which can only be impaired by 
the attempts to be “popular”, whether with students 
or with the public.’

‘These are very interesting and important com-
ments,’ said the Dean, still trying to pacify. ‘But I think 
this can wait until we know who the new director is 
going to be. Then we should raise these questions 
with him.’

‘I beg to differ, Mr Dean,’ said one of the elder 
statesmen of the faculty. ‘During the summer months, 
I discussed this question with an old friend and neigh-
bour of mine in the country, the director of one of the 
nation’s great museums. He said to me: “You do not 
have a personality problem; you have a management 
problem. You have not, as a university, taken respon-
sibility for the mission, the direction and the objectives 
of your museum. Until you do this, no director can 
succeed. And this is your decision. In fact, you cannot 
hope to get a good director until you can tell that per-
son what your basic objectives are. If your late director 
is to blame – I know him and I know that he is abra-
sive – it is for being willing to take on a job when you, 
the university, had not faced up to the basic manage-
ment decisions. There is no point talking about who 
should manage until it is clear what it is that has to be 
managed and for what.’

At this point the Dean realized that he had to 
adjourn the discussion unless he wanted the meeting 
to degenerate into a brawl. But he also realized that 
he had to identify the issues and possible decisions 
before the next senate meeting a month later.

65900_ch03_hr_048-091.indd   88 11/15/19   12:00 PM



CHAPTER 3 STRATEGY, ORGANIZATION DESIGN AND EFFECTIVENESS 89

 1. Amitai Etzioni, Modern Organizations (Englewood Cliffs, NJ: 
Prentice-Hall, 1964), 6.

 2. John P. Kotter, ‘What Effective General Managers Really 
Do’, Harvard Business Review (November–December 
1982), 156–167; Henry Mintzberg, The Nature of 
Managerial Work (New York: Harper & Row, 1973).

 3. Charles C. Snow and Lawrence G. Hrebiniak, ‘Strategy, 
Distinctive Competence and Organizational Performance’, 
Administrative Science Quarterly 25 (1980), 317–335.

 4. ‘Data manipulation by staff gets Novartis into legal mess 
in Japan’, Japan Herald, July 2, 2014, accessed at www 
.japanherald.com/index.php/sid/223435459

 5. ‘Strong R&D medicine is the drug of choice for fast-
growing pharma’, Irish Independent, September 9, 2004; 
Alison Maitland, ‘A leader striving for the perfect bedside 
manner’, Financial Times, November 28, 2001, p. 1; 
David Pilling, ‘What the doctor ordered’, Financial Times, 
October 12, 1998, p. 1; Bill Griffeth and Maria Bartiromo, 
‘Novartis: CEO and Chairman Interview’, CEO Wire 
January 2, 2006.

 6. Helmut K. Anheier (2002), The third sector in Europe: Five 
theses, Civil Society Working Paper 12, London, LSE.

 7. Klein, P., Economics Confronts the Economy (London: 
Edward Elgar, 2006), 228.

 8. Forest R. David and Fred R. David, ‘It’s Time to Redraft 
Your Mission Statement’, Journal of Business Strategy 
(January–February 2003), 11–14; John Pearce and Fred 
David, ‘Corporate Mission Statements: The Bottom 
Line’, Academy of Management Executive 1, no. 2 (May 
1987), 109–116; and Christopher Bart and Mark Baetz, 
‘The Relationship Between Mission Statements and 
Firm Performance: An Exploratory Study’, Journal of 
Management Studies 35 (1998).

 9. Mark C. Suchman, ‘Managing Legitimacy: Strategic and 
Institutional Approaches’, Academy of Management Review 
20, no. 3 (1995), 571–610.

 10. Kurt Eichenwald, ‘Miscues, Missteps and the Fall of 
Andersen’, The New York Times (May 8, 2002), C1, C4; Ian 
Wilson, ‘The Agenda for Redefining Corporate Purpose: 
Five Key Executive Actions’, Strategy & Leadership 32, 
no. 1 (2004), 21–26.

 11. Chris Penttila, ‘Missed Mission’, Entrepreneur Magazine, 
May 2002, at www.entrepreneur.com/magazine/
entrepreneur/2002/may/51106.html

 12. Fred David, ‘How Companies Define Their Mission’, Long 
Range Planning 22 (1989), 90–97; Carolyn Strong, ‘The 
Question We Continue to Ask: How Do Organizations Define 
Their Mission?’ Journal of Marketing Practice: Applied 
Marketing Science 3 (1997), 268–283; Jatinder Sidhu, 
‘Mission Statements: Is it Time to Shelve Them?’, European 
Management Journal 21 (2003), 439– 446; Chris Bart, 
‘Innovation, mission statements and learning’, International 
Journal of Technology Management, 27 (2004) 544–567; 
Barbara Bartkus, Myron Glassman and Bruce McAfee, 
‘Mission Statement Quality and Financial Performance’, 
European Management Journal 24 (2006), 86–94.

 13. Johannes U. Stoelwinder and Martin P. Charns, ‘The Task 
Field Model of Organization Analysis and Design’, Human 
Relations 34 (1981), 743–762; Anthony Raia, Managing by 
Objectives (Glenview, Ill.: Scott, Foresman, 1974).

 14. Volvo AG Annual Report 2006, p. 13, at www.volvogroup 
.com/SiteCollectionDocuments/Volvo%20AB/media/
publications/financial/annual%20reports/070319_volvo_
engelsk_150dpi.pdf

 15. Known as the Honda Jazz in Europe.
 16. Japan Automobile Dealers Association, December 6, 2006, 

cited at www.shiotsu-autotrade.jp/blog/?p=9.
 17. Ivar Ekman, ‘Lego braces for big changes’, International 

Herald Tribune, July 2, 2005, p. 9; Bernard Marotte, ‘Top 
court quashes Lego bid against toy rival’, Globe and Mail, 
November 18, 2005, B5.

 18. Alex Taylor III, ‘Honda Goes Its Own Way,’ Fortune (July 
22, 2002), 148–152; Joseph Pereira and Christopher J. 
Chipello, ‘Battle of the Block Makers’, The Wall Street 
Journal, February 4, 2004, B1.

 19. John Kell, ‘Lego Says 2015 Was Its “Best Year Ever”, With 
Huge Sales Jump’, Fortune, March 1, 2016, accessed at 
fortune.com/2016/03/01/lego-sales-toys-2015/

 20. Lucy Handley, CNBC, ‘Lego sales fall for the first time since 
2004’, March 6, 2018, www.cnbc.com/2018/03/06/lego-
results-2017-sales-fall-for-the-first-time-since-2004.html.

 21. Serafini, G. O., and Szamosi, L. T., ‘Five Star Hotels of 
a Multinational Enterprise in Countries of the Transitional 
Periphery: A Case Study in Human Resources 
Management’, International Business Review 24, no. 6 
(2015), 972–983.

 22. Michael Arndt, ‘3M: A Lab for Growth?’ BusinessWeek 
(January 21, 2002), 50–51.

Case Questions
1 What do you see as the fundamental problem 

facing the University Art Museum? Is it the 
selection of a new director, or something more 
fundamental?

2 If you were the Dean, how would you go about 
designing a process to decide the future direction 
of the University Art Museum?

3 Everyone seemed to agree that the departed 
director was an abrasive character. But do you 
think any director could have managed the 
museum more successfully? If so, how?

4 To what extent do you think the current problems 
of the University Art Museum can be traced back 
to the foundation of the museum in 1912?

Notes

65900_ch03_hr_048-091.indd   89 11/15/19   12:00 PM



90 PART 2 ORGANIZATIONAL PURPOSE AND STRUCTURAL DESIGN

 23. Stuart Burns, ‘Embraer Shows Boeing, Airbus and Other 
Big Boys How it’s Done’, Aviation Week, March 27, 2017.

 24. Doreen Hemlock, ‘Brazilian jet maker Embraer soars’, 
South Florida Sun-Sentinel, November 25, 2007; ‘Q1 2007 
Embraer-Empresa Brasileira de Aeronautica S.A. Earnings 
Conference Call’, Fair Disclosure Wire, May 15, 2007.

 25. Kim Cross, ‘Does Your Team Measure Up?’ Business2.com 
(June 12, 2001), 22–28; J. Lynn Lunsford, ‘Lean Times: 
With Airbus on Its Tail, Boeing is Rethinking How It Builds 
Planes’, The Wall Street Journal (September 5, 2001), A11.

 26. Christopher Cooper and Greg Jaffe, ‘Under Fire: At Abu 
Ghraib, Soldiers Faced Intense Pressure to Produce Data’, 
The Wall Street Journal (June 1, 2004), A1, A6.

 27. Jamie Grierson, ‘Sajid Javid apologises to immigration 
applicants forced to give DNA samples’, The Guardian, 
October 25 2018,  www.theguardian.com/uk-news/2018/
oct/25/sajid-javid-apologises-to-migrants-forced-to-give-
dna-samples

 28. James D. Thompson, Organizations in Action (New York: 
McGraw-Hill, 1967), 83–98.

 29. Michael E. Porter, ‘What Is Strategy?’ Harvard Business 
Review (November–December 1996), 61–78.

 30. Michael E. Porter, Competitive Strategy: Techniques for 
Analyzing Industries and Competitors (New York: Free 
Press, 1980).

 31. Datamonitor, January 7, 2008.
 32. Rob Davies and Rachel Obordo, ‘Further Ryanair 

cancellations likely as pilots reject cash to work on days 
off’, The Guardian, September 21, 2017, www 
.theguardian.com/business/2017/sep/20/more-ryanair-
cancellations-likely-as-pilots-reject-offer-to-work-on-days-
off; Rob Davies,’ Ryanair strikes: Their brand is built on 
being reliable bastards’, The Guardian, July 7, 2018,  
www.theguardian.com/business/2018/jul/07/ryanair- 
strikes-their-brand-is-built-on-being-reliable-bastards 

 33. Christopher Elliott, ‘These 10 airlines have the highest 
fees’, Fortune, July 14, 2015, accessed at fortune.
com/2015/07/14/airlines-highest-fees/

 34. Brad Tuttle, ‘These airlines charge you 
the most in extra fees’, Business Insider, 
July 18, 2017, www.businessinsider.com/
these-airlines-charge-you-the-most-in-extra-fees-2017-7.

 35. ‘Ryanair Investor Relations: Passenger Traffic 2002/2013’, 
accessed at www.ryanair.com/en/investor/trafficfigures; 
Oliver Smith, ‘Airline “extras” continue to soar’, Daily 
Telegraph, November 1, 2012; ‘KLM to charge for checked 
baggage’, Business Traveller, February 13, 2012.

 36. Richard Teitelbaum, ‘The Wal-Mart of Wall Street’, Fortune, 
October 13, 1997, 128–130.

 37. Kevin J. O’Brien, ‘Focusing on Armchair Athletes, Puma 
Becomes a Leader’, The New York Times, March 12, 2004, 
W1.

 38. CNN interview transcript, Puma CEO and Chairman Jochen 
Zeitz, September 28 2006 at edition.cnn.com/2006/
BUSINESS/07/06/boardroom.zeitz/; Holger Elfes, ‘Puma 
strengthens ties with its parent’, International Herald 
Tribune, p. 16; ‘FD (Fair Disclosure) Wire’, Interim 2007 PPR 
(ex. Pinault Printemps Redoute) Earnings Conference Call, 
August 31, 2007.

 39. Michael E. Porter, ‘Strategy and the Internet’, Harvard 
Business Review (March 2001), 63–78; and John Magretta, 
‘Why Business Models Matter’, Harvard Business Review 
(May 2002), 86.

 40. Martin Samociuk, Nigel Iyer and Helenne Doody, A Short 
Guide to Fraud Risk: Fraud Resistance and Detection 
(Farnham: Gower Publishing Company, 2010); Mimi Swartz, 
May 21, 2006, ‘The Three Faces of Ken Lay’, New York 
Times.

 41. Dennis Tourish and Ashly Pinnington, ‘Transformational 
leadership, corporate cultism and the spirituality paradigm: 
An unholy trinity in the workplace?’, Human Relations 
55 (2002), 147–172; Rakesh Khurana, ‘The Curse of the 
Superstar CEO’, Harvard Business Review 80, no. 9 (2002), 
60–67; Dennis Tourish and Naheed Vatcha, ‘Charismatic 
Leadership and Corporate Cultism at Enron: The Elimination 
of Dissent, the Promotion of Conformity and Organizational 
Collapse’, Leadership 1 (2005), 455–480.

 42. Raymond E. Miles and Charles C. Snow, Organizational 
Strategy, Structure and Process (New York: McGraw-Hill, 
1978).

 43. Geraldine Fabrikant, ‘The Paramount Team Puts Profit Over 
Splash’, The New York Times, June 30, 2002, Section 3, 1, 
15.

 44. Amy Cholzick, ‘Viacom Profit Increases, but Movie Division 
Hurts Revenues’, New York Times, November 15, 2012.

 45. ‘Miles and Snow: Enduring Insights for Managers: 
Academic Commentary by Sumantra Ghoshal’, Academy of 
Management Executive 17, no. 4 (2003), 109–114.

 46. Claire Atkinson, 26 October 2012, ‘Shaken & stirred Sony 
CEO fights studio sale rumors’, New York Post. Rex Crum, 
January 24, 2013, ‘Microsoft May See Limited Windows 
8 Traction’, Dow Jones Global News.

 47. Paul R. La Monica, ‘McDonald’s sales soar thanks to 
all day breakfast’, CNN Money, January 25, 2016, 
accessed at money.cnn.com/2016/01/25/investing/
mcdonalds-earnings/.

 48. ‘On the Staying Power of Defenders, Analyzers and 
Prospectors: Academic Commentary by Donald C. 
Hambrick’, Academy of Management Executive 17, no. 4 
(2003), 115–118.

 49. W. Chan Kim and Renée Mauborgne, ‘Blue Ocean Strategy: 
From Theory to Practice’, California Review of Management 
47 (2005), 105–121; C. Kim and R. Mauborgne, Blue 
Ocean Strategy: How to Create Uncontested Market Space 
and Make the Competition Irrelevant (Cambridge, MA: 
Harvard Business School Press, 2005).

 50. J.N. Baron and M.T. Hannan, ‘Organizational Blueprints for 
Success in High-Tech Start-Ps’, California Management 
Review 44, no. 3 (2002), 8–36.

 51. Amitai Etzioni, Modern Organizations, 8; and Gary D. 
Sandefur, ‘Efficiency in Social Service Organizations’, 
Administration and Society 14 (1983), 449–468.

 52. Richard M. Steers, Organizational Effectiveness: A 
Behavioral View (Santa Monica, CA: Goodyear, 1977), 51.

 53. Karl E. Weick and Richard L. Daft, ‘The Effectiveness of 
Interpretation Systems’, in Kim S. Cameron and David A. 
Whetten, eds., Organizational Effectiveness: A Comparison 
of Multiple Models (New York: Academic Press, 1982).

 54. David L. Blenkhorn and Brian Gaber, ‘The Use of “Warm 
Fuzzies” to Assess Organizational Effectiveness’, Journal of 
General Management 21, no. 2 (Winter 1995), 40–51.

 55. Steven Strasser, J. D. Eveland, Gaylord Cummins, O. 
Lynn Deniston and John H. Romani, ‘Conceptualizing the 
Goal and Systems Models of Organizational Effectiveness: 
Implications for Comparative Evaluation Research’, Journal 
of Management Studies 18 (1981), 321–340.

65900_ch03_hr_048-091.indd   90 11/15/19   12:00 PM



CHAPTER 3 STRATEGY, ORGANIZATION DESIGN AND EFFECTIVENESS 91

 56. United Nations Millennium Declaration, Resolution 
55/2, September 18, 2000, at www.un.org/millennium/
declaration/ares552e.pdf; United Nations Millennium 
Development Goals Report – 2007, at www.un.org/
millenniumgoals/pdf/mdg2007.pdf. Elizabeth Flock, 
‘Millennium development goals: Two down, six to go’, 
Washington Post, March 6, 2012.

 57. Richard H. Hall and John P. Clark, ‘An Ineffective 
Effectiveness Study and Some Suggestions for Future 
Research’, Sociological Quarterly 21 (1980), 119–134; 
Price, ‘The Study of Organizational Effectiveness’; and 
Perrow, ‘Analysis of Goals’.

 58. Y. K. Shetty, ‘New Look at Corporate Goals’, California 
Management Review 22, no. 2 (1979), 71–79.

 59. The discussion of the resource-based approach is  
based in part on Michael V. Russo and Paul A. Fouts,  
‘A Resource-Based Perspective on Corporate 
Environmental Performance and Profitability’, Academy of 
Management Journal 40, no. 3 (June 1997), 534–559; and 
Jay B. Barney, J. L. ‘Larry’ Stempert, Loren T. Gustafson 
and Yolanda Sarason, ‘Organizational Identity within the 
Strategic Management Conversation: Contributions and 
Assumptions’, in Identity in Organizations: Building Theory 
through Conversations, David A. Whetten and Paul C. 
Godfrey, eds. (Thousand Oaks, CA: Sage Publications, 
1998), 83–98.

 60. Enrico Valdani and Fabio Ancarani (2001), ‘Marketing 
Places: A Resource-Based Approach and Empirical 
Evidence from the European Experience’, SDA Bocconi, 
Research Division Working Paper No. 01/55.

 61. AT Kearney, Inc. (2008), Success through Shared Services 
– From Back Office Functions to Strategic Drivers, Chicago, 
AT Kearney, at web.archive.org/web/20090320034845/
http://www.atkearney.com/shared_res/pdf/Shared_
Services_S.pdf; Alan Duerden, ‘Commercial services 
strategy support’, The Banker, December 1, 2007; Alan 
Rodger, ‘AnalystWatch: Another Ground-Breaking Year 
for TCS’, Computerwire, December 24, 2007; Elizabeth 
Ferrarini, ‘Shared Services’, Computerworld, November 27, 
2000.

 62. Chris Argyris, Integrating the Individual and the Organization 
(New York: Wiley, 1964); Warren G. Bennis, Changing 
Organizations (New York: McGraw-Hill, 1966); Rensis 
Likert, The Human Organization (New York: McGraw-Hill, 
1967); and Richard Beckhard, Organization Development 
Strategies and Models (Reading, MA: Addison-Wesley, 
1969). Brewster, C., ‘The integration of human resource 
management and corporate strategy’, in Policy and Practice 
in European Human Resource Management, C Brewster 
and A Hegewisch, eds. (Abingdon: Routledge, 2017), 
22–35.

 63. Cheri Ostroff and Neal Schmitt, ‘Configurations of 
Organizational Effectiveness and Efficiency’, Academy of 
Management Journal 36 (1993), 1345–1361; Peter J. Frost, 
Larry F. Moore, Meryl Reise Louis, Craig C. Lundburg and 
Joanne Martin, Organizational Culture (Beverly Hills, CA: 
Sage, 1985).

 64. Brad Plumer, ‘Volkswagen’s appalling clean diesel scandal, 
explained’, Vox, September 23, 2015, accessed at www.

vox.com/2015/9/21/9365667/volkswagen-clean-diesel-
recall-passenger-cars; Michael Nienaber, ‘Volkswagen 
could pose bigger threat to German economy than 
Greek crisis’, Reuters, September 23. 2015, accessed at 
www.reuters.com/article/us-usa-volkswagen-germany-
economy-idUSKCN0RN27S20150923; ‘VW Financial 
Services takes writedown for emissions scandal’, Reuters, 
March 15, 2016, accessed at uk.reuters.com/article/
us-volkswagen-financialservices-idUKKCN0WH1BO.

 65. Patrick McGee, ‘Can Germany survive the ‘iPhone moment’ 
for cars?’ Financial Times, October 23, 2018, www.ft.com/
content/61684fa6-d2f6-11e8-a9f2-7574db66bcd5; Bowen, 
M., Freidank, J., Wannow, S. and Cavallone, M., ‘Effect 
of Perceived Crisis Response on Consumers’ Behavioral 
Intentions During a Company Scandal: An Intercultural 
Perspective’, Journal of International Management 24,  
no. 3 (2018), 222–237; Jung, J. C. and ‘Alison’ Park,  
S. B., ‘Case Study: Volkswagen’s Diesel Emissions 
Scandal’, Thunderbird International Business Review 59, 
no. 1 (2017), 127–137.

 66. J. Barton Cunningham, ‘Approaches to the Evaluation of 
Organizational Effectiveness’, Academy of Management 
Review 2 (1977), 463–474; Beckhard, Organization 
Development.

67. Ralph, S., ‘#MeToo and #TimesUp: What now for 
employers?’ Governance Directions 70, no. 3 (2018), 140.

 68. Mike Lewis, ‘New Boeing leader a big part of company’s 
turnaround’, Seattle Post-Intelligencer, September 6, 2006; 
James Wallace, ‘Boeing leader ousted’, Seattle Post-
Intelligencer, March 8, 2005.

 69. www.nytimes.com/2013/03/15/business/boeingpresents-fix-
for-787s-battery-problems.html?_r=0

 70. Roger Martin, ‘How he thinks’, Canadian Business, Winter 
2007–2008¸ p. 78.

 71. fortune.com/best-companies/
four-seasons-hotels-resorts-70/

 72. Stanley Holmes, ‘A New Black Eye for Boeing?’ 
BusinessWeek (April 26, 2004), 90–92; Robert Levering and 
Milton Moskowitz, ‘The 100 Best Companies to Work For’, 
Fortune (January 24, 2005), 72–90.

 73. Eric J. Walton and Sarah Dawson, ‘Managers’ Perceptions 
of Criteria of Organizational Effectiveness’, Journal of 
Management Studies 38, no. 2 (2001), 173–199.

 74. Beth Dickey, ‘NASA’s Next Step’, Government Executive 
(April 15, 2004), 34.

 75. Robert E. Quinn and John Rohrbaugh, ‘A Spatial Model 
of Effectiveness Criteria: Toward a Competing Values 
Approach to Organizational Analysis’, Management Science 
29 (1983), 363–377.

 76. Regina M. O’Neill and Robert E. Quinn, ‘Editor’s Note: 
Applications of the Competing Values Framework’, Human 
Resource Management 32 (Spring 1993), 1–7.

 77. Thomson Reuters 2014 Regulatory filing, accessed at 
www.google.com/finance?q=NYSE:TRI&fstype=ii&e
i=F7-5VYjoFIulugSp1pWwCQ

 78. Larry Bossidy and Ram Charan, Confronting Reality: Doing 
What Matters to Get Things Right (New York: Crown 
Business, 2004), chapter 9, 153–168; Thomson Reuters 
Annual Report, 2011.

65900_ch03_hr_048-091.indd   91 11/15/19   12:00 PM



92

FUNDAMENTALS OF 
ORGANIZATION STRUCTURE
Purpose of this Chapter

Organization Structure
Organization Structure Represented Visually in 

Organization Charts

Information-Processing Perspective on  
Structure
Vertical Information Linkages
Horizontal Information Linkages

Organization Design Alternatives
Required Work Activities
Reporting Relationships
Departmental Grouping Options

Simple, Functional, Divisional and  
Geographical Designs
Simple Structure
Functional Structure
Functional Structure with Horizontal Linkages

Divisional Structure
Geographical Structure

Matrix Structure
Conditions for the Matrix
Strengths and Weaknesses

Horizontal Structure
Characteristics
Strengths and Weaknesses

Virtual Network Structure
How the Structure Works
Strengths and Weaknesses

Hybrid Structure

Applications of Structural Design
Structural Alignment
Symptoms of Structural Deficiency

Summary and Interpretation

CHAPTER 4

65900_ch04_hr_092-135.indd   92 12/9/19   3:39 PM



CHAPTER 4 FUNDAMENTALS OF ORGANIZATION STRUCTURE 93

these challenges and to allow continued growth and 
profitability. For the launch of the fourth-generation 
Opel Corsa D in 2006, managers brought in experts 
from GM/Opel’s International Technical Development 
Centre in Germany to design more efficient and flex-
ible production. The strategy emphasized the need 
for integrated improvements. Equipment innovations 
included expanded use of robots in production and 
new paint-spraying machinery that produces a higher 
quality finish and fewer environmental emissions.3 
Production processes and procedures were stream-
lined. Central to the production redesign, however, 
were improvements in organizational design.

Organizational design is centred around teamwork 
practices designed to build empowerment, involve-
ment and motivation of employees, from top manage-
ment to the shop floor. From the beginning, the new 
Corsa’s design was based on the integration of pro-
duction, engineering and marketing managers in the 
development team.4 This teamwork approach extends 
into the manufacturing process, where flexible manu-
facturing systems are based on a modular approach. 
The modular approach allows the end-customer to 
select from a wide range of standardized options so 
that the car that rolls off the production line is the 
one that the consumer has chosen. Like many other 
manufacturers, Opel España relies increasingly on the 
outsourcing of various parts of the vehicle. Again, the 
company is moving towards modular outsourcing, so 
that rather than subcontracting numerous small com-
ponents, suppliers provide whole modules, such as 
steering assemblies, which are then incorporated into 
the car at the Zaragoza plant. Major suppliers, too, 
were involved in the Corsa design process from the 
earliest stage, ensuring that potential problems were 
smoothed out before full production began.

GM had originally planned to divest itself of its Euro-
pean plants when the parent company ran into trouble in 
the mid-2000s, but once the decision was made to keep 
its European division, it placed an emphasis on quality 
and efficiency. This became even more important in the 
wake of the economic crisis, which affected Spain par-
ticularly badly. However, the great majority of production 
at the Zaragoza plant is destined for export, albeit mainly 
within the Eurozone, which remains in the doldrums a 
decade after the start of the 2007 global financial crisis. 
Like many companies, Opel España is looking at China 
as an export market to compensate for weak domestic 
markets. Volumes have gradually increased from around 
265,000 in 2012 towards the plant’s 480,000 capacity, 
with a significant milestone passed in 2019 when the 
Zaragoza factory produced its 13 millionth car.5

Opel España

Opel España is the Spanish subsidiary of the global 
auto giant General Motors (GM), based near the 

northern Spanish city of Zaragoza. While US auto 
manufacturers, including GM, are facing increasingly 
difficult market conditions in their home base due to 
competition from Asian car builders, global operations 
had been performing well, at least until the global 
downturn that hit manufacturing industry everywhere 
starting in 2007/2008. One of GM’s survival strate-
gies is based on continuing its international growth 
as it rebalances its activities towards growing mar-
kets outside the United States. The Zaragoza plant is 
GM’s second largest in Europe, with over 5400 staff 
and annual capacity of around 480,000 vehicles, and 
makes the high-selling Corsa, the Meriva minivan and, 
since 2014, the Mokka subcompact SUV.

Consumer expectations are becoming increasingly 
sophisticated and differentiated. In the early days of car 
manufacture, Henry Ford was famously quoted as say-
ing of his Model T, ‘the customer can have any colour 
he wants so long as it’s black’.1 Nowadays, consumer 
preferences are key. Car buyers demand fashionable 
interiors and exteriors, technological innovation, a vari-
ety of product options to fit individual needs and high 
quality at reasonable prices. In addition, competition 
from other manufacturers has intensified, and custom-
ers have a range of high quality, competitively priced 
alternatives. By 2024, all cars made by Opel will also 
have an electric version due to the climate require-
ments of the customers as well as society.

This increasingly demanding business environment 
is leading car companies to adopt various new produc-
tion models, including what is termed agile manufac-
turing.2 Agile manufacturing departs from the traditional 
mass production approach, focusing on highly custom-
ized manufacturing, producing vehicles as and when 
customers require them, rapidly changing production 
to meet new demands, and marketing a wide variety of 
products and product options to satisfy an increasingly 
diverse and knowledgeable customer base.

Opel España has spent considerable time and 
effort tailoring its physical plant, equipment, organi-
zational structure and management systems to meet 

A LOOK INSIDE
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Managers responsible for the design and redesign of organizations have used various structural 
arrangements with regard to the vertical and horizontal divisions of labour. Nearly every 

organization undergoes structural reorganization at some point to help meet new challenges or to 
signal the arrival of a ‘new broom’. Structural changes reflect new strategies or respond to changes 
which, in Chapter 3, were conceived as ‘contingency factors’, such as environment, technology, 
size and life cycle, and culture. In general, the effectiveness of a direct, authoritarian manage-
ment style has been increasingly criticized for its lack of responsiveness and ‘agility’ and there 
has been increased experimentation with more flexible, teamwork-based approaches in an effort 
to improve decision-making and put resources in places where they are assessed to produce the 
greatest value.6

Purpose of this Chapter
This chapter introduces basic concepts of organization structure. First we define a structure and 
provide an overview of structural design. Then, an information-processing perspective explains 
how information flow may be facilitated by designing vertical and horizontal linkages to achieve 
information flow. Basic design options are then presented, followed by strategies for grouping 
organizational activities into simple, functional, divisional, matrix, horizontal, virtual network 
or hybrid structures. The final section examines how the application of designs depends on the 
organization’s situation and outlines the symptoms of structural misalignment.

Organization Structure
There are three key components in the definition of organization structure:

 1  Organization structure designates formal reporting relationships, including the number 
of levels in the hierarchy and the span of control of managers and supervisors.

 2  Organization structure identifies the grouping together of individuals into departments 
and of departments into the total organization.

 3  Organization structure includes the design of systems to ensure effective communication, 
coordination and integration of efforts across departments.7

These three elements of structure refer to both vertical and horizontal aspects of organizing. 
For example, the first two elements are the structural framework, which include the vertical hier-
archy.8 The third element pertains to the pattern of interactions among organizational employees.

Organization Structure Represented Visually in Organization Charts
It isn’t possible to see the internal structure of an organization the way we might see its 
manufacturing tools, offices or products. Although we might see employees going about 
their duties, performing different tasks and working in different locations, a way to show the 
structure underlying all this activity is through the organization chart. The organization chart 
is the (usually top-down) visual representation of a whole set of underlying activities and pro-
cesses in an organization. Exhibit 4.1 shows a sample organization chart.
The concept of an organization chart, showing what positions exist, how they are grouped 

and who reports to whom, has been around for centuries.9 Diagrams outlining church hierarchy 
can be found in medieval churches in Spain. However, the contemporary use of the organization 
chart for business stems from the Industrial Revolution, and especially from the emergence of 
large-scale steam railways in the mid-nineteenth century. As work grew more complex and was 
performed by greater and greater numbers of workers, there was a pressing need to develop ways 
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EXHIBIT 4.1 A Sample Organization Chart

CEO

Vice President
Manufacturing

Director
Human Resources

Vice President
Finance

Chief
Accountant

Budget
Analyst

Plant
Superintendent

Training
Specialist

Maintenance
Superintendent

Bene�ts
Administrator

COUNTERPOINT 4.1
An organization chart is only so many lines and boxes. The organization chart indicates the structure 
of control, but its enactment and realization depend upon the employees who provide the behaviour. 
Its purpose is to offer a common frame of reference that, in general and above all, asserts and 
reinforces a hierarchical relationship of domination between executives at the apex, managers in the 
middle levels and workers at the base. If all employees can be encouraged to accept this hierarchy 
as something that is a necessity, rather than politically imposed or expedient, then the goals of the 
organization determined by executives will more likely be realized through their actions. The chart is 
not only a technical guideline to encourage people to work together but a powerful political symbol 
whose acceptance implies deference to its demands.

The type of organization structure that grew out of these efforts to draw lines of command 
in the late nineteenth and early twentieth centuries was one in which the CEO was placed at the 
top and everyone else was arranged in layers down below, as illustrated in Exhibit 4.1. It indicates 
how thinking and decision-making are to be carried out by those at the top, and the physical 
work is performed by employees who are organized into distinct, functional departments where 
they are expected to carry out demands. This structure became increasingly entrenched in busi-
ness, nonprofit and military organizations during the twentieth century. However, such a structure 
is not always effective, particularly in rapidly changing environments, and a variety of alternative 
structures have been devised to be more flexible and to increase involvement of all the organiza-
tion’s employees. These are typically aimed at increasing horizontal coordination and communica-
tion and encouraging adaptation to external changes. This chapter’s Bookmark 4.0 asks whether 
business is on the verge of a historic transformation, in which traditional forms of organizing are 
giving way to alternative decentralized, networked structures where more emphasis is placed on 
horizontal processes.

of managing and controlling organizations (see Counterpoint 4.1). One of the earliest examples 
of an organizational chart was in US railways, as a response to safety issues. After two passenger 
trains collided in Massachusetts in 1841, the public demanded better control of the operation. As 
a result, the Board of Directors of the Western Railroad took steps to outline ‘definite responsibil-
ities for each phase of the company’s business, drawing solid lines of authority and command for 
the railroad’s administration, maintenance and operation’.10
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COUNTERPOINT 4.2
Decentralized structures can improve organizational flexibility and productivity. Employees’ experience 
of decentralized structures, however, may be mixed. As decentralization increases responsibilities of 
line workers, employees have the chance to develop added competencies. Yet added responsibility and 
productivity does not necessarily come with improved salaries and job security. Are the benefits of 
organizational innovation being fairly shared between the company’s shareholders and its employees?11 
If not, can this continue without stoking up resentment and fuelling resistance in the form of 
psychological distancing, withdrawal of goodwill, organized opposition, individual sabotage and so on?

is making the distribution of power away 
from the corporate suite both inevitable and 
desirable. Outsourcing information work to 
India, for example, is possible because digital 
communication with India is so cheap, as is labour 
in India. In the same way, accessible information 
makes it possible for any lower-level employee to 
plan his or her work more effectively, network and 
get advice from people anywhere, and make good 
decisions based on accurate information.

 ■ Managers will move from command-and-control 
to coordinate-and-cultivate. To coordinate is to 
organize work so that good things happen, whether 
managers are ‘in control’ or not. To cultivate means 
to bring out the best in employees with the right 
combination of control and freedom. W. L. Gore, 
the maker of Gore-Tex fabric, lets people decide 
what they want to do. Leaders emerge based on 
who has a good idea and can recruit people to 
work on it. AES, one of the world’s largest electric 
power producers, coordinates and cultivates so 
well that it lets low-level workers make critical 
multimillion-dollar decisions about such things as 
acquiring new subsidiaries.

The Transition Years
Malone, a professor at MIT’s Sloan School of Man-
agement, acknowledges that hierarchy and centrali-
zation continue to provide tremendous advantages 
for some companies in today’s economy. In addition, 
for most organizations, centralized and decentralized 
structures and management systems will coexist well 
into the future. Yet, he is convinced that, ultimately, 
rigid hierarchical centralized structures will be con-
signed to the dustbin of history.

The Future of Work: How the New Order of Business Will 
Shape Your Organization, Your Management Style and Your 
Life, by Thomas W. Malone, is published by Harvard Busi-
ness School Press (2004).

Have you read this book?

The Future of Work: How the New 
Order of Business Will Shape Your 
Organization, Your Management 
Style and Your Life

BY THOMAS W. MALONE

Organizations are experiencing tremendous change, 
and Thomas W. Malone suggests in his book The 

Future of Work that they are on the verge of a funda-
mental shift that could be ‘as important to business 
as the shift to democracy has been for government’. 
Rigid, highly centralized vertical hierarchies, he says, will 
essentially be a thing of the past as organizations move 
to flexible decentralized forms of organizing based on 
horizontal work processes. Command-and-control 
management and top-down decision-making will give 
way to empowered teams of employees focused on 
specific workflows and processes, working across 
organizational boundaries and making their own deci-
sions based on up-to-the-minute information.

The Brave New World of Work
Malone describes several decentralized management 
structures and provides numerous examples of organi-
zations that are experimenting with new forms of organ-
izing and innovative management techniques. Here are 
some of Malone’s key points about the future of work:

 ■ Information technology is the key driver of the 
transformation. The falling cost of communication 

BOOKMARK 4.0

65900_ch04_hr_092-135.indd   96 12/9/19   3:40 PM



CHAPTER 4 FUNDAMENTALS OF ORGANIZATION STRUCTURE 97

Information-Processing Perspective on Structure
Exhibit 4.2 compares organizations designed for control with those designed for learning (see also 
Chapter 2). An emphasis on control is associated with specialized tasks, a hierarchy of author-
ity, rules and regulations, formal reporting systems, few teams or task forces and centralized 
decision-making, which means problems and decisions are funnelled to top levels of the hierar-
chy for resolution. An emphasis on learning is associated with shared tasks, a relaxed hierarchy, 
few rules, face-to-face communication, many teams and task forces and informal, decentralized 
 decision-making. Decentralized decision-making means decision-making authority is pushed 
down to lower organizational levels (see Counterpoint 4.3).

COUNTERPOINT 4.3
Note that the division of labour is associated with control in the name of efficiency and not 
necessarily with the delivery of enhanced efficiency or effectiveness. At the extreme, the autocratic 
CEO may exert control through the micro-management of activities so that no significant decision 
is made without his or her agreement. Such control will likely produce a backlog of decision-making 
and delayed decisions that are based upon a distant and limited understanding of the specific 
circumstances. What is true of the autocratic CEO is also true, to a degree, of all organizations with 
a structure where those ‘at the top’ become remote from what is happening ‘at the bottom’. The 
problems are compounded when senior management teams either assume that they are omniscient or 
rely upon managers who live in fear of providing unwelcome information.

Some of the most successful ‘new economy’ companies such as Google operate on a highly 
decentralized model, giving employees considerable discretion to collaborate and innovate.12 At 
the same time, even in a decentralized company, a basic hierarchical structure usually remains in 
place even though it may be overlaid and obscured by an emphasis upon horizontal coordination. 
At the very least, shareholders require assurance that their investment is ‘under control’ as well as 
being deployed as effectively as possible by ensuring agility and responsiveness to emerging oppor-
tunities and challenges, as discussed in the Oracle case below. Increasingly, information technolo-
gies are used to monitor performance, ideally in real time, thereby facilitating centralized as well 
as decentralized communication to keep control of the diverse operations of global corporations. 
For example, Mexico’s Cemex, discussed in Chapter 2, has installed computers with broadband 
internet connections into employees’ homes, all linked to the company’s intranet portal.13

EXHIBIT 4.2  The Relationship of Organization Design to Efficiency versus Learning 
Outcomes

Dominant
Structural
Approach

Vertical Organization
Designed for Ef�ciency

Horizontal Organization
Designed for Learning

•
•
•
•
•

•
•
•
•
•
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Managers are, in principle, always searching for the best combination of vertical control 
and horizontal collaboration, centralization and decentralization, taking advantage of com-
munications advances to perfect interaction both vertically and horizontally.

Vertical Information Linkages

Linkage is defined as the extent of communication and coordination between organizational 
elements. Vertical linkages are used to coordinate activities between the top and bottom of an 
organization and are designed primarily for control of the organization. Employees at lower levels 
are expected to carry out activities consistent with top-level goals, and top executives must be 
informed of activities and accomplishments at the lower levels. A variety of structural devices may 
be used to achieve vertical linkage, including hierarchical referral, rules, plans and formal manage-
ment information systems.14

Hierarchical Referral The first vertical device is the hierarchy, or chain of command, 
which is illustrated by the vertical lines in Exhibit 4.1. If a problem arises that employees don’t 
know how to solve, it can be referred up to the next level in the hierarchy. When the problem is 
solved, the answer is passed back down to lower levels. The lines of the organization chart act as 
communication channels.

Rules and Plans The next linkage device is the use of rules and plans. To the extent that 
problems and decisions are repetitious, a rule or procedure can be established so employees know 
how to respond without communicating directly with their manager. Rules provide a standard 
information source enabling employees to be coordinated without actually communicating about 
every task. A plan also provides standing information for employees. The most widely used plan 
is the budget. With carefully designed budget plans, employees at lower levels can be left on their 
own to perform activities within their resource allotment.

Vertical Information Systems A vertical information system is another strategy for 
increasing vertical information capacity. Vertical information systems include the periodic reports, 
written information and computer-based communications distributed to managers. Information 
systems make communication up and down the hierarchy more efficient. Vertical information sys-
tems are an important component of vertical control at software-maker Oracle.

In today’s world of corporate financial scandals and ethical concerns, many top managers are 
considering strengthening their organization’s linkages for vertical information and control. The 
other major issue in organizing is to provide adequate horizontal linkages for coordination and 
collaboration.

Horizontal Information Linkages
Horizontal communication overcomes barriers between departments and provides opportuni-
ties for coordination between employees to achieve unity of effort and organizational objectives. 
Horizontal linkage refers to the amount of communication and coordination horizontally across 
organizational departments. Its importance is articulated by comments made by Lee Iacocca when 
he took over the ailing Chrysler Corporation in the 1980s:

What I found at Chrysler were 35 vice presidents, each with his own turf ... I couldn’t believe, for 
example, that the guy running engineering departments wasn’t in constant touch with his counterpart 
in manufacturing. But that’s how it was. Everybody worked independently. I took one look at that 
system and I almost threw up. That’s when I knew I was in really deep trouble ... Nobody at Chrysler 
seemed to understand that interaction among the different functions in a company is absolutely 
critical. People in engineering and manufacturing almost have to be sleeping together. These guys 
weren’t even flirting!15

ONLINE 
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During his tenure at Chrysler (from 1997 to 2007, DaimlerChrysler16), Iacocca pushed hori-
zontal coordination to a high level. Everyone working on a specific vehicle project – designers, 
engineers and manufacturers, as well as representatives from marketing, finance, purchasing and 
even outside suppliers – worked together on a single floor so they could constantly communicate.

Horizontal linkage mechanisms often are not drawn on the organization chart, but they 
invariably form some element of organization structure. The following devices are structural 
alternatives that can improve horizontal coordination and information flow.17 Each device enables 
people to exchange information.

ONLINE BRIEF 4.2

WWW

of standard rules and procedures across divisions. 
According to Chief Marketing Officer, Mark Jarvis, 
this ultimately provides for greater freedom for lower 
levels and prevents the hierarchy from becoming 
overloaded. ‘Once we have a standard set of global 
business practices’, Jarvis notes, ‘the [managers] can 
be allowed more scope for decision-making within the 
broad framework’.

Oracle’s 2004 acquisition of PeopleSoft, as well as 
other, smaller acquisitions, has increased the com-
plexity of the organization, but Oracle’s top managers 
are focused on smooth integration through the use of 
vertical information systems. The company is working 
on developing a super-suite of software applications 
that combines the best features of products from Ora-
cle, PeopleSoft and J.D. Edwards, and will allow for 
standardization and centralization across the enter-
prise. Oracle hopes that the new super-suite, dubbed 
Project Fusion, released in 2011 after six years of 
development, will allow its customers to automate an 
entire global infrastructure so that everything is linked 
and compatible and managers can get the informa-
tion they need to effectively control the organization.18 
The lengthy delays encountered by Project Fusion 
underline the difficulties inherent in complete vertical 
integration.19 Ellison has been criticized for making 
too many acquisitions, particularly troubled high-end 
computer hardware manufacturer Sun Microsys-
tems in 2009. However, the company remains one 
of the Silicon Valley giants and has prospered with its 
emphasis on cloud-based computing. Revenues and 
profits have been fairly flat in the past several years, 
but at nearly $40 billion in revenues and $10 billion 
in net income in 2019, the company is well placed to 
continue responding successfully to industry trans-
formation. Despite his announced semi-retirement, 
Ellison still speaks on behalf of the company, and his 
over $71 billion in personal wealth ranked him in 2019 
the seventh wealthiest person in the world.20

Oracle Corporation

In an era of decentralization and empowerment, 
Larry Ellison, co-founder of Oracle and CEO for over 

a quarter-century before he ‘partially’ stepped down 
in 2014 to become executive chairman and chief 
technical officer, doesn’t hesitate to proclaim his belief 
in stronger vertical control. Oracle got in trouble some 
years ago because sales managers around the globe 
were cutting backroom deals or hammering out pri-
vate, individualized compensation agreements with 
salespeople in different countries. Today, all the terms, 
including sales contracts and commissions, are dic-
tated from the top and spelled out in a global data-
base. All deals must be entered into the database so 
they can easily be tracked by top managers. This is in 
accordance with today’s HR analytics.

The internet plays a key part in Oracle’s verti-
cal information and control systems, by offering the 
power to centralize complex operations while also 
rapidly disseminating information all over the world. 
Oracle uses its own suite of internet software applica-
tions that work together on a global basis. All employ-
ees do their work via the internet, enabling the top 
management to carefully track, analyze and control 
the behaviour of each unit, manager and employee. 
Although many managers weren’t happy with the 
stronger top-down control, Ellison believed it was 
necessary to effectively manage a sprawling global 
corporation that was beginning to behave more like 
a bunch of separate companies. In addition, the sys-
tem helps to circulate and ensure implementation 

IN PRACTICE
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Information Systems A significant method of providing horizontal linkage in today’s 
organizations is the use of cross-functional information systems. Computerized information sys-
tems can enable managers or frontline workers throughout the organization to routinely exchange 
information about problems, opportunities, activities or decisions. For example, Siemens uses an 
organization-wide information system that enables 450,000 employees around the world to share 
knowledge and collaborate on projects to provide better solutions to customers. The informa-
tion and communications division recently collaborated with the medical division to develop new 
products for the healthcare market.21

Employees may also be encouraged to use the company’s information systems in order to build 
relationships across the organization, aiming to support and enhance ongoing horizontal coordi-
nation across projects and geographical boundaries. In 2007, The Samaritans, a UK charity which 
runs telephone helplines and other services for people in emotional distress, adopted a specially 
tailored Customer Management System (CRM) that consolidates information about its 17,000 
volunteers and its financial supporters, as well as business partners. The system permits the organi-
zation’s staff to work more efficiently, making linkages between different ‘customers’ of the organ-
ization in a way that was not possible before. Thus, for example, its business partners could be 
asked to launch an appeal for volunteers within their companies. In an indication of the increas-
ing sophistication and professionalization of charitable organizational design, in 2013 Samaritans 
adopted a comprehensive CRM platform, thankQ, to manage its customer relationships.22, 23

Direct Contact A higher level of horizontal linkage is direct contact between managers or 
employees affected by a problem. One way to promote direct contact is to create a special liaison 
role. A liaison person is located in one department but has the responsibility for communicating 
and achieving coordination with another department. Liaison roles often exist between engineering 
and manufacturing departments because engineering has to develop and test products to fit the lim-
itations of manufacturing facilities. At Johnson & Johnson, CEO William C. Weldon set up a com-
mittee made up of managers from research and development (R&D) and sales and marketing. The 
direct contact between managers in these two departments enables the company to set priorities 
for which new drugs to pursue and market. Weldon also created a new position to oversee R&D, 
with an express charge to increase coordination with sales and marketing executives.24 Another 
approach is to locate people close together so they will have direct contact on a regular basis.

Task Forces Liaison roles usually link only two departments. When linkage involves several 
departments, a more complex device such as a task force is required. A task force is a temporary 
committee composed of representatives from each organizational unit affected by a problem.25 

Each member represents the interests of a department or division and can carry information from 
the meeting back to that department.

Task forces can be an effective horizontal linkage device for temporary issues. They endeav-
our to solve problems by direct horizontal coordination and reduce the information load on the 
vertical hierarchy. Typically, they are disbanded after their tasks are accomplished or superceded.

Task forces have been used for everything from organizing the annual company picnic to solv-
ing expensive and complex manufacturing problems. Philips Corporation, discussed in Chapter 1, 
made use of multiple taskforces in its Operation Centurion to help restructure the organization 
as it began to face up to the need to respond to global challenges in the 1990s. The task force 
approach set Philips on a very long road to recovery, but in other cases, task forces have been used 
to give impetus to fundamentally flawed strategies. One example of a negative outcome of the task 
force approach was the Executive Automotive Committee formed by DaimlerChrysler CEO Jürgen 
Schrempp. This task force was set up specifically to identify ideas for increasing cooperation and 
component sharing among Mercedes, Chrysler and Mitsubishi (in which DaimlerChrysler owned a 
37 per cent stake). The task force started with a product road map, showing all Mercedes, Chrysler, 
Dodge, Jeep and Mitsubishi vehicles to be launched over a ten-year period, along with an analysis 
of the components they would use, so task force members could identify overlap and find ways to 
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share parts and cut time and costs.26 Unfortunately, Mitsubishi was in serious trouble, both because 
of the languishing Japanese economy and a number of strategic errors. As Mitsubishi sank further 
into crisis, the logic for production integration with the company was undermined, and eventually 
the company was bailed out, resulting in the loss of most of DaimlerChrysler’s investment, and 
contributing to Schrempp’s departure from DaimlerChrysler.27

Full-time Integrator A stronger horizontal linkage device is to create a full-time position 
or department solely for the purpose of coordination. A full-time integrator frequently has a title, 
such as product manager, project manager, programme manager or brand manager. Unlike the 
liaison person described earlier, the integrator does not report to one of the functional depart-
ments being coordinated. He or she is located outside the departments and has the responsibility 
for coordinating several departments, or even, in the case below, in integrating internal depart-
ments, suppliers and customers.

Kalmar Industries is the world’s leading supplier of cargo handling equipment to ports, terminals 
and intermodal facilities, and is a subsidiary of the Finland-headquartered, globally present Cargotec 
Corporation. Kalmar provides customized cargo solutions to large-scale customers, with 2014 sales 
of about €1.5 billion. As in many modern manufacturing enterprises, most of Kalmar’s production 
is outsourced, with the company heavily involved in system integration, liaising closely both with 
suppliers and customers to ensure delivery and support of the customized product.28 Kalmar’s man-
agers realized that although the company had strong relationships with its suppliers and customers, 
there were many inefficiencies due both to communications misunderstandings and logistical costs of 
manufacturing items in separate locations and transporting them to Kalmar for assembly. In order 
to respond to this issue, Kalmar established Product Supply Centres (PSCs), where key suppliers 
co-located their production facilities for specific Kalmar products. This approach allowed Kalmar to 
respond much more quickly and effectively to customers’ specific requests.29

An integrator or integrating department can be responsible for an innovation or change pro-
ject, such as coordinating the design, financing and marketing of a new product. An organization 
chart that illustrates the location of project managers for new product development is shown in 
Exhibit 4.3. The project managers are drawn to the side to indicate their separation from other 
departments. The arrows indicate project members assigned to the new product development. 
New Product A, for example, has a financial accountant assigned to keep track of costs and budg-
ets. The engineering member provides design advice, and purchasing and manufacturing members 
represent their areas. The project manager is responsible for the entire project. He or she sees 
that the new product is completed on time, is introduced to the market and achieves other pro-
ject goals. The horizontal lines in Exhibit 4.3 indicate that project managers do not have formal 
authority over team members with respect to giving pay raises, hiring or firing. Formal authority 
rests with the managers of the functional departments.

Integrators in most companies have a lot of responsibility but little authority. The integra-
tor has to use expertise and persuasion to achieve coordination. He or she spans the boundary 
between departments and must be able to get people together, maintain their trust, confront prob-
lems, and resolve conflicts and disputes in the interests of the organization.30

Teams Project teams tend to be the strongest horizontal linkage mechanism. Teams are per-
manent task forces and are often used in conjunction with a full-time integrator. When activities 
between departments require strong coordination over a long period of time, a cross-functional 
team is often the solution. Special project teams may be used when organizations have a large-
scale project, a major innovation or a new product line.

Imagination Ltd, Britain’s largest design firm, relies heavily upon teamwork. At the beginning 
of each project, Imagination puts together a team of designers, writers, artists, marketing experts, 
information specialists and representatives of other functional areas to carry out the entire project 
from beginning to end. Hewlett-Packard’s Medical Products Group uses virtual cross-functional 
teams, made up of members from various countries, to develop and market medical products and 
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services such as electrocardiograph systems, ultrasound imaging technologies and patient moni-
toring systems.31 A virtual team is one that is made up of organizationally or geographically dis-
persed members who are linked primarily through advanced information and communications 
technologies. Members frequently use online collaborative technologies to work together, rather 
than meeting face to face.32

Volvo, the Sweden-headquartered truck manufacturer, has an enviable reputation for 
innovative management practices and particularly with fostering strong teamwork. The Dutch 
researchers Ben Kuipers and Marco de Witte took a close look at teamwork at Volvo’s cab 
manufacturing plant in Umeå in northern Sweden to better understand how successful team-
work develops, what they call inVolvoment. They identified four dimensions to teamwork:

 ■ Job enlargement: encouraging employee multifunctionality and thus the elimination of 
inefficiency within the team

 ■ Job enrichment: the redesign of the supervision system to delegate management 
responsibilities to the team members

 ■ Cooperation: members work together as a team, building on communication and a sense of 
shared responsibility

 ■ High performance: the team is able to work together to resolve non-routine issues, 
requiring collaborative innovation.

Unlike some other studies of teamwork, Kuipers and de Witte found that these four aspects 
of teamwork don’t occur sequentially, one after the other, but through an interconnected process. 
They showed that the higher the level of teamwork achieved, the better quality of product, higher 
productivity and employee satisfaction. Truly a win–win.33
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EXHIBIT 4.3 Project Manager Location in the Structure
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Teambuilding has become so important to companies that it has spawned a whole new 
business opportunity in teamwork development. Many organizations hire expert companies 
to support the teambuilding process. Often, the teambuilding includes some physically chal-
lenging activities that require close collaboration to achieve success, such as sailing a boat 
together, overcoming an outdoor obstacle course or even performing a daredevil circus act. 
Airbus, the European aeroplane manufacturer, has management staff working in several dif-
ferent countries who rarely meet face to face, so a building team spirit is a challenge, even 
with rapid advances in web-based communications. At a recent annual away day, the company 
hired a teambuilding company, Blue Hat, which organized a ‘Da Vinci Code Challenge’ in which 
small teams had to work together to find the famous chalice and elixir of life.34

Exhibit 4.4 summarizes the mechanisms for achieving horizontal linkages. These devices repre-
sent alternatives that managers can select to increase horizontal coordination in any organization. The 
higher-level devices provide more horizontal information capacity, although the cost to the organiza-
tion in terms of time and human resources is greater. If horizontal communication is insufficient, 
departments will find themselves out of synchronization, resulting in inefficiency and ineffectiveness.

ONLINE 
COUNTERPOINT 4.3

EXHIBIT 4.4 Ladder of Mechanisms for Horizontal Linkage and Coordination
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Organization Design Alternatives
Overall, the design of organization structure indicates required work activities, reporting relation-
ships and departmental groupings.

Required Work Activities
Departments are created to perform tasks considered important to the company. For example, 
in a manufacturing company, work activities are organized into a range of functions, such as a 
human resource department to recruit and train employees, a purchasing department to obtain 
supplies and raw materials, a production department to build products, a sales department to sell 
products, and so forth. As organizations grow larger, their organizational structure often becomes 
more complex as different functions are added. For example, before the 1980s, many compa-
nies had large divisions (‘pools’) of secretarial staff. Today, most employees do much of their 
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own administrative work so secretaries have, in effect, been replaced with information technology 
departments whose purpose is to deliver the smooth operation of the computers and networks 
used to create and transmit data within and beyond the company.

Reporting Relationships
Hierarchical reporting relationships, often called the chain of command, are represented by verti-
cal lines on an organization chart. The chain of command is typically an unbroken line of authority 
that links all persons in an organization and shows who reports to whom. Although organizations 
have emphasized flattening of hierarchy in recent years, this typically reflects a reduction in the 
number of vertical levels rather than an absence of hierarchy.

Departmental Grouping Options
Early stage companies are typically loosely structured with new functions added (and removed) 
on an ad hoc basis (simple structure) as the organization finds its market niche and shapes itself 
around the needs of operating in that niche. As the organization grows and becomes more stable, 
departmental groupings are typically established to provide efficiency and predictability to oper-
ations. Some options for departmental grouping, including simple grouping, functional grouping, 
divisional grouping, multifocused grouping, horizontal grouping and virtual network grouping, 
are illustrated in Exhibit 4.5. Departmental grouping affects employees because they share a com-
mon supervisor and common resources, are jointly responsible for performance, and tend to iden-
tify and collaborate with one another.35 For example, a credit manager’s perspective might well 
change if she moves from the finance department to the marketing department. As a member of 
the marketing department, the credit manager would work more closely with salespeople, under-
standing the importance of increasing sales and thus becoming more willing to see credit as a sales 
tool than when she was located in the finance department.

Simple grouping means people work together without any formal reporting relationship. 
The structure is often used by founders and any other entrepreneurial persons. The organization 
is very small with only a few employees. The founder is the main person of the organization and 
the few employees work together informally. The employees make sure that the organization can 
adapt to customers as well as any other changes in the environment very quickly.

Functional grouping places together employees who perform similar functions or work 
processes or who bring similar knowledge and skills to bear. For example, all marketing people 
work together under the same supervisor, as do manufacturing and engineering people. All people 
associated with the assembly process for generators are grouped together in one department. All 
chemists may be grouped in a department different from biologists because they represent differ-
ent disciplines.

Divisional grouping means people are organized according to what the organization pro-
duces. All people required to produce toothpaste – including personnel in marketing, manufac-
turing and sales – are grouped together under one executive. In many large conglomerates, some 
product or service lines have entirely separate identities from that of the parent company. An 
example, is that of the French-headquartered Accor group of hotels.

Multifocused grouping means an organization embraces two structural grouping alter-
natives simultaneously. These structural forms are often called matrix or hybrid. They will be 
discussed in more detail later in this chapter. An organization may need to group by function and 
product division simultaneously or perhaps by product division and geography.
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EXHIBIT 4.5 Structural Design Options for Grouping Employees into Departments

Source: Adapted from David Nadler and Michael Tushman, Strategic Organization Design (Glenview, IL.: Scott Foresman, 1988), 68.
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Horizontal grouping means employees are organized around core work processes, the 
end-to-end work, information and material flows that provide value directly to customers or 
support strategic development. All the people who work on a process are brought together in a 
group rather than being separated into functional departments. Frequently, new product devel-
opment is organized through horizontal and/or cross-functional groups, ensuring for example 
that product design takes into account manufacturing challenges. India’s first sport utility vehicle, 
the Mahindra Scorpio, was developed through the work of a cross-functional team of 120 staff 
from across the company.36 Horizontal groupings are often implemented in addition to traditional 
vertical working relationships. In the West African state of Senegal, for example, representatives 
of the various government agencies involved in agricultural sector management form part of an 
‘inter-professional committee’ that ensures coordinated agricultural policy and programming.37 
Horizontal grouping may be adopted in civil society organizations to fit with the egalitarian ethos 
of the members. For example, the Argentinian Movimiento de Trabajadores Desocupados Solano 
(MTD Solano) is a network of unemployed people dedicated to improving the circumstances of 
the unemployed and other people in Argentina. In line with its members’ belief that social ine-
quality is the cause of their problems, MTD Solano rejects a leadership hierarchy and operates 
through horizontal groupings of different groups of social activists.38

Virtual network grouping is one of the more recent approaches to departmental 
grouping. With this grouping, the organization is a loosely connected cluster of separate com-
ponents. In essence, departments are separate organizations that are electronically connected 
for the sharing of information and completion of tasks. Departments can be spread all over the 
world rather than located together in one geographical location. In recent years there has been 
a rapid increase in the use of this type of structure, implemented through the re-engineering 
of business processes. Business process outsourcing (BPO) is an example where organizational 
functions such as customer service can actually be placed outside the firm, and even in another 
part of the world. Virtual network organizations are one example of what some organization 
thinkers, such as David Boje, describe as ‘post-modern’ organizations: organizations that are 
fluid, flexible and infinitely reconfigurable according to the needs of a rapidly changing envi-
ronment. In today’s rapidly evolving environment, it is not uncommon for organizations to 
completely change their identity and business focus over a period of only a few years. IBM for 
example has shifted its core business away from computer manufacture towards consulting 
over the past 20 years.39

The organizational forms described in Exhibit 4.5 provide a range of overall options within 
which the organization chart is drawn and the detailed structure is designed, although as always, 
various hybrid and anomalous grouping approaches are found in real life. Each structural design 
alternative has significant strengths and weaknesses, to which we now turn.

Simple, Functional, Divisional and Geographical Designs
Functional grouping and divisional grouping are the two most common approaches to structural 
design.

Simple Structure
This is often the first kind of structure used by a founder when a new organization is formed. The 
organization consists of the founder and a small number of employees. In this type of structure 
there are no formal hierarchical reporting relationships, therefore there is no chain of command. 
The founder tends to devote his or her full energies to the technical activities of production and 
marketing and manages the simple structure informally. The running of the organization is there-
fore based on the personal values of the founder rather than on bureaucratic rules. 
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EXHIBIT 4.6  The Simple Structure

Employee

Number of
customers

Employee

Number of
customers

EmployeeNumber of
customers Employee Number of

customersFounder

The organization creates growth by being creative when it comes to new products or services. 
Generally, employees learn from their close contact with individual customers. Each employee 
handles their own customers, and because there is no formal division of labour, each employee 
carries out many different tasks; that is, the primary customer contact, sales, marketing develop-
ments and after sales. Consequently, the organization becomes very good at differentiating prod-
ucts but not so good at scaling production. This is illustrated in Exhibit 4.6.

A special characteristic of the simple organization is its specific focus on each customer 
together with the close contact between employees and their customers. As a result, employees 
often develop products individually for each customer leading to a large product portfolio. 

The simple organization is driven forward by the enthusiasm of the founder and employees–
both are committed to the business and usually work many hours without extra pay. Therefore, 
the coordinating mechanism is good friendship and adaption to the demands of customers.

The shortcomings of the simple structure are primarily two fold. The first is the importance of 
the founder. Because the new entity is the brain child of the founder, he or she is part of everything 
going on. Whilst this works well initially, as the organization grows, it becomes harder for the 
founder to be involved with everything and retain a complete overview.

The second is the absence of formal reporting relationships. This is not a problem in the begin-
ning as employees are enthusiastic, committed and happy to work without rules or procedures. 
However, when the organization is successful and grows, formal reporting relationships as well 
as procedures become more important to the effective running of the business. This can be an 
issue because the founder may be more interested in creating new products and fulfilling customer 
demands than obtaining scale economies.

The different strengths and weaknesses of the simple structure are illustrated in Exhibit 4.7.

65900_ch04_hr_092-135.indd   107 12/9/19   3:40 PM



108 PART 2 ORGANIZATIONAL PURPOSE AND STRUCTURAL DESIGN

An example of a successful simple organization is the Danish company Martin Professional, 
which is a manufacturer and distributor of stage and architectural lighting and effects fixtures. 
Entrepreneur Peter Johansen discovered in 1978 that he could produce a smoke generator from 
a coffee maker. By 1986 he had founded the company Martin Professional in Aarhus, Denmark, 
and begun producing fog machines; he added a small selection of disco lights the next year. Orig-
inally using the basement of his house, Johansen moved the company into a stockroom, at which 
point four or five more employees were hired to meet growing demand. The company continued 
to be successful and to grow, but due to its simple structure it ran into some of the shortcomings 
mentioned above.

Functional Structure
In a functional structure, activities are grouped together by common function from the bottom to 
the top of the organization. All engineers are located in the engineering department, and the vice 
president of engineering is responsible for all engineering activities. The same is true in marketing, 
R&D and manufacturing. An example of the functional organization structure was shown in 
Exhibit 4.1 earlier in this chapter.

With a functional structure, all human knowledge and skills with respect to specific activities 
are consolidated, providing a valuable depth of knowledge for the organization. This structure is 
most effective when in-depth expertise is critical to meeting organizational goals, when the organ-
ization needs to be controlled and coordinated through the vertical hierarchy, and when efficiency 
is important. The structure can be quite effective, especially if there is little need for horizontal 
coordination. Exhibit 4.8 summarizes the strengths and weaknesses of the functional structure.

The functional structure can improve economies of scale by concentrating specialists in 
groups in a common location and by sharing facilities. Producing all products in a single plant, for 
example, may strengthen a financial case for the plant to acquire the latest machinery. Construct-
ing only one facility instead of separate facilities for each product line can reduce duplication 
and waste. The functional structure may also promote in-depth skill development of employees. 
Employees are exposed to a range of functional activities within their own department.40

The potential shortcoming of the functional structure is a slow response to environmen-
tal changes that require coordination across departments. The vertical hierarchy can become 

EXHIBIT 4.7 Strengths and Weaknesses of the Simple Structure

Strengths Weaknesses

1. Flexibility and quick response to 
changes in customer demands

2. Enables employees to focus on product 
development (delivering value to 
customers)

3. High employee commitment, loyalty 
and adaptability 

4. High responsiveness with commitment 
to end result

5. Strong clan and adaptive culture
6. Good for small companies

1. Hard to know which employees do what
2. Limited use of cross-abilities and development
3. Eliminates economies of scale among 

employees
4. Big product portofolio
5. Sometimes difficult to coordinate across 

 different employees and customers
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isolated or overloaded. Decisions pile up as top managers lack effective means of coordination 
across specialist functions. A functional structure may also impede innovation when this requires 
coordination.

Many small- and medium-sized organizations in which the focus is upon core competencies, 
operate with a functional structure. Consider the In Practice case of Real Hotel Company Ltd, a 
medium-sized UK-based hotel chain, active in Britain and Europe. Real Hotels had made losses 
for several years, and in 2006 its top management decided to reorganize into a clear functional 
structure as one of a series of steps designed to bring the company back into the black.

EXHIBIT 4.8 Strengths and Weaknesses of Functional Organization Structure

Source: Adapted from Robert Duncan, ‘What Is the Right Organization Structure? Decision Tree Analysis Provides the Answer’, 
 Organizational Dynamics (Winter 1979), 429.

Strengths Weaknesses

1.  Allows economies of scale within 
functional departments

2.  Enables in-depth knowledge and skill 
development

3.  Enables organization to accomplish 
functional goals

4.  Is best with only one or a few  
products

1.  Slow response time to environmental 
changes

2.  May cause decisions to pile on top, hierarchy 
overload

3.  Leads to poor horizontal coordination among 
departments

4.  Results in less innovation
5.  Involves restricted view of organizational 

goals

Functional Structure with Horizontal Linkages
During the late years of the twentieth century, criticism of extended hierarchical structures 
promoted a shift towards flatter, more horizontal structures, as business activities became  
more complex and companies identified the potential for restructuring business processes 
to achieve synergies. Organizations may compensate for the vertical functional hierarchy by 
installing horizontal linkages, as described earlier in this chapter. Managers may improve 
horizontal coordination by using information systems, direct contact between departments, 
full-time integrators or project managers, task forces or teams (illustrated in Exhibit 4.3). 
One interesting use of horizontal linkages occurred at Karolinska Hospital in Stockholm, Sweden, 
which once had 47 functional departments. Even after top executives cut that down to 11, coor-
dination was still inadequate. The team set about reorganizing workflow at the hospital around 
patient care. Instead of bouncing a patient from department to department, Karolinska now envi-
sions the illness to recovery period as a process with ‘pit stops’ in admissions, X-ray surgery and 
so forth. The most interesting aspect of the approach is the new position of nurse coordinator. 
Nurse coordinators serve as full-time integrators, troubleshooting transitions within or between 
departments. The improved horizontal coordination dramatically improved productivity and 
patient care at Karolinska.41 Karolinska is effectively using horizontal linkages to overcome some 
of the disadvantages of the functional structure. In 2004, Karolinska merged with another large 
hospital. Some progress has been made in effectively integrating the hospitals, particularly in the 
area of IT, but integration problems remain.

ONLINE BRIEF 4.4

WWW
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bankruptcy in 2001, the business never produced 
satisfactory results. By the time Michael Praeger 
arrived, the company had already decided to exit the 
franchise agreement with Choice Hotels, which it suc-
cessfully did in late 2006. But with the great majority 
of company- operated hotels now gone, the hybrid 
functional- geographic management structure seemed 
top-heavy. Furthermore, the company now needed to 
focus on building its own brands, which had been a 
lower priority while the company was trying to man-
age all the Choice Hotel franchises.

Praeger slimmed down the management struc-
ture, eliminating the geographic divisions in favour 
of a functional structure. He gave up development 
of Sleep Inn, a brand that had never really caught 
on, and focused most of the company’s efforts on 
the new Purple Hotel label – a contemporary brand 
that would appeal to a younger clientele interested in 
value, but also style. Real Hotels invested heavily in 
its sales and marketing functions, and pondered exit-
ing completely from the traditional budget sector. The 
company now had a manageable portfolio of prop-
erties and a simple functional management structure.

In early 2008, revenues started to pick up. How-
ever, with the onset of a serious recession during 
2008, all the efforts proved too little, too late, and in 
January 2009 Real Hotels was forced to call in the 
administrators. The chain was carved up, with big 
competitors like Travelodge picking up the most prof-
itable properties. Was Praeger’s strategy flawed, or 
did the global economic situation mean that the turn-
around never had much chance of success?42

The Real Hotel Company 
PLC

When Michael Praeger took over as CEO of the 
Real Hotel Company in early 2007, he knew he 

had a difficult task on his hands. His previous expe-
rience with several international chains would stand 
him in good stead on the hotel side of the business, 
but the company needed radical action to halt years 
of poor financial performance and failed restructuring 
efforts.

The  Rea l  Ho te l  Company  i s  a  B r i t i sh - 
headquartered company with its main business 
operating budget to mid-range hotels. Since being 
founded as Friendly Hotels in the mid-1980s by the 
iconic hotelier Henry Edwards, in the late 1990s the 
company secured the European master franchise for 
the global chain of budget hotels, Choice Hotels Inter-
national, meaning the company was operating over 
300 hotels across the continent. The business almost 
immediately went into the red and Henry Edwards 
left the company he had founded. Despite a dizzying 
series of name changes, capital raising efforts, hotel 
refurbishments, attempts to sell out and even a near 

IN PRACTICE

In today’s rapidly changing organizational environment, managers are constantly challenged 
to adapt and redesign organizational structures and systems to meet new operational challenges.43 
A more recent initiative involved removing 500 beds from the hospital and outsourcing them to 
private companies who would operate them within community-based facilities. This privatization 
approach to public services is being attempted in many countries, but the jury is still out as to 
whether it really delivers better value for money; a 2011 independent study of Swedish privatization 
initiatives sponsored by a pro-business research group concluded that it did not deliver savings.44

Divisional Structure
The term divisional structure is used here as the generic term for what is sometimes called a prod-
uct structure or strategic business units. With this structure, divisions can be organized according 
to individual products, services, product groups, major projects or programmes, divisions, busi-
nesses or profit centres. The distinctive feature of a divisional structure is that grouping is based 
on organizational outputs.

The difference between a divisional structure and a functional structure is illustrated in 
Exhibit 4.9. The functional structure can be redesigned into separate product groups, and each 
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group contains the functional departments of R&D, manufacturing, accounting and market-
ing. Coordination across functional departments within each product group is maximized. The 
divisional structure promotes flexibility and change because each unit is smaller and can adapt 
more flexibly to opportunities and threats. Moreover, the divisional structure decentralizes 
 decision-making as the lines of authority converge at a lower level in the hierarchy. The functional 
structure, by contrast, is centralized as it forces decisions all the way to the top before a problem 
affecting several functions can be resolved.

Strengths and weaknesses of the divisional structure are summarized in Exhibit 4.10. The 
divisional organization structure is excellent for achieving coordination across functional depart-
ments. It works well when organizations can no longer be adequately controlled through the 
traditional vertical hierarchy and when goals are oriented towards adaptation and change. Giant, 
complex organizations such as Nestlé, General Electric and India’s Tata Corporation are subdi-
vided into a series of smaller, self-contained organizations for better control and coordination. 
In these large companies, the units are sometimes called divisions, businesses or strategic busi-
ness units. The structure at Johnson & Johnson includes 204 separate operating units, including 
McNeil Consumer Products, makers of Tylenol; Ortho Pharmaceuticals, which makes Retin-A 
and contraceptive pills; and J & J Consumer Products, the company that manufactures globally 
known brands such as Johnson’s Baby Shampoo and Band-Aids. Each unit is a separately char-
tered, autonomous company, although operating under the guidance of Johnson & Johnson’s cor-
porate headquarters.45

EXHIBIT 4.9  Reorganization from Functional Structure to Divisional Structure at 
Info-Tech
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Many government organizations use a divisional structure. The UK National Health Service 
has made extensive organizational changes in order to meet service improvement targets, such 
as the requirement that Emergency Department patients will receive treatment within a specified 
time. Harrap and Gillies describe how one hospital reorganized from many small departments 
into five large divisions, each equipped with clear criteria for success and headed by a member 
of the senior management team.46 The computer software company Microsoft uses a divisional 
structure to develop and market its different products.

The divisional structure has several strengths that are of benefit to Microsoft.47 This struc-
ture is in principle responsive to fast changing, unstable conditions and can provide high product 
or service visibility. Each product line ‘belongs’ to a specific division, so customers can more eas-
ily identify and reach the right division to resolve any issues they have. In principle, each product 
can adapt to the requirements of individual customers or regions. The divisional structure is 
typically adopted in organizations that have multiple products or services and enough personnel 
to staff separate functional units. At firms like the Dutch-headquartered Philips Electronics (see 
A Look Inside in Chapter 1), the US-headquartered Johnson & Johnson pharmaceutical and 
personal hygiene company and Microsoft, decision-making is pushed down to the lowest levels. 
Each division is small enough to respond rapidly to changes in the market. Often, European 
firms favour greater decentralization to both product and geographic divisions than is the case 
with North American corporations.

One disadvantage of using divisional structuring is the loss of economies of scale. Instead of 
50 research engineers sharing a common facility in a functional structure, ten engineers may be 
assigned to each of five product divisions. The critical mass required for in-depth research can be 
lost, and physical facilities have to be duplicated for each product line. Another problem is that 
product lines become separate from each other, and coordination across product lines can be 
difficult. An executive from Johnson & Johnson said, ‘We have to keep reminding ourselves that 
we work for the same corporation’.48 Excessive decentralization at Philips Electronics has been 
blamed for depriving the company of a coherent and comprehensive response to the onslaught of 
Japanese electronics goods from the 1970s onwards, with the result that Philips lost its dominant 
position in the European market.49

EXHIBIT 4.10 Strengths and Weaknesses of Divisional Organization Structure

Source: Adapted from Robert Duncan, ‘What Is the Right Organization Structure? Decision Tree Analysis Provides the Answer’, 
 Organization Dynamics (Winter 1979), 431.

Strengths Weaknesses

1.  Suited to fast change in unstable 
environment

2.  Leads to customer satisfaction 
because product responsibility and 
contact points are clear

3.  Involves high coordination across 
functions

4.  Allows units to adapt to differences in 
products, regions, customers

5.  Best in large organizations with several 
products

6.  Decentralizes decision-making

1.  Eliminates economies of scale in functional 
departments

2.  Leads to poor coordination across product 
lines

3.  Eliminates in-depth competence and technical 
specialization

4.  Makes integration and standardization across 
product lines difficult
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From the early years of the twenty-first century, Microsoft began losing ground to Google. 
While Microsoft, with its divisional structure, had effectively countered competitive software, 
Google represented a new business model driven through search engine revenues. Without a coor-
dinated approach, competitive threats can emerge from unexpected sources like this, and busi-
nesses may find themselves poorly placed even to identify the threat, let alone develop an effective 
response.

Companies such as Sony and Xerox have a large number of divisions and can have severe 
problems with horizontal coordination. It has been alleged that Sony lost out in the business of 
digital media products, despite its early advantage with the Walkman device, partly because of 
poor coordination. In the 2000s, Apple’s iPod quickly captured 60 per cent of the US market ver-
sus only 10 per cent for Sony’s Walkman range, a domination that Apple was then able to extend 

What really made the new structure revolutionary 
for Microsoft was that the division heads were given 
the freedom and authority to run the businesses and 
spend their budgets as they saw fit to meet goals. 
The general managers and chief financial officers 
for each division set their own budgets and manage 
their own profit and loss statements. Previously, the 
two top executives, Bill Gates and Steven Ballmer, 
were involved in practically every decision, large and 
small. Managers of the divisions are charged up 
by the new authority and responsibility. One man-
ager said he feels ‘like I am running my own little 
company’. 

Nevertheless, Microsoft continues to lose ground 
to other players with very varied corporate structures, 
ranging from Apple, which was famously centralized 
in the hands of the late Steve Jobs, to Google, which 
operates a loose structure with substantial employee 
discretion. In particular, Microsoft has found it difficult 
to break away from its reliance on the Windows PC 
platform. Despite producing some attractive products 
in its Surface tablet and Windows Phone ranges it 
finds difficulty gaining traction in product areas where 
others have already built a reputation and market 
dominance. 

In response, in 2013, Microsoft decided to emu-
late Apple, dissolving its divisions and creating what it 
called One Microsoft. The hope is that this approach 
will enable the company to leverage its competitive 
advantages across the different product categories 
by focusing much more on innovation rather than 
strong-arm sales tactics. Since this change of struc-
ture Microsoft has been able to grow its crucial cloud 
business and has released Windows 10.51

It is clear that, although corporate structure is 
important and needs to fit with the company’s com-
petitive needs, it is only one determinant of success.52

Microsoft

Bill Gates co-founded Microsoft in 1975 and built 
it into the most profitable technology company 

in the world. But as the company grew larger, the 
functional structure was just too slow and inflexible 
for a large organization operating in the fast-moving 
technology industry. Employees began complain-
ing about the growing bureaucracy and snail’s pace 
decision-making.

To speed things up and better respond to envi-
ronmental changes, in 2002 top executives created 
seven business units (divisions), the Information 
Worker business, Microsoft Business Solutions 
(MBS), the Home and Entertainment Division, the 
Mobile and Embedded Devices Division, the Windows 
Client, Windows Server and the Tools group, built 
around the company’s major products. Each division 
was run by a general manager and contained most 
of the functions of a stand-alone company, including 
product development, sales, marketing and finance. 
The division system was further streamlined three 
years later when the seven units were replaced by 
three core divisions. The Windows, MSN and Server 
groups became the Microsoft Platform Products and 
Services Division; the Information Worker and MBS 
groups were merged into the Microsoft Business Divi-
sion; and the Mobile and Embedded Devices, and the 
Home and Entertainment division became the Micro-
soft Entertainment and Devices Division.50

IN PRACTICE
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into the mobile phone and tablet categories. The digital music business depends on seamless coor-
dination. Sony’s Walkman was unable to recognize some of the music sets made with early ver-
sions of the company’s SonicStage software introduced in 2001. It wasn’t until version 3.4 of 
SonicStage that compatibility was achieved – demonstrating a disconnection with the company’s 
division selling music downloads. By 2007, Sony had decided to wind down its music download 
division, having lost the battle with Apple. In response to difficulties such as this, Sony moved 
decisively to more effectively integrate its disparate product divisions.53

Unless effective horizontal mechanisms are in place, a divisional structure can be inefficient 
and unresponsive. One division may produce products or programmes that are incompatible with 
products sold by another division. Customers are frustrated when a sales representative from one 
division is unaware of developments in other divisions. Task forces and other linkage devices may 
be introduced to coordinate across divisions. A lack of technical specialization is also a problem in 
a divisional structure. Employees may identify with the product line rather than with a functional 
specialty. R&D personnel, for example, tend to be employed to undertake research to benefit a 
particular product line rather than basic research to benefit the entire organization.

Geographical Structure
Another basis for structural grouping is the organization’s users or customers. The most common 
structure in this category is geography. Each region of the country may have distinct tastes and 
preferences. Each geographic unit includes all functions required to produce and market products 
or services in that region. This structure is particularly common in large NGOs and other civil 
society organizations that depend upon a close connection with volunteers, supporters or clients 
at the local level, such as the UK’s Citizen’s Advice Bureaux and Alcoholics Anonymous, and most 
political parties frequently use a type of geographical structure, with a central headquarters and 
semi-autonomous local units. The national or international headquarters organization provides 
brand recognition, coordinates fundraising services and handles some shared administrative func-
tions, while day-to-day control and decision-making is decentralized to a greater or lesser extent 
to local or regional units.54

Multinational corporations (MNCs) often create self-contained units for different countries 
and parts of the world. As MNCs integrate acquisitions into corporate structure, they often move 
from discrete functional units that were formerly stand alone businesses, towards geographic 
coordination. For example, in 2008, Kingfisher, the UK-headquartered multinational home reno-
vation supplies retailer, best known for its B&Q stores, responded to disappointing performance 
in some of its units by establishing three geographic units, representing UK, France and Other 
Countries, each headed by a senior executive. These managers were charged with turning their 
region into a profit centre by strictly controlling costs and focusing on maximizing profits from 
existing retail space.55 In 2015 under new CEO Véronique Laury, and while retaining the three 
core market areas, Kingfisher launched a new corporate strategy emphasizing greater integration 
of its five major brands, with a bigger proportion of products sold globally across the brands.56 
Some years ago, California’s Apple Computer reorganized from a functional to a geographical 
structure to facilitate manufacture and delivery of Apple computers to customers around the 
world. Exhibit 4.11 contains a partial organization structure illustrating the geographical thrust. 
At Apple this structure was introduced to focus managers and employees on specific geographical 
customers and sales targets.

The strengths and weaknesses of a geographic divisional structure are parallel to those of 
the divisional organization characteristics listed earlier in Exhibit 4.10. The geographic division 
can adapt to specific conditions of its own country or region, and employees may identify with 
regional goals rather than with the overall corporate vision. Horizontal coordination within a 
region may be emphasized rather than linkages across regions or to the head office, and this can 
detract from overall corporate synergies. This is true both for national firms with regional divi-
sions and for multinational firms with national or regional units around the world.
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Matrix Structure
Sometimes, a matrix structure is developed in an effort to give equal emphasis and attention to 
product and function, or product and geography. The matrix is more likely to be introduced when, 
say, technical expertise and product innovation and change are assessed to be of equal importance. 
When it is assessed that functional, divisional and geographical structures combined with horizon-
tal linkage mechanisms are not working effectively, the matrix may be adopted as a remedy.

The matrix is a strong form of horizontal linkage as, in principle, it enables two objectives 
to be pursued simultaneously, as shown in Exhibit 4.12. In this structure, product managers and 
functional managers, for example, have equal authority within the organization, and employees 
report to both of them. The matrix structure is similar to the use of full-time integrators or product 
managers described earlier in this chapter (Exhibit 4.3), but within the matrix structure, the product 
managers (horizontal) are given formal authority equal to that of the functional managers (vertical).

Conditions for the Matrix
A dual hierarchy may seem an unusual way to design an organization as it contradicts the classi-
cal principle of unity of command, but it can be a workable structure, particularly when one or 
more of the following conditions is met:57

 ■ Condition 1. Pressure exists to share scarce resources across product lines. The organization 
is often medium sized and has a moderate number of product lines. There are pressures for 
the shared and flexible use of people and equipment across the product lines. For example, 
the organization is not large enough to assign engineers full-time to each product line, so 
engineers are assigned part-time to several products or projects.

EXHIBIT 4.11 Geographical Structure for Apple Computer

CEO
Steve Jobs

Apple
Paci�c

Apple
Europe

Apple
Americas

Canada Asia

Latin America/
Caribbean Australia

Japan

Source: Apple Computer, Inc. regions of the world, www.apple.com/find/areas.htm, 18 April 2000.
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 ■ Condition 2. Environmental pressures exist for two or more critical outputs, such as for 
in-depth technical knowledge (functional structure) and frequent new products (divisional 
structure). The dual pressure requires sharing of power between the functional and 
product sides of the organization, and a dual-authority structure is needed to maintain that 
balance.

 ■ Condition 3. The environmental domain of the organization is both complex and uncertain. 
Frequent external changes and high interdependence between departments require a large 
amount of coordination and information processing in both vertical and horizontal directions.

In principle, a dual-authority structure can help ensure a balance between vertical and hori-
zontal aspects of organizations.

EXHIBIT 4.12 Dual-Authority Structure in a Matrix Organization

Director
of Product
Operations

Design
Vice President

Manufacturing
Vice President

President

Marketing
Vice President Controller Procurement

Manager

Product
Manager A

Product
Manager B

Product
Manager C

Product
Manager D

Referring again to Exhibit 4.12, assume the matrix structure is for a clothing manufacturer. 
Product A is footwear, product B is outerwear, product C is night clothes and so on. Each product 
line serves a different market and customers. As a medium-sized organization, the company must 
effectively use people from manufacturing, design and marketing to work on each product line. 
There are not enough designers to warrant a separate design department for each product line, so 
the designers are shared across product lines. Moreover, by keeping the manufacturing, design and 
marketing functions intact, it allows employees to develop the in-depth expertise to serve all product 
lines efficiently.
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The matrix formalizes horizontal teams along with the traditional vertical hierarchy and tries 
to give equal balance to both. However, the matrix may shift one way or the other. Many com-
panies have found a balanced matrix hard to implement and maintain because one side of the 
authority structure often dominates. For employees, serving two masters can prove a confusing 
and excessively demanding experience. As a consequence, two variations of matrix structure have 
evolved – the functional matrix and the product matrix. In a functional matrix, the functional 
bosses have primary authority and the project or product managers simply coordinate product 
activities. In a product matrix, by contrast, the project or product managers have primary author-
ity, and functional managers simply assign technical personnel to projects and provide advi-
sory expertise as needed. For many organizations, one of these approaches becomes dominant 
as it accommodates established power relations and reduces conflicts arising from dual lines of 
authority.58

All kinds of organizations have experimented with versions of the matrix, including hos-
pitals, consulting firms, banks, insurance companies, government agencies and many types of 
industrial firms.59 A 2016 McKinsey study of 4000 US-based corporate employees found that 
the great majority have some kind of matrix reporting relationships.60 This structure has been 
used by large, global organizations such as Unilever and Procter & Gamble, which fine-tune 
the matrix to suit their own priorities and traditions. Many chemical and pharmaceutical com-
panies operate with various forms of the matrix structure to address the complexities of man-
aging lengthy product portfolios in widely divergent market situations throughout the world. 
For example, Bayer AG, the German-based multinational, restructured in the mid-1980s from 
a function-based hierarchy to a three-layered matrix. The company was initially divided into 
six broad product areas, now streamlined down to the three areas of Healthcare, CropSci-
ence and Material-Science. A functional divisional system was also established with functions 
such as human resources, marketing and finance. Finally, geographic regions were estab-
lished. The result was 19 interwoven units or divisions that collaborate together in multiple 
configurations.61

Strengths and Weaknesses
The matrix structure is often introduced in challenging conditions when an equality of con-
tribution as well as close collaboration is required between, for example, product and func-
tional elements. To be effective, the structure depends on high levels of organizational trust 
and mutual understanding between managers in different places in the matrix. The dual- 
authority structure can assist communication and coordination to cope with rapid envi-
ronmental change and enables an equal balance between product and functional bosses.62 
The matrix can facilitate discussion and adaptation to unexpected problems. It often works 
well in organizations of moderate size with a few product lines. Exhibit 4.13 summarizes the 
strengths and weaknesses of the matrix structure based on what we know of organizations that 
use it.63

A significant disadvantage of the matrix is that employees sometimes experience 
dual authority, reporting to two bosses and juggling conflicting demands. This can be 
frustrating and confusing, especially if roles and responsibilities are not clearly defined 
by top managers.64 Working effectively in a matrix demands excellent interpersonal and 
 conflict-resolution skills. The matrix also forces managers to spend a great deal of time in 
coordinating meetings.65 If managers do not adapt to the information and power-sharing 
processes required to secure the benefits of the matrix, the system will underperform and 
fall into disrepute as employees revert to an earlier structure or develop ‘work-arounds’ that 
shadow and further disrupt the matrix. Managers must collaborate with one another rather 
than rely on vertical authority in decision-making. An example of a successful matrix design is 
discussed in In Practice CNH Global NV.

ONLINE BRIEF 4.5

WWW

ONLINE 
COUNTERPOINT 4.4
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EXHIBIT 4.13 Strengths and Weaknesses of Matrix Organization Structure

Source: Adapted from Robert Duncan, ‘What Is the Right Organization Structure? Decision Tree Analysis Provides the Answer’, 
 Organizational Dynamics (Winter 1979), 429.

Strengths Weaknesses

1.  Achieves coordination necessary to 
meet dual demands from customers

2.  Flexible sharing of human resources 
across products

3.  Suited to complex decisions and 
frequent changes in unstable 
environment

4.  Provides opportunity for both functional 
and product skill development

5.  Best in medium-sized organizations 
with multiple products

1.  Causes participants to experience dual 
authority, which can be frustrating and 
confusing

2.  Means participants need good interpersonal 
skills and extensive training

3.  Is time consuming; involves frequent meetings 
and conflict resolution sessions

4.  Will not work unless participants understand 
it and adopt collegial rather than vertical type 
relationships

5.  Requires great effort to maintain power 
balance

product development platform. Put simply, this meant 
producing a variety of lines for different markets from 
a few large production facilities. In order to suc-
ceed there had to be a close, interactive relationship 
between the marketing and sales teams, on the one 
hand, who were close to customers, and the produc-
tion experts, on the other.

Formerly, CNH put in place matrix accountability 
to structures to support this interactivity between the 
product and geographic managers. CNH has been 
largely successful in its efforts, despite facing chal-
lenging market conditions at times. The company is 
rated highly for employee satisfaction, despite clos-
ing several production facilities while moving towards 
global production platforms. To meet new require-
ments and industry demands, which are taking place 
at an ever- accelerating rate, and growing magnitude 
fuelled by trends such as digitalization, automation, 
electrification and servitization, CNH needs to adapt, 
change and revitalize continuously to meet these 
challenges and successfully generate long-term 
value. ‘We have developed five divisions which will 
be fully responsible for the global growth and per-
formance of their respective businesses, increasing 
focus and accountability’, said Hubertus Mühlhäuser, 
Chief Executive Officer, CNH Industrial.

CNH Global NV66

CNH was formed in the late 1990s through a 
merger of the construction and agricultural 

equipment companies Case and New Holland. It 
is the world’s largest company in its market seg-
ment. A third of all combine harvesters and backhoe 
loaders, and a quarter of all tractors and skid steer 
loaders sold worldwide are built by CNH, a majority 
owned subsidiary of the Italian vehicle manufacturer 
Fiat SpA.

CNH managers wanted to benefit from the econ-
omies of scale that could be leveraged from such a 
large company with many common elements in its 
products, while at the same time retaining the abil-
ity to tailor its products to different customer needs 
and desires in its different markets across the world. 
It aimed to achieve this through a ‘multi-brand, 
multi-channel’ strategy while establishing a global 

IN PRACTICE
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Horizontal Structure
A recent approach to organizing, considered in Chapter 3, is the horizontal structure, which 
organizes employees around core processes. Organizations may be prompted to move towards 
a horizontal structure as a consequence of an intervention like total quality management or a 
procedure called re-engineering. Re-engineering, or business process re-engineering, involves the 
redesign of a vertical organization along its horizontal workflows and processes. A process refers 
to an organized group of related tasks and activities that work together to transform inputs into 
outputs that create value for customers.67 Re-engineering aspires to change the way managers 
think about how work is done. Rather than focusing on narrow jobs structured into distinct 
functional departments, re-engineering emphasizes core processes that cut horizontally across the 
organization and involve teams of employees working together to serve customers. Examples of 
processes include order fulfilment, new product development and customer service.

A good illustration of process engineering is the redesign of customer services at the Vale of 
Glamorgan Council, a medium-sized local government in Wales, UK. The council provides citizens 
with a range of services ranging from waste disposal to administration of planning and building 
regulations. In the past, citizens had to reach a specific department in order to make a complaint 
or arrange an appointment. It was often hard to reach the right person, and both staff and citizens 
wasted time leaving phone messages back and forth. After studying the problem and getting feed-
back from service users, the council reorganized the way it does business. Its OneVale initiative 
established a centralized customer contact centre in conjunction with a computerized informa-
tion management system. Now, anyone needing to deal with the Council calls the contact centre, 
whose staff are empowered to deal with simple enquires and complaints themselves, and can set 
up appointments for all the Council’s different departments. The council’s phone lines are open 
late into the evening, and the Vale of Glamorgan has won awards for innovation and customer 
satisfaction (see Exhibit 4.14).68

EXHIBIT 4.14 OneVale Initiative
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Characteristics
An illustration of a company re-engineered into a horizontal structure appears in Exhibit 4.15. 
Such an organization has the following characteristics:69

 ■ Structure is created around cross-functional core processes rather than tasks, functions or 
geography. Thus, boundaries between departments are obliterated.

 ■ Self-directed teams, not individuals, are the basis of organizational design and performance.

 ■ Process owners have responsibility for each core process in its entirety. For example, until 
the 1990s, most Britons bought houses through building societies, a kind of financial 
cooperative. Banks were just not set up to smoothly handle all the different elements that 
go in to mortgage approval. Prospective buyers had to visit several different departments 
of the bank to arrange the loan, arrange the legal paperwork, obtain mortgage insurance 
etc., with delays of weeks if not months. As the property market became more competitive, 
Barclays Bank realized that if it wanted to build its mortgage business, it had to offer a 
comprehensive, one-stop service. It brought together all the different expertise and signing 
authority into a single department, allowing the process to be greatly streamlined. By 2014 
the average time for Barclays to provide an offer letter was down to nine days, despite 
considerably tightened government requirements in the wake of the global financial crisis.70 
Barclays crystallized this new business process into its Home Finance Division. Both 
approvals and, crucially, profits, rose substantially, and by 2014 Barclays consolidated its 
position in the top five mortgage lenders in the UK.71

When an organization is re-engineered to a horizontal structure, all the people throughout 
the organization who work on a particular process (such as customer service, claims handling 
or order fulfilment) have better access to one another so they can communicate and coordinate 
their efforts. The horizontal structure reduces the vertical hierarchy and erodes old departmental 
boundaries. This approach is generally facilitated by the use of information and communication 
technologies as well as by changing attitudes to work flexibility that have occurred in the work-
place and the business environment over the past 25 years (see Counterpoint 4.4). Computeri-
zation and internet connectivity permits wide-ranging integration and coordination. Customers 
expect faster and better service, and employees may have the opportunity to develop new skills 
and assume more responsibility. Organizations mired in a vertical mindset where each function 
or department operates within a separate ‘silo’ have a hard time meeting these challenges. Thus, 
numerous organizations have experimented with horizontal mechanisms such as cross-functional 
teams to achieve coordination across departments or task forces to accomplish temporary pro-
jects. Increasingly, organizations are shifting away from hierarchical, function-based structures to 
structures based on horizontal processes.

COUNTERPOINT 4.4
It would be misleading to suggest that such changes are easily or smoothly introduced, or that they 
are always welcomed by customers or employers. Contacting call centres can be frustrating and 
unsatisfactory for customers and employees alike. Change is often driven by the objective of making 
savings rather than improving service. Or, service improvements are anticipated but an emphasis on 
cost reduction or a lack of vision results in poor service and disenchanted employees. Call centres can 
be ‘designed’ in various ways – at worst, there are those that mirror highly fragmented organizations, 
where callers wait in queues without any information and are then passed around to different 
employees who never give their name; and at best there are those that deal with calls promptly, 
courteously and are trained to manage the process – that is, take care of the handling of each call or 
‘case’ from initial contact to its resolution.

ONLINE BRIEF 4.6

WWW
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EXHIBIT 4.15 A Horizontal Structure
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Source: Based on Frank Ostroff, The Horizontal Organization (New York: Oxford University Press, 1999); John A. Byrne, ‘The Horizontal 
Corporation’, BusinessWeek (December 20, 1993), 76–81; and Thomas A. Stewart, ‘The Search for the Organization of Tomorrow’, Fortune 
(May 18, 1992), 92–98.

 ■ People on the team are given the skills, tools, motivation and authority to make 
decisions central to the team’s performance. Team members are cross-trained to 
perform one another’s jobs, and the combined skills are sufficient to complete a major 
organizational task.

 ■ Teams have the freedom to think creatively and respond flexibly to new challenges 
that arise.

 ■ Customers drive the horizontal corporation. Effectiveness is measured by end-of-
process performance objectives, based on the goal of bringing value to the company’s 
stakeholders including customers and investors.

 ■ The culture is one of openness, trust and collaboration, focused on continuous 
improvement. The culture values employee empowerment, responsibility and 
well-being.

Avaya Ireland, a hi-tech telecommunications firm, is featured in the In Practice box which 
follows. Avaya successfully shifted to a flexible, less hierarchical model in order to meet the 
demands of diverse customers and a rapidly changing product mix.

ONLINE 
COUNTERPOINT 4.5

ONLINE 
COUNTERPOINT 4.6

Strengths and Weaknesses
As with all structures, the horizontal structure has weaknesses as well as strengths. Some of the 
main strengths and weaknesses of the horizontal structure are listed in Exhibit 4.16.
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EXHIBIT 4.16 Strengths and Weaknesses of Horizontal Structure

Sources: Based on Frank Ostroff, The Horizontal Organization: What the Organization of the Future Looks Like and How It Delivers Value 
to Customers (New York: Oxford University Press, 1999); and Richard L. Daft, Organization Theory and Design, 6th ed. (Cincinnati, OH: 
South-Western, 1998), 253.

Strengths Weaknesses

1.  Promotes flexibility and rapid response 
to changes in customer needs

2.  Directs the attention of everyone 
towards the production and delivery of 
value to the customer

3.  Each employee has a broader view of 
organizational goals

4.  Promotes a focus on teamwork and 
collaboration

5.  Improves quality of life for employees 
by offering them the opportunity to 
share responsibility, make decisions 
and be accountable for outcomes

1.  Determining core processes is difficult and 
time consuming

2.  Requires changes in culture, job design, 
management philosophy, and information and 
reward systems

3.  Traditional managers may baulk when they 
have to give up power and authority

4.  Requires significant training of employees 
to work effectively in a horizontal team 
environment

5.  Can limit in-depth skill development

highly inclusive, and often difficult process identified 
four main areas of weakness: communications, train-
ing, the manager/employee relationship and lack of 
teamwork. An action plan, based on the Business 
Excellence Model72 was developed. Structural 
changes to realize the company’s vision entailed 
replacing the rigid organizational hierarchy with 
cross-functional teams focused on core products, 
from conception, through production to end-user 
support. Armed with this new focus, the company 
was able to contain costs while improving product 
quality. Avaya invited customers to visit the plant and 
meet its new product-focused cross-functional teams. 
This was a highly successful initiative – customers 
saw that Avaya had an open culture and knowledgea-
ble staff. Satisfaction with the company’s networking 
products soared. In 1998 Avaya won the Irish Busi-
ness Excellence overall award, and two years later a 
prize at the European Quality Awards as well as 
becoming one of the first Irish companies to be 
awarded ISO9001 certification. The change-driving 
steering group remains in place, and Avaya Ireland 
continues to win high marks for customer service and 
innovation, ranking in the Thompson Reuters top 100 
for innovation for three years to 2013.73 The company 
has now moved strongly into the related high-growth 
area of voice over internet protocol (VOIP) telephony.74 
In 2020, the main innovation project is helping cus-
tomers become even more digital and accelerating 
digital transformation.

Avaya Ireland

Avaya Ireland is part of the global Avaya corpora-
tion, one of the many offspring of the giant AT&T 

telecommunications business that was broken up in 
the 1980s into smaller, more flexible and more entre-
preneurial entities. Avaya specializes in the manufac-
ture of networking components, key building blocks 
of today’s information society. Ireland is one of the 
main European centres for the computer industry, so 
Avaya Ireland had a dual advantage of location and 
growing demand for its product sector. Despite this 
positive market situation, the company languished 
through the 1980s and early 1990s. The company 
was run by a rigid functional hierarchy, with poor 
cross-functional communication. Costs were high 
compared with competitors and other subsidiaries of 
the Avaya group, and staff morale was poor. Avaya 
Ireland was in real danger of closing. In the mid-1990s 
top managers realized that they had to adapt to the 
times or the company would die. A management 
steering group was established to animate a process 
of internal dialogue, called Engaging our People. The 

IN PRACTICE
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The most significant strength of the horizontal structure is that it can dramatically improve 
flexibility and responsiveness. The structure tends to direct attention towards the customer, lead-
ing to greater customer satisfaction as well as improvements in productivity, speed and efficiency. 
In addition, because there are no boundaries between functional departments, employees can take 
a broader view of organizational goals rather than being focused on the goals of a single depart-
ment. The horizontal structure promotes an emphasis on teamwork and cooperation, so that team 
members share a commitment to meeting common objectives. Finally, the horizontal structure 
can improve the quality of life for employees by giving them opportunities to share responsibility, 
make decisions and contribute significantly to the organization.

A potential weakness of the horizontal structure is that it can harm rather than help organ-
izational performance, unless managers carefully determine which core processes are critical for 
bringing value to customers. Simply defining the processes around which to organize can be dif-
ficult. In addition, shifting to a horizontal structure requires significant changes in culture, job 
design, management philosophy and information and reward systems, and can therefore be com-
plicated, time consuming and thus costly. Traditional managers may baulk at having to share 
elements of power and authority, and find it difficult to learn to exercise leadership through team 
facilitation. Employees have to be trained to work effectively in a team environment, and they may 
be suspicious of the company’s motives in dismantling overt hierarchy or hostile to its disruptive 
impact upon valued routines. Finally, because of the cross-functional nature of work, a horizontal 
structure can limit in-depth knowledge and skill development unless measures are taken to enable 
employees opportunities to maintain and build technical expertise.

Virtual Network Structure
The virtual network structure extends the concept of horizontal coordination and collaboration 
beyond the boundaries of the traditional organization. Many of today’s organizations farm out 
some of their activities to other companies. Outsourcing, which means the contracting out of 
aspects of work (e.g. manufacturing, information technology or credit processing) to other com-
panies, is a significant trend in many industries that has implications for organization structure.75 
Accenture, for example, handles all aspects of information technology for the British food retailer 
J. Sainsbury’s. Companies in countries such as India and Malaysia, as well as European sites such 
as Scotland and Eastern Europe, manage call centre and technical support for multinational cor-
porations including financial companies, computer vendors and mobile phone companies. Entire 
chunks of aeroplanes manufactured by Canada’s Bombardier and Brazil’s Embraer are engi-
neered and built by outside contractors, often outside Canada and Brazil respectively. Fiat Auto is 
involved in multiple complex outsourcing relationships with other companies handling logistics, 
maintenance and the manufacturing of some parts.76

These interorganizational relationships reflect a significant shift in organization design. An 
increasing number of organizations take outsourcing to the extreme and create a virtual network 
structure. With a virtual network structure, sometimes called a modular structure, the firm subcon-
tracts many or most of its major processes to separate companies and coordinates their activities from 
a small headquarters organization. Nowadays fashionwear companies like Nike frequently produce 
none of their own clothing, focusing instead on building brand value through comprehensive market-
ing efforts and exercising tight control over their suppliers. The virtual network structure has become 
much more feasible as a result of advances in information and communication technologies.77

How the Structure Works
The virtual network organization may be viewed as a central hub surrounded by a network 
of outside specialists. Rather than being housed under one roof or located within one organ-
ization, services such as accounting, design, manufacturing, marketing and distribution are 
outsourced to separate companies that are connected electronically to a central office. Organi-
zational partners located in different parts of the world may use secure networking to exchange 

65900_ch04_hr_092-135.indd   123 12/9/19   3:40 PM



124 PART 2 ORGANIZATIONAL PURPOSE AND STRUCTURAL DESIGN

data and information so rapidly and smoothly that a loosely connected network of suppliers, 
manufacturers and distributors can look and act like one seamless company. The virtual net-
work form can also incorporate a free-market style to replace the traditional vertical hierarchy. 
In this case, contractors can be brought into and released from the system to meet changing 
needs.

With a network structure, the hub maintains control over processes in which it has 
 difficult-to-imitate capabilities and transfers other activities – along with the decision-making for, 
and operational control over, those activities – to other organizations who are specialists. These 
organizations organize and accomplish their work using their own ideas, assets and tools.78 The 
idea is that a firm can concentrate on its ‘core competence’ – what is key to its survival – and 
contract out everything else to companies with distinctive competence in those specific areas, 
thereby in principle enabling the organization to do more with less.79 The network structure is 
often advantageous in reducing costs for start-up companies, such as Dicole, a Finnish IT firm 
that works with companies to implement Web 2.0 technologies, featured in the next In Practice 
box below.

collaborative encyclopedia, is the best known exam-
ple of wiki technology, but wikis are used increas-
ingly within companies for internal communication, 
and increasingly for technical documentation of work 
processes. As employees become more familiar 
with wikis, they are being used to develop product 
manuals and instructions for end users outside the 
company. Similarly, the same technology used to 
create YouTube, the popular site for uploading, view-
ing and sharing video clips, can be used to transfer 
knowledge within a company quickly and cheaply. 
Large companies such as IBM use technology sim-
ilar to that underpinning the social networking site 
Facebook to help employees to get to know and 
understand each other – over 400,000 IBM employ-
ees have their own pages on the company’s ‘Blue 
Pages’, which can include photos, employees’ 
places in the IBM hierarchy, contact information and 
even their own weblogs.

While many companies use versions of wikis, 
blogs, LinkedIn and Facebook, some companies 
work with their own customer organizations to com-
bine the various technologies together in a tailor-made 
approach to virtual network communications. One 
such example is Finnish company Dicole’s Knowledge 
Work Environment.80

The concept can be taken even further through 
the product  deve lopment  techn ique ca l led 
crowdsourcing, where social networking tech-
nologies are used to develop new products. 
Many different approaches have been tried. One 
example is Threadless (www.threadless.com), 

Leveraging Web 2.0

Virtual networking is made possible by new tech-
nologies, and the ever-expanding universe of 

virtual communication creates new opportunities 
almost daily. Companies small and large are explor-
ing ways to build virtual networks and strengthen 
collaboration across the globe, using the boundless 
potential of Web 2.0, and particularly new thinking 
in virtual communications. This In Practice discusses 
several companies’ and organizations’ approaches 
to Web 2.0.

LinkedIn was founded in late 2002 by Reid 
Hoffmann when he recruited a team of former 
colleagues from SocialNet and PayPal to work on a 
new idea. The idea was a site where employers post 
jobs and job seekers post CVs. In 2015, most of the 
company’s revenue came from selling access to infor-
mation about its members to recruiters and sales pro-
fessionals. As of June 2019, LinkedIn had 630 million 
registered members in 200 countries.

One of the simplest forms of virtual communica-
tion is the Wiki, a word that comes from the Hawai-
ian for ‘fast’, and involves working collaboratively 
and in real time on a single text. Wikipedia, the online 

IN PRACTICE
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The virtual network structure also has a number of weaknesses.84 The primary weakness is a 
potential lack of control associated with taking decentralization to the extreme. Managers do not 
have all operations under their jurisdiction and must rely on contracts, coordination and nego-
tiation to hold things together. This can also mean increased time spent managing relationships 

a  Chicago-headquartered t-shirt company that 
invites anyone to submit t-shirt designs. If the 
design is selected, the designer is paid an upfront 
fee and a commission depending on the number of 
t-shirts sold with that design. By 2013, Threadless 
had accepted 264,055 designs from 1443 artists, 
and had a total of 2,423,041 ‘community members’ 

(customers) worldwide. Threadless’s first Chief 
Technology Officer, Harper Reed, went on to run 
technology for Barack Obama’s successful 2012 US 
presidential campaign, and joined Paypal to head 
their software development division in 2015. Reed is 
not shy, either; he describes himself on his website 
as ‘Probably one of the coolest guys ever’.81, 82

Strengths and Weaknesses
Exhibit 4.17 summarizes the strengths and weaknesses of the virtual network structure. One 
of the major strengths is that even quite small organizations can be truly global, drawing 
on resources worldwide to achieve the best quality and price and then selling products or 
services worldwide just as easily through subcontractors. The network structure also ena-
bles new or small companies to develop products or services and get them to market rap-
idly without huge investments in factories, equipment, warehouses or distribution facilities. 
The ability to arrange and rearrange resources to meet changing needs and best serve customers 
gives the network structure flexibility and rapid response. New technologies can be developed 
quickly by tapping into a worldwide network of experts. The organization can continually rede-
fine itself to meet changing product or market opportunities. A final strength is reduced adminis-
trative overhead. Large teams of staff specialists and administrators are not needed. Managerial 
and technical talent can be focused on key activities that provide competitive advantage while 
other activities are outsourced.83

ONLINE BRIEF 4.7
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EXHIBIT 4.17 Strengths and Weaknesses of Virtual Network Structure

Sources: Based on Linda S. Ackerman, ‘Transition Management: An In-Depth Look at Managing Complex Change’, Organizational 
 Dynamics (Summer 1982), 46–66; and Frank Ostroff, The Horizontal Organization (New York: Oxford University Press, 1999), fig 2.1, 34.

Strengths Weaknesses

1.  Enables even small organizations to 
obtain talent and resources worldwide

2.  Gives a company immediate scale 
and reach without huge investments 
in factories, equipment or distribution 
facilities

3.  Enables the organization to be highly 
flexible and responsive to changing 
needs

4.  Reduces administrative overhead costs

1.  Managers do not have hands-on control over 
many activities and employees

2.  Requires a great deal of time to manage 
relationships and potential conflicts with 
contract partners

3.  There is a risk of organizational failure if a 
partner fails to deliver or goes out of business

4.  Employee loyalty and corporate culture might 
be weak because employees feel they can be 
replaced by contract services
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with partners and resolving conflicts, which can be especially complex if partners are operating in 
different continents, many time zones away. Communications technologies have greatly reduced 
effective distance, but there is no substitute for face-to-face negotiations when complex, serious 
issues arise.

A problem of equal importance is the risk of failure if one organizational partner fails to 
deliver, has a plant burn down or goes out of business. Managers in the headquarters organi-
zation have to act quickly to spot problems and find new arrangements. Finally, from a human 
resource perspective, employee loyalty can be weak in a network organization, both because 
of concerns over job security and because developing a cohesive corporate culture is difficult 
between far-flung units or outsourced functions. Employees may feel that they could be replaced 
at any time by contract services. Turnover of staff may be higher because emotional commitment 
between the organization and employees is low. With changing products, markets and partners, 
the organization may need frequently to reshuffle employees to get the correct mix of skills and 
capabilities.

Hybrid Structure
As a practical matter, many structures in the real world do not exist in the pure forms we have 
outlined in this chapter. Organizations often use a hybrid structure that combines characteris-
tics of various approaches tailored to specific strategic needs. Most companies combine char-
acteristics of functional, divisional, geographical, horizontal or network structures to take 
account of the relative strengths and weaknesses of these structures in their own particular 
business.

One type of hybrid that is often used is to combine characteristics of the functional and 
divisional structures. When a corporation grows large and has several products or markets, it 
typically is organized into self-contained divisions of some type. Functions that are important 
to each product or market are decentralized to the self-contained units. However, some func-
tions that are relatively stable and require economies of scale and in-depth specialization are 
also centralized at headquarters.
Sony Europa is the European arm of the Japanese electronics giant, Sony Corporation. The 

company has been active in Europe since 1960 and has enjoyed success across the continent due 
to the famed high quality of Sony products. However, the company’s involvement in Europe 
developed in an unplanned way, with marketing offices and manufacturing plants growing up 
in many different countries. Country managers, by default, became leaders of mini-empires, and 
there was little cross-European coordination. The weaknesses of this approach could be over-
looked while Sony was growing, but as the company faced stiffer competition on both price and 
quality from the 1990s, company leaders realized a more strategic and coordinated approach to 
organizational structure was needed. Successive efforts by Sony’s top management to introduce 
some coordination resulted in the establishment of business units that grouped together con-
sumer electronics, business and professional products, and OEM products geared to industrial 
purchasers. While this improved coordination, each division had its own functional units such 
as HR, marketing and logistics, detracting from possible cost synergies and overall corporate 
identity. In 2002, Sony Europa’s new president Mike Tsurumi established a hybrid structure 
which retains product divisions, but centralizes the functional areas of HR, Finance, Sales, Mar-
keting and Infrastructure85 (see Exhibit 4.18 as applied to Marketing). A hybrid structure such 
as this is often preferred over the pure functional, divisional, horizontal or virtual network 
structure because it can provide some of the advantages of each and overcome some of the 
disadvantages.
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WWW

65900_ch04_hr_092-135.indd   126 12/9/19   3:40 PM



CHAPTER 4 FUNDAMENTALS OF ORGANIZATION STRUCTURE 127

Applications of Structural Design
Each type of structure is applied in different situations and is intended to address different 
demands. In describing the various structures, we touched briefly on conditions such as envi-
ronmental stability or change and organizational size that are related to structure. Each form of 
structure – functional, divisional, matrix, horizontal, network, hybrid – represents a tool that can 
make an organization more or less effective, depending on the exigencies of the situation and the 
capacity of the structure to respond effectively to their often conflicting demands.

Structural Alignment
One of the most important roles of top managers in structural design is finding the right balance 
between vertical control and horizontal coordination, depending on the constantly changing needs of 
the organization. Vertical control tends to be associated with goals of efficiency and stability, while 
horizontal coordination is associated with learning, innovation and flexibility. Exhibit 4.19 shows a 
simplified continuum that illustrates how structural approaches are associated with vertical control 
versus horizontal coordination. The functional structure is most appropriate when managers believe 
that efficiency in meeting organizational goals can be achieved through coordination by vertical hier-
archy. However, the narrow focus on specific outcomes that vertical hierarchy tends to produce can 
be insufficiently flexible to account for rapidly changing pressures in a complex business environment.

EXHIBIT 4.18  New Structure of European Marketing Introduced During the Era of 
Mike Tsurumi

HAVE - BG PAE - BG

HAV - Marketing

Key:
HAVE 5 Home Audio Visual Europe
PAE 5 Personal Audio Europe
EMCS 5 Engineering Manufacturer Customer Service, Europe
NACS 5 Network Applications Content Solutions
CRM 5 Customer Relationship Management
BG 5 Business Group

PA - Marketing

EMCS - E

Sales Platform

NACS Europe

CRM

Other Common Platforms

Design Centre

Prof. Paul Sparrow: www.lums.lancs.ac.uk/files/hr/10044.pdf

65900_ch04_hr_092-135.indd   127 12/9/19   3:40 PM



128 PART 2 ORGANIZATIONAL PURPOSE AND STRUCTURAL DESIGN

Dominant
Structural
Approach

Functional
Structure

Horizontal:
Coordination, learning, 
innovation, flexibility

Vertical:
Control, efficiency, 
stability, reliability

Functional with
cross-functional 

teams, integrators

Divisional
Structure

Matrix
Structure

Horizontal
Structure

Virtual
Network
Structure

Simple
Structure

EXHIBIT 4.19  Relationship of Structure to Organization’s Need for Efficiency versus 
Learning

COUNTERPOINT 4.5
In this chapter we have presented a range of formal schemas of design. In practice, however, 
organizations are ongoing projects in which elements and remnants of different structures are 
overlapped and overlaid. The result is more of a patchwork than a ‘hybrid’ that is the product of 
successive efforts to mitigate for the limitations or weaknesses ascribed to a previous structure. 
Neither should it be overlooked that structures are generally imposed from the top, sometimes mainly 
to signal the arrival of a new CEO or management team with ‘fresh ideas’, and they then encounter 
resistance which moderates their impact and (in)effectiveness.

At the opposite end of the scale, horizontal structures are more appropriate when innova-
tion is a priority. In this case, continuous coordination among functions fosters organizational 
learning. The horizontal structure enables organizations to differentiate themselves and respond 
quickly to changes, but often at the expense of short-term efficiency. The virtual network structure 
offers even greater flexibility and potential for rapid response by allowing the organization to 
add or subtract pieces as needed to adapt and meet changing demands and challenges, as well as 
searching the world for lower costs and increased productivity. The simple structure to the right is 
the type of organization with the greatest flexibility because the founder and the employees work 
together informally. The employees gain experience from the way they handle customers individu-
ally and by the many different demands from customers. Exhibit 4.19 also shows how other types 
of structure defined in this chapter – functional with horizontal linkages, divisional and matrix – 
represent intermediate steps on the organization’s path to cost-efficiency, innovation and learning. 
The exhibit does not include all possible structures, but it illustrates how organizations attempt to 
balance competing priorities and demands (see Counterpoint 4.5).

Symptoms of Structural Deficiency
Top executives periodically evaluate organization structure to determine whether it is appropriate 
to changing conditions and aspirations. Many organizations try one organization structure and 
then reorganize to another structure in an effort to develop a better fit between executive aspira-
tions, internal reporting relationships and the external environment.
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COUNTERPOINT 4.6
Although these problems may arise from ‘structural deficiency’ that can be corrected by the technical 
fix of structural redesign, the problems may also be endemic to capitalist work organizations. 
Decision-making may be delayed because senior managers anticipate that their jobs or career 
prospects are threatened by change. Innovation may be slow because it poses a threat to established 
‘empires’ within the organization. Declines in employee performance may be associated with 
frustration and dissatisfaction in, ultimately, being treated as a disposable commodity or, at least,  
with insufficient dignity as changes are introduced (or imposed) without genuine consultation or 
adequate understanding of their counterproductive effects. Conflicts between individuals, groups, 
departments and divisions may arise from the basic understanding that responding to the demands  
of shareholders and/or customers is not necessarily compatible with improving the wages and 
conditions (e.g. pensions) of particular groups of employees.

The following are symptomatic of structural deficiency (see Counterpoint 4.6).86

 ■ Decision-making is delayed or lacking in quality. Decision-makers may be overloaded 
because the hierarchy funnels too many problems and decisions to them. Delegation to 
lower levels may be insufficient. Another cause of poor-quality decisions is that information 
may not reach the correct people. Information linkages in either the vertical or horizontal 
direction may be inadequate to ensure decision quality.

 ■ The organization does not respond innovatively to a changing environment. One reason for 
lack of innovation is that departments are not coordinated horizontally. The identification 
of customer needs by the marketing department and the identification of technological 
developments in the research department must be coordinated. Organization structure also has 
to specify departmental responsibilities that include environmental scanning and innovation.

 ■ Employee performance declines and goals are not being met. Employee performance may 
decline because the structure doesn’t provide clear goals, responsibilities and mechanisms 
for coordination. The structure should reflect the complexity of the market environment 
and be straightforward enough for employees to effectively work within it.

 ■ Too much conflict is evident. In principle, organization structure is intended to enable 
departmental goals to combine into a single set of goals for the entire organization. When 
departments act at cross-purposes or departmental priorities are out of alignment with 
those attributed to the wider organization, it may be that the structure has incorporated 
insufficient horizontal linkages.

Summary and Interpretation
Organization structure is intended to accomplish two things. It seeks to provide a framework of 
responsibilities, reporting relationships and groupings, and it is intended to provide mechanisms 
for linking and coordinating organizational elements into a coherent whole.

Managers make a strategic choice as they orient towards a traditional organization design 
which emphasizes vertical linkages such as hierarchy, rules and plans, or towards a contemporary 
learning organization which emphasizes horizontal linkages through cross-functional information 
systems, direct contact between managers across department lines, temporary task forces, full-
time integrators and teams.

Alternatives for grouping employees and departments into overall structural design include 
functional grouping, divisional grouping, multifocused grouping, horizontal grouping and net-
work grouping. With functional and divisional structures, managers also use horizontal linkage 
mechanisms to complement the vertical dimension and achieve integration of departments and lev-
els into an organizational whole. With a horizontal structure, activities are organized horizontally 
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around core work processes. A virtual network structure extends the concept of horizontal coor-
dination and collaboration beyond the boundaries of the organization. Core activities are per-
formed by a central hub while other functions and activities are outsourced to contract partners. 
The matrix structure attempts to achieve an equal balance between the vertical and horizontal 
dimensions of structure. Organizations rarely exist in these pure forms. Instead, hybrid or patch-
work varieties evolve that incorporate more or less coherent blends of organizing activity that can 
be analyzed in terms of the various structural types examined in this chapter.

Discussion Questions
1 What is the definition of organization structure? Does 

organization structure appear on the organization 
chart? Explain.

2 How do rules and plans help an organization achieve 
vertical integration?

3 When is a functional structure preferable to a divi-
sional structure?

4 Large corporations tend to use hybrid structures. Why?

5 What are the primary differences between a tradi-
tional organization designed for efficiency and a more 
contemporary organization designed for learning?

6 What is the difference between a task force and 
a team? Between a liaison role and an integrating 
role? Which of these provides the greatest amount of 
 horizontal coordination?

7 What conditions usually have to be present before an 
organization should adopt a matrix structure?

8 The manager of a consumer products firm said, 
‘We use the brand manager position to train future 
executives’. Do you think the brand manager 
 position is a good training ground? Discuss.

9 Why do companies using a horizontal structure 
have cultures that emphasize openness, employee 
empowerment and responsibility? What do you think 
a manager’s job would be like in a horizontally organ-
ized company?

10 Describe the virtual network structure. Why do you 
think this is becoming a good structural alternative for 
some of today’s organizations?

Chapter 4 Workbook You and Organization Structure
To better understand the importance of organization structure in your life, do the following assignment.  
Select one of the following situations to organize:

 ■ A copy and printing shop

 ■ A travel agency

 ■ A sports rental (such as skis or snowboards) in a resort area

 ■ A bakery.

centralized
decentralized
departmental grouping
divisional grouping
divisional structure
functional grouping
functional matrix
functional structure

horizontal grouping
horizontal linkage
horizontal structure
hybrid structure
integrator
liaison role
matrix structure
multifocused grouping

organization structure
outsourcing
process
product matrix
re-engineering
simple structure
symptoms of structural 

deficiency

task force
teams
vertical information 

system
vertical linkages
virtual network grouping
virtual network structure
virtual team

KEY CONCEPTS
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 1 Write down the mission or purpose of the organization in a few sentences.

 2 What are the specific tasks to be completed to accomplish the mission?

 3 Based on the specifics in number 2, develop an organization chart. Each position in the chart will 
perform a specific task or is responsible for a certain outcome.

 4 You are into your third year of operation, and your business has been very successful. You want to 
add a second location a few kilometres away. What issues will you face running the business at two 
locations? Draw an organization chart that includes the two business locations.

 5 Five more years go by and the business has grown to five locations in two cities in the same country. 
How do you keep in touch with it all? What issues of control and coordination have arisen? Draw 
an up-to-date organization chart and explain your rationale for it.

 6 Twenty years later you have 75 business locations in 5 European countries. What are the issues and 
problems that have to be dealt with through organizational structure? Draw an organization chart 
for this organization, indicating such factors as who is responsible for customer satisfaction, how 
you will know if customer needs are met and how information will flow within the organization.

Adapted by Dorothy Marcic from ‘Organizing’, in Donald D. White and H. William Vroman, Action in Organizations, 2nd ed.  
(Boston: Allyn and Bacon, 1982), 154; and Cheryl Harvey and Kim Morouney, ‘Organization Structure and Design:  
The Club Ed Exercise’, Journal of Management Education (June 1985), 425–429.

Organization Structures
Scotia University

Scotia University is located in Scotland and, like 
most organizations, periodically restructures its 

organization to better align its structure to its strategy. 
Universities are no different from any other organi-
zation but tend to use different terminology when it 
comes to organization structures. Senate is the senior 
academic body of the university. Legally and consti-
tutionally it is responsible for the academic activity of 
the university which is teaching and research. Senate 
is also responsible for student conduct. The University 
Court is involved in the development of, and ultimately 
approves, the university’s strategic plan. It approves 
any major financial decisions, such as whether or not 
to borrow money; it also approves the university’s 
proposed budget. 

The principal divisions are normally termed col-
leges, faculties or schools, with colleges being an 
overarching structure with direct responsibility to the 
University Executive or Senior Management Team. 
The Scotia University College of Arts contains: the 
School of Humanities; the School of Critical Studies; 

the School of Culture & Creative Arts; the School 
of Modern Languages & Cultures; and its gradu-
ate school. The College of Medical, Veterinary and 
Life Sciences contains: the School of Life Sciences; 
the School of Medicine; the School of Veterinary 
Medicine; its graduate school and seven research 
institutes. The College of Science and Engineering 
contains: the School of Chemistry; the School of 
Computing Science; the School of  Engineering; the 
School of Geographical & Earth Sciences; the School 
of Mathematics &  Statistics; the School of Physics & 
Astronomy; the School of Psychology; and its gradu-
ate school. The College of Social Sciences contains: 
the Business School; the School of Education; the 
School of Interdisciplinary Studies; the School of Law; 
the School of Social & Political Sciences; and its grad-
uate school.

The chief executive of a Scottish university has 
the title Principal and Vice-Chancellor and the 
Chancellor is a lay-member of the university (not an 
employee). The Senior Management Group advises 
the Principal as chief executive officer of the Univer-
sity on matters of policy. It also advises Court and 
Senate on matters of strategic policy (academic and 
resource), and acts on a day-to-day basis to imple-
ment the policies of Court and Senate. The Senior 
Management Group (SMG) comprises: the Princi-
pal, Vice-Principals, Heads of Colleges,  Secretary 

CASE FOR ANALYSIS 4.1
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of Court and the Director of Finance. The SMG has 
responsibility for ensuring that the university policies 
are effectively implemented and that this is done in a 
coordinated way across the Colleges and University 
Services. It has a role in developing corporate initi-
atives and policies, for consideration by Senate and 
Court. SMG maintains a watching brief on the uni-
versity strategy and in particular on  progress against 
the strategic key performance indicators (KPIs) and 
it takes action as required to ensure that the uni-
versity is positioned to meet them. SMG also has 
an ongoing responsibility to monitor, assess and 
address risk, and in liaison with Court, update the 
strategic risk list annually.

The Court is the governing body of the university, 
and is sometimes compared to the board of direc-
tors of a company. Its powers have been defined 
over a number of years and are set out in a series 
of Acts of Parliament, the Universities (Scotland) Acts 
1858–1966, and subsidiary regulations and ordi-
nances. The Court has ultimate responsibility for the 
deployment of resources in the university and for the 
strategic plans of the institution. It also has a mon-
itoring role in relation to the overall performance of 
the university, and it holds the Principal accounta-
ble for the effective and efficient management of the 
university. It is responsible for the well-being of staff. 
With the Senate, it is responsible for the well-being 

of students and for the reputation of the university. 
The Rector is elected by the students of the univer-
sity to represent their interests. He or she is also,  
ex- officio, the Chairperson of the University Court, 
the body which administers the resources of the 
 university. The Rector is not active in university 
strategy or policy-making. The role is principally as 
spokesperson and representative for student issues. 
The Rector’s participation in events is entirely volun-
tary and depends on availability and personal choice.

Case Study Questions
1 Describe and explain the structure of Scotia 

 University in terms of its vertical structure and 
illustrate with an organization chart of the Colleges.

2 How is coordination achieved in academic 
matters?

3 Matrix structures are often used to improve 
horizontal coordination and information sharing, 
and are ideal structures for a research institute 
which brings together academics from across 
the  university. Using the College of Social 
Sciences as your example, illustrate how a 
matrix organization structure could be used for 
a research institute in management with two 
research themes: business management and 
public management.

Notes

65900_ch04_hr_092-135.indd   132 12/9/19   3:40 PM



CHAPTER 4 FUNDAMENTALS OF ORGANIZATION STRUCTURE 133

 12. Scott C. Beardsley, Bradford C. Johnson and James M. 
Manyika, ‘Competitive advantage from better interactions’, 
McKinsey Quarterly 2 (2006), 52–63.

 13. ‘The Cemex Way’, The Economist, June 16, 2001.
 14. Based on Jay R. Galbraith, Designing Complex 

Organizations (Reading, MA: Addison-Wesley, 1973), and 
Organization Design (Reading, MA: Addison-Wesley, 1977), 
81–127.

 15. Lee Iacocca with William Novak, Iacocca: An Autobiography 
(New York: Phantom Books, 1984), 152–153.

 16. In 2007 Daimler agreed to sell its Chrysler unit on to 
Cerebrus Capital Management: The New York Times on the 
Web, Micheline Maynard and Mark Landler, ‘Chrysler Group 
to Be Sold for $7.4 Billion’, New York Times, May 14. After 
Daimler demerged with Chrysler in 2007, the latter filed 
for bankruptcy in 2009 before coming under the majority 
ownership of Italian automobile manufacturer Fiat in 2011.

 17. Based on Jay R. Galbraith, Designing Complex 
Organizations (Reading, MA: Addison-Wesley, 1973).

 18. G. Christian Hill, ‘Dog Eats Dog Food: And Damn If It 
Ain’t Tasty’, Ecompany Now (November 2000), 169–178; 
Rochelle Garner and Barbara Darrow, ‘Oracle Plots 
Course’, CRN (January 24, 2005), 3; and Anthony Hilton, 
‘Dangers behind Oracle’s Dream’, Evening Standard, 
February 11, 2005, p. 45.

 19. ‘Is Fusion Beyond Oracle’s Reach?’, IT Week, April 23, 
2007, p. 9; Richard Waters, ‘Departure of executive 
may delay Oracle plan’, Financial Times, October 17, 
2007.

 20. Michelle Jones, ‘Oracle Corporation: The Gloves Are  
Still Off Against Workday’, Value Walk, April 5, 2016  
accessed at www.valuewalk.com/2016/04/oracle- 
gloves-off-workday/; ‘Total Cloud Revenues Up 28%  
but Would Have Been Up 34% in Constant Currency’, 
Oracle Corporation press release, June 17, 2015, 
accessed at investor.oracle.com/financial-news 
/financial-news-details/2015/Total-Cloud-Revenues- 
Up-28-but-Would-Have-Been-Up-34-in-Constant-
Currency/default.aspx, www.forbes.com/profile/
larry-ellison/

 21. ‘Mandate 2003: Be Agile and Efficient’, Microsoft Executive 
Circle (Spring 2003), 46–48.

 22. Jay Galbraith, Diane Downey and Amy Kates, ‘How 
Networks Undergird the Lateral Capability of an 
Organization: Where the Work Gets Done’, Journal of 
Organizational Excellence (Spring 2002), 67–78.

 23. ‘Samaritans turns to thankQ for CRM and 
fundraising solution’, January 8, 2013, 
accessed at fundraising.co.uk/2013/01/08/
samaritans-turns-thankq-crm-and-fundraising-solution/

 24. Amy Barrett, ‘Staying on Top’, BusinessWeek, May 5, 2003, 
60–68.

 25. Walter Kiechel III, ‘The Art of the Corporate Task Force’, 
Fortune, January 28, 1991, pp. 104–105; and William 
J. Altier, ‘Task Forces: An Effective Management Tool’, 
Management Review (February 1987), 52–57.

 26. Neal E. Boudette, ‘Marriage Counseling; At 
DaimlerChrysler, A New Push to Make Its Units Work 
Together’, The Wall Street Journal, March 12, 2003, 
pp. A1, A15.

 27. Jeremy van Loon, July 28 2005, ‘Daimler Chief Schrempp 
to Be Replaced by Zetsche’, Bloomberg.

 28. Mike Danilovic and Mats Winroth ‘Corporate manufacturing 
network: from hierarchy to self-organising system’, 
International Journal of Integrated Supply Management 2, 
nos. 1–2 (2006), 106–131.

 29. Keith Naughton and Kathleen Kerwin, ‘At GM, Two Heads 
May Be Worse Than One’, BusinessWeek, August 14, 
1995, p. 46.

 30. Paul R. Lawrence and Jay W. Lorsch, ‘New Managerial 
Job: The Integrator’, Harvard Business Review (November– 
December 1967), 142–151.

 31. Charles Fishman, ‘Total Teamwork: Imagination Ltd.’, 
Fast Company (April 2000), 156–168; Thomas L. Legare, 
‘How Hewlett-Packard Used Virtual Cross-Functional 
Teams to Deliver Healthcare Industry Solutions’, Journal of 
Organizational Excellence (Autumn 2001), 29–37.

 32. Anthony M. Townsend, Samuel M. DeMarie and Anthony R. 
Hendrickson, ‘Virtual Teams: Technology and the Workplace 
of the Future’, Academy of Management Executive 12, no. 
3 (August 1998), 17–29.

 33. Ben S. Kuipers and Marco C. de Witte, ‘Teamwork: a case 
study on development and performance’, The International 
Journal of Human Resource Management 16, no. 2 (2005), 
185–201.

 34. ‘Smells like team spirit’, Management Services Journal 
(Winter 2005), 28–31.

 35. Henry Mintzberg, The Structuring of Organizations 
(Englewood Cliffs, NJ: Prentice-Hall, 1979).

 36. Dutta, S and Regani, S. (2005) ‘Project Scorpio: The Making 
of India’s First Indigenous Sports Utility Vehicle’, ICFAI Center 
for Management Research, Case 605-005-1, accessed at 
www.thecasecentre.org/educators/products/view?id=26630

 37. Jean Bonnal and Massimo Rossi (2005), Understand, 
analyze and manage a decentralization process: The RED-
IFO Model and its use, Rome, FAO, 63–67.

 38. Dina Khorasanee, ‘Resistance as “creation”: a new sociability 
in Argentina’, Development in Practice 17 (2007), 765–774.

 39. David M. Boje and Robert F. Dennehy (2008), Managing 
in the postmodern world: America’s revolution against 
exploitation, Charlotte, IAP.

 40. Based on Robert Duncan, ‘What Is the Right Organization 
Structure?’ Organizational Dynamics (Winter 1979), 
59–80; and W. Alan Randolph and Gregory G. Dess, ‘The 
Congruence Perspective of Organization Design:  
A Conceptual Model and Multivariate Research Approach’, 
Academy of Management Review 9 (1984), 114–127.

 41. Rahul Jacob, ‘The Struggle to Create an Organization for 
the 21st Century’, Fortune, April 3, 1995, pp. 90–99.

 42. ‘The Real Hotel Co – Preliminary Results’, Thomson 
Financial News, April 29, 2008; ‘CHE Hotel Group Plc – Final 
Results PR Newswire UK Disclose, April 25, 2007’, ‘Hotel 
chain chairman to step down’, The Independent (London), 
July 17, 1998; Damian Reece, ‘Radisson and London Plaza 
to buy CHE’, Sunday Telegraph, December 16, 2001, p. 2, 
CHE Hotels rejigs management to save 1 mln stg annually, 
AFX.COM, January 25, 2007; Emma Rowley, ‘Hotels Group 
Goes Into Administration’, January 21, 2009.

 43. ‘Hur stort kan ett sjukhus bli?’, Sjukhuslakaren, 06 
/ 2005, at www.sjukhuslakaren.se/2005/12/22/
hur-stort-kanett-sjukhus-bli/.

 44. Randeep Ramesh, 19 December 2012, ‘Private equity 
takeover lauded by the right as model for Britain: Lessons 
from Sweden’, The Guardian.

65900_ch04_hr_092-135.indd   133 12/9/19   3:40 PM



134 PART 2 ORGANIZATIONAL PURPOSE AND STRUCTURAL DESIGN

 45. Amy Barrett, ‘Staying On Top’; Joseph Weber, ‘A Big 
Company That Works’, BusinessWeek, May 4, 1992, pp. 
124– 132; and Elyse Tanouye, ‘Johnson & Johnson Stays 
Fit by Shuffling Its Mix of Businesses’, The Wall Street 
Journal, December 22, 1992, pp. A1, A4.

 46. Nick Harrop and Alan Gillies, ‘IT, culture, context: 
Emergency department modernisation can inform the NHS 
information programme’, International Journal of Public 
Sector Management 20 (2007), 272–284.

 47. Based on Duncan, ‘What Is the Right Organization 
Structure?’.

 48. Weber, ‘A Big Company That Works’.
 49. Alan Rugman and Richard Hodgetts (2001), ‘The End  

of Global Strategy’, European Management Journal 19 
(2001), 333– 343: 337.

 50. ‘Microsoft Realigns for Next Wave of Innovation and 
Growth’, Microsoft Corporation Press Release, September 
20, 2005, accessed at www.microsoft.com/presspass/
press/2005/sep05/09-20ExecChangesPR.mspx.

 51. Gregg Keizer, ‘Microsoft's focus on Windows 10 upgrades 
is a mistake’, Computerworld, April 7, 2016, accessed at 
www.computerworld.com/article/3053524/windows-pcs 
/microsofts-focus-on-windows-10-upgrades-is-a-mistake.
html; Nick Wingfield, ‘Microsoft Overhauls, the Apple 
Way’, New York Times, July 11, 2013, accessed at www.
nytimes.com/2013/07/12/technology/microsoft-revamps-
structure-and-management.html; Steve Ballmer, ‘One 
Microsoft: Company realigns to enable innovation at 
greater speed, efficiency’, Microsoft News Center, July 11, 
2013, accessed at news.microsoft.com/2013/07/11/one-
microsoft-company-realigns-to-enable-innovation- 
at-greater-speed-efficiency/#sm.00017mhkcyyq3crov792l
eh133lgx

 52. Robert A. Guth, ‘Midlife Correction; Inside Microsoft, 
Financial Managers Winning New Clout’, The Wall Street 
Journal, July 23, 2003, pp. A1, A6; and Michael Moeller, 
with Steve Hamm and Timothy J. Mullaney, ‘Remaking 
Microsoft’, BusinessWeek, May 17, 1999, pp. 106–114.

 53. Mariko Sanchanta, ‘Vital signs at Sony as a talking cure 
takes effect’, Financial Times, January 17, 2008, 13.

 54. Maisie O’Flanagan and Lynn K. Taliento, ‘Nonprofits: 
Ensuring That Bigger Is Better’, McKinsey Quarterly, Issue 2 
(2004), 112ff.

 55. Kingfisher PLC – Final Results 2007, Thomson Financial 
News, March 27 2008.

 56. Kingfisher Annual Report 2014/2015, accessed at www 
.kingfisher.com/files/reports/annual_report_2015/files/pdf/
annual_report_2015.pdf

 57. Stanley M. Davis and Paul R. Lawrence, Matrix (Reading, 
MA: Addison-Wesley, 1977), 11–24.

 58. Erik W. Larson and David H. Gobeli, ‘Matrix Management: 
Contradictions and Insight’, California Management Review 
29 (Summer 1987), 126–138.

 59. Davis and Lawrence, Matrix, 155–180.
 60. Michael Bazigos and Jim Harte, ‘Revisiting the matrix 

organization’, McKinsey Quarterly, January 2016, accessed 
at www.mckinsey.com/business-functions/organization 
/our-insights/revisiting-the-matrix-organization

 61. Bayer Annual Management Report 2006, accessed 
at www.annualreport2006.bayer.com/en/bayer_
management_report_2006.pdfx; Sigurt Vitols, ‘Shareholder 
Value, Management Culture and Production Regimes 

in the Transformation of the German Chemical-
Pharmaceutical Industry’, Discussion Paper P 02–902, 
Wissenschaftszentrum Berlin für Sozialforschung, August 
2002; PBIRG Perspective, Vol. 3, No. 1, 2001.

 62. Lawton R. Burns, ‘Matrix Management in Hospitals: 
Testing Theories of Matrix Structure and Development’, 
Administrative Science Quarterly 34 (1989), 349–368.

 63. Robert C. Ford and W. Alan Randolph, ‘Cross-
Functional Structures: A Review and Integration of Matrix 
Organizations and Project Management’, Journal of 
Management 18 (June 1992), 267–294; and Duncan,  
‘What Is the Right Organization Structure?’

 64. Carol Hymowitz, ‘Managers Suddenly Have to Answer to 
a Crowd of Bosses’ (In the Lead column), The Wall Street 
Journal, August 12, 2003, p. B1; and Michael Goold and 
Andrew Campbell, ‘Making Matrix Structures Work: Creating 
Clarity on Unit Roles and Responsibilities’, European 
Management Journal 21, no. 3 (June 2003), 351–363.

 65. Christopher A. Bartlett and Sumantra Ghoshal, ‘Matrix 
Management: Not a Structure, a Frame of Mind’, Harvard 
Business Review (July–August 1990), 138–145.

 66. ‘CNH Third Quarter 2007 Net Income Up 82 Percent 
From 2006’, Marketwire, October 23, 2007; P. Morosini, 
H. Huber, D. Khandpur and S. Linguri (2005), ‘CNH 
Global Construction Equipment: Building a New Global 
Organization Across Boundaries’, ESMT European School 
of Management & Technology, Case number 306-136-1.

 67. Michael Hammer, ‘Process Management and the Future of 
Six Sigma’, Sloan Management Review (Winter 2002), 26– 
32; and Michael Hammer and Steve Stanton, ‘How Process 
Enterprises Really Work’, Harvard Business Review 77 
(November–December 1999), 108–118.

 68. ‘Right People, Right Place, Right Time’, Excellence Wales, 
Welsh Local Government Association case study, available 
at www.wlga.gov.uk/download.php?id=1135&l=1;Alaistair 
McLennan, ‘LLPG: feel the difference!’, GeoConnexion UK 
News, April/May 2007, pp 38–39; Patrick Spillane, Strategic 
Review of the OneVale Programme, Wales Audit Office, 
June 2007, accessed at www.valeofglamorgan.gov.uk/files/
Our%20Council/Council/reports/cabinet/2007/onevale_
review_appendix.pdf

 69. Based on Frank Ostroff, The Horizontal Organization, and 
Richard L. Daft, Organization Theory and Design, 6th ed. 
(Cincinnati, OH: South-Western, 1998), 250–253.

 70. Barclays, The Spotlight Report, Q3 2014, page 5, accessed 
at www.home.barclays/content/dam/barclayspublic/
docs/Citizenship/Reports-Publications/Q3%202014%20
Barclays%20Spotlight%20Report.pdf

 71. Frank Ostroff, The Horizontal Organization (Oxford, Oxford 
University Press, 1999), 115–130; James Tach, ‘Largest 
lenders in 2014 reflect a competitive mortgage market’, 
Council of Mortgage Lenders, September 4, 2015, 
accessed at www.cml.org.uk/news/news-and-views 
/largest-lenders-in-2014-reflect-a-competitive- 
mortgage-market/

 72. www.bqf.org.uk/efqm-excellence-model
 73. Reuters Top 100 Global Innovators, accessed at 

top100innovators.stateofinnovation.thomsonreuters.com/
 74. ‘Calling Time On Telcos’, Business and Finance Magazine, 

October 7, 2004; Graham Dwyer and Ciaran Doyle, 
‘Strategic Change at Avaya Ireland’, Irish Management 
Institute case study 302-147-1.

65900_ch04_hr_092-135.indd   134 12/9/19   3:40 PM



CHAPTER 4 FUNDAMENTALS OF ORGANIZATION STRUCTURE 135

 75. Melissa A. Schilling and H. Kevin Steensma, ‘The Use of 
Modular Organizational Forms: An Industry-Level Analysis’, 
Academy of Management Journal 44, no. 6 (2001), 1149– 
1168; Jane C. Linder, ‘Transformational Outsourcing’, MIT 
Sloan Management Review (Winter 2004), 52–58; and 
Denis Chamberland, ‘Is It Core or Strategic? Outsourcing as 
a Strategic Management Tool’, Ivey Business Journal (July– 
August 2003), 1–5.

 76. Denis Chamberland, ‘Is It Core or Strategic?’; Philip 
Siekman, ‘The Snap-Together Business Jet’, Fortune 
(January 21, 2002), 104[A]–104[H]; Keith H. Hammonds, 
‘Smart, Determined, Ambitious, Cheap: The New Face 
of Global Competition’, Fast Company (February 2003), 
91– 97; Kathleen Kerwin, ‘GM: Modular Plants Won’t Be a 
Snap’, BusinessWeek, November 9, 1998, pp. 168–172; 
and Giuseppe Bonazzi and Cristiano Antonelli, ‘To Make or 
To Sell? The Case of In-House Outsourcing at Fiat Auto’, 
Organization Studies 24, No. 4 (2003), 575–594.

 77. Melissa A. Schilling and H. Kevin Steensma, ‘The Use of 
Modular Organizational Forms’; Raymond E. Miles and 
Charles C. Snow, ‘The New Network Firm: A Spherical 
Structure Built on a Human Investment Philosophy’, 
Organizational Dynamics (Spring 1995), 5–18; R. E. Miles, 
C. C. Snow, J. A. Matthews, G. Miles and H. J. Coleman 
Jr., ‘Organizing in the Knowledge Age: Anticipating the 
Cellular Form’, Academy of Management Executive 11,  
no. 4 (1997), 7–24.

 78. Paul Engle, ‘You Can Outsource Strategic Processes’, 
Industrial Management (January–February 2002), 13–18.

 79. Don Tapscott, ‘Rethinking Strategy in a Networked World’, 
Strategy & Business 24 (Third Quarter, 2001), 34–41.

 80. Tommi Rantanen, University 2.0, Helsinki, University of 
Technology Institute of Strategy and International Business, 
2007; Teemu Arina, ‘Blogs as Reflective Practice’, 
conference, paper presented at Online Educa Berlin 2006, 
November 29–December 1, 2006.

 81. Stuart Luman, ‘Open Source Softwear’, Wired Magazine, 
13 June 2005; Mark Weingarten, ‘Project Runway  
for the t-shirt crowd’, Business 2.0 Magazine, June 18, 
2006.

 82. David Bartlett, ‘Talking Point: Uberisation is coming,  
ready or not’, The Mercury (Tasmania), March 10,  
2016, www.themercury.com.au/news/opinion 
/talking-point-uberisation-is-coming-ready-or-not 
/news-story/119737469560450f98d6e099b0158387; 
harperreed.com/#/

 83. R.E. Miles and C.C. Snow, ‘The New Network Firm’; 
Gregory G. Dess, Abdul M. A. Rasheed, Kevin J. 
McLaughlin and Richard L. Priem, ‘The New Corporate 
Architecture’, Academy of Management Executive 9, no. 
2 (1995), 7–20; and Engle, ‘You Can Outsource Strategic 
Processes’.

 84. The discussion of weaknesses is based on Engle, ‘You Can 
Outsource Strategic Processes’; Henry W. Chesbrough and 
David J. Teece, ‘Organizing for Innovation: When Is Virtual 
Virtuous?’ Harvard Business Review (August 2002), 127– 
134; Dess et al., ‘The New Corporate Architecture’; and  
N. Anand, ‘Modular, Virtual and Hollow Forms of 
Organization Design’, working paper, London Business 
School, 2000.

 85. Werner Braun, Mark Wilcox and Paul Sparrow, ‘Sony 
Europe – the leadership journey: Case a: a history of 
change’, Lancaster University Management School 
Centre for Performance-led HR Case Study Series 2007; 
Stewart Clegg and Toyohiro Kono, ‘Trends in Japanese 
Management: An Overview of Embedded Continuities 
and Disembedded Discontinuities’, Asia Pacific Journal of 
Management 19 (2002), 269–285, 2002.

 86. Based on Child, Organization, Ch. 1; and Jonathan D. Day, 
Emily Lawson, and Keith Leslie, ‘When Reorganization 
Works’, The McKinsey Quarterly, 2003 Special Edition: The 
Value in Organization, 21–29.

65900_ch04_hr_092-135.indd   135 12/9/19   3:40 PM



OPEN SYSTEM  
DESIGN ELEMENTS

5 The External Environment

6 Interorganizational Relationships

7 Designing Organizations for the International Environment

PART 3

65900_ch05_hr_136-177.indd   136 1/9/20   12:08 PM



137

THE EXTERNAL 
ENVIRONMENT
Purpose of this Chapter

The Environmental Domain
Task Environment
General Environment
International Context

Environmental Uncertainty
Simple–Complex Dimension
Stable–Unstable Dimension
Framework

Adapting to Environmental Uncertainty
Positions and Departments
Buffering and Boundary Spanning

Differentiation and Integration
Organic versus Mechanistic Management Processes
Planning, Forecasting and Responsiveness

Framework for Organizational Responses  
to Uncertainty

Resource Dependence

Controlling Environmental Resources
Establishing Interorganizational Linkages
Controlling the Environmental Domain
Organization–Environment Integrative Framework

Summary and Interpretation

CHAPTER 5

65900_ch05_hr_136-177.indd   137 1/9/20   12:08 PM



138  PART 3 OPEN SYSTEM DESIGN ELEMENTS 

world’s mobile phone users. In other words, mass 
smartphone usage only became feasible from 2007 
onwards at the earliest.

In the meantime, other mobile phone solutions 
made more sense. For the ordinary consumer, medium 
priced but cosmetically attractive devices called ‘fea-
ture phones’ like Motorola’s Razr clamshell phone 
introduced in 2003 – which included a camera and 
music player functionality – made the most sense and 
sold rapidly in the middle years of the 2000s. For the 
business user, the Blackberry was the perfect device 
of the time. It used the internet primarily for emails – 
which can perform adequately with even slow, 2G 
connections – and was small and light.

While there is always a degree of luck in the out-
come of any business decision, there are strong 
indications that Nokia ignored or misread what it 
was being told by key informants, such as the major 
mobile phone networks, which are the ones dealing 
with phone customers most of the time.1 For exam-
ple, Orange SA, France Telecom’s wireless unit, 
pushed for customized phones with special features 
that their customers wanted, but Nokia was slow to 
respond. ‘Their attitude was that, given their size, they 
didn’t need to listen to us’, said an executive at one 
European mobile operator. Analyses of Nokia’s prod-
uct development processes at the time suggest that 
it was highly centralized and perhaps therefore more 
inward-looking than outward-looking. Perhaps, ideas 
that seemed good to developers and company insid-
ers who spent their time thinking about mobiles were 
too optimistically translated to the average consumer, 
who tends to adopt new uses for technology slowly 
and on a need to know basis.

These circumstances allowed rivals to gobble up 
market share. To get Nokia back on track, its top 
management prioritized the introduction of a com-
petitive range of new midrange feature phones such 
as the Asha, slashed costs on low-end models for 
developing countries and promised mobile oper-
ators to tailor phones to their specifications. From 
2005, Nokia’s market share rebounded sharply, as 
the clamshell phones went out of fashion, high-end 
phones shrank to pocket size and consumers finally 
warmed to the extra functionality internet phones 
provided. By 2007, market share was back up 
above 33 per cent of a much bigger global market, 
and the company’s profit graph was rising impres-
sively. However, the apparent good news was only 

Nokia

Nokia’s rise, fall and restructuring ranks as one of 
the most dramatic in corporate history. Starting 

off as a forestry company in the town of Nokia, south-
western Finland, in 1865, by the mid 1980s the com-
pany had diversified into various areas ranging from 
rubber boots to telecommunications. It was in tele-
communications and specifically mobile phones that 
it made its mark. In 1991 the company achieved the 
world’s first GSM mobile phone call. From then until 
1998 the company rose to become the world’s big-
gest mobile phone company, with its 1100 model the 
best-selling phone of all time. But by 2004, Nokia had 
hit serious turbulence, losing nearly a fifth of its 35 per 
cent global market share. Revenue growth shifted into 
reverse and the stock took a nosedive.

What went wrong? For one thing, Nokia was 
either very unlucky or showed very poor timing in 
its decisions on moving to more advanced technol-
ogies for phones. At the beginning of the new mil-
lennium, the company decided to invest heavily in a 
completely new phenomenon, the smartphone. This 
device permitted users to surf the web, play video 
games, listen to music, and watch movies and TV 
shows, something that seems commonplace today. 
Nokia developed some devices that were, for their 
time, incredibly advanced (if horrendously expen-
sive and by today’s standards, real bricks!). But the 
company was several years ahead of the curve. Most 
of all, the network infrastructure necessary to make 
smartphones really work was not in place, even if 
users of Nokia’s first generation smartphones had 
been able to overlook some of the obvious draw-
backs, like phones so big they would only fit into 
reinforced pockets! Although the 3G network fast 
enough to make intensive internet use feasible was 
first operationalized in 2002, it took several years 
before a significant proportion of the mobile phone 
population was connected. In fact, when the 200 
millionth 3G subscriber worldwide signed up in June 
2007, that still represented only 6.7 per cent of the 

A LOOK INSIDE
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a short-term respite in the death spiral of the com-
pany’s mobile phone business. Nokia was increas-
ingly ghettoized in the low end of the market, where 
margins are extremely thin and open to competition 
from low wage economies such as China. In 2007 
a Korean company, Samsung, introduced a smart-
phone called the Galaxy. This phone put Samsung 
at the forefront of people’s minds and the company 
has been highly successful in all corners and price 
ranges of the Android market from the Galaxy S 
series phones, through to the Note series of tablets. 
In the technology market, consumers will gravitate 
towards the newest and trendiest usable technology 
they can afford. By being boxed in at the low end of 
the market, Nokia was setting itself up to be at the 
trailing edge of the market: the choice of consumers 
who weren’t really choosy about their phones (and 
who would be very unlikely to be trendsetters). The 
recent history of industrial development in high wage 
economies such as that of Finland shows that there 
is really only one way to succeed: by taking the high 
road, seeking the type of complex, innovative, high 
value niche which had formed the initial foundation 
for Nokia’s success in the 1990s.

Nokia’s problems were compounded because it 
stuck with the ageing Symbian operating system on 
its smartphones through to 2011, while competitors 
had jumped ship to Android several years previously. 
Thus, again, relatively impressive-looking figures (in 
2009, nearly half of all smartphones shipped world-
wide by all companies had Symbian OS) concealed 
dark clouds on the horizon. Between 2009 and 2010 
alone, Symbian market share fell from 47 per cent to 
37 per cent. Years of revenue growth and consistent 
profits came to a shuddering halt. In 2012 the com-
pany had losses of over $3 billion, and share prices 
dropped 61 per cent in a single year.

Could Nokia escape its death spiral? The twin 
giants of iPhone – launched in 2007 and dubbed 
by some in the media as ‘the Jesus phone’ – and 
Android – launched in 2008 and effectively a Google 
initiative – left little room for other operating systems; 
a problem that also brought Blackberry to its knees. 
Adopting Apple’s iOS is not an option, because 
it is a closed system that Apple does not licence 
out. Android was a possibility, but it was increas-
ingly dominated by Samsung, with other players 
like HTC seemingly being squeezed out. Also, the 
Android market is increasingly the domain of lower 

priced offerings such as China’s ambitious Huawei 
brand, which in 2013 announced what it claims is the 
world’s fastest phone.

In February 2011, Nokia’s new CEO Stephen 
Elop released his famous ‘burning platform’ memo 
to employees, announcing the abandonment of 
Symbian (Exhibit 5.1 below). Nokia’s choice was 
effectively to link up with another ‘wounded giant’, 
Microsoft (a victim of the shift to cloud-based com-
puting spearheaded by Google), and work with the 
Windows Phone OS. The company unveiled its 
new Lumia series based on Windows OS in 2011, 
to generally positive reviews, though the Windows 
Phone platform was widely criticized for its relatively 
weak touch features and apps availability com-
pared with the Android and iOS systems. In 2013 
Windows launched version 8, integrated with the 
release of its overall Windows 8 computer operat-
ing system.2 It was at this point that Nokia decided 
to pull out of mobile phones, selling out in 2014 
to Microsoft, a strategy that fitted with Microsoft’s 
desire to shift into mobile devices as Apple had so 
successfully done. 

While the €5.44 billion that Nokia received was far 
less than the mobile phone business had been worth 
a few years previously, it turned out to be a good 
move. By 2015 Microsoft had written off the purchase 
price of its investment and sharply cut back the size 
and ambitions of the division. The future of Windows 
Phones altogether seemed in the balance. In May 
2016 Microsoft sold its Nokia-branded feature phone 
business to HMD Global.

Meanwhile Nokia refocused its energies on net-
working equipment, successfully building a smaller 
but focused business, with 2015 revenues of €12.5 
billion, only a quarter of its 2007/2008 peak, but 
with a healthy €1 billion plus profit. The company 
even made plans to go back into mobiles once 
its no-competition deal with Microsoft expired in 
2016.

While Nokia is no longer the giant household name 
that was as well-known as its home country, after 
some serious mistakes in the first decade of the 21st 
century, it has managed to reinvent itself and contin-
ues to be one of Finland’s largest employers.3 It has 
done this through much investment in 5G technology. 
However, just as with smartphones, another  compet-
itor, this time from China – Huawei – provides Nokia 
with stiff competition in 5G.
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There is a pertinent story about a man who was working on an oil platform in the North 
Sea. He woke up one night from a loud explosion, which suddenly set his entire oil 
platform on �re. In mere moments, he was surrounded by �ames. Through the smoke 
and heat, he barely made his way out of the chaos to the platform’s edge. When he 
looked down over the edge, all he could see were the dark, cold, foreboding Atlantic 
waters. As the �re approached him, the man had mere seconds to react. He could 
stand on the platform, and inevitably be consumed by the burning �ames. Or, he could 
plunge 30 meters into the freezing waters. The man was standing upon a ‘burning 
platform,’ and he needed to make a choice. He decided to jump. It was unexpected. In 
ordinary circumstances, the man would never consider plunging into icy waters. But 
these were not ordinary times – his platform was on �re. The man survived the fall and 
the waters. After he was rescued, he noted that a ‘burning platform’ caused a radical 
change in his behaviour.

We too, are standing on a ‘burning platform,’ and we must decide how we are going to 
change our behaviour.

Over the past few months, I’ve shared with you what I’ve heard from our shareholders, 
operators, developers, suppliers and from you. Today, I’m going to share what I’ve 
learned and what I have come to believe. I have learned that we are standing on a 
burning platform. And, we have more than one explosion – we have multiple points of 
scorching heat that are fuelling a blazing �re around us.

For example, there is intense heat coming from our competitors, more rapidly than we 
ever expected. Apple disrupted the market by rede�ning the smartphone and 
attracting developers to a closed, but very powerful ecosystem.

In 2008, Apple’s market share in the $300+ price range was 25 per cent; by 2010 it 
escalated to 61 per cent. They are enjoying a tremendous growth trajectory with a 78 
per cent earnings growth year over year in Q4 2010. Apple demonstrated that if 
designed well, consumers would buy a high-priced phone with a great experience and 
developers would build applications. They changed the game, and today, Apple owns 
the high-end range.

And then, there is Android. In about two years, Android created a platform that attracts 
application developers, service providers and hardware manufacturers. Android came 
in at the high-end, they are now winning the mid-range, and quickly they are going 
downstream to phones under €100. Google has become a gravitational force, drawing 
much of the industry’s innovation to its core.

Let’s not forget about the low-end price range. In 2008, MediaTek supplied complete 
reference designs for phone chipsets, which enabled manufacturers in the Shenzhen 
region of China to produce phones at an unbelievable pace. By some accounts, this 
ecosystem now produces more than one third of the phones sold globally – taking 
share from us in emerging markets.

While competitors poured �ames on our market share, what happened at Nokia? We 
fell behind, we missed big trends, and we lost time. At that time, we thought we were 
making the right decisions; but, with the bene�t of hindsight, we now �nd ourselves 
years behind.

The �rst iPhone shipped in 2007, and we still don’t have a product that is close to their 
experience. Android came on the scene just over two years ago, and this week they 
took our leadership position in smartphone volumes. Unbelievable.

EXHIBIT 5.1 Nokia: Stephen Elop’s famous ‘burning platform’ memo
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We have some brilliant sources of innovation inside Nokia, but we are not bringing it to 
market fast enough. We thought MeeGo would be a platform for winning high-end 
smartphones. However, at this rate, by the end of 2011, we might have only one MeeGo 
product in the market.

At the midrange, we have Symbian. It has proven to be non-competitive in leading 
markets like North America. Additionally, Symbian is proving to be an increasingly 
dif�cult environment in which to develop to meet the continuously expanding 
consumer requirements, leading to slowness in product development and also 
creating a disadvantage when we seek to take advantage of new hardware platforms. 
As a result, if we continue like before, we will get further and further behind, while our 
competitors advance further and further ahead.

At the lower-end price range, Chinese OEMs are cranking out a device much faster 
than, as one Nokia employee said only partially in jest, ‘the time that it takes us to 
polish a PowerPoint presentation.’ They are fast, they are cheap, and they are 
challenging us.

And the truly perplexing aspect is that we’re not even �ghting with the right weapons. 
We are still too often trying to approach each price range on a device-to-device basis.

The battle of devices has now become a war of ecosystems, where ecosystems 
include not only the hardware and software of the device, but developers, 
applications, ecommerce, advertising, search, social applications, location-based 
services, uni�ed communications and many other things. Our competitors aren’t taking 
our market share with devices; they are taking our market share with an entire 
ecosystem. This means we’re going to have to decide how we either build, catalyse or 
join an ecosystem.

This is one of the decisions we need to make. In the meantime, we’ve lost market 
share, we’ve lost mind share and we’ve lost time.

On Tuesday, Standard & Poor’s informed that they will put our A long term and A-1 
short term ratings on negative credit watch. This is a similar rating action to the one 
that Moody’s took last week. Basically it means that during the next few weeks they 
will make an analysis of Nokia, and decide on a possible credit rating downgrade. Why 
are these credit agencies contemplating these changes? Because they are concerned 
about our competitiveness.

Consumer preference for Nokia declined worldwide. In the UK, our brand preference 
has slipped to 20 per cent, which is 8 per cent lower than last year. That means only 
one out of �ve people in the UK prefer Nokia to other brands. It’s also down in the other 
markets, which are traditionally our strongholds: Russia, Germany, Indonesia, UAE, 
and on and on and on.

How did we get to this point? Why did we fall behind when the world around us 
evolved?

This is what I have been trying to understand. I believe at least some of it has been due 
to our attitude inside Nokia. We poured gasoline on our own burning platform. I believe 
we have lacked accountability and leadership to align and direct the company through 
these disruptive times. We had a series of misses. We haven’t been delivering 
innovation fast enough. We’re not collaborating internally.

Nokia, our platform is burning.
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Many companies such as Nokia face tremendous uncertainty in dealing with the external envi-
ronment. The only way a high-tech company can continue to grow is through innovation, yet 

unless the company makes products that people want to buy, the huge investments in research and 
development will not pay off.

Some companies are surprised by shifts in the environment and are unable to adapt quickly 
enough to new competition, changing consumer interests or innovative technologies. The music busi-
ness has been particularly impacted by the shift to digital distribution of recorded music, and hard-to-
combat piracy. Iconic record stores in many countries have disappeared or been forced to completely 
change the focus of their business in order to survive. The Virgin group sold off its music stores, while 
US-based Tower Records (2006), Canada’s Music World (2007) and UK’s HMV (2013, and again 
in 2019) filed for bankruptcy,4 and many smaller retail music chains have simply disappeared, in the 
wake of Spotify, Apple’s iTunes (replaced in 2019 by three new apps) and other new channels that 
allow music lovers to download or stream whatever they want. In the airline industry, major carriers 
have been pummelled by budget competitors. Belgium’s flagship Sabena and Switzerland’s Swissair 
have both gone out of business, replaced by smaller and leaner carriers; Swissair’s successor was even-
tually purchased in 2005 by the German-based carrier Lufthansa, which also completed a buyout 
of Brussels Airlines, Sabena’s successor, in 2011.5 Meanwhile, during the 1990s and 2000s, Ireland’s 
Ryanair and the US budget carrier Southwest Airlines grew exponentially.6 It is impossible for compa-
nies to avoid external shocks, but the well-structured, flexible company will be in a better position to 
emerge relatively unscathed from turbulence than rigid and top heavy organizations.7

Numerous factors in the external environment cause turbulence and uncertainty for organi-
zations. The external environment, including international competition and events, is the source 
of major threats confronting today’s organizations. The environment often imposes significant 
constraints on the choices that managers make for an organization.

Purpose of this Chapter
The purpose of this chapter is to develop a framework for assessing environments and how organiza-
tions can respond to them. First, we will identify the organizational domain and the sectors that influ-
ence the organization. Then, we will explore two major environmental forces on the organization – the 
need for information and the need for resources. Organizations respond to these forces through struc-
tural design, planning systems, and attempts to change and control elements in the environment.

The Environmental Domain
In a broad sense the environment is infinite and includes everything outside the organiza-
tion (see Counterpoint 5.1). However, the analysis presented here considers only those aspects 

We are working on a path forward — a path to rebuild our market leadership. When 
we share the new strategy on February 11, it will be a huge effort to transform our 
company. But, I believe that together, we can face the challenges ahead of us. 
Together, we can choose to de�ne our future.

The burning platform, upon which the man found himself, caused the man to shift his 
behaviour, and take a bold and brave step into an uncertain future. He was able to tell 
his story. Now, we have a great opportunity to do the same.

Stephen.

Source: blogs.wsj.com/tech-europe/2011/02/09/full-text-nokia-ceo-stephen-elops-burning-platform-memo/) February 9, 2011.
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of the environment to which the organization is sensitive and must respond to survive. Thus, 
 organizational environment is defined as all elements that exist outside the boundary of the organ-
ization and have the potential to affect all or part of the organization.

COUNTERPOINT 5.1
What is taken to be the environment is always selected and interpreted by organizational members. 
They inevitably have particular agendas and priorities, leading them to emphasize some features and 
neglect others. In other words, the environment is enacted, not given. In this sense, the environment is 
‘chosen’. But ‘choice’ is shaped and constrained by established agendas and perceptions that are difficult 
to change. Also there are numerous aspects of the environment – such as fluctuations in interest rates 
or commodity prices – over which even the most resourceful executives can exercise limited choice or 
control. Nonetheless, the environment is subject to diverse interpretations or ‘readings’. It is evident 
that, for example, Nokia executives ‘read’ the environment in a different way from those at Samsung. 
The decisions of Nokia executives (e.g. to concentrate on smartphones and neglect the middle market) 
effectively created an environment for other companies that successfully identified and exploited the 
opportunities presented to them.

The environment of an organization can be understood by analyzing its domain within 
external sectors. An organization’s domain is the chosen environmental field of action. It is 
the territory an organization stakes out for itself with respect to products, services and mar-
kets served. Domain defines the organization’s niche and defines those external sectors with 
which the organization will interact to accomplish its goals.

The environment comprises several sectors or subdivisions of the external environment that 
contain similar elements. Ten sectors can be analyzed for each organization: industry, raw materi-
als, human resources, financial resources, market, technology, economic conditions, government, 
sociocultural and international. The sectors and a hypothetical organizational domain are illus-
trated in Exhibit 5.2. For most companies, the sectors in Exhibit 5.2 can be further subdivided 
into the task environment and general environment.

Task Environment
The task environment includes sectors with which the organization interacts directly and that 
have a direct impact on the organization’s ability to achieve its goals. The task environment typ-
ically includes the industry, raw materials and market sectors, and perhaps the human resources 
and international sectors.

The following examples illustrate how each of these sectors can affect organizations.

 ■ In the industry sector, traditional food retailers are being challenged by hypermarkets run 
by companies such as France’s Carrefour and US-based Walmart, which also carry a wide 
range of clothes and other non-food items that typically enjoy a higher mark-up. This shift 
is forcing traditional food retailers to find new ways to compete. One strategy is to focus on 
high-end, high quality produce, a strategy that has allowed Britain’s Waitrose chain to grow 
profitably. At the ‘value’ end of the market, companies such as Aldi and Lidl have cut heavily 
into traditional supermarkets’ margins, with both supermarkets continuing to increase their 
market share in 2019.8, 9

 ■ An interesting example in the raw materials sector concerns the drinks (beverage) can 
industry. Drinks cans were largely made from steel until the mid-1960s, when the US-based 
Reynolds Aluminum Company (later acquired by the multinational giant Alcoa) perfected 
the aluminium drinks can. By the mid-1980s aluminium cans dominated the drinks can 
market in most countries.10, 11

ONLINE BRIEF 5.1

WWW
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DOMAIN

ORGANIZATION

(a) Competitors, industry size and 
competitiveness, related industries

(b) Suppliers, manufacturers, real estate, 
services

(c) Labour market, employment agencies, 
universities, training schools, employ-
ees in other companies, unionization

(d) Stock markets, banks, savings and 
loans, private investors

(e) Customers, clients, potential users of 
products and services

(f) Techniques of production, science, 
computers, information technology, 
e-commerce

(g) Recession, unemployment rate, 
in�ation rate, rate of investment, 
economics, growth

(h) City, state, federal laws and regulations, 
taxes, services, court system, political 
processes

(i)   Age, values, beliefs, education, religion, 
work ethic, consumer and green 
movements

(j)   Competition from and acquisition by 
foreign �rms, entry into overseas 
markets, foreign customs, regulations, 
exchange rate

EXHIBIT 5.2 An Organization’s Environment

 ■ In the market sector, keeping up with consumers’ rapidly changing preferences is a real 
headache for big food companies. Both Nestlé and Kraft have been impacted by health and 
ethical concerns. Nestlé has been targeted for promoting baby formula, which has been 
criticized as inferior to mother’s milk, and unaffordable to mothers in developing coun-
tries.12 Kraft’s heyday was in the 1960s and 1970s when comfort convenience foods were 
widely adopted, but as concerns were raised about the nutritional value of foods like Oreo 
biscuits and Jell-O, Kraft was forced to introduce new eating options geared to health-con-
scious consumers, such as prepared salads and vitamin enhanced water. Kraft also split 
from its parent company, Altria, in 2007, at least partly to distance itself from Altria’s role 
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as a major cigarette manufacturer.13 Nevertheless, consumers’ expressed preferences may 
sometimes diverge from actual spending practices – crackers, biscuits and processed cheese 
remain major money-spinners for Kraft. The company further tailored its offering in 2012 
by splitting again, into a global snacks business, renamed Mondelez and the residual US 
grocery business, which retains the Kraft name. The rationale is that the market strategy 
for the fast-growing global snacks business – including brands like Cadburys and Oreo 
– requires different management strategies than the slower growing mainstream grocery 
products like Velveeta and Macaroni & Cheese.14

 ■ The human resources sector is of significant concern to every business. In particular, man-
agers in companies in developed and developing countries worry about shortages of skilled 
workers. Industry leaders in countries as diverse as Canada and Thailand are urging their 
national governments to invest heavily in education and skills in order to meet the chal-
lenges of the globalized economy. Gwyn Morgan, the former CEO of Canada’s EnCana, 
one of the world’s largest oil and gas companies, says that Canada needs to accept more 
highly skilled immigrants, as well as doing a better job in its education system and in train-
ing workers on-the-job.15 Similarly, Thai business leaders have urged their government 
to invest more in education and skills training if the country is to achieve its ambition of 
becoming the ‘Detroit of Asia’ or Asia’s manufacturing hub for the automobile industry.16, 17

 ■ For most companies today, in whatever country, the international environment is crucial. 
Offshoring is a major issue, with companies in both the developed economies of Europe 
and North America, and emerging economies throughout the world, trying to maximize the 
possibilities globalization provides to produce in low-cost economies and sell in high value 
markets. China and India have become major locales for low-cost manufacturing and ser-
vice industries, respectively, although many other countries from Vietnam to South Africa 
are also getting in on the global restructuring of business processes. The growing strength 
of Asian economies, in particular, is allowing emerging economy companies like China’s 
Huawei, Taiwan’s Acer and India’s Sun Pharma to establish themselves as big players and 
respected brand names in developed and developing country markets.18

General Environment
The general environment includes those sectors that might not have a direct impact on the daily 
operations of a firm but will indirectly influence it. The general environment often includes the 
government, sociocultural, economic conditions, technology and financial resources sectors 
(see Counterpoint 5.2). These sectors affect all organizations eventually.

COUNTERPOINT 5.2
It is analytically helpful to break down the environment into sectors as this makes it easier to grasp 
its key elements. But it is important to appreciate how aspects of these elements are interconnected 
and interdependent. Sectors do not exist except as a heuristic device. What exists is a complex mix of 
properties (e.g. natural resources, technologies) and practices, labelled ‘environment’. To simplify and 
order this complexity, analytical tools like sectors have been devised. But this way of seeing is also a 
way of not seeing.

Consider the following examples.

 ■ In the government sector, European Union (EU) environmental and consumer protection 
legislation impacts both domestic European and foreign firms. For example, one rule requires 
chemical makers doing business in EU countries to run safety and environmental impact 
tests on more than 30,000 chemicals, a process that could cost these companies more than 
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€5 billion. Other regulations require companies to pick up the tab for recycling the products 
they sell in the EU. To an increasing extent, the regulatory environment is becoming global, as 
national governments model cutting edge practices from other jurisdictions.19, 20

 ■ Shifting demographics is a significant element in the sociocultural sector. Most developed 
countries have an ageing population, which affects both human resource practices and mar-
kets. Population mobility has expanded rapidly, with people drawn from poorer parts of the 
world to the wealthier countries of Europe and North America in search of economic oppor-
tunity. They bring their tastebuds and entertainment preferences with them, leading to market 
fragmentation and a plethora of niche opportunities from ethnic foods to narrowcast commu-
nications. Congolese delicacies are on sale in many Belgian supermarkets, just as British food 
stores now have special aisles for Polish food,21 and in the United States, entire supermarkets 
have been converted to all-Hispanic supermercados to compete with Hispanic merchants.22

 ■ General economic conditions often affect the way a company does business. Germany’s two 
most celebrated daily newspapers, the Frankfurter Allgemeine Zeitung and the Süddeutsche 
Zeitung, expanded pell-mell during the economic boom of the late 1990s. When the econ-
omy crashed, both papers found themselves in dire financial circumstances and had to cut 
jobs, close regional offices, scrap special sections and cut out customized inserts.23

 ■ The technology sector is an area in which massive changes have occurred in recent years, 
from digital music and video on demand to advances in cloning technology and stem-cell 
research. One technology having a tremendous impact on organizations is online software 
allowing people to easily communicate with the world through online versions of diaries, 
known as web logs, or blogs. By late 2007, one study found that 120,000 new blogs were 
being created each day, and in 2013, worldometer.com estimated that there are several mil-
lion blog posts per day. Between 2006 and 2011 the number of blogs worldwide increased 
from 35 million to 173 million.24 While most are read by few people beyond friends and 
family, slick and focused sites can attract thousands. While blogs remain important, social 
media channels including Twitter and Facebook provide ready-made platforms that corpo-
rations and customers (happily or otherwise) use to communicate. Corporations that fail to 
respond to customer concerns can easily become the target of viral campaigns conducted 
through social media and blogs that can gather together these disgruntled customers and 
negatively impact the corporation’s image.25

 ■ All businesses have to be concerned with financial resources, but they are ‘make or break’ 
for many entrepreneurs starting a new business. In expansionary times, capital can be rel-
atively easy to raise, but when prospects suddenly darken, entrepreneurs can be left high 
and dry. In early 2007, aviation veteran and entrepreneur Tim Lee announced ambitious 
plans for a new Wales-based European budget airline, flyforbeans.com, copying Irish-based 
Ryanair’s successful formula.26 But oil prices, one of the major cost factors for airlines, soon 
began to rise dramatically. Financing negotiations stalled, and in January 2013, the website 
address, flyforbeans.com, was up for sale. Meanwhile Tim Lee moved on to another airline 
start-up, FastJet.com, which successfully launched in 2012, branding itself ‘Africa’s Low 
Cost Airline’. In an article in 2015, the Financial Times suggested that the company should 
have been renamed Slowjet. This was in response to the airline saying it was increasing its 
Airbus 319 ‘babybus’ jets from three to four. However, four babybuses is a little short of the 
30-strong fleet that Fastjet said in 2012 it would have by this point. Pouring scorn on the 
venture, it is suggested that ‘there have been more pies in the sky than Fastjet aircraft and 
the shares are a fraction of what they were’.27

International Context
As discussed earlier in this chapter, distinctions between foreign and domestic operations have 
become increasingly irrelevant. For example, in the auto industry, Ford first purchased Sweden’s 
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Volvo automobile manufacturing operations, then sold out in 2010 to Chinese manufacturer 
Zhejiang Geely Holding Group, while Germany’s Daimler owned US big-three auto manufac-
turer Chrysler for several years until selling a majority stake to a private equity firm in 2007. By 
2012 Chrysler was 58.5 per cent owned by Italy’s Fiat until October 2014 when the two manu-
facturers merged to become Fiat Chrysler Automobiles.28, 29 Toyota, which has overtaken the US 
General Motors as the world’s largest automaker, is a Japan-based company, but over half of its 
worldwide production is outside Japan (see Exhibit 5.3).30 Increasingly, corporations, no matter 
their home, are engaged in partnerships and alliances with other firms all around the world. 
These increasing global interconnections represent both opportunities and threats for organiza-
tions. The international dimension of organization theory and design will be covered in detail in 
Chapter 7.

The growing importance of the international sector means that the environment for all organ-
izations is becoming extremely complex and extremely competitive. However, every organization 
faces uncertainty domestically as well as globally. Consider how changing elements in the various 
environmental sectors have created uncertainty – and opportunity – for advertising agencies such 
as the US-based Ogilvy & Mather.

Advertising agencies aren’t the only organizations that have had to adapt to massive shifts in 
the environment. In the following sections, we will discuss in greater detail how companies can 
cope with and respond to environmental uncertainty and instability.

N.America
1,928,982

Latin America
350,959

Japan
3,138,751

Asia
2,570,815

Africa
122,186

Europe
773,880

EXHIBIT 5.3 Toyota (including Lexus) 2018 Production by Major Region/Country

Source: global.toyota/en/company/profile/production-sales-figures/?padid=ag478_from_popular, accessed on August 15, 2019.

Environmental Uncertainty
How does the environment influence an organization? The patterns and events occurring in the 
environment can be described along several dimensions, such as whether the environment is stable 
or unstable, homogeneous or heterogeneous, simple or complex; the munificence, or amount of 
resources available to support the organization’s growth; whether those resources are concentrated 
or dispersed; and the degree of consensus in the environment regarding the organization’s intended 
domain.31 These dimensions boil down to two essential ways the environment influences organi-
zations: (1) the need for information about the environment; and (2) the need for resources from 
the environment. The environmental conditions of complexity and change create a greater need to 
gather information and to respond based on that information. The organization also is concerned 
with scarce material and financial resources and with the need to ensure availability of resources.
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taste and subgroup in the population, traditional 
newspapers are on the decline and a plethora of 
new media are cropping up. Corporations are clam-
ouring for more innovative low-key approaches, 
such as product placements in video games or 
products integrated into television shows and music 
events, as well as lower-cost options such as direct 
mail and internet advertising. Yet many agencies 
have been slow to adapt, still clinging to the notion 
that costly primetime television commercials will 
pay off.

The combination of weak economic conditions, 
media fragmentation, new technologies and chang-
ing habits had the advertising industry reeling. As 
Ogilvy & Mather’s longtime CEO, Shelly Lazarus, 
said of the first few years of the twenty-first century: 
‘These have not been the best years’.32 However, 
the company restructured to take account of new 
communication technologies and was able to 
bounce back, winning awards and big new con-
tracts around the world. Industry magazine PR 
Week said of the firm: ‘Ogilvy PR is one of the few 
agencies that has a meaningful presence in every 
global region’.33 The company has proven adept in 
seeking out new markets; one of its growth lines in 
the second decade of the twenty-first century was 
helping emerging Chinese brands such as Haier to 
make a name for themselves in developed Western 
markets where they had hitherto been unknown. 
Ogilvy & Mather also expanded its government 
lobbying business, although this is highly cyclical 
and dependent on hot corporate and government 
policy issues; revenues for the Ogilvy Govern-
ment Relations division rose strongly during the 
US debate about President Obama’s healthcare 
reform, but fell back sharply in 2012 after legisla-
tion was enacted. The company continued to adapt 
to changing trends and technologies, creating 
the social@Ogilvy division in 2012 to focus efforts 
on youth and communication channels on social 
media.34, 35 As part of its ongoing transformation, 
in 2019, Ogilvy introduced a new concept called 
‘Delivery 2.0’ to highlight that the future of advertis-
ing requires a combination of talent, skills, business 
tools and technology partners to enable it to meet 
client needs.

Ogilvy & Mather

It was a sad day in the advertising industry when 
Ogilvy & Mather, one of the most respected adver-

tising agencies on New York’s Madison Avenue, was 
reduced to competing for business in a live online 
auction. The company had already been bought out 
by Britain’s WPP consortium in 1989. Now its very 
survival seemed in doubt.

The world has changed dramatically since Ogilvy 
& Mather’s founder David Ogilvy made deals with cor-
porate CEOs over golf games and could reach 90 per 
cent of the US public with a prime-time commercial 
on network television. Today, agency executives fre-
quently have to bargain with people from their client’s 
procurement department, who are used to beating 
down suppliers on the price of cardboard boxes or 
paper bags.

The economic decline that followed the ‘dot-
com crash’ and the September 11, 2001 terrorist 
attacks, led to the worst advertising recession in the 
United States in more than half a century. Market-
ing budgets were often the first to be cut. World-
wide, advertising spending declined 7 per cent in 
2001. US-based agencies laid off 40,000 employ-
ees, nearly 20 per cent of their workforce. Corpo-
rations began striking much less generous deals 
with their advertising agencies. Instead of the 15 per 
cent commission they used to pay on media pur-
chases, many corporate procurement departments 
require agencies to itemize their labour costs and 
justify all the expenses they are billing the client. 
This knock-on effect of wider political and economic 
disturbances is compounded by a transformation in 
the communications industry. In many countries of 
the world, up until the 1980s, advertising agencies 
could reach most people through a handful of TV 
stations and newspapers, Now, there are hundreds 
of television channels catering to every conceivable 

IN PRACTICE
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Environmental uncertainty refers primarily to those factors that an organization deals 
with on a regular, day-to-day basis. Recall the earlier discussion of the general environment 
and the task environment. Although general environmental factors – such as economic condi-
tions, social trends or technological changes – can create uncertainty for organizations, deter-
mining an organization’s environmental uncertainty generally means focusing on aspects of 
the task environment, such as how many elements the organization deals with regularly, how 
rapidly these elements change and so forth. To assess uncertainty, each sector of the organ-
ization’s task environment can be analyzed along dimensions such as stability or instability and 
degree of complexity.36 The total amount of uncertainty felt by an organization is the uncertainty 
accumulated across environmental sectors (see Counterpoint 5.3).

Organizations must cope with and manage uncertainty to be effective. Uncertainty is 
created by decision-makers not having sufficient information about environmental factors, 
and consequently being unable to accurately predict external changes. Uncertainty increases 
the risk of failure for organizational responses and makes it difficult to assess costs and 
probabilities associated with decision alternatives.37 The remainder of this section will focus 
on the information perspective, which is concerned with uncertainty created by the extent 
to which the environment is simple or complex and the extent to which events are stable or 
unstable. Later in the chapter, we discuss how organizations control the environment to acquire 
needed resources.

ONLINE 
COUNTERPOINT 5.1

ONLINE 
COUNTERPOINT 5.2

ONLINE 
COUNTERPOINT 5.3

COUNTERPOINT 5.3
If uncertainty is a result of insufficient information, it is impossible to assess its scope and 
significance. It is debatable whether uncertainty arises from a lack of information as it is also a matter 
of how the available information is evaluated. If senior executives are highly risk-averse, there will 
never be sufficient information to overcome their intransigence and indecision. It is also questionable 
whether organizations can be managed on a rational basis – in the sense of waiting for information to 
become available in order to satisfactorily map or predict changes in the environment. Uncertainties 
are a function of the willingness to take risks as much as they are related to an insufficiency of 
information.

Simple–Complex Dimension
The simple–complex dimension concerns environmental complexity, which refers to heterogene-
ity, or the number and dissimilarity of external elements relevant to an organization’s operations. 
The more external factors that regularly influence the organization and the greater number of 
other companies in an organization’s domain, the greater the complexity. A complex environment 
is one in which the organization interacts with and is influenced by numerous diverse external 
elements. In a simple environment, the organization interacts with and is influenced by only a few 
similar external elements.

Aerospace firms such as Europe’s Airbus and the US Boeing operate in a complex envi-
ronment, as do universities. Universities span a large number of subjects or technologies and 
are continually buffeted by social, cultural and value changes. Universities also must cope 
with multiple and ever-changing government regulations, competition for top students and 
leading academics, and scarce financial resources for many programmes. They deal with 
funding agencies, professional and scientific associations, alumni, parents, foundations, pol-
iticians, community residents, international agencies, donors and corporations. This large 
number of external elements makes up the organization’s domain, creating a complex environ-
ment. On the other hand, a family-owned hardware store in a small town is in a relatively simple 
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environment. The store does not have to deal with complex technologies or extensive government 
regulations. Human resources are typically not a problem because the store is run by family mem-
bers and part-time help. The main external elements of real importance are a few competitors, 
suppliers and customers.

Stable–Unstable Dimension
The stable–unstable dimension refers to whether elements in the environment are dynamic. 
An environmental domain is stable if it remains the same over a period of months or years. 
Under unstable conditions, environmental elements shift abruptly. Environmental domains 
seem to be increasingly unstable for most organizations. This chapter’s Bookmark examines 
the volatile nature of today’s business world and gives some tips for managing in a fast- 
shifting environment.

Instability may occur when competitors react with aggressive moves and countermoves 
regarding advertising and new products, as happened with Nokia, described in this chapter’s 
A Look Inside. Sometimes unpredictable events create unstable conditions. These can range from 
the global – ranging from the sudden spike in world oil prices and the global credit crunch 
that began in 2007 – to the local, such as the 2006 outbreak of salmonella poisoning in the 
UK, caused by unsanitary conditions in a Cadbury’s manufacturing plant.38 Today, there is a 
growing culture of publicly shaming companies on the internet and through social media chan-
nels such as Twitter. This is an approach seen by some consumers as the most effective way to 
elicit a response and is an important source of instability. In 2019, Cadbury launched its Freddo 
Treasures campaign to promote its new product, Dairy Milk Freddo Treasures. However, online 
complaints from archaeologists described the campaign as irresponsible because it encouraged 
people to dig for treasure near historic sites – an activity that is illegal. Cadbury subsequently 
changed the campaign to direct families to museums.39 In addition, freewheeling bloggers can 
destroy a company’s  reputation virtually overnight. Kryptonite’s reputation in bicycle locks 
plummeted after a web log was posted claiming that the locks could be opened with a Bic pen. 
After 10 days of  blogging,  Kryptonite announced a free product exchange that would cost it 
about $10 million (see  Counterpoint 5.4).40 

Although environments are more unstable for most organizations today, an example of a 
traditionally stable environment is a public utility such as a provider of water, gas or electricity.41 
For many years, demand and supply factors for public utilities were stable, often operating either 
as regulated monopolies or as state-owned enterprises. Gradual increases in demand tended to 
occur but were easily predicted over time. Toy companies, by contrast, typically have an unstable 
environment. Hot new toys are difficult to predict, a problem compounded by the encroachment 
of new technologies. Adding to the instability for toymakers is the changing retail market, with 
hypermarkets like France’s Carrefour and Walmart/Asda as well as online retailers undercutting 
even the biggest specialist toy retailers; for example, Toys R Us filed for bankruptcy in 2017. Toy 
manufacture has also been impacted by internationalization of the business process, with much 
manufacture offshored to China and elsewhere in Asia.42

ONLINE 
COUNTERPOINT 5.4

COUNTERPOINT 5.4
Stable environments may be a thing of the past. Even public utilities are feeling the impacts of rapid 
transformation in business processes, including the break-up of monopolies in the energy market. 
The tendency towards financialization,43 including the ever-more innovative packaging of business 
components into instruments for resource mobilization and speculation, can create opacity and 
instability, where the line between ingenuity and criminality can seem hazy at best, as the infamous 
cases of Enron and Société Générale seem to demonstrate.44
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1 Insist on rights of humanity and nature to co-exist in 
a healthy, supportive, diverse and sustainable way.

2 Recognize interdependence. The elements of 
human design interact with and depend upon the 
natural world, with broad and diverse implications 
at every scale. Expand design considerations to 
recognize even distant effects.

3 Respect relationships between spirit and mat-
ter. Consider all aspects of human settlement 
including community, dwelling, industry and trade 
in terms of existing and evolving connections 
between spiritual and material consciousness.

4 Accept responsibility for the consequences of 
design decisions upon human well-being, the via-
bility of natural systems and their right to co-exist.

5 Create safe objects of long-term value. Do not 
burden future generations with requirements for 
maintenance or vigilant administration of potential 
danger due to the careless creation of products, 
processes or standards.

6 Eliminate the concept of waste. Evaluate and 
optimize the full life cycle of products and pro-
cesses, to approach the state of natural systems, 
in which there is no waste.

7 Rely on natural energy flows. Human designs 
should, like the living world, derive their creative 
forces from perpetual solar income. Incorporate 
this energy efficiently and safely for responsible 
use.

8 Understand the limitations of design. No human 
creation lasts forever and design does not solve 
all problems. Those who create and plan should 
practise humility in the face of nature. Treat nature 
as a model and mentor, not as an inconvenience 
to be evaded or controlled.

9 Seek constant improvement by the sharing of 
knowledge. Encourage direct and open com-
munication between colleagues, patrons, manu-
facturers and users to link long-term sustainable 
considerations with ethical responsibility, and 
re-establish the integral relationship between nat-
ural processes and human activity.

One key sustainable technology is harnessing nat-
ural power, and in particular solar energy, which oper-
ated the natural world long before we developed an 
addiction for fossil fuel power. To an increasing extent, 
the search for ‘alternative fuels’ is focusing on solar, 

Have you read this book?

Cradle to Cradle: Remaking the 
Way We Make Things

BY WILLIAM McDONOUGH AND MICHAEL 
BRAUNGART

In this chapter we have discussed the environment 
in which organizations operate and the impact it 

has upon them. No environment is more important, 
of course, than the physical environment, where 
well-being is a precondition not just for success-
ful business but for the survival of humanity. William 
McDonough, a US architect, and Michael Braungart, 
a German chemist, believe that both business and 
environmentalists often misunderstand the challenge 
of true sustainability, which they believe lies in the 
design process.

Working with instead of against the natural 
environment
To start with, say McDonough and Braungart, we 
need to better understand the living earth. Although 
environmentalists often argue that we must reduce 
waste, the authors point out that the natural earth 
itself ‘wastes’, except in a productive way. Most 
trees, for example, shed their leaves every year, but 
we wouldn’t dream of calling this wasteful, because 
we understand that the dead leaves provide nutri-
ents for rejuvenating the soil and making it fertile for 
new growth, from which McDonough and Braungart 
gleaned the principle that waste = food. Product and 
service design needs to build from the intelligence of 
natural systems, so that business and the earth can 
healthily co-exist.

When the City of Hannover, Germany, found 
out it was going to host the 2000 World’s Fair, the 
event planners invited McDonough and Braungart 
to come up with a set of sustainability principles 
that would govern the Fair’s design and operations. 
These Hannover principles have gone on to become 
a manifesto for intelligent, sustainable, industrial 
design:

BOOKMARK 5.0
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Framework
The simple–complex and stable–unstable dimensions are combined into a framework for assess-
ing environmental uncertainty in Exhibit 5.4. In the simple, stable environment, uncertainty is 
low. There are only a few external elements to contend with, and they tend to remain stable. 
The complex, stable environment represents somewhat greater uncertainty. A large number of ele-
ments have to be scanned, analyzed and acted upon for the organization to perform well. External 
elements do not change rapidly or unexpectedly in this environment.

Even greater uncertainty is felt in the simple, unstable environment.45 Rapid change creates 
uncertainty for managers. Even though the organization has few external elements, those ele-
ments are hard to predict, and they react unexpectedly to organizational initiatives. The greatest 
uncertainty for an organization occurs in the complex, unstable environment. A large number 
of elements impinge upon the organization, and they shift frequently or react strongly to organ-
izational initiatives. When several sectors change simultaneously, the environment becomes 
turbulent.46

Beer distributors function in a simple, stable environment. Demand for beer changes only 
gradually. The distributor has an established delivery route, and supplies of beer arrive on sched-
ule. Universities, home appliance manufacturers and insurance companies are also in somewhat 
stable, complex environments. A large number of external elements are present, but although they 
change, changes tend to be gradual and predictable.

Toy manufacturers are in simple, unstable environments. Organizations that design, 
make and sell toys, as well as those that are involved in the clothing or music industry, face 
shifting supply and demand. Most e-commerce companies focus on a specific competitive 
niche and, hence, operate in simple but unstable environments as well. Although there may be 
few elements to contend with – e.g. technology, competitors – they are difficult to predict and 
change abruptly and unexpectedly.

The telecommunications industry and the airline industry face complex, unstable envi-
ronments. Many external sectors are changing simultaneously.

ONLINE 
COUNTERPOINT 5.5

wind and tide energy, which are genuinely renewable, 
rather than bio-fuels. Crops such as palm oil deprive 
citizens of developing countries of crucial land on 
which to grow food crops, and create harmful green-
house gas emissions when burned.

McDonough and Braungart have been involved 
in numerous industrial design projects that have 
put their principles into practice. Here are just two 
examples:

 ■ The Swiss furniture manufacturer Rohner and the 
textile design company DesignTex came up with 
a hardwearing textile for covering furniture that is 
both environmentally safe and so easily recyclable 
that it can simply be put in the ground when no 
longer needed, where it quickly turns into nutri-
tious plant mulch.

 ■ Alain Duval of Québec, Canada’s Victor Innovatex, 
was proud of his company’s reputation for high 
quality textiles, but he wanted to do something 

of wider environmental benefit. While polyester, 
a key synthetic fibre, is recyclable, the recycling 
process typically results in a lower value product. 
For example, used polyester is often turned into 
speed bumps to reduce traffic speed. Though this 
is better than throwing it straight into the landfill, it 
is part of a downward value spiral that is ultimately 
not sustainable. Victor Innovatex redesigned the 
polyester production process to the molecular 
level, choosing components that are all recyclable, 
as well as a catalyst that is environmentally safe. 
The Eco-Intelligent Polyester that came out of their 
research is the first infinitely recyclable polyester, 
a product that can be endlessly recycled into new 
polyester when it wears out.

William McDonough and Michael Braungart (2002), Cradle 
to Cradle: Remaking the Way We Make Things, New York, 
North Point Press; www.mcdonough.com/principles.pdf.
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In the case of airlines, in just a few years, they have been confronted with the multiplication of 
security measures due to the threat of terrorism, the influx of low-cost carriers like Ryanair, large 
tax increases on air travel and dramatic fluctuations in the price of jet fuel.47

Although the matrix of environmental uncertainty is undoubtedly still a useful way of 
understanding organizational environments, in recent years there has been an overall shift 
towards uncertainty throughout the business environment. As the regulatory environment has 
loosened, business processes can be relatively easily re-engineered, and organizations need to be 
ready to adapt to new environments far more quickly than was the case in the past. While large 
corporations continue to play a major role in the global economy, organizational fluidity is 
becoming a necessary condition for success in most industries. So, even for example in the area 
of beer distribution, global logistics firms like DHL are gradually replacing specialized firms 
focusing only on the drinks industry. There are fewer and fewer ‘safe niches’ in the business 
world.

Stable

ENVIRONMENTAL
CHANGE

Unstable

ENVIRONMENTAL COMPLEXITY

Simple Complex

Simple + Stable =
Low Uncertainty

Complex + Stable =
Low-Moderate Uncertainty

Simple + Unstable =
High-Moderate Uncertainty

Complex + Unstable =
High Uncertainty

Uncertainty

EXHIBIT 5.4 Framework for Assessing Environmental Uncertainty

Source: Adapted and reprinted from ‘Characteristics of Perceived Environments and Perceived Environmental Uncertainty’, by Robert B. 
Duncan, published in Administrative Science Quarterly 17 (1972), 313–327. Copyright © 1972 SAGE Publications.
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Adapting to Environmental Uncertainty
Once you see how environments differ with respect to change and complexity, the next ques-
tion is, ‘How do organizations adapt to each level of environmental uncertainty?’ Environmental 
uncertainty represents an important contingency for organization structure and internal behav-
iours. Recall from Chapter 4 that organizations best equipped to face uncertainty generally have a 
more horizontal structure, as this encourages cross-functional communication and collaboration 
to adapt to environmental change. In this section we discuss in more detail how the environment 
affects organizations. An organization in a stable and comparatively certain environment will tend 
to be managed and controlled differently from an organization in an uncertain environment with 
respect to positions and departments, organizational differentiation and integration, control pro-
cesses, and future planning and forecasting. A key to organizational effectiveness and prosperity 
is developing an appropriate fit between the elements of internal structure and salient features of 
the external environment.

Positions and Departments
As the complexity and uncertainty in the external environment increases, the number of positions 
and departments within the organization also tends to increase, which in turn increases internal 
complexity. This relationship is part of being an open system. Each sector in the external environ-
ment requires an employee or department to deal with it. The human resource department deals 
with people who want to work for the company. The marketing department finds customers. Pro-
curement employees obtain raw materials from perhaps hundreds of suppliers. The finance group 
deals with bankers and venture capitalists. The legal department works with the courts and gov-
ernment agencies. Most companies have added information technology departments to deal with 
the increasing complexity of computerized information and knowledge management systems, and 
many have created e-business departments to handle electronic commerce.

Governments also respond to environmental uncertainty by changing their structures. 
Terrorist threats have led many countries to strengthen their border controls through merging 
agencies that previously worked largely independently.48

Buffering and Boundary Spanning
The traditional approach to coping with environmental uncertainty was to establish departments 
or roles to buffer or absorb its effects upon the ‘technical core’ of organizations.49 The technical 
core comprises those people who perform the production subsystem function and actually pro-
duce the product and service outputs of the organization (see Chapter 1). Buffer departments and 
roles support and service the technical core by taking care of the flows of materials, resources and 
money between the environment and the organization. They enable the technical core to function 
efficiently. For example, the purchasing department buffers the technical core by stockpiling sup-
plies and raw materials. The human resource department buffers the technical core by handling 
the uncertainty associated with finding, hiring and training production employees.

The approach of buffering is somewhat static and defensive. Some organizations are 
attempting to remove or reduce the buffers in a way that exposes the technical core to the uncer-
tain environment. Potentially, this has the benefit of adapting the core more directly to its envi-
ronment as emphasis is placed upon being well connected to customers and suppliers rather 
than ensuring the stability of the established technical core. For example, the US farm machin-
ery manufacturer, John Deere, has assembly-line workers visiting local farms to determine and 

respond to customer concerns. The computer software industry has made involving consumers in 
product testing a routine activity, with ‘alpha’ and ‘beta’ versions of products under development pro-
vided free to enthusiasts in return for feedback on product flaws and areas for improvement.50

ONLINE BRIEF 5.2

WWW

65900_ch05_hr_136-177.indd   154 1/9/20   12:08 PM



CHAPTER 5 THE EXTERNAL ENVIRONMENT 155

Boundary-spanning roles link and coordinate an organization with key elements in the 
external environment. Boundary spanning is primarily concerned with the exchange of information 
to (1) detect and bring into the organization information about changes in the environment; and 
(2) send information into the environment that presents the organization in a favourable light.51

Keeping in direct touch with what is going on in the environment can facilitate greater 
responsiveness to market changes and other developments. A study of high-tech firms found that 
97 per cent of competitive failures resulted from lack of attention to market changes or the failure 
to act on vital information.52 To detect and bring important information into the organization, 
boundary personnel scan the environment. For example, a market-research department scans and 
monitors trends in consumer tastes. Boundary spanners in engineering and research and develop-
ment (R&D) departments scan new technological developments, innovations and raw materials. 
Boundary spanners prevent the organization from stagnating by keeping top managers informed 
about environmental changes. Often, the greater the uncertainty in the environment, the greater 
the importance of boundary spanners.53

One new approach to boundary spanning is business intelligence, which refers to the 
high-tech analysis of large amounts of internal and external data to spot patterns and rela-
tionships that might be significant. For example, the US company Verizon uses business intel-
ligence to actively monitor customer interactions so that it can catch problems and fix them 
almost immediately.54 Tools to automate the process have been one of the hottest areas of 
software development in recent years, with global spending on business intelligence software 
rising from $5 billion in 2007 to an estimated $50 billion in 2016. (see Counterpoint 5.5).55

COUNTERPOINT 5.5
Sometimes the line between business intelligence and espionage is a thin one. Verizon, along with 
AT&T and a host of less well-known companies, also make their expertise available, at a fee, to state 
intelligence services such as the US CIA. Questions have been raised about the appropriateness of 
outsourcing national intelligence, about whether companies involved in both business and national 
security intelligence-gathering have an unfair business advantage, and whether there is proper public 
scrutiny of privatized intelligence gathering.56

Business intelligence is related to another important area of boundary spanning, known as 
competitive intelligence (CI). Competitive intelligence gives top executives a systematic way to 
collect and analyze public information about rivals and use it to make better decisions.57 Using 
techniques that range from internet surfing to searching through rubbish bins, intelligence profes-
sionals dig up information on competitors’ new products, manufacturing costs or training meth-
ods and share it with top leaders.

Intelligence teams are the newest wave of CI activities. An intelligence team is a cross-func-
tional group of managers and employees, usually led by a CI professional, who work together to 
gain a deep understanding of specific business issues, with the aim of presenting insights, possi-
bilities and recommendations to top leaders.58 Intelligence teams can provide insights that enable 
managers to make more informed decisions about goals, as well as devise contingency plans and 
scenarios related to major competitive issues.

The boundary task of sending information into the environment to represent the organization 
is used to influence other people’s perception of the organization. In the marketing department, 
advertising and sales people represent the organization to customers. Purchasers may call on sup-
pliers and describe purchasing needs. The legal department informs lobbyists and elected officials 
about the organization’s needs or views on political matters. Many companies set up their own 
web pages to present the organization in a favourable light. For example, to counteract sites that 
criticize their business practices in developing countries, Nike and Shell, among many others, have 
created websites specifically to tell their side of the story.59, 60

ONLINE 
COUNTERPOINT 5.6
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All organizations have to keep in touch with the environment. Zara, the Spain-headquartered 
clothing chain featured above in the In Practice text box, keeps its finger on the pulse of fash-
ion, becoming the world’s biggest fashion retail chain, with 2250 shops in 96 countries by 2019, 
within 50 years of its creation.

Differentiation and Integration
Another response to environmental uncertainty is the amount of differentiation and integration 
among departments. Organizational differentiation is ‘the differences in cognitive and emotional 
orientations among managers in different functional departments, and the difference in formal 
structure among these departments’.65 When the external environment is complex and rapidly 
changing, organizational departments become highly specialized to handle the uncertainty in their 
external sector (see Counterpoint 5.6). Success in each sector requires special expertise and behav-
iour. Employees in an R&D department thus have unique attitudes, values, goals and education 
that distinguish them from employees in manufacturing or sales departments.

brand and prices are accordingly higher. Typically, 
Zara prices its clothes below the best known brands 
like Gap, but above more mass market retailers such 
as H&M in Europe and Old Navy in North America.

Like all successful companies, Zara knows its cus-
tomers well and tailors its offer to meet their expec-
tations, ‘Zara’s objective is not that consumers buy 
a lot but that they buy often and will find something 
new every time they enter the store’, says a senior 
company manager. Unlike other fashion retailers, Zara 
spends very little on advertising. Instead, the com-
pany ensures it has good, highly visible high street 
locations. Its store managers are expected to know 
their customers well; their pay cheques are partly 
based on the accuracy of their sales predictions. The 
close attention Zara pays to its customers means the 
chain has a much lower level of new product failures, 
about 1 per cent, than the industry average of at least 
10 per cent.

Zara is in a difficult business as fashion tastes 
are notoriously fickle. The company will also need to 
ensure it is not blind-sided by the rapid shift to online 
fashion retailing through firms like Asos. In 2012 and 
2013 the company quickly rolled out nationally specific 
online retailing websites, including in key emerging 
markets such as China, and by 2018 had online por-
tals in 202 national markets.62 Its close attention to its 
external environment means it is better equipped than 
many of its competitors to react effectively to exter-
nal threats and opportunities. The shift to multi-chan-
nel delivery such as click-and-pick-up in local stores 
restores an advantage to companies like Zara over 
the pure internet play of an Asos.63, 64

Zara

Amancio Ortega Gaona lives quietly in a mod-
est apartment in La Coruña, Spain, but he has 

lived one of the most dramatic rags-to-riches stories 
in modern business. Gaona started in the rag trade 
at 14 as a junior assistant in a shirt store, but now 
owns a majority stake in Inditex, the family-controlled 
holding company of which Zara is the biggest asset. 
Gaona has succeeded in the fickle fashion busi-
ness by being able to respond to changing fashions 
by producing new clothes lines within four to six 
weeks.61 Zara’s success is all the more remarkable 
because unlike most of its competitors, Zara out-
sources little of its production to low-cost developing 
countries.

Zara’s managers for each of its product lines keep 
their eyes peeled for new fashion opportunities, for 
example, copying one of singer Madonna’s costumes 
from a major international tour and having the prod-
uct on sale before the end of the tour. Sensitivity to 
the external environment extends to pricing policy. 
Rather than operating on a cost-plus basis, Zara sets 
its prices according to its image and market position 
in different countries; in Spain the company is a price 
leader, while in North America it is seen as a premium 

IN PRACTICE
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COUNTERPOINT 5.6
A risk associated with this approach is the creation of ‘silos’ so that uncertainties are handled – assessed 
and addressed – in a fragmented manner. It can easily be assumed that some other department is handling 
an issue, or that wasteful duplication between departments is a consequence of a lack of coordination. 
To some degree the horizontal forms of communication and coordination mitigate such risks.

A study by Paul Lawrence and Jay Lorsch examined three organizational departments – man-
ufacturing, research and sales – in ten corporations.66 This study found that each department 
evolved towards a different orientation and structure to deal with specialized parts of the exter-
nal environment. The market, scientific and manufacturing sub-environments identified by Law-
rence and Lorsch are illustrated in Exhibit 5.5. Each department interacted with different external 
groups. The differences that evolved between departments within the organizations are shown in 
Exhibit 5.6. To work effectively with the scientific sub-environment, R&D had a goal of quality 
work, a long time horizon (up to five years), an informal structure and task-oriented employees. 
Sales was at the opposite extreme. It had a goal of customer satisfaction, was oriented towards the 
short term (two weeks or so), had a very formal structure and was socially oriented.

President

R & D
Division

Sales
Division

Manufacturing
Division

Scienti�c
Sub-environment

Manufacturing
Sub-environment

Market
Sub-environment

Scienti�c
journals

Research
centres

Raw
materials

Customers

Distribution
system

Advertising
agencies

Competitors

Labour Suppliers

Professional
associations

Production 
equipment

EXHIBIT 5.5 Organizational Departments Differentiate to Meet Needs of Sub-environments

EXHIBIT 5.6 Differences in Goals and Orientations between Organizational Departments

Source: Based on Paul R. Lawrence and Jay W. Lorsch, Organization and Environment (Homewood, IL.: Irwin, 1969), 23–29.

Characteristic R&D Department Manufacturing 
Department

Sales  
Department

Goals
Time horizon
Interpersonal orientation
Formality of structure

New development, quality
Long
Mostly task
Low

Efficient production
Short
Task
High

Customer satisfaction
Short
Social
High
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One outcome of high differentiation is that coordination between departments becomes 
difficult. More time and resources must be devoted to achieving coordination when attitudes, 
goals and work orientation differ so widely. Integration is the quality of collaboration between 
departments.67 Formal integrators are often required to coordinate departments. When the envi-
ronment is highly uncertain, frequent changes require more information processing to achieve 
horizontal coordination, so integrators become a necessary addition to the organization struc-
ture. Sometimes integrators are called liaison personnel, project managers, brand managers or 
coordinators. As illustrated in Exhibit 5.7, organizations with highly uncertain environments and 
a highly differentiated structure assign about 22 per cent of management personnel to integra-
tion activities, such as serving on committees, on task forces or in liaison roles.68 In organizations 
characterized by very simple, stable environments, almost no managers are assigned to integra-
tion roles. Exhibit 5.7 shows that, as environmental uncertainty increases, so does differentiation 
among departments; hence, the organization must assign a larger percentage of managers to 
coordinating roles.

Lawrence and Lorsch’s research concluded that organizations perform better when the 
levels of differentiation and integration match the level of uncertainty in the environment. 
Organizations that performed well in uncertain environments had high levels of both differ-
entiation and integration, while those performing well in less uncertain environments had 
lower levels of differentiation and integration.

Organic versus Mechanistic Management Processes
Another response to environmental uncertainty is the amount of formal structure and control 
imposed on employees. Tom Burns and G. M. Stalker observed 20 UK industrial firms and discov-
ered that external environment was related to internal management structure.69 When the external 
environment was stable, the internal organization tended to be characterized by rules, procedures 
and a clear hierarchy of authority. Organizations were formalized. They were also centralized, 
with most decisions made at the top. Burns and Stalker called this a mechanistic organization 
system.

In rapidly changing environments, Burns and Stalker found that the internal organization was 
much looser, free-flowing and adaptive. Rules and regulations often were not written down or, if 
written down, were ignored. People had to find their own way through the system to figure out 
what to do. The hierarchy of authority was not clear. Decision-making authority was decentral-
ized. Burns and Stalker used the term organic to characterize this type of management structure.

Exhibit 5.8 summarizes the differences in organic and mechanistic systems. As environmental 
uncertainty increases, organizations tend to become more organic, which means decentralizing 
authority and responsibility to lower levels, encouraging employees to take care of problems by 
working directly with one another, encouraging teamwork and taking an informal approach to 
assigning tasks and responsibility. Thus, the organization is more fluid and is able to adapt contin-
ually to changes in the external environment.70

ONLINE BRIEF 5.3
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EXHIBIT 5.7 Environmental Uncertainty and Organizational Integrators

Source: Based on Jay W. Lorsch and Paul R. Lawrence, ‘Environmental Factors and Organizational Integration’, Organizational Planning: Cases and 
Concepts (Homewood, IL: Irwin and Dorsey, 1972), 45.
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The learning organization, described in Chapter 2, and the horizontal and virtual network 
structures, described in Chapter 4, are organic organizational forms that are used by companies to 
compete in rapidly changing environments. The US brand Guiltless Gourmet, which sells low-fat 
tortilla chips and other snack foods with healthy ingredients, shifted to a flexible network struc-
ture to remain competitive when large companies like Frito Lay entered the low-fat snack-food 
market. The company redesigned itself to become basically a full-time marketing organization, 
while production and other activities were outsourced. An 18,000 square foot plant in Austin was 
closed and the workforce cut from 125 to a handful of core people handling marketing and sales 
promotions. The flexible structure helped Guiltless Gourmet to adapt quickly to changing market 
conditions, but ultimately it didn’t stop the company from being swallowed up by the food and 
consumer products giant R.A.B Holdings.71, 72

Planning, Forecasting and Responsiveness
The whole point of increasing internal integration and shifting to more organic processes is to 
enhance the organization’s ability to respond quickly to sudden changes in an uncertain environ-
ment. It might seem that in an environment where everything is changing all the time, planning is 
useless. However, in uncertain environments, planning and environmental forecasting, especially 
the exploration of different possible scenarios and responses, becomes more important as a way 
to keep the organization geared for a coordinated, speedy response. Japanese electronic giants 
such as Toshiba and Fujitsu, for example, were caught off guard by a combination of nimble 
new competitors, rapid technological change, deregulation, problems in Japan’s banking system 
and the sudden end of the 1990s technology boom. Lulled into complacency by years of success, 
Japan’s industrial electronics companies were unprepared to respond to these dramatic changes 
and lost billions.73

With increasing environmental uncertainty, planning and forecasting become more important, 
but also more difficult.74 Planning can soften the adverse impact of external shifts. Organizations 
that have unstable environments often establish a separate planning department. In an unpredict-
able environment, planners scan environmental elements and analyze potential moves and coun-
termoves by other organizations. Planning can be extensive and may forecast various scenarios for 
environmental contingencies. With scenario building, managers mentally rehearse different sce-
narios based on anticipating various changes that could affect the organization. Scenarios are like 
stories that offer alternative, vivid pictures of what the future will look like and how managers 
will respond. Royal Dutch/Shell Oil has long used scenario building and has been a leader in 

EXHIBIT 5.8 Mechanistic and Organic Forms

Source: Adapted from Gerald Zaltman, Robert Duncan, and Jonny Holbek, Innovations and Organizations (New York: Wiley, 1973), 131.

Mechanistic Organic

1.  Tasks are broken down into specialized, 
separate parts

2. Tasks are rigidly defined

3.  There is a strict hierarchy of authority 
and control, and there are many rules

4.  Knowledge and control of tasks are 
centralized at the top of the organization 

5.  Communication is vertical

1.  Employees contribute to the common tasks of 
the department

2.  Tasks are adjusted and redefined through 
employee teamwork

3.  There is less hierarchy of authority and 
control, and there are few rules

4.  Knowledge and control of tasks are located 
anywhere in the organization

5.  Communication is horizontal
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speedy response to massive changes that other organizations failed to perceive until it was too 
late.75 Nevertheless, some scenarios cannot be predicted, or even if they could be predicted, there 
may be little a company can do in order to avoid negative outcomes except for getting out of that 
business and finding another. For example, no airline could have predicted the havoc that would 
be caused in their industry by the terrorist attack on New York’s World Trade Center on Septem-
ber 11, 2001, the beginning of a security threat to the industry that expanded in subsequent years 
to attacks on airports such as the suicide bombings that closed Brussels airport for several weeks 
in 2016.76

Planning cannot substitute for other actions, such as effective boundary spanning and 
adequate internal integration and coordination. Organizations that are most successful in 
uncertain environments are those in which close attention is paid to the environment so 
they can spot threats and opportunities, and where intelligence is shared in a digestible and 
meaningful manner, thereby enabling relevant organizational members to respond swiftly 
and effectively.

Framework for Organizational Responses to Uncertainty
The ways in which environmental uncertainty influences organizational characteristics are sum-
marized in Exhibit 5.9. The change and complexity dimensions are combined and illustrate four 
levels of uncertainty. The low uncertainty environment is simple and stable. Organizations in this 
environment have few departments and a mechanistic structure. In a low-to-moderate uncertainty 
environment, more departments are needed, along with more integrating roles to coordinate the 
departments. Some planning may occur. Environments that are moderate-to-high-uncertainty are 
unstable but simple. Organization structure is organic and decentralized. Planning is emphasized 
and managers are quick to make internal changes as needed. The high uncertainty environment is 
both complex and unstable and is the most difficult environment from a management perspective. 
Organizations are large and have many departments, but they are also organic. A large number 
of management personnel are assigned to coordination and integration, and the organization uses 
boundary spanning, planning and forecasting to enable a high-speed response to environmental 
changes.

Resource Dependence
So far, this chapter has described several ways of adapting to the lack of information and to the 
uncertainty associated with environmental change and complexity. We turn now to another char-
acteristic of the organization–environment relationship that affects organizations: the importance 
of material and financial resources. The environment is the source of scarce and valued resources 
essential to organizational survival. Resource dependence means that organizations depend on the 
environment but strive to acquire control over resources to minimize their dependence.77 Organi-
zations are vulnerable if vital resources are controlled by other organizations, so there is an incen-
tive to be as dominant and independent as possible.

Although corporate executives seek to minimize dependence, when costs and risks are 
high they may team up to share scarce resources and so become more competitive on a 
national or global basis. Formal relationships with other organizations present a dilemma 
to managers. They seek to reduce vulnerability with respect to resources by developing links 
with other organizations, but they also like to maximize their own autonomy and independ-
ence. Organizational linkages require coordination,78 and they reduce the freedom of each 
organization to make decisions without concern for the goals of other organizations. Inter-

organizational relationships represent a tradeoff between resources and autonomy.

ONLINE 
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Once an organization relies on others for valued resources, those other organizations can 
influence managerial decision-making. When a large company like Samsung, Citroën or Toshiba 
forges a partnership with a supplier for parts, both sides benefit, but each loses some autonomy. 
For example, some large companies put strong pressure on their suppliers to reduce costs. Suppli-
ers often have few alternatives but to go along with the demand.79 In much the same way, depend-
ence on shared resources gives advertisers considerable power over print and electronic media 
companies. For example, as newspapers face increasingly tough financial times, they are less 
likely to run stories that are critical of advertisers.

Though newspapers insist advertisers don’t get special treatment, studies show that it 
is rare for a newspaper to severely criticize a major advertiser.80 The US NGO, Fairness and 
Accuracy in Reporting (FAIR) scrutinizes links between corporate advertisers and newspaper 
coverage.81, 82 FAIR particularly singles out the case of Walmart, which has received what 

EXHIBIT 5.9  Contingency Framework for Environment Uncertainty and 
Organizational Responses

Stable

ENVIRONMENTAL
CHANGE

Unstable

ENVIRONMENTAL COMPLEXITY

Simple Complex

Low Uncertainty

1. Mechanistic structure:
formal, centralized

2. Few departments

3. No integrating roles

4. Current operations orientation; 
low-speed response

1. Organic structure, teamwork:
participative, decentralized

2. Few departments, much 
boundary spanning

3. Few integrating roles

4. Planning orientation; fast 
response

1. Organic structure, teamwork:
participative, decentralized

2. Many departments differentiated, 
extensive boundary spanning

3. Many integrating roles

4. Extensive planning, forecasting; 
high-speed response

1. Mechanistic structure:
formal, centralized

2. Many departments, some 
boundary spanning

3. Few integrating roles

4. Some planning; moderate-speed 
response

Low-Moderate Uncertainty

High-Moderate Uncertainty High Uncertainty

Uncertainty
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FAIR believes is excessively positive media coverage at the same time as it is one of the country’s 
largest advertisers.83 In some countries, the relationship between advertising and editorial content 
can be very direct. In 2003 India’s biggest-circulation English-language newspaper, The Times of 
India, started accepting money from advertisers for publishing sponsored, but undeclared, edi-
torial content.84 As print media is increasingly replaced by electronic news portals that typically 
provide content for free, news outlets’ reliance on advertisers has become even greater and the line 
between editorial and advertisement even more blurred. 

Controlling Environmental Resources
In response to the need for resources, corporate executives try to maintain a balance between link-
ages with other organizations and their own independence. This balance is maintained through 
attempts to modify, manipulate or control other organizations.85 To survive, managers of the focal 
organization often try to reach out and change or control elements in the environment. Two strat-
egies can be adopted to manage resources in the external environment: (1) establish favourable 
linkages with key elements in the environment, and (2) shape the environmental domain.86 Tech-
niques to accomplish each of these strategies are summarized in Exhibit 5.10. As a general rule, 
when valued resources are scarce, executives will favour using the strategies in Exhibit 5.10 rather 
than go it alone. Notice how dissimilar these strategies are from the responses to environmental 
change and complexity described in Exhibit 5.9. The dissimilarity reflects the difference between 
responding, respectively, to the requirements for resources and information.

EXHIBIT 5.10 Organizing Strategies for Controlling the External Environment

Establishing Interorganizational Linkages Controlling the Environmental Domain

1. Ownership
2. Contracts, joint ventures
3.  Cooptation, interlocking directorates
4. Executive recruitment
5.  Advertising, public relations

1. Change of domain
2.  Political activity, regulation
3. Trade associations
4. Illegitimate activities

Establishing Interorganizational Linkages
Ownership Companies use ownership to establish linkages when they buy a part of, or a 
controlling interest in, another company. This gives the company access to technology, products or 
other resources it doesn’t currently have.

A greater degree of ownership and control is obtained through acquisition or merger. An 
acquisition involves the purchase of one organization by another so that the buyer assumes con-
trol. A merger is the unification of two or more organizations into a single unit.87 In the steel 
industry, Mittal Steel merged with Luxemburg’s Arcelor. Acquisition occurred when US retail 
giant Walmart purchased Britain’s Asda supermarket chain. These forms of ownership can reduce 
uncertainty in an area important to the acquiring company. In the past few years, there has been 
a huge wave of acquisition and merger activity in the telecommunications industry, reflecting 
the tremendous uncertainty these organizations face. The acquisition of Britain’s Orange mobile 
phone network by France Telecom is discussed in the next In Practice box.
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Formal Strategic Alliances When there is a high level of complementarity between the 
business lines, geographical positions or skills of two companies, the firms often go the route 
of a strategic alliance rather than ownership through merger or acquisition.88 Such alliances are 
formed through contracts and joint ventures.

Contracts and joint ventures reduce uncertainty through a legal and binding relationship with 
another firm. Contracts come in the form of licence agreements that involve the purchase of the 
right to use an asset (such as a new technology) for a specific time and supplier arrangements that 
contract for the sale of one firm’s output to another. Contracts can provide long-term security by 
tying customers and suppliers to specific amounts and prices. For example, the Italian fashion 
house Versace has forged a deal to license its primary asset – its name – for a line of designer 
eyeglasses. McDonald’s has successfully grown in developing countries, where traditional supplier 
networks might not be present. As the former Soviet Union’s economy was in transition during 
the late 1980s, McDonald’s set up operations in Moscow. At the beginning, it had to produce its 
own ingredients in Russia, but the company worked with emerging private suppliers to establish 
quality control and production reliability in return for guaranteed markets for their products.89, 90 
Large retailers such as US-headquartered Walmart, Britain’s Tesco and France’s Carrefour have 
gained so much clout that they can often almost dictate contracts, telling manufacturers what 
to make, how to make it and how much to charge for it. The changing balance of power in the 
production value chain has been studied by the sociologist Gary Gereffi, whose work is discussed 
in Chapter 7.

Joint ventures These result in the creation of a new organization that is formally independ-
ent of the parents, although the parents will have some control.91 In a joint venture, organizations 
share the risk and cost associated with large projects or innovations. AOL created a joint venture 
with Venezuela’s Cisneros Group to smooth its entry into the Latin American online market. IBM 
formed a joint venture with USA Technologies Inc. to test web-enabled washers and dryers at 
US colleges and universities. Traditional coin-operated technology will be replaced with an IBM 
micropayment system that allows students to pay by swiping an ID card or pushing a code on a 
cell phone. They can log onto a website to see if a machine is available and have an email sent 
when a load is done.92, 93

Cooptation, Interlocking Directorates Cooptation occurs when leaders from impor-
tant sectors in the environment are made part of an organization. It takes place, for example, 
when influential customers or suppliers are appointed to the board of directors, such as when the 
senior executive of a bank sits on the board of a manufacturing company. As a board member, 
the banker may become psychologically coopted into the priorities of the manufacturing firm. 
Community leaders also can be appointed to a company’s board of directors or to other organi-
zational committees or task forces. These influential people are thereby introduced to the culture 
and objectives of the company and are probably then more receptive to those objectives when 
engaged in decision-making.

An interlocking directorate is a formal linkage that occurs when a member of the board of 
directors of one company sits on the board of directors of another company. The individual is 
a communications link between companies and can influence policies and decisions. When one 
individual is the link between two companies, this is typically referred to as a direct interlock. An 
indirect interlock occurs when a director of company A and a director of company B are both 
directors of company C. They have access to one another but do not have direct influence over 
their respective companies.94 Recent research shows that, as a firm’s financial fortunes decline, 
direct interlocks with financial institutions tend to increase. Financial uncertainty facing an indus-
try has also been associated with greater indirect interlocks between competing companies.95
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Executive Recruitment Transferring or exchanging executives also offers a method 
of establishing favourable linkages with external organizations. Senior officials move between 
government and private industry. Companies like to hire former senior officials and politicians 
who can both provide them with advice on the processes of securing contracts or getting needed 
approvals, and provide introductions to key decision-making officials. For example, the former 
minister responsible for the UK state health service, Patricia Hewitt, was hired as ‘special con-
sultant’ by the world’s largest chain of chemists, Alliance Boots, and the largest private owner of 
hospitals in the UK, in January 2008, while remaining a Member of Parliament. She also took a 
non-executive directorship of British Telecom (BT) having previously been instrumental, as Min-
ister at the Department of Trade and Industry, in the creation of Ofcom, the all-in-one regulator 
for telecoms and the media, including the appointment of its chairman, Lord Currie.96 Hewitt was 
suspended from her party caucus in the UK parliament in 2010 as a result of claims of irregulari-
ties in another of her lobbying activities.97

Some politicians and journalists argue that the practice of former ministers and bureaucrats 
lobbying for companies is inherently wrong, because it provides ‘connected’ companies with an 
unfair advantage.98 In many countries there are rules such as a ‘cooling off’ period after someone 
leaves public service, before they are allowed to take this type of lobbying position. The same 
issue arises in the private sector where companies are naturally unenthusiastic about their exec-
utive moving to competitors with inside knowledge, and clauses are often inserted in contracts 
limiting managers’ freedom to jump ship to a competitor. Nevertheless, as long as the practice is 
lawful, companies wishing to maximize their chances of winning contracts and getting projects 
approved will continue to hire well-connected executives. Having channels of influence and com-
munication between organizations, both in the public and private sectors, serves to reduce finan-
cial uncertainty and dependence for an organization.

including, but not restricted to, the development of 
the internet, wireless telecommunications and satel-
lite broadcasting.

Mobile telephony took off in the late 1990s. An 
early response to expanding communications oppor-
tunities was a dramatic bidding war for mobile tele-
phone operator licences and networks, which were 
seen as tremendous revenue generators. Smaller play-
ers like Britain’s Orange were eyed hungrily by larger 
telecom operators, especially those that were lagging 
behind in the rush to mobile. France Telecom, which 
had until recently been France’s state-owned tele-
phone monopoly, had a small mobile arm, but with 
mobiles seeming to be the wave of the future, in 2001 
it pounced for Orange, with its reputation for innova-
tion in both technology and marketing: ‘This type of 
merger is becoming increasingly common and we 
expect to see many more in the coming months as 
the big old incumbents are forced to form partnerships 
with the emerging new players in order to stay ahead 
of the pack’, said telecom veteran Gary Gibbs.99

Orange quickly established itself as one of the 
major global brands in the mobile phone industry, but 

Orange and France 
Telecom

Worldwide, the telecommunications indus-
try is changing perhaps more rapidly than 

any other industry. One of the most revolutionary 
of the changes in the telecom sector is ‘conver-
gence’. This describes the interweaving of broad-
cast, telecommunications and electronic media, and 
their delivery through a single modality, whether by 
telephone wire, by cable or increasingly, wirelessly. 
The opportunities and risks driven by convergence 
are enormous and have led to great shake-ups in all 
areas of the communications industry. Convergence, 
in turn, has been driven by technological advances, 

IN PRACTICE
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Advertising and Public Relations A traditional way of establishing favourable rela-
tionships is through advertising. Organizations spend large amounts of money to influence the 
taste of consumers. Advertising is especially important in highly competitive consumer industries 
and in industries that experience variable demand. The Economist is a global publication appeal-
ing to executives looking for concise but sharp analysis of world events and business challenges. 
With the rise of the internet and an explosion in news sources, many magazines have faced declin-
ing circulation. However, in the decade that Helen Alexander served as CEO between 1997 and 
2008, the magazine’s circulation doubled, mainly by protecting its elite brand. In conjunction 
with the advertising agency AMV, The Economist built an image that encouraged its readers to 
see themselves as intelligent and successful, a campaign that has been described as one of the best 
in the past 20 years. One ad says, ‘It’s lonely at the top, but at least there’s something to read’. 
Alexander’s successors had a solid brand to build on, which they leveraged through building the 
digital subscriber base for devices such as the iPad, with the same marketing focus on quality. The 
magazine, which operates electronically behind a metered paywall, has been able to replace inev-
itably declining print circulation with paid digital subscriptions. In 2018, it had a combined print 
and digital weekly circulation of over 1.6m, of which digital represented 48 per cent. Online, it 
had a monthly average of 9.6m unique browsers.105, 106, 107, 108 Public relations is similar to advertis-
ing, except that stories often are free and aimed at public opinion. Public relations people cast an 
organization in a favourable light in speeches, in press reports and on television. Public relations 

with the pace of change in the sector accelerating 
rapidly, that was just the beginning. France Telecom 
continued to expand geographically, with operations 
in 29 countries and 263 million customers world-
wide by 2016. Like its competitors, France Telecom 
invested heavily in digital convergence, both through 
acquisitions and greenfield development in broad-
band internet, online video gaming and television 
broadcasting.100 In 2006 France Telecom decided to 
rebrand most of its global services under the Orange 
label, including Wanadoo, the largest broadband pro-
vider in Europe. Despite the dizzying pace of France 
Telecom’s growth, many analysts wonder whether it 
has squeezed the creative juice out of Orange, making 
it a vehicle of a giant corporation, rather than quirky 
and innovative in the way that Apple has achieved.101 
This highlights one of the great dilemmas of mergers 
and acquisitions in the converged universe: size and 
service breadth are needed to win customers, but 
the price can be depersonalized service and con-
sequently customer dissatisfaction. It’s a challenge 
being faced throughout the telecommunications 
sector. Virgin Media, the full-service communications 
company created in 2007 through a merger between 
the Virgin mobile and broadband operator and NTL/
Telewest Cable in the UK, faced both competitive 
challenges and customer service issues;102 in 2013 

these questions began all over again as the company 
was acquired by competitor Liberty Global.103 After an 
abortive attempt to merge their European assets in 
2015, Liberty Global and Vodaphone agreed in 2016 
to merge their Dutch operations.

In Britain only, Orange has tried a partnership strat-
egy with its German counterpart T-Mobile. In 2010 they 
set up a joint venture under the name of Everything 
Everywhere (EE), which in 2012 was the first UK net-
work to launch superfast 4G mobile broadband. Ini-
tial results were very promising. By mid-2013 nearly 
700,000 UK customers were paying premium prices 
for the premium service, and the joint venture paid 
its Orange and Deutsche Telekom parent companies 
£159 million in dividends for the half-year. EE was 
acquired by BT Group in 2016 and as part of this 
group is the largest UK mobile phone provider with 28 
per cent of the market share.104 New developments in 
2020 for the telecom industry are largely synonymous  
with fifth generation (5G) wireless technologies. It is 
expected that 5G will gain ground quickly, unleashing 
the full potential of augmented and virtual reality, Smart 
Cities, and IoT with the advantage of voice-assisted 
technologies and the connected car.

Source: www.ft.com/fastft/2016/02/16/liberty-global- 
vodafone-to-merge-their-dutch-operations/
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attempts to shape the company’s image in the minds of customers, suppliers and government offi-
cials. For example, in an effort to survive in this antismoking era, some tobacco companies have 
supported aggressive public relations campaigns touting smokers’ rights and freedom of choice, 
often delivered through pseudo-independent NGOs.

Controlling the Environmental Domain
In addition to establishing favourable linkages to obtain resources, organizations often try to 
change the environment. We will discuss four techniques for influencing or changing a firm’s envi-
ronmental domain.

Change of Domain The sectors described earlier in this chapter are not fixed. Executives 
determine which business they are in, the market to enter and the suppliers, banks, employees 
and location to use, and how this domain can be changed.109 They can seek new environmental 
relationships and drop old ones. They may try to find a domain where there is little competition, 
no government regulation, abundant suppliers, affluent customers and barriers to keep compet-
itors out.

Acquisition and divestment are two techniques for altering the domain. Canada’s Bom-
bardier, maker of Ski-Doo snowmobiles, began a series of acquisitions to alter its domain 
when the snowmobile industry declined. CEO Laurent Beaudoin gradually moved the com-
pany into the aerospace industry by negotiating deals to purchase Canadair, Boeing’s De 
Haviland unit, business-jet pioneer Learjet and Short Brothers of Northern Ireland.110 In 
2007, Britain’s Virgin Group decided to get out of the declining music retailing business by 
selling its Virgin Megastores, even though back in the 1980s and 1990s the stores had made 

founder Richard Branson’s brash Virgin brand uniquely recognizable on Britain’s high streets. 
After a management buyout the stores were rebranded Zavvi, refocusing on the expanding video 
games sector. Early results were positive, but eventually Zavvi fell victim to the global financial 
crisis, validating Branson’s decision to divest the Virgin Megastores.111

Political Activity, Regulation Political activity includes techniques to influence govern-
ment legislation and regulation. Political strategy can be used to erect regulatory barriers against 
new competitors or to squash unfavourable legislation. The managers of corporations also try to 
influence the appointment to agencies of people who are sympathetic to their needs.

Microsoft has become one of the biggest and most sophisticated lobbying organizations 
in the world, spending $9.52 million in 2018112 lobbying the US federal government alone. 
Microsoft has had to defend itself around the world against allegations of misusing its dom-
inant position in computer operating system and office software. It has lobbied hard against 
proposed legislation in both Europe and North America that would severely restrict its ability 
to protect its dominant position – for example, by forcing Microsoft to ‘unbundle’ some of 
its non-core add-ons like multimedia players, and making it easier for competitors to produce 
software compatible with Microsoft products. One key issue on which Microsoft has lobbied 
successfully is for its version of ‘open’ office software to be certified as a global standard by 
the International Standardization Organization (ISO), although countries opposing Microsoft 
unsuccessfully appealed the 2008 decision. Once certified, Microsoft was permitted to sell its 
software to governments, in Europe and elsewhere, that require open software in which some of 
its internal code can be customized to meet customer needs and permit third-party add-ons.113 
Microsoft’s lobbying effort has been global; in order to win the ISO vote against European 
opposition, it enlisted a number of developing country governments to become active in the 

ONLINE 
COUNTERPOINT 5.9
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organization and support its point of view.114 Large pharmaceutical companies such as Merck 
and Wyeth frequently engage in political activity to influence government regulatory agency 
decisions regarding generic drugs or other changes that might weaken their organization’s power 
and control.115, 116 The global retail giant Walmart long steered clear of politics but in recent 
years has been adding lobbyists to the payroll and becoming heavily involved in political activ-
ity (see the next In Practice box).

Trade Associations Much of the work to influence the external environment is 
accomplished jointly with other organizations that have similar interests. In most countries, 
businesses have powerful associations that lobby legislators, influence new regulations and 
develop public relations campaigns. These exist on both a national and an industry-wide level. 
For example, R&D, the association of major pharmaceutical manufacturers in Canada, has 
engaged in a long and largely effective campaign to restrict availability of generic medications 
in the country, holding up the carrot of increased investment in pharmaceutical R&D, and 
effectively hampering development of the country’s domestic generic medication industry.117

By pooling resources, business organizations can both fund larger lobbying campaigns than 
they could otherwise afford and shield themselves from the criticism of self-interest. Small busi-
nesses are particularly dependent on industry and national associations to articulate and represent 
their interests, as most small businesspeople have neither the time nor the money to drop their 
work and lobby politicians.

Illegitimate Activities Illegitimate activities represent the final technique companies 
sometimes use to control their environmental domain. Certain conditions, such as low profits, 
pressure from senior managers, or scarce environmental resources, may lead managers to adopt 
behaviours not considered legitimate.118 Many well-known companies have been found guilty 
of unlawful or unethical activities. Examples include payoffs to foreign governments, illegal 
political contributions, promotional gifts and wiretapping. At formerly high-flying companies 
such as Enron and WorldCom, managers disguised financial problems through complex part-
nerships or questionable accounting practices. In the defence industry, the intense competition 
for sales of weapons systems has led some companies to do almost anything to get an edge. 
BAE, the major British weapons manufacturer, made up to $2 billion dollars in payments to 
the personal bank account of a leading member of the Saudi Arabian government, at the same 
time as the company secured an $80 billion contract to supply Saudi Arabia with fighter jets 
and other military equipment. The British government was pressured by Saudi Arabia to stop 
its investigation into this questionable practice, and in 2006, former Prime Minister Tony Blair 
decided to drop the investigation on political grounds. However, Britain’s High Court ordered 
a full judicial review of the government’s actions in 2008, stating that, ‘No one, whether within 
this country or outside, is entitled to interfere with the course of our justice’. In addition, the 
United States arrested several BAE executives on suspicion of having broken US anti-corruption 
laws in the same matter.119 Although 2010 settlements with the UK and US governments – cost-
ing £300 million in penalties – brought an end to the original complaints, enhanced scrutiny 
on the conduct of BAE unveiled a series of other allegations surrounding the company, with 
investigations dragging on for several years, with a long-term impact on BAE’s global image (see 
Counterpoint 5.7).120

One study found that companies in industries with low demand, shortages and strikes were 
more likely to be convicted for illegal activities, implying that illegal acts are an attempt to cope 
with resource scarcity. Some nonprofit organizations have been found to use illegitimate or ille-
gal actions to bolster their visibility and reputation as they compete with other organizations for 
scarce grants and donations.121
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COUNTERPOINT 5.7
Although cases of outright fraud such as occurred at Enron are well publicized, a wider issue relates 
to excessively easy-going relationships between corporations and government regulators that permits 
issues such as ‘rogue trading’ and excessively risky business strategies to flourish, especially in the 
financial sector whose scope is extending far beyond traditional banking to take in ‘securitization’ 
and ‘marketization’ of business areas such as utility and commodity markets. Particularly during 
economic boom periods, regulators may not be attuned to the risk of major failure, accepting overly 
optimistic projections by corporate executives. In retrospect, for example, the business model used by 
Britain’s Northern Rock bank, which funded much of its mortgage lending on international money 
markets rather than on savings invested with the company, was highly susceptible to any general 
downturn in economic conditions. UK regulators had quietly warned the bank, but allowed it to 
continue operating until the model collapsed like a pack of cards due to the credit squeeze of 2007, 
potentially costing British taxpayers many billions of pounds to prop up the institution.125 Similarly, 
sometimes junior traders at financial institutions feel encouraged or even pressured to take risks 
in their trading portfolios. When things go badly wrong, as happened at Swiss Bank UBS in 2011, 
France’s Société Générale in 2007, and the Singapore trading office of Barings Bank in 1995, blame 
is often focused on a single employee. A closer examination of this type of case usually reveals that 
ethical and compliance weaknesses are endemic in the corporation’s culture, and that regulators are 
far too willing to take the word of a company’s managers that all is well.126, 127

to file a series of complaints about the company’s 
overtime, healthcare and other policies, with the US 
National Labour Relations Board, leading to dozens of 
class-action lawsuits (in which a large group, or class, 
of litigants collectively bring a claim to court). Walmart 
in turn poured millions of dollars into a campaign that 
presses for limits on awards in class-action suits and 
began lobbying for legislation that bars unions from 
soliciting outside retail stores. Although that legislation 
failed, top executives were pleased with their lobbyists’ 
progress. Its spending on US lobbyists has risen rapidly, 
from $1.6 million in 2005 to $6 million in 2018, and the 
company makes large donations to US political parties 
and candidates, over $2.5 million in 2018 alone.122

Walmart’s lobbying activities are not restricted 
to the United States. When the company decided 
it wanted to expand into the UK, it lobbied the then 
Prime Minister, Tony Blair, to loosen UK planning reg-
ulations governing development of large new super-
markets. A few months later, Walmart purchased 
the UK chain Asda. Similarly, the company has been 
pressing hard, and with some success, for relaxation 
of India’s restrictions against foreign-owned stores, 
seeking a share of a potentially enormous market in 
that emerging economy.123 In addition to hiring lob-
byists and working with other organizations, many 
CEOs do their own lobbying. CEOs have easier 
access than lobbyists and can be especially effective 
when they do the politicking. Political activity is so 
important that ‘informal lobbyist’ is an unwritten part 
of almost any CEO’s job description.124

Walmart

In the late 1990s, Walmart discovered a problem that 
could hamper its ambitious international expansion 

plans – US negotiators for China’s entry into the World 
Trade Organization had agreed to a 30-store limit on 
foreign retailers doing business there. Worse still, exec-
utives for the giant retailer realized they didn’t know the 
right people in Washington to talk to about the situation.

Until 1998, Walmart didn’t even have a lobbyist 
on the payroll and spent virtually nothing on political 
activity. The issue of China’s entry into the WTO was 
a wake-up call, and Walmart began transforming itself 
from a company that shunned politics to one that 
works hard to bend public policy to suit its business 
needs. Hiring in-house lobbyists and working with lob-
bying organizations favourable to its goals has enabled 
Walmart to gain significant wins on global trade issues.

In addition to concerns over global trade, Walmart 
has found other reasons why it needs government sup-
port. The company has been fighting off challenges 
from labour unions in the United States and elsewhere. 
For example, the United Food and Commercial Work-
ers International Union helped Walmart employees 

IN PRACTICE
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Organization–Environment Integrative Framework
The relationships illustrated in Exhibit 5.11 summarize the two major themes about organiza-
tion–environment relationships discussed in this chapter. One theme is that the amount of com-
plexity and change in an organization’s domain influences the criticality of information and hence 
the uncertainty felt within an organization. Greater information uncertainty is resolved through 
greater structural flexibility and the assignment of additional departments and boundary roles. 
When uncertainty is low, management structures can be more mechanistic, and the number of 
departments and boundary roles can be fewer. The second theme pertains to the scarcity of mate-
rial and financial resources. The more dependent an organization is on other organizations for 
those resources, the more important it is to either establish favourable linkages with those organ-
izations, or control entry into the domain. If dependence on external resources is low, executives 
can maintain a large measure of autonomy and so there is less pressure to establish linkages or 
control the external domain.

OrganizationEnvironment

Environmental domain
(ten sectors)

High
complexity

High rate
of change

Scarcity
of valued
resources

Resource
dependence

High
uncertainty

EXHIBIT 5.11  Relationship between Environmental Characteristics and Organizational 
Actions
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Summary and Interpretation
In this chapter, we have analyzed organizations as open social systems. All but the smallest organ-
izations are involved with hundreds of external elements. Change and complexity in environmen-
tal domains have major implications for organization design and action. Many organizational 
decisions, activities and outcomes can be traced to perceived changes in the external environment.

Organizational environments differ in terms of uncertainty and can be conceptualized as 
stable–unstable and simple–complex, or at least accounted for in terms of those dimensions. The 
creation of specific departments and functions may accordingly be justified in terms of their atten-
tiveness to particular uncertainties.

Resources are allocated to departments in order to plan for and deal with specific environ-
mental elements as well as to integrate diverse internal activities. Strategic alliances, interlocking 
directorates, executive recruitment, or advertising and public relations can all serve to minimize 
risk and maintain a supply of scarce resources. Other measures for controlling the environment 
include a change of the domain in which the organization operates, political activity, participation 
in trade associations and perhaps illegitimate activities.

Two important themes in this chapter are that organizations both adapt to their environments 
and endeavour to control their effects. Such control is more feasible for large organizations that 
command substantial resources. But organizations with fewer but contexually critical resources 
may be more nimble and innovative in ways that elude the reach of their less agile competitors.

boundary-spanning roles
buffering roles
business intelligence
cooptation
differentiation
direct interlock

domain
general environment
indirect interlock
integration
intelligence teams
interlocking directorate

mechanistic
organic
organizational 

environment
resource dependence
sectors

simple–complex 
dimension

stable–unstable 
dimension

task environment
uncertainty

KEY CONCEPTS

Discussion Questions
1 Define organizational environment. Is the task envi-

ronment of a new internet-based company the same 
as that of a government welfare agency? Discuss.

2 What are some forces that influence environmental 
uncertainty? Which typically has the greatest impact 
on uncertainty – environmental complexity or environ-
mental change? Why?

3 Why does environmental complexity lead to organiza-
tional complexity? Explain.

4 Discuss the importance of the international sector for 
today’s organizations, compared to domestic sectors. 
What are some ways in which the international sector 
affects organizations in your city or community?

5 Describe differentiation and integration. In what type 
of environmental uncertainty will differentiation and 
integration be greatest? Least?

6 Under what environmental conditions is organiza-
tional planning emphasized? Is planning an appropri-
ate response to a turbulent environment?

7 What is an organic organization? A mechanistic 
organization? How does the environment influence 
organic and mechanistic structures?

8 Why do organizations become involved in inter- 
organizational relationships? Do these relationships 
affect an organization’s dependency?  
Performance?
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9 Assume you have been asked to calculate the 
ratio of staff employees to production employ-
ees in two organizations – one in a simple, sta-
ble environment and one in a complex, shifting 

environment. How would you expect these ratios to 
differ? Why?

10 Is changing the organization’s domain a feasible strat-
egy for coping with a threatening environment? Explain.

Chapter 5 Workbook Organizations You Rely On
Below, list eight organizations you somehow rely on in your daily life. Examples might be a restaurant, a clothing or 
phone store, a university, your family, the post office, the telephone company, an airline, a pizza shop that delivers, your 
place of work and so on. In column 1, list those eight organizations. Then, in column 2, choose another organization 
you could use in case the ones in column 1 were not available. In column 3, evaluate your level of dependence on the 
organizations listed in column 1 as Strong, Medium or Weak. Finally, in column 4, rate the certainty of that organization 
being able to meet your needs as High (certainty), Medium or Low.

Organization Backup Organization Level of Dependence Level of Certainty

1.

2.

3.

4.

5.

6.

7.

8.

Questions
1 Do you have adequate backup organizations for those of high dependence? How might you create more 

backups?

2 What would you do if an organization you rated high for dependence and high for certainty suddenly became 
high-dependence and low-certainty? How would your behaviour relate to the concept of resource dependence?

Adapted by Dorothy Marcic from ‘Organizational Dependencies’, in Ricky W. Griffin and Thomas C. Head, Practicing Management, 
2nd ed. (Dallas: Houghton Mifflin), 2–3.
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Management and the 
External Environment
Malta and the Libyan Crisis

Fahey and Narayanan’s (1986) model of the 
 macro-environment stresses that the environment 

can only be understood as a system in which each 
factor is related to and affects every other factor. This 
model offers a framework of analysis for identifying, 
tracking, projecting and assessing trends and pat-
terns in the global macro-environment. It consists of 
four analytical stages:

•	 Scanning the environment to detect ongoing and 
emerging change.

•	 Monitoring specific environmental trends and pat-
terns to determine their evolution.

•	 Forecasting the future direction of environmental 
changes.

•	 Assessing current and future environmental 
changes for their strategic and organizational 
implications.

Malta, a southern European country, consists of an 
archipelago in the middle of the Mediterranean Sea. 
Malta covers 316m² in land, making it one of the small-
est states. Malta’s strategic location has been given 
importance over the years following a succession of 
powers. The country was admitted to the UN in 1964 
and to the EU in 2004. Malta is party to the Schengen 
agreement, becoming part of the Eurozone in 2008. 
Due to its prominent location, this strategic position has 
allowed Malta to develop itself as an important trad-
ing post. Geographically the distance between Malta 
and the nearest point on the North African Mainland 
is 288km. Following the Nationalist Party elected to 
office in 1987, relations with Libya were re-structured. 
The new government sought to have cordial relations 
and to encourage cordial ties with Libya. However, 
military cooperation between the two countries was 
scrapped with no association with the Gaddafi regime. 
Malta’s orientation was towards Europe and EU  
membership. 

Colonel Muammar Gaddafi ruled Libya from 
1969. Political parties were banned and his critics 

imprisoned, tortured and on some occasions killed. 
The Libyan conflict consisted of an armed conflict in 
the North African state of Libya fought between the 
forces of Colonel Gaddafi and those who sought 
to expel his government. After the overthrow of the 
leaders of Libya’s neighbours, Tunisia and Egypt, 
some Libyans staged protests in February to demand 
change. 

Key issues emerge in relation to government 
response to externally initiated abrupt change. As an 
overall strategy, the timely response of the Maltese 
community (as part of an international campaign) 
averted what could have been a potentially serious 
humanitarian crisis. Analysis of the data collected 
showed that key issues began to emerge particularly 
in the fields of strategic management, decision-mak-
ing and managerial activity. The Maltese emergency 
response and procedures for continuity combined to 
form effective operational procedures. 

In terms of a change event, it was radical (a radical 
change occurred at a pivotal point), yet it did exhibit 
characteristics typical of a crisis (Malta’s defence 
was at risk, a humanitarian crisis occurred, logistical 
impact on the Maltese islands) as an unclear scenario 
evolved with sudden difficulties and a shortage of time 
and information. There was a serious threat to the 
fundamental norms of a social system which, under 
time and pressure, needed to make critical decisions. 
There was a clear point which was identified as a ‘cri-
sis point’ and this helped speed up decision-making 
and structural formation for a proper response. A gap 
was bridged between the recognition of a situation 
that was critical and a response that was immediate 
in terms of bringing all entities together to take action, 
the timing of response and action at the front-line.

Key objectives for public sector response through 
changing times require the management of ways in 
which agencies deliver their services and manage 
their performance by allocating the right quantity 
and quality of resources. In this case study, such 
actions took place to ensure that response was 
updated. The creation of standards for response 
could ensure that the goals for provision could real-
istically be met, particularly if resource limitations 
are expected during a time of crisis. In many cases, 
it is usually a major event or crisis that provides 
the spark to start using lean drivers for change or 
demands for increased efficiency. In this case study, 
changing demands did call for faster processes 

CASE FOR ANALYSIS 5.1
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including a reliance on resources that were prepared 
beforehand.

Questions

1 Could the Maltese Government have identified 
the threat at an earlier point in time through 
enhanced environmental sensitivity?

2 Which techniques can be used to identify such 
environmental challenges?

3 What can governments and businesses do (if 
anything) to manage environmental risks?
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MAN also counted on expansion into the rapidly 
growing emerging markets of countries like India and 
China. In 2006 the company set up a joint venture with 
Force Motors, a major Indian manufacturer of com-
mercial vehicles. By 2008 the joint venture was in pro-
duction mode, with planned output of 16- to 45-tonne 
trucks expected to grow fourfold, from 6000 vehicles 
a year to 24,000 by 2010. Significantly, MAN operates 
a large design facility in Aurangabad, India, with over 
100 design engineers. Already, some manufactured 
products, such as marine motors, are produced in 
India and shipped overseas, undoubtedly an indica-
tion of future trends in a highly competitive globalized 
economy. Two of MAN’s competitors, Daimler Trucks 
and Volvo Trucks, have already set up joint venture 
deals with two Indian domestic vehicle manufacturers, 
and other companies are queuing up to sign on too.3 
MAN has also set up several joint ventures in China, 
though progress has been slower than in India, with 
several joint venture deals falling through and the com-
pany eventually setting up its own manufacturing plant. 
MAN’s efforts to expand overseas ran into trouble in 
2009, when the company was accused of a wide-
spread bribery scandal involving sales of MAN trucks 
in as many as 20 countries. The scandal resulted in 
the departure of many of MAN’s top officials.

The fallout of the bribery scandal and difficulties 
getting anti-monopoly approvals for the Scania take-
over eventually made MAN itself vulnerable to a take-
over by Volkswagen (VW), the global automotive giant. 
VW had held a minority share in the company for 
some time, eventually lifting its stake to 55 per cent in 
2011 and 75 per cent in 2012. In March 2019, MAN 
SE announced that 95 per cent of its shares were 
held by Traton SE, which is a subsidiary of Volkswa-
gen. The company also began eyeing the troubled 
International Trucks division of Navistar for a possible 
takeover but eventually dropped this in favour of finally 
taking a majority share in Sweden’s Scania in 2014. 
Nevertheless, by 2016, MAN and Scania still oper-
ated as separate marques.4 VW’s long-term objec-
tive seems clear, however, to consolidate MAN with 
other second tier actors in the global truck industry 
and build its MAN division into a player big enough to 
leapfrog from sixth place and take on the world’s two 
biggest players, Isuzu and Daimler AG.5

MAN SE

MAN Nutzfahrzeuge SE, the German-based truck, 
commercial vehicle and engineering equip-

ment manufacturer celebrated its 250th anniversary 
in 2008, but developments since then showed how 
even companies with a long and impressive history 
can quickly be transformed by developments in a glo-
balized economy.

The company’s record of innovation is impres-
sive, and includes the invention of the diesel engine 
(named after a MAN employee, Rudolf Diesel). The 
company’s most successful year yet came in 2007, 
with new orders up 17 per cent, sales 19 per cent 
higher at €15.5 billion, and a 50 per cent increase in 
profits to €1.7 billion.1 But MAN wasn’t resting on its 
laurels. Nearly 90 per cent of the company’s sales 
were in Europe, a mature market with relatively little 
room for growth. MAN began lengthy negotiations 
about a possible takeover of Scania, its major Euro-
pean competitor, but another main focus was building 
stronger positions outside Europe.

In 2004, MAN had established a major strate-
gic agreement with International Truck and Engine 
Corp., the truck division of the US Navistar Corpo-
ration. The two companies agreed to jointly develop 
engines and other key components for trucks. This 
seemed like a perfect match because International 
doesn’t sell in Europe, while MAN is not present 
in North America. Their first major collaboration, 
the Maxxforce big bore six-cylinder diesel engine, 
launched in 2007 and was initially such a success 
that it prompted the US heavy equipment manu-
facturer Caterpillar to abandon engine manufacture 
and adopt the engine as standard in its equipment. 
However, subsequently, Navistar proved unwilling to 
invest sufficiently in emissions control and the engine 
was caught up in a dispute with US regulators over 
emissions compliance.2

A LOOK INSIDE
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Managers in organizations of all sizes in all industries are rethinking how they do business in 
response to today’s chaotic environment. One of the most widespread trends is to reduce 

boundaries and increase collaboration between companies, sometimes even between competi-
tors. Today’s aerospace companies, for example, depend on strategic partnerships with other 
organizations. Europe’s Airbus Industrie and Boeing, the largest US aerospace company, are both 
involved in multiple relationships with suppliers, competitors and other organizations. Global 
semiconductor makers have been collaborating while competing for years because of the high 
costs and risks associated with creating and marketing a new generation of semiconductors. 
However, as the case of MAN Trucks above shows, the business of global positioning in today’s 
consolidating global market can lead to a dizzying series of partnerships, takeovers, mergers and 
break-ups.

Global competition and rapid advances in technology, communications and transportation 
have created amazing new opportunities, but they have also raised the cost of doing business 
and made it increasingly difficult to take advantage of those opportunities on their own. In 
this new economy, webs of organizations are emerging. A large company like France’s Renault 
develops a special relationship with a supplier that eliminates intermediaries by sharing com-
plete information and reducing the costs of salespersons and distributors. Several small com-
panies may be joined together to produce and market non-competing products. You can see 
the results of interorganizational collaboration when movies such as Avengers: End Game, 
Star Wars: The rise of Skywalker or The Lion King are launched. Before seeing the movie, you 
might read a cover story in Hello! or Heat, see a preview clip or chat live with the stars online 
or see content from online influencers and vloggers, find action toys being given away at a 
fast-food franchise and notice retail stores loaded with movie-related merchandise. For some 
blockbuster movies, coordinated action among companies can yield millions in revenue, in 
addition to box-office, DVD and online streaming profits. In the new economy, organizations 
collaborate as teams that create value jointly rather than as autonomous companies that are in 
competition with all others (see Counterpoint 6.1).

COUNTERPOINT 6.1
Some care should be exercised when using the ‘team’ metaphor. These are alliances in which the 
members are very much calculating their own advantage both in joining and remaining, and in 
inducing and pressurizing others to cooperate. Their ‘play’ may be one of reciprocal exploitation 
rather than collective identification with the venture. As a consequence, there are issues of long-term 
commitment, and many of these collaborations are tentative, conditional and transitory.

Purpose of this Chapter
This chapter explores a recent trend in organizing, which is the increasingly dense web of 
relationships between organizations. Companies have always been dependent on other organ-
izations for supplies, materials and information. The question is how these relationships are 
managed. At one time it was a matter of a large, powerful company like Unilever or General 
Electric tightening the screws on small suppliers. Today a company can choose to develop 
positive, trusting relationships (see Counterpoint 6.2). Executives at a company like Toyota 
might decide to create a subsidiary such as Lexus, when they want to create a product that will 
achieve a decisive upmarket shift from the family cars for which the company is known. The 
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The sum total of these ideas can be daunting, because it means managers no longer can rest 
in the safety of managing a single organization. They have to figure out how to manage a whole 
set of interorganizational relationships, which is a great deal more challenging and complex.

Organizational Ecosystems
Interorganizational relationships are the relatively enduring resource transactions, flows and 
linkages that occur among two or more organizations.6 Traditionally, these transactions and 
relationships have often been seen more as a necessary evil to obtain what an organization 
needs. The presumption has been that the world of business is a zero-sum game – there are 
simply winners and losers – in which distinct businesses thrive on autonomy and compete 
for supremacy. On this view, a company may be forced into interorganizational relationships, 
depending on its needs and the instability and complexity of the environment, but submits to 
this force out of weakness.

An alternative view conceives of organizations as participants in business ecosystems 
(see Counterpoint 6.3). An organizational ecosystem is a system formed by the interaction of 
a group of organizations and their environment. An ecosystem cuts across traditional industry 
lines. Microsoft operates in four major industries: consumer electronics, information, communica-
tions and personal computers. Its ecosystem includes millions of customers across many markets 
internationally, as well as hundreds of suppliers, including companies across the world such as 
Singapore-based Flextronics, which manufactures the Xbox under contract.7 Cable companies 
like Virgin Media in the UK and Comcast in the United States are offering telephone services, 
while telephone companies like Deutsche Telekom are investing heavily in the television business.8 
Apple is having greater success as an entertainment and mobile communications company with 
its iPhone, iPad and various music and entertainment services than it has ever had as a computer 
manufacturer. Apple’s success grows out of close partnerships with other organizations, including 
music companies, consumer electronics firms, mobile phone makers, other computer companies 
and even car manufacturers.9 Deutsche Telekom and Microsoft, like other business ecosystems, 
develop relationships with hundreds of organizations cutting across traditional business bound-
aries. Organizations around the world are embedded in complex networks of confusing relation-
ships – collaborating in some markets, competing fiercely in others, with Apple and Samsung 
a perfect example of this contradictory phenomenon. While they slug out multi-billion lawsuits 
against each other, Samsung supplies the processing chips for Apple’s iPhone! Indeed, research 
indicates that a large percentage of new alliances in recent years have been between competitors. 
These alliances influence organizations’ competitive behaviour in varied ways.10

COUNTERPOINT 6.2
A ‘trusting relationship’ is not necessarily something that can be ‘chosen’ as it involves another party 
whose cooperation is vital. Executives may strive to build more trusting relationships, but their 
establishment will depend upon the willingness of the partner and also the ability to sustain trust 
during testing times – of market downturns, for example.

notion of horizontal relationships described in Chapter 4 and the understanding of environ-
mental uncertainty in Chapter 5 are leading to the increased formation of horizontal relation-
ships across organizations. Relationships are built in many ways, such as appointing preferred 
suppliers, establishing agreements, business partnering, joint ventures, or even mergers and 
acquisitions.
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Is Competition Dead?
Traditional competition, which assumes a distinct company competing for survival and 
supremacy with other stand-alone businesses, is increasingly displaced because each organi-
zation both supports and depends on the others for success, and perhaps for survival. How-
ever, most managers recognize that the competitive stakes are higher than ever in a world 
where market share can crumble overnight and no industry is immune from almost instant 
obsolescence.11 A new form of competition is intensifying but it is one that involves clusters 

of businesses competing with other clusters.12 The airline industry is a clear example where a 
number of alliances, which offer international passengers connectivity and convenience, have 
formed between the major players. The three largest alliances are the Star Alliance, SkyTeam and 
Oneworld. A more recent development is the formation of alliances between cargo airlines, such 
as that of SkyTeam Cargo and WOW Alliance.

With coevolution through an alliance or network, it is possible for members of the whole 
system to become stronger. Companies coevolve through discussion with each other, shared 
visions, alliances and managing complex relationships.

Amazon and its partners represent a business ecosystem in which each company depends to 
some extent on the others and each has the opportunity to grow stronger. For example, Amazon is 
finding that every new retail partner has its own demands for how its products should be presented 
and sold. Amazon managers say they welcome the feedback because it enables them to keep improv-
ing the site. The retail partners may benefit too, because Amazon keeps a close watch on factors 
such as how well the retailers are managing delivery, communication and customer service. At the 
same time, partnerships such as those between major companies like Amazon and smaller retail 
partners can easily become one-sided, with the larger partner able to unilaterally change the terms 
of business, as Amazon did in 2013, demanding a larger take from its ‘Marketplace’ partners; simi-
larly in 2018, Amazon delivery drivers complained of poor working conditions to meet demanding 
schedules. Moreover, alliances are only as strong as the commitment of their individual members, 
and the WOW Alliance of cargo carriers was hurt when Lufthansa and Japan Airlines both pulled 
out, leaving only SAS and Singapore Airlines on board by 2010.13 Ecosystems constantly change and 
evolve, with some relationships growing stronger while others weaken or are terminated.

In an organizational ecosystem, conflict and cooperation frequently exist at the same time. 
Procter & Gamble (P&G) and Clorox are fierce North American rivals in cleaning products and 
water purification, but both companies profited when they collaborated on a new cling film (also 
known as  plastic wrap). P&G invented a film that seals tightly only where it is pressed and 
won’t stick elsewhere. Managers recognized the value of such a product, but P&G didn’t have a 
cling film category. They thought a joint venture with Clorox to market the new film under the 
well-established Glad brand name would be more profitable than investing the time and money to 
establish P&G in a new product category. P&G shared the technology with Clorox in return for 
a 10 per cent stake in the Glad business, which P&G later boosted to 20 per cent.14 Glad’s share 
of the cling film market in the United States shot up 23 per cent virtually overnight with the intro-
duction of Glad Press ’n Seal. Since then, the two companies have continued the collaboration 
with the introduction of rubbish bags which make use of a stretchable plastic invented in P&G 
labs.15 Mutual dependencies and partnerships have become a fact of life in business ecosystems. Is 
competition dead? Companies today may use their strength to win conflicts and negotiations, but 
ultimately continuing any genuine partnership demands a minimal level of cooperation.

ONLINE BRIEF 6.1

WWW

COUNTERPOINT 6.3
It is notable that the ‘ecosystem’ does not extend beyond other companies to the natural environment. 
There is little recognition of companies’ dependence upon the biosphere or of the damage they 
routinely inflict upon it by externalizing their costs upon a ‘party’ that is unable to press charges.
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The Changing Role of Management
Within business ecosystems, managers learn to move beyond traditional responsibilities of cor-
porate strategy and designing hierarchical structures and control systems. If a top manager 
looks down to enforce order and uniformity, the company is missing opportunities for new 
and evolving external relationships (see Counterpoint 6.4).23 In this new world, managers think 
about horizontal processes in addition to vertical structures. Important initiatives are not just 
top down; they cut across the boundaries separating organizational units. Moreover, horizontal 

its products through the company, charging that 
Amazon violated its contract when it began allow-
ing other retailers to sell products that compete 
with Toys ‘R’ Us.17 Hachette, the largest book pub-
lisher in the UK and France, was involved in a bitter 
and public dispute about the cut taken by Amazon, 
which it claimed exceeded 50 per cent of the book 
price, and which it said Amazon was pressing to 
increase even further.18 The dispute was only con-
cluded in late 2012, after years of litigation.19 Some 
big companies, including Nike, oppose the sale 
of their goods on Amazon, fearing it might tarnish 
their premium brands. Amazon, however, insists 
that in the long run, the web of partnerships will 
benefit everyone.20 One manufacturer that even-
tually agreed is Sony. Sony executives originally 
refused to authorize Amazon to sell Sony products, 
but realized they were fighting a losing battle to try 
to maintain control and exclusivity in the new world 
of internet retailing. Today, Sony products are big 
sellers on the site,21 and the two companies have 
various collaborations to make each others’ digital 
products available on their various platforms; for 
example, in 2012 Amazon Prime streaming video 
was made available on the PlayStation.22

One of the most recent interorganizational partner-
ships is the one with Apple, and it seems that Amazon 
is developing its business through partnerships.

But partnerships are not without troubles. There 
have been many controversies, such as the one with 
Toys ‘R’ Us, which has since filed for bankruptcy and 
closed stores.

Amazon is now taking new steps into the future of 
retailing competition. It will become an Industry 4.0 
company, which is an indication of how it is using 
much more of its data on customers and its exper-
iments with drone technology as a means for deliv-
ering parcels. The big question is how Amazon will 
do it: on its own or through new interorganizational 
relationships?

Amazon.com Inc.

Amazon.com was one of the earliest players in 
the world of online retailing, opening its virtual 

bookstore in 1995, before many people had even 
heard of the internet. Since then, Amazon has 
continued to evolve, from an online bookseller to 
an online retailer operating sales portals in Can-
ada, the UK, Germany, Japan, France and China, 
as well as the original US site, with its own vast 
warehouses of books, DVDs, kitchen appliances 
and electronics. Amazon is now also a technology 
provider for other merchants. Today, Amazon sells 
everything from baby furniture to golf clubs, but its 
partners own and store most of the inventory. Ama-
zon’s websites serve as an online shopping mall 
where retailers set up shop to sell their wares to a 
vast global market. Amazon has partnerships with 
hundreds of small and large retailers.

Amazon processes the orders and gets a cut of 
the sale, but retailers fill the orders from their own 
warehouses. The arrangement gives Amazon a 
way to expand into new businesses without mak-
ing huge investments in inventory and developing 
the expertise to forecast hot products in multiple 
categories. As for the retailers, they get access 
to Amazon’s global customer traffic, $100 mil-
lion-plus annual spend on leading-edge technology 
and internet savvy, enabling them to focus on their 
bricks-and-mortar businesses.16

The partnership approach is not without its 
challenges. Toys ‘R’ Us, one of Amazon’s earliest 
partners, sued the online firm and stopped selling 

IN PRACTICE
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In 2001, Donovan Neale-May, president of Neale-May & Partners, formed an alli-
ance of 40 independent high-tech public relations agencies located all around the world, 
called GlobalFluency, to share information and market their services to acquire business 
that small, owner-run agencies have trouble winning on their own. ‘We have companies – 
our own neighbours here in Colorado – that won’t hire us because we don’t have offices 
in 65 countries’, says John Metzger, CEO of a small PR firm. Now, with the power of 
GlobalFluency behind them, Metzger can share in accounts that once went only to large 

competitors. Alliance members still maintain their independence for small jobs, but by 2019, 
70 partners in over 40 countries could join together to pitch for regional projects or interna-
tional campaigns. The E3 Agency Network, comprised of 30 marketing and communications 
firms, operates on much the same basis initially with a primary focus on Europe. By 2011, E3 
was ready to expand beyond Europe, taking on non-European firms as full partners for the 
first time, and by 2019 had partners in countries including the United States, Thailand, China 
and Myanmar.24, 25, 26

Interorganizational Framework
Understanding this larger organizational ecosystem is one of the most challenging areas of 
organization theory. The models and perspectives for understanding interorganizational 
relationships can be of assistance in developing horizontal management across organizations. 
A framework for analyzing the different views of interorganizational relationships is shown 
in Exhibit 6.1. Relationships between organizations can be characterized by whether 
the organizations are dissimilar or similar and whether relationships are competitive or 
cooperative. By understanding these perspectives, managers can assess their environment and 
adopt strategies to suit their needs. The first perspective is called resource-dependence theory, 
which was briefly described in Chapter 5. It describes rational ways in which dependence 
on the environment is reduced. The second perspective is about collaborative networks 
through which dependencies upon other organizations are increased to enhance value and 
productivity for both. The third perspective is population ecology, which examines how new 
organizations fill niches left open by established organizations, and how a rich variety of new 
organizational forms emerges in response to the changing needs of society. The final approach 
is called institutionalism and explains why and how organizations legitimize themselves in 
the larger environment, and structures are designed by borrowing ideas from each other. 
These four approaches to the study of interorganizational relationships are described in the 
remainder of this chapter.

ONLINE 
COUNTERPOINT 6.1

COUNTERPOINT 6.4
It is questionable whether these ‘traditional responsibilities’ are left behind. Established lines of 
accountability remain but are accompanied by (complexifying and sometimes contradictory) pressures 
to develop horizontal and collaborative processes.

relationships, as described in Chapter 4, now include linkages with suppliers and customers, who 
become part of the team. Managers learn to see and appreciate the rich environment of oppor-
tunities that grow from cooperative relationships with other contributors to the ecosystem. As 
well as trying to force suppliers into low prices or customers into high prices, managers may also 
strive to strengthen the larger system evolving around them, finding ways to understand this big 
picture and how to contribute.
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EXHIBIT 6.1 A Framework of Interorganizational Relationships*
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*Thanks to Anand Narasimhan for suggesting this framework.

Resource Dependence
As described in Chapter 5, resource dependence theory argues that managers in organizations 
try to minimize their dependence on other organizations for the supply of important resources 
and try to influence the environment to make resources available.27 When threatened by 
greater dependence, managers will seek to assert control over external resources to minimize 
that dependence and so improve performance or avoid negative effects on performance.

The amount of dependence on a resource is based on two factors. First is the importance 
of the resource to the organization, and second is how much discretion or monopoly power those 
who control a resource have over its allocation and use.28 With an awareness of resource-depend-
ence theory, executives may pursue strategies to reduce their dependence on the environment and 
learn how to use their power differences. As will be discussed below, the power differences between 
buyers and suppliers can be vast. Companies such as UK-headquartered Tesco or US-based Wal-
mart may be a supplier’s largest, or even only, customer. They often seem to hold all the cards in 
their relationships with suppliers and are able to ensure the supplier meets their needs, which typ-
ically entails low price and fast, timely delivery.

ONLINE BRIEF 6.1

WWW

COUNTERPOINT 6.5
Given their success in recent years, the buyer–supplier relationship modelled by Tesco and 
Walmart might seem to be the preferable position vis-à-vis suppliers. However, as discussed later 
in this chapter, there has been some backlash against big chain domination, based on issues such 
as the environmental and long-term financial sustainability of this model, as well as the risk 
of market monopolization. There is increasing pressure on governments to regulate big chains’ 
behaviour.29 A recent study by Marjolein et al. of purchaser–supplier relationships in Holland 
found that the most satisfactory buyer–supplier relationships tended to occur when there was a 
high level of mutual dependence and interaction.30 While awareness of the external environment is 
crucial, it does not necessarily follow that the best way of managing the external environment is to 
control it.
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Resource Strategies
When resource or supply constraints are encountered, the resource-dependence perspective says they 
manoeuvre to maintain their autonomy through a variety of strategies, several of which were in 
Chapter 5. One strategy is to adapt to or alter the interdependent relationships. This could mean 
purchasing ownership in suppliers, developing long-term contracts, alliances or joint ventures to lock 
in necessary resources, or building relationships in other ways. Another technique is to use interlock-
ing directorships, where for example boards of directors include members of the boards of supplier 
companies. Organizations may also join trade associations to coordinate their requirements, sign 
trade agreements or merge with another firm to guarantee resources and material supplies. Lead-
ers of some organizations may engage in political actions, such as lobbying for new regulations or 
deregulation, favourable taxation, tariffs or subsidies, or push for new standards that make resource 
acquisition easier, maintain control of resources and hence reduce uncertainty.

Power Strategies
In resource-dependence theory, the focus is on differences of power – for example, between 
large, relatively independent companies with many options and small suppliers with few 
options.31 With the growth of giant retail chains operating through hypermarkets, as well as 
online portals selling a vast range of goods, power in consumer products has shifted from ven-
dors such as Unilever and Rubbermaid to these even bigger retailers, which can demand – and 

receive – special pricing deals. Companies like Carrefour, Amazon, Tesco and Walmart have grown 
so large and powerful that they are often in a position to dictate the terms with almost any supplier. 
Consider Levi Strauss, which for much of its 150-year history was a powerful supplier with a jeans 
brand that millions of people wanted and retailers were eager to stock. ‘When I first started in this 
business, retailers were a waystation to the consumer’, says Levi’s former CEO Philip Marineau, 
who made the decision to supply to Walmart despite the risks to his company. ‘Manufacturers had a 
tendency to tell retailers how to do business.’ But the balance of power has shifted dramatically. In 
order to sell to the big retailers, Levi Strauss overhauled its entire operation, from design and pro-
duction to pricing and distribution. The company developed a new lower-priced brand, Levi’s Sig-
nature, designed to sell through big chain stores like Walmart and US, Canada and Australia-based 
Target stores. Levi jeans used to go from factories to a company-owned distribution centre where 
they were labelled, packed and sent on to retailers. Now, to meet the discount chains’ need to get 
products fast, jeans are shipped already tagged from contract factories direct to store-run distribu-
tion centres, where they are picked up and delivered to individual stores.32, 33 When one company has 
greater market power over another, it can ask suppliers to absorb more costs, ship more efficiently 
and provide more services than ever before, frequently without a price increase. Often the suppliers 
assess that they have no choice but to go along, and those who fail to do so may go out of business.

The shift to selling through the big box retailers was a partial success for Levi’s. Company perfor-
mance, which had been lagging badly in 2003, picked up. But by 2006 Walmart had cut back on the 
space it allocated in the store to Levi’s products in favour of stocking more ‘private label’ jeans which 
generated a higher profit margin for the retailer. One interpretation is that Walmart used Levi’s brand 
power to bring customers into the store, but once it had them there, it really wanted to sell them high-
er-margin goods that it sourced itself from low-cost developing countries. Levi’s re-examined its strategy. 
First of all, it found that while the Signature concept worked well in North America and Asia-Pacific, 
big-box outlets like Walmart were nowhere near as dominant in Europe where the opportunities and 
benefits of selling the lower cost brand were missing. It stopped selling Signature jeans in Europe. Sec-
ond, the company found that there were greater profit opportunities in selling through its own Levi’s 
stores. It expanded its chain – both company-owned and franchised – in the United States, Europe 
and Asia-Pacific. Third, the company took note of the rapid growth in consumer power in developing 
markets in the Asia region and decided to open 150 Levi brand stores in the region over the next few 
years.34 In other words, key to Levi’s resurgence was its reduction of dependence upon retail outlets over 

ONLINE 
COUNTERPOINT 6.2
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which it could exert little control. In common with other companies with well-known brands, such as 
Sony, Apple and Nike, it expanded through its retail outlets that also serve to promote the brand name.

Levi’s counter-strategy towards Walmart and the other discount retailers seemed to pay off. The 
company’s results improved steadily between 2006 and 2008. The Signature brand declined in impor-
tance to Levi’s bottom line, accounting for 6 per cent of sales in 2007, down from 10 per cent in 
2005.35 Like many companies, Levi Strauss hoped that it would be able to gain an ever- increasing 
share of sales in the fast-growing Asian region, and at one point planned that by 2013 the majority of 
its sales would be outside the United States. However, like many firms, Levi Strauss underestimated 
the complexity of expanding across Asia. It designed a new sub-brand, Levi Denizen, to appeal to a 
lower price point in Asia, but tried to sell the same product across many diverse countries in Asia-Pa-
cific, where body types and fashion tastes vary widely. Further, the Denizen brand diluted Levi’s USP: 
its global brand recognition as an iconic product. Consumers in Asia-Pacific wanted to buy the ‘real 
thing’. In 2012 Levi’s quietly dropped Denizen (except ironically in the United States where it was 
doing well). Asian consumers, too, also proved susceptible to the global recession; sales dropped there 
and in Europe, though analysts still rated the company a strong ‘buy’ because of the strength of its 
iconic brand, and by 2015 sales were rising again in both Europe and Asia.36, 37 In 2019, the company 
launched on the stock market through an initial public offering (IPO) for $6.6 billion.

An ever-shifting environment is also the norm today in other industries. For decades, a few large soft-
ware companies have dominated the market, creating near monopoly situations and making it difficult 
for customers to choose a range of software from different vendors that will work together smoothly on 
their machines. Those days seem to be coming to an end, particularly in non-specialist software. Many 
companies are considering reducing their dependence upon Microsoft, the market leader in operating 
software, in favour of open source software, notably Linux. In addition, government regulators in Europe 
and the United States have launched a variety of legal actions designed to force Microsoft to make its 
operating and office systems software more compatible with competitors’ add-on products. Several gov-
ernments in Europe and Asia are requiring software to be written in a standard code that can then be 
adapted to end-users’ needs. In response, Microsoft has revised its strategy. In order to reduce the risks of 
being pushed out of the market, it is turning over more of its programme code to open source software 
developers, and is also aiming to produce its own version of open source code, allowing it to maintain 
an edge over its traditional competition, though not necessarily protecting it from the trend for portable 
devices and cloud-based software.38 Similarly, in the rapidly growing sphere of mobile computing, the 
major actors, including particularly Apple and Samsung, were locked in mortal combat in the courts as 
well as the marketplace to determine the future characteristics of the market. However, no-one should 
rule out the potential for emerging actors like China’s Huawei and Xiaomi, which have already badly 
hurt Samsung in the Chinese market. The era of secure market dominance appears to be over.39

Collaborative Networks
In traditional business mythology, as has often been taught in North American business 
schools, the relationship between organizations and their suppliers has been an adversarial 
one. North American companies are praised for working alone, competing with each other 
and believing in the tradition of individualism and self-reliance. Nowadays, this simple view 
of corporate independence, which may always have been an exaggeration of actual business 
relationships, is being challenged. The collaborative-network perspective is an emerging alter-
native to resource-dependence theory. Companies join together to become more competitive 
and to share scarce resources. Technology companies join together to produce next-generation 
products. Large aerospace firms partner with one another, and with smaller companies and suppli-
ers, to design next-generation jets. Large pharmaceutical companies join with small biotechnology 
firms to share resources and knowledge and spur innovation. Consulting firms, investment com-
panies and accounting firms may join in an alliance to meet customer demands for expanded ser-
vices.40 As companies move into their own uncharted territory, they are also racing into alliances.

ONLINE 
COUNTERPOINT 6.3
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Why Collaboration?
Why all this interest in interorganizational collaboration? Major reasons are sharing risks 
when entering new markets, mounting expensive new programmes and reducing costs, and 
enhancing organizational profile in selected industries or technologies. Cooperation is a 
prerequisite for greater innovation, problem solving and performance.41 In addition, part-
nerships are a major avenue for entering global markets, with both large and small firms 
developing partnerships across the world.

International experience shows just how effective interorganizational relationships can 
be. Asian countries including Japan, Korea and India, have long traditions of corporate clans 
or industrial groups that collaborate and assist each other.42 European companies often work 
together closely through cross-shareholdings, interlocking directorships, groupings of associated 
companies and industrial groups encompassing many different businesses.

North Americans (and US-dominated international institutions like the International Mon-
etary Fund) by contrast have often considered interdependence a bad thing, believing it would 
reduce competition and hide inefficiencies. However, the experience of collaboration has shown 
that competition among companies can be fierce in some areas even as they collaborate in others. 
Interorganizational linkages provide a kind of safety net that encourages long-term investment 
and risk taking. Companies can achieve higher levels of innovation and performance as they learn 
to shift from an adversarial to a partnership mindset.43 However, in today’s quickly restructuring 
global business environment, partnerships and alliances can often switch rapidly, or end up in 
mergers and takeovers. Consider the following examples:

 ■ Carlos Ghosn, former President and CEO of France’s Renault and Japan’s Nissan, 
staked his career on building innovative alliances all over the world. After turning Nis-
san around from a near moribund position to a brief period when the company’s prof-
its were higher than Toyota’s, Ghosn launched a series of ever more daring alliances. 
These included a  Nissan-branded car for the Russian market built in South Korea by 
a Renault-Samsung tie-up, a sub $3000 car to be built in India in conjunction with the 
motorbike manufacturer Bajaj, and a deal whereby Nissan would supply small cars for 
Chrysler to sell under its brand name, and Chrysler would build pick-up trucks for Nis-
san to brand and sell. Not all the projects came to fruition: the Nissan-Renault-Bajaj 
of India tie-up was eventually abandoned in 2012. However, Ghosn then moved on to 
revive the old Datsun brand as a low-cost entry in emerging markets, starting with new 
models in India and Indonesia in 2013 and 2014, and in late 2015, the Renault Kwid 
priced below $4000.44 The Chrysler alliance foundered when Chrysler decided instead to 
stake its future on the Italian manufacturer Fiat, but Ghosn then developed an agreement 
with Chrsyler’s former owners, Daimler.45 Ghosn frequently made shareholders nervous 
with his bold alliances and other innovative strategies, but noted that his Nissan-Renault 
tie-up was the only major automakers’ collaboration that created rather than destroyed 
shareholder value.46, 47 However, since Ghosn’s departure from the alliance in 2018, there 
are signs that the alliance is breaking down.48

 ■ In his continued bid to strengthen British/Swedish multinational AstraZeneca’s R&D oper-
ation, CEO Pascal Soriot has forged partnerships with others to develop drugs. In 2019 he 
took the firm into a collaboration with Japan’s Daiichi Sankyo to work on an experimental 
treatment for breast cancer. AstraZeneca will pay Daiichi an upfront payment of $1.35 bil-
lion and the companies will share costs for development and commercialization of the drug 
around the world. While Daiichi retains exclusive rights in Japan, the firms will share sales 
elsewhere with Daiichi expected to book sales in the United States, some European coun-
tries and other markets where it has affiliates; AstraZeneca will take all other markets glob-
ally including Australia, Canada, China and Russia. The partnership comes on the back of 
a longstanding relationship between the two companies which previously had an agreement 
to commercialize Movantik (a constipation drug) in the United States.49

ONLINE 
COUNTERPOINT 6.4
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 ■ Turkish appliance manufacturer Arcelik – one of Europe’s largest appliance builders – 
teamed up with New Zealand appliance builder Fisher and Paykel, a high quality but 
isolated manufacturer, giving them access to the large and growing markets of  Central 
and Eastern Europe, where Arcelik is strong. In return, Arcelik hoped to tie into the 
New  Zealand firm’s top notch engineering and design expertise.50 The partnership went well 
for some time but eventually the rapidly growing Chinese white goods firm Haier made a 
play for F&P, first buying 20 per cent of the company and then eventually purchasing the 
company outright in 2012. Arcelik continued seeking out partnerships to expand its foot-
print outside its European base; in 2017 it signed a deal with India’s Voltas (operating under 
the Tata Group) to run manufacturing and sales in that country.51 In 2019, the company 
expanded further in Asia through the acquisition of Singer Bangladesh.

From Adversaries to Partners
Evidence from studies of such companies as Renault, Toyota and Microsoft indicate that partnering 
can allow reduced cost and increased value for both parties in a predatory world economy.52, 53 Rather 
than organizations maintaining independence, the new model is based on interdependence and trust. A 
summary of this change in mindset from a traditional adversarial mindset to a partnership orientation 
is to be found in Exhibit 6.2. Performance measures for the partnership are loosely defined, and prob-
lems are resolved through discussion and dialogue. Managing strategic relationships with other firms 
has become a critical management skill, as discussed in this chapter’s Bookmark 6.0. In the new ori-
entation, people try to add value to both sides and believe in collaboration rather than suspicion and 
competition. Companies work towards equitable profits for both sides rather than just for their own 
benefit. The new model is characterized by lots of shared information, including electronic linkages 
for automatic ordering and face-to-face discussions to provide corrective feedback and solve prob-
lems. Sometimes people from other companies are on site to enable very close coordination. Partners 
are involved in each other’s product design and production, and they invest for the long term, with 
an assumption of continuing relations. Partners develop equitable solutions to conflicts rather than 
relying on legal contractual relationships. Contracts may be loosely specified, and it is not unusual for 
business partners to help each other outside whatever is specified in the contract.54

EXHIBIT 6.2 Changing Characteristics of Interorganizational Relationships

Source: Based on Mick Marchington and Steven Vincent, ‘Analysing the Influence of Institutional, Organizational and Interpersonal Forces in Shap-
ing Inter-Organizational Relations’, Journal of Management Studies 41, No. 6 (September 2004), 1029–1056; Jeffrey H. Dyer, ‘How Chrysler Cre-
ated an American Keiretsu’, Harvard Business Review (July–August 1996), 42–56; Myron Magnet, ‘The New Golden Rule of Business’, Fortune 
(February 21, 1994), 60–64; and Peter Grittner, ‘Four Elements of Successful Sourcing Strategies’, Management Review (October 1995), 41–45.

Traditional Orientation: Adversarial New Orientation: Partnership

Low dependence
Suspicion, competition, arm’s length

Detailed performance measures, closely 
monitored

Price, efficacy, own profits, limited information 
and feedback

Legal resolution of conflict

Minimal involvement and up-front investment, 
separate resources

Short-term contracts
Contract limiting the relationship

High dependence
Trust, addition of value to both sides, high 

commitment
Loose performance measures, problems 

discussed
Equity, fair dealing, both profit
Electronic linkages to share key information, 

problem feedback and discussion
Mechanisms for close coordination, people on 

site
Involvement in partner’s product design and 

production, shared resources
Long-term contracts
Business assistance beyond the contract
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For example, AMP, a manufacturer of electronics and electrical connectors (since bought by the 
US-based multinational TE Connectivity)55 was contacted by a customer about a broken connector 
that posed serious problems. It wasn’t even AMP’s connector, but the vice president and his sales 
manager went to a warehouse at the weekend and found replacement parts to get the customer back 
online. They provided the service with no charge as a way to enhance the relationship. Indeed, this 
kind of teamwork treats partner companies almost like departments of one’s own organization.56

This new partnership mindset can be seen in a number of industries. As discussed above, Micro-
soft hired the Singapore-based contract manufacturer Flextronics to build and also to help design 
the Xbox, its electronic game console.57 Flextronics went on to build a partnership with Google; in 
2012 it purchased a former Motorola mobile phone factory from Google, but continues to produce 
phones there for Google, as well as work closely with its larger partner on supply chain manage-
ment in Google’s mobile phone ventures worldwide. When Google sold its Motorola brand to Chi-
na’s Lenovo in 2014, Flextronics did a deal to build phones for Lenovo in its Chennai, India plant, 
that opened in 2015.58, 59 Many supermarkets and other retailers rely on key suppliers to help them 
determine what goes on the store shelves. In a large vendor such as Procter & Gamble, for example, 
national data are analyzed to make recommendations for what products to offer, including not just 
P&G’s brands but products from its competitors as well.60 A large British company that supplies 
pigments to the automobile, plastics and printing industries has a long standing interdependent rela-
tionship with a key chemicals supplier, with the two organizations sharing information about their 
long-term business needs so that any changes in products or processes can benefit both sides.61

In this new view of partnerships, dependence on another company is seen to offer the potential to 
reduce risks. Greater value, it is argued, can be achieved by both parties. By being embedded in a sys-
tem of interorganizational relationships, it is possible for all parties to benefit by helping each other. 
This is a far cry from the belief that organizations do best by being independent. Sales representa-
tives may have a desk on the customer’s factory floor, and they have access to information systems 
and the research lab.62 Coordination is so intimate that it’s sometimes hard to tell one organization 
from another. Consider, in the next In Practice box, how Canada’s Bombardier and its suppliers were 
linked together almost like one organization in building the Challenger, a ‘super-midsize’ business jet 
that can comfortably fly eight passengers nonstop from coast to coast in North America.

diametrically opposed management styles. Asda is hier-
archical and attempts to impose a uniform corporate 
culture, while Waitrose is employee-owned and encour-
ages employee individuality. They can both perform 
well, albeit targeting different consumer segments.

There are few more striking examples of the dif-
ferent paths to success than that followed by Anita 
Roddick. From small beginnings in the late 1970s, 
Roddick built her Body Shop into one of the largest 
and most successful personal care product chains in 
the world, all the while determined to ‘push the limits 
of business, to change its language, to make it a force 
for positive change’.

Roddick’s autobiography, written not long before 
her untimely death in 2006, describes her own ascent 
to success but is above all a ringing indictment of 
contemporary business practices and a clarion call for 
change. Roddick explores some of the reasons she 
has been successful; these include being prepared to 

Have you read this book?
Business as Unusual

BY ANITA RODDICK

Often in management texts there is an assumption 
that there is one best way to do business. It is 

clear that this is untrue, because companies that pur-
sue very different strategies and ways of organizing are 
often successful in the same industry. In British retail-
ing, for example, Asda and Waitrose have both enjoyed 
continuing growth, even though they follow almost 

BOOKMARK 6.0
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ignore and overcome barriers, whether unsympathetic 
bank managers or those who think women do not 
make good business leaders. She says many great 
entrepreneurs were outsiders; many are from immi-
grant communities. Others, like Roddick, suffered 
deprivation, whether financial or emotional; Roddick’s 
father died suddenly when she was ten, turning her 
family life upside down and forcing her to decide her 
life path for herself. There is typically, she says, a hun-
ger to succeed. This must translate into passion to 
communicate what is unique about the business, 
which in Roddick’s case included a firm belief that 
Body Shop’s success would contribute not merely to 
the financial bottom line but would also help further 
the social and political causes in which she believed 
so passionately. She underlines her frustration and 
disgust with mainstream business. Some examples 
she lists of unacceptable business practices include:

 ■ Footloose business that abandons communities, 
leaving them polluted and jobless.

 ■ The greed of corporate bosses like Disney’s 
Michael Eisner who earned as much in one day 
as developing country labourers who manufacture 
Disney-labelled clothing would make in 166 years.

 ■ Unfair trade agreements that allow companies to 
uproot well-paid, regulated jobs in the United States 
in favour of production facilities on the Mexican side 
of the US-Mexico border, where labour and environ-
mental protections are almost non-existent.

 ■ The overwhelming impact of consumer advertis-
ing, creating a population manipulated to desire 
ever more ecologically unsustainable possessions, 
and resulting in both an ecological and a cultural 
monoculture.

Unlike most business leaders, who tend to 
demand fewer regulations (sometimes with disastrous 
effects such as the 2007 sub-prime crisis which was 
largely caused by inadequate financial regulation), 
Roddick’s prescriptions for making business health-
ier included more regulation, encouraging consumer 
consciousness about the products they desire and 
buy and more responsibility on the part of business 
leaders. She summarizes her vision as ‘spiritual busi-
ness’, the idea that business must act to protect and 
sustain the world, including ‘humans, animals and the 
Earth itself’. She also demands that:

Any future business education programme, whether 
set in a local or global context, must contain the 

language and action of social justice, human rights, 
community economics and ethics, as well as the pro-
ductivity of the human soul. (p. 27)

While Anglo-American business schools tend to 
teach students to worry only about the bottom line, 
Roddick emphasizes the ethical audit. While there are 
various versions of this, some only superficial, her ver-
sion includes a thorough ‘values report’ that looks at 
all of Body Shop’s relationships, from employees and 
suppliers to shareholders and to local communities. 
Based on this report, Roddick’s Body Shop devel-
oped and implemented an action plan to improve weak 
points. Another major element of the ethical audit is an 
environmental audit; a key objective for Body Shop in 
this area was aiming towards zero emissions, not just 
from Body Shop itself but also its suppliers and even in 
turn, their suppliers. An example of Roddick’s prepared-
ness to put the public good ahead of narrow business 
objectives was her campaign against the tyranny of 
the beauty business. While worries about appearance 
undoubtedly encourage women to buy more beauty 
products, including those from the Body Shop, Rod-
dick didn’t want to get rich on the basis of media and 
advertising industry-cultivated body insecurity. Under 
Roddick, the company invested heavily in campaigns 
warning women against the tyranny of unreasonable 
expectations around their bodies and self-image.

Roddick readily admits that the company has made 
mistakes – especially in the United States where Body 
Shop began by listening to marketing orthodoxy and 
became sucked into mass marketing and mall culture, 
which made it hard for Body Shop to stand out for its 
unique qualities. Sales slowed in the mid-1990s and 
franchisees started demanding even more conces-
sions to US marketing norms such as constant price 
discounting. Instead of going down that slippery slope, 
the Body Shop stopped and looked at itself and its 
values. It moved out of malls and focused on urban 
neighbourhood stores with their own diverse cultures 
and shopping environments. Bit by bit, the company’s 
US performance improved, by sticking to its values 
rather than selling out to the bland sameness that has 
blighted so many aspects of US communities.

The bottom line of Anita Roddick’s message to 
starting entrepreneurs: design organizations your 
way, with values and a mission you believe in, or don’t 
bother doing it at all.

Business as Unusual, by Anita Roddick, is published by 
Anita Roddick Books
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Population Ecology
This section introduces a different perspective on relationships between organizations. The popu-
lation-ecology perspective focuses on organizational diversity and adaptation within a population 
of organizations.68 A population is a set of organizations engaged in similar activities with similar 
patterns of resource utilization and outcomes. Organizations within a population compete for 
similar resources or similar customers, such as newspaper publishing organizations in Ireland.69

By breaking down boundaries and becoming involved in partnerships, today’s companies are 
changing the concept of what makes an organization. The type of collaborative network illus-
trated by Bombardier (see next In Practice) is also being used by a growing number of automotive 
companies, as shown by the examples of Renault, Nissan and their partners discussed earlier in 
this chapter. These companies are pushing the idea of partnership further than ever before, mov-
ing somewhat towards a network approach to organization design, as described in Chapter 4.

for everyone involved. Bombardier invested heav-
ily in bringing the Challenger to market, but suppli-
ers equalled that amount in development costs. In 
addition to sharing costs, the supplier companies 
also shared the risks. ‘They haven’t got a contract 
that says, “You’re going to sell us 25 wings a year 
for the next 10 years”. If the market’s there, it’s there, 
and if it’s not, it’s not’, says John Holding, who was 
in charge of Bombardier’s engineering and product 
development during the development of the Chal-
lenger. The results of all the collaboration have been 
impressive; the Challenger is one of the most suc-
cessful business jets of all time, with over half of 
worldwide deliveries in its sector in the latter half of 
the 2000s. Despite some bumps along the way that 
included a 2015 bailout from the Quebec, Canada, 
government,64 the company has continued its market 
dominance in the sector in the second decade of the 
twenty-first century, for example inking in a deal to 
sell up to 375 Challengers to Warren Buffet’s NetJets 
firm over the next ten years.65, 66

Integrating partners so that everyone benefits 
from and depends on the others – and managing 
this multinational, multicompany endeavour – is no 
easy task, but with development costs for a new 
plane reaching more than $1 billion, the partner-
ship approach just makes sense.67 The newest 
of the partnership deals, from 2019, is one with 
Mitsubishi Heavy Industries. Mitsubishi will benefit 
from Bombardier’s global expertise in areas rang-
ing from engineering and certification to customer 
relations and support, boosting its SpaceJet pro-
gramme and potentially enabling the SpaceJet to 
be produced in North America.

Source: en.wikipedia.org/wiki/Bombardier_Aviation

Bombardier

In an assembly plant on the edge of Mid-Continent 
Airport in Wichita, a new plane is taking shape as 

great chunks of it are rolled in and joined together. Not 
counting rivets, it takes just a dozen big parts – all 
manufactured elsewhere – to put Bombardier’s Chal-
lenger business jet (formerly called the Continental) 
together. Those big subassemblies come from all over 
the world – the engines from Phoenix in the United 
States, the nose and cockpit from Montreal, Canada, 
the mid-fuselage from Belfast, Northern Ireland, the 
tail from Taichung, Taiwan, the wings from Nagoya, 
Japan and other parts from Australia, France, Ger-
many and Austria. When production is up to full 
speed, it takes just four days to put a plane together 
and get it in the air.

In the past, most executive-jet companies made 
major parts in-house. For the Challenger, which 
started commercial service in 2004, Canada’s Bom-
bardier instead relied heavily on suppliers for design 
support and the sharing of development costs and 
market risks.63 The company is intertwined with 
about 30 suppliers, a dozen or so of which have 
been involved since the design stage. At one point, 
about 250 team members from Bombardier and 
250 from outside suppliers worked together in Mon-
treal to make sure the design was going to be good 

IN PRACTICE
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What does this theory mean in practical terms? It means that large, established organizations 
often become dinosaurs. As discussed in the previous chapter, many large European airlines that 
relied on business travellers, protected markets and nationalist loyalty have had tremendous dif-
ficulty adapting to a rapidly changing environment including the removal of national barriers to 
entry and the emergence of a new passenger mass market. Hence, new organizational forms such 
as Ryanair are emerging that fit the current environment, fill a new niche and, over time, take 
away business from established companies.

Why do established organizations have such a hard time adapting to a rapidly changing envi-
ronment? Michael Hannan and John Freeman, originators of the population ecology model of 
organization, argue that there are many restrictions on the ability of organizations to change. The 
limitations come from heavy investment in plant, equipment and specialized personnel, limited 
information, established viewpoints of decision-makers, the organization’s own successful history 
that justifies current procedures and the difficulty of changing corporate culture. True transforma-
tion is a rare and unlikely event in the face of all these barriers.71

New organizational forms are emerging all the time. As discussed earlier in this chapter, the adver-
tising industry has generated alliances like E3 Agency Network and GlobalFluency, responding to the 
desire of small firms to trade up to bigger contracts. The same process of organizational transforma-
tion has occurred from the top down, with large advertising companies restructuring themselves as 
holding companies like London-headquartered WPP Group with separately incorporated and qua-
si-independent subsidiaries all over the world, thus getting around client concerns about potential con-
flicts of interest when the same firm is working for competitors in the same business.72, 73 Another 
recent change is the development of ‘corporate universities’ within large companies like France’s Accor, 
Fujitsu from Japan, Daimler and Volkswagen from Germany and Petrobras in Brazil.74 Although the 
definition of corporate university is sometimes stretched to include training activities that companies 
have been carrying out for many years, there is little doubt that the phenomenon is important and 
growing. There are estimated to be more than 4000 corporate universities in North America and more 
than double that in the rest of the world. Emerging economy corporations are jumping onto the band-
wagon, too; Wipro and Accenture, two Indian high-tech giants, have both opened corporate universi-
ties, as have Bank of China and China Life Insurance Company among many others in China.75 In the 
UK, the government has endorsed the corporate university phenomenon; the low cost airline Flybe and 

COUNTERPOINT 6.6
What is not explained in population ecology theory is how such changes are ‘demanded’ by the 
environment. What accounts for the changes and how are the demands conveyed to organizations? 
Population ecology theory does not, for example, consider how environments are changed politically –  
by pressures being exerted upon, and by, politicians who change regulations, thereby creating or 
restricting existing markets and opening up new opportunities. Neither does population ecology pay 
attention to how organizations comprise much of the ‘environment’ and actively exert effects on its 
development. In part, budget airlines have emerged as a consequence of changes in the regulatory 
environment, but their presence and growth have contributed greatly to the development of that 
environment to which established carriers have struggled to respond.

Within a population, the question asked by ecology researchers is about the large number and 
variation of organizations in society. Why are new organizational forms that create such diversity 
constantly appearing? The answer is that individual organizational adaptation is severely limited 
compared to the changes demanded by the environment (see Counterpoint 6.6). Innovation and 
change in a population of organizations take place through the birth of new forms and kinds 
of organizations more than by the reform and change of existing organizations. Indeed, organi-
zational forms are considered relatively stable, and the good of a whole society is served by the 
development of new forms of organization through entrepreneurial initiatives. New organizations 
meet the new needs of society more than established organizations that are slow to change.70
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the rail infrastructure operator Network Rail have each been granted accreditation to award nation-
ally recognized qualifications up to university degree level.76, 77 Some innovative companies like Google 
are taking the concept beyond the firm in providing university-like environments for budding outside 
entrepreneurs (such as Google Campus in east London, UK, established in 2012), which combine busi-
ness learning with access to expert support and capital. This not only serves to build Google’s image 

in the community but also gives the company an insight into cutting edge technology thinking.78

According to the population-ecology view, when looking at an organizational popula-
tion as a whole, the changing environment determines which organizations survive or fail. 
The assumption is that individual organizations suffer from structural inertia and find it 
difficult to adapt to environmental changes. Thus, when rapid change occurs, old organiza-
tions are likely to decline or fail, and new organizations emerge that are better suited to the 
needs of the environment.
The population-ecology model is developed from theories of natural selection in biology, and the 

terms evolution and selection are used to refer to the underlying behavioural processes. Theories of 
biological evolution try to explain why certain life forms appear and survive whereas others perish. 
Some theories suggest the forms that survive are typically best suited to the immediate environment.

Some years ago, Forbes magazine reported a study of US businesses over 70 years, from 1917 
to 1987. Have you heard of Baldwin Locomotive, Studebaker or Lehigh Coal & Navigation? These 
companies were among 78 per cent of the top 100 in 1917 that did not see 1987. Of the 22 that 
remained in the top 100, only 11 did so under their original names. The environment of the 1940s 
and 1950s was suitable to Woolworth, but new organizational forms like Walmart became domi-
nant in the 1980s. In 1917, most of the top 100 companies were huge steel and mining industrial 
organizations, which were replaced by high-tech companies such as IBM and Merck.79 Two compa-
nies that seemed to prosper over a long period were Ford and General Motors, but in the 2000s they 
went through major crises, partly due to the emergence of global competition in the car industry. 
No company is immune to the processes of social change. From just 1979 to 1989, 187 of the 
companies on the Fortune 500 list ceased to exist as independent companies. Some were acquired, 
some merged and some were liquidated.80 Corporate casualties in British manufacturing industry 
in the past 50 years have been even more dramatic.81 Meanwhile, technology continues to change 
the environment. Indeed, large tech-based companies that now infiltrate our lives, such as Amazon 
and Google, were unheard of little more than 20 years ago. All over the world, the giant telecom-
munications monopolies that once decided when, and even if, we might be able to hope to have a 
landline telephone connection have been outpaced and often nearly eclipsed by mobile phone com-
panies offering an ever-expanding range of services. The internet has infiltrated far beyond the office 
and into everyday lives of citizens; for a new generation of youth, Facebook, Netflix, Instagram or 
YouTube are every bit as important as the radio and TV were for their parents and grandparents.

Organizational Form and Niche
The population-ecology model is concerned with organizational forms. Organizational form is an 
organization’s specific technology, structure, products, goals and personnel, which is selected or 
rejected by the environment. Each new organization is contingent upon finding a niche (a domain 
of unique environmental resources and needs) sufficient to support it.

From the viewpoint of a single firm, luck, chance and randomness play important parts in 
survival. New products and ideas are continually being proposed by both entrepreneurs and large 
organizations. Whether these ideas and organizational forms survive or fail is often a matter of 
chance – whether external circumstances happen to support them. A woman who started a small 
electronics assembly subcontracting business in Estonia in the 1990s would have had an excel-
lent chance of success. If the same woman were to start the same business in a country with a 
relatively expensive manufacturing base such as the UK, the chance of success might be far less. 
Success or failure of a single firm thus is predicted by the characteristics of the environment rather 
than by reference to the skills or strategies used by the organization.

ONLINE BRIEF 6.3
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Process of Ecological Change
The population-ecology model assumes that new organizations are always appearing in the popu-
lation. Thus, organization populations are continually undergoing change. The process of change 
in the population is defined by three principles that occur in stages: variation, selection and reten-
tion. These stages are summarized in Exhibit 6.3.

 ■ Variation. Variation means the appearance of new, diverse forms in a population of 
organizations. These new organizational forms are typically initiated by entrepreneurs, 
established with venture capital by large corporations, or set up by a government seeking 
to provide new services. Some forms may be conceived to cope with a perceived need in 
the external environment. In recent years, a large number of new firms have been ini-
tiated to develop computer software, to provide consulting and other services to large 
corporations and to develop products and technologies for internet commerce. Other 
new organizations produce a traditional product such as steel, but do it using minimal 
technology and new management techniques that allow the company to survive and pros-
per. Lakshmi Mittal’s Ispat Steel (which would later merge with JSW Steel, in 2012) pur-
chased declining steel plants in the former Communist bloc and turned them around by 
focusing on cost and appropriate markets rather than the expensive high-tech investments 
that more traditional Western steel producers had proposed.82 Organizational variations 
are analogous to mutations in biology, and they add to the scope and complexity of 
organizational forms in the environment. 

 ■ Selection. Selection refers to whether a new organizational form is suited to the envi-
ronment and can survive. Only a few variations are ‘selected in’ by the environment and 
survive over the long term. Some variations will suit the external environment better than 
others. Other variations fail to meet the needs of the environment and perish. When there 
is insufficient demand for a firm’s product and when insufficient resources are available to 
the organization, that organization will be ‘selected out’. For example, Shazam, described 
in the Leading by Design box, was launched in mid-2002. If demand for the new service 
does not continue to grow, or if the company cannot obtain needed resources, the com-
pany will be selected out and cease to exist. Shazam was acquired by Apple in 2018 for 
$400 million.

 ■ Retention. Retention is the preservation and institutionalization of selected organizational 
forms. Institutionalization of an organizational form means that it becomes a general norm 
in society. Certain technologies, products and services are highly valued by the environ-
ment. The organizational form associated with those technologies, products or services may 
become a dominant part of the environment. Many forms of organization have been insti-
tutionalized, such as government, schools, churches and banking institutions. McDonald’s, 
which operates in 118 countries and provides the first job for many teenagers around the 
world, has become institutionalized in contemporary global life.

EXHIBIT 6.3 Elements in the Population-Ecology Model of Organizations

Variation Selection Retention

Large number 
of variations 
appear in the 
population of 
organizations

Some organizations 
�nd a niche and 
survive

A few organizations 
grow large and become 
institutionalized in the 
environment
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Institutionalized organizations such as McDonald’s seem to be relatively permanent fea-
tures in the population of organizations, but they are not permanent in the long run. The 
environment is always changing, and, if the dominant organizational forms do not or cannot 
adapt to external change, they will gradually diminish and be replaced by other organiza-
tions. McDonald’s has had to adjust its menu to provide more healthy options, and respond 
to criticism about its environmental record and unhealthy fast food in order to remain on 
top.83, 84 The company initially did well during the global financial crisis that began in 2008, 

but by 2013 was being hit by the renewed vigour of competitors like Burger King.85 Adapting 
further to help improve profits, McDonald’s has recently undertaken a store revamp to create 
‘Experience of the future’ restaurants with self-service and table service; it has also partnered with 
UberEats in some markets to introduce delivery services. British coal mines were once a highly 
institutionalized part of national life, but as alternative, cleaner forms of fuel came on-stream in 
the 1950s and 1960s, and cities started restricting the use of coal fires as an anti-pollution meas-
ure, they entered a downward spiral from which they never recovered.86

From the population-ecology perspective, the environment is the important determinant of 
organizational success or failure. The organization must meet an environmental need, or it will be 
selected out. The process of variation, selection and retention leads to the establishment of new 
organizational forms in a population of organizations.

TV shows and advertisements. Users can go online 
and see a list of all the songs they’ve tagged.

Shazam’s success depends on collaborative part-
nerships with mobile phone companies, major record 
labels, software companies and others. A partnership 
with Swiss-based SDC (Secure Digital Container) AG 
provides the technology that enables a complete ‘tag 
to download’ in three simple steps, allowing users 
to purchase music on the move. A strategic alliance 
with MTV Japan helped Shazam expand to about 40 
million mobile phone subscribers in Japan. Deals with 
international mobile operators and media companies 
throughout the United States, Europe and Asia make 
Shazam’s service available to more than 1 billion 
mobile phone users worldwide. By 2016, the Shazam 
app had surpassed 1 billion downloads.

The mobile phone companies offer tagging as a pre-
mium service to their customers and pay Shazam a cut 
of the profits. Since tagging promises to drive up call 
times, most mobile phone companies are interested. 
And the record labels’ interests are served by getting 
new music in front of consumers. Word-of-mouth rec-
ommendations are a powerful means of driving music 
sales, so the idea of people all over the world forward-
ing 30-second clips of their new songs has music com-
panies paying attention. The service has proven to be 
a good predictor of future hits in Britain, so the music 
industry closely watches Shazam’s weekly chart of 
tagged pre-release tracks. Shazam is the world’s first in 
music recognition and one of the brightest new ideas in 

Shazam – It’s Magic!

Many people have had the experience of hearing a 
song they like on the radio or in a dance club and 

waiting in vain for the DJ to identify it. Shazam, a mobile 
phone music service launched in the UK in 2002, came 
to the rescue. The next time a mobile phone user hears 
that mystery tune, all he or she has to do is dial a four-
digit number on the mobile phone, let the music play 
into the handset, and moments later receive a text mes-
sage with the artist and song title. The user can forward 
a 30-second clip of the track to friends, or even down-
load the song directly to his or her phone. The song can 
then be legally copied from the mobile phone to a PC 
and shared between multiple devices.

Shazam’s magic happens through the use of a 
pattern-recognition software algorithm developed by 
the company’s chief scientist. The algorithm picks out 
the salient characteristics of a tune and matches them 
against a massive music database. The company, 
founded by Californian entrepreneur Chris Barton, calls 
the process ‘tagging’, and by 2012 Shazam claimed 
that worldwide its users had ‘tagged’ five billion songs, 

LEADING BY DESIGN

ONLINE 
COUNTERPOINT 6.6
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Strategies for Survival
Another principle that underlies the population ecology model is the struggle for existence, or 
competition. Organizations and populations of organizations are engaged in a competitive strug-
gle over resources, and each organizational form is fighting to survive. The struggle is most intense 
among new organizations, and both the birth and survival frequencies of new organizations are 
related to factors in the larger environment. Factors such as size of urban area, percentage of 
immigrants, political turbulence, industry growth rate and environmental variability have influ-
enced the launching and survival of newspapers, telecommunication firms, railroads, government 
agencies, labour unions and even voluntary organizations.89

In the population ecology perspective, generalist and specialist strategies distinguish organ-
izational forms in the struggle for survival. Organizations with a wide niche or domain, that is, 
those that offer a broad range of products or services or that serve a broad market, are generalists. 
Organizations that provide a narrower range of goods or services or that serve a narrower market 
are specialists.

In the natural environment, a specialist form of flora and fauna would evolve in protective 
isolation in a place like Australia, where the nearest major body of land is 2500 miles away. The 
flora and fauna are heavily protected. In contrast, Costa Rica, which experienced wave after 
wave of external influences, developed a generalist set of flora and fauna that has better resilience 
and flexibility for adapting to a broad range of circumstances. In the business world, Amazon 
started with a specialist strategy, selling books over the internet, but evolved to a generalist 
strategy with the addition of music, DVDs, greeting cards and other products, plus partnering 
with organizations as an online shopping mall to sell a wide range of products. Amazon Prime is 
an extension of this too, streaming content and branching out into creating its own shows. 
A company such as the Germany-headquartered Steiff, which sells high-end teddy bears,90 would 
be considered a specialist, whereas Chad Valley is a generalist, marketing a broad range of toys 
for boys and girls up to ten years old.91

Specialists are generally more competitive than generalists in the narrow area in which their 
domains overlap. However, the breadth of the generalist’s domain serves to protect it some-
what from environmental changes. Though demand may decrease for some of the generalist’s 
products or services, it usually increases for others at the same time. In addition, because of 
the diversity of products, services and customers, generalists are able to reallocate resources 
internally to adapt to a changing environment, whereas specialists are not. However, because 
specialists are often smaller companies, they can sometimes move faster and be more flexible in 
adapting to changes.92

the world of technology. The company has gone from 
strength to strength, poaching some of the world’s top 
talent to join its management and ideas team, such as 
Daniel Danker who developed BBC’s highly success-
ful iPlayer platform. The company is branching out into 
new areas, aiming to become a one-stop shop for users 
to identify goods they might want to buy on media they 
watch, such as the fashion line Selena Gomez is wear-
ing87 on her recent music video, for example!88 

In 2018 Shazam was the target of a $400 million 
takeover by Apple. This often happens when a com-
pany becomes successful. ‘We are thrilled that Shazam 
and its talented team will be joining Apple ... and we 
can’t imagine a better home for Shazam to enable us to 

continue innovating and delivering magic for our users’, 
Shazam spokesperson Giovanni Bossio said. The 
Shazam app is used over 20 million times each day.

Sources: ‘SDC Partners with Shazam to Create Simple, 
Secure Music Download’, M2Presswire (February 14, 
2005), 1; Steve McClure, ‘Shazam Works Its Magic’, Bill-
board (August 21, 2004), 60; Adam Jolly, ‘Going for a 
Song and Growth’, Sunday Times (June 13, 2004), 17; 
Michael Parsons, ‘I Got Music, I Got Algorithm’, Red Her-
ring (May 2002), 54–57; and ‘MTV and Shazam Lead Jap-
anese Market Extending Music Recognition Offering to 
KDDI Subscribers and Expanding Local Music Database’, 
M2Presswire (February 16, 2005), 1. www.apple.com/uk/
newsroom/2018/09/apple-acquires-shazam-offering-more-
ways-to-discover-and-enjoy-music; en.wikinews.org/wiki/
Apple,_Inc._confirms_acquisition_of_Shazam
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Managerial impact on company success often comes from selecting a strategy that steers 
a company into an open niche. California-based Genentech thrived after a new CEO steered 
it into a new niche in the pharmaceuticals industry. Genentech wasn’t immune from the vola-
tility and uncertainty inherent in the industry, but managers found a niche that put the com-
pany on a solid foundation for survival over the long term. CEO Levinson chose a specialist 
strategy, focusing on specific therapies for relatively small subsets of patients rather than 
looking for one-size-fits-all blockbuster drugs.93

room for 600 workers, which would accommodate 
the 400 workers already in Portland and the 100 new 
employees Vestas had committed to employ over 
a five-year period. The company moved to the new 
headquarters in 2012.

In February 2009, the company announced the 
production of two new turbine types, the 3-megawatt 
V112 and 1.8-megawatt V100. The new models were 
to be available in 2010. 

In July 2009 more than 600 jobs in the UK, were 
affected by the closure of two manufacturing bases 
in Southampton and the Isle of Wight due to lack of 
demand. Twenty-five employees from the Isle of Wight 
factory occupied the administrative offices on 20 July 
to demand their jobs be saved through nationalization.

Despite decreased demand in the UK, the mar-
ket for wind turbines was growing rapidly in the 
United States, Spain and China at this time, and 
Vestas employed an extra 5000 workers for the 
new factories it opened in these countries. The 
company slowly moved manufacturing from Europe 
to China and the United States and announced the 
closure of five factories in Sweden and Denmark at 
the end of 2010; these areas lost 3000 jobs due to 
the closures.

There had been increased losses for the company 
during 2011, a loss of €963 million and 2012, €166 
million. Due to this a new strategy was introduced in 
2013 by the new Executive Vice President and CFO 
Marika Fredricksson, who planned to move the com-
pany back to higher earnings.

A joint venture between Vestas and Mitsubishi 
Heavy Industries in September 2013 established MHI 
Vestas Offshore Wind. Founded in April 2014 the 
company is a merger of two of the global leaders in 
wind power and offshore ventures. 

MHI (  Mitsubishi Jukogyo 
Kabushiki-kaisha) is headquartered in Tokyo, Japan 
and is central to the Mitsubishi Group. It is primarily an 
engineering, electrical equipment and electronics mul-
tinational company. MHI is the 23rd largest defence 

Vestas

Founded in 1945 and employing more than 24,400 
people worldwide, Vestas Wind Systems A/S 

manufactures, sells, installs and services wind tur-
bines. Originally operating in the Netherlands the 
company has since installed manufacturing plants in 
many countries around the globe including Germany, 
India, Australia, China and the United States, along 
with many others. 

Vestas was established as ‘Vestjysk Stålteknik 
A/S’ (West-Jutlandish steel technology) after the 
Second World War by Paul Hansen and originally 
produced household appliances. By 1950, it had 
also started to focus on agricultural equipment and 
by 1956, intercoolers, moving onto hydraulic cranes 
by 1968. The company only began to manufacture 
wind turbines in 1979 and moved into this industry 
exclusively in 1989.

Vestas Wind Systems was created in 2003 through 
the merger of Vestas and NEG Micon to create the 
largest manufacturer of wind turbines worldwide. 
In 2005 Vestas made an operational loss and sales 
slumped; however, by 2006 it had increased produc-
tion and reached 28 per cent market share, though 
the company’s market share did decrease to 14 per 
cent again towards the end of the decade.

A planned expansion of the company’s headquar-
ters in Portland, North America, was delayed in 2009 
due to the economic recession. The expansion did go 
ahead in 2010, greatly revised from the original plan. 
Instead of the 56,000 m2 new building Vestas had 
planned, it instead renovated an existing 16,000 m2 
vacant historic building. The new headquarters had 
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contractor in the world (using 2011 defence revenues) 
and the largest in Japan, although it produces a wide 
range of products. These include aerospace compo-
nents, aircraft, forklifts, machine tools, missiles, print-
ing machines and space launch vehicles. 

MHI Vestas’ goal is to provide the world with 
reliable and sustainable energy solutions at indus-
try scale. Its mission is to co-develop offshore wind 
as an economically viable and sustainable energy 
resource to benefit future generations. It hopes to 
achieve this by driving down the cost of energy 
and through sustainable wind turbine technology, 
project management, offshore experience and 
powerful partnerships.

MHI Vestas Offshore Wind has proven itself suc-
cessful both through its increased market share and 
by its production of the first double-digit wind turbine 
to become commercially available, the V164-10.0MW. 
The V164 was built using lessons and technology 
taken from previous versions of the platform and pro-
vides reliability for its customers. More than 100 of 
these turbines have been installed in Germany and 
the UK, and the company has been able to move the 
flexible platform of the V164 from its original 8MW 
design to 10MW using incremental innovations and 
technological learnings. 

‘What was unreachable before has become the 
new benchmark’, said MHI Vestas CEO, Philippe 
Kavafyan. ‘In launching the V164-10.0 MW today, MHI 
Vestas is proud to contribute this major milestone to 
the offshore wind industry. And it gives us the oppor-
tunity to pay tribute to all the wind industry pioneers 
who have led us to this historic, double-digit nominal 
capacity.’ MHI Vestas Chief Technology Officer, Tor-
ben Hvid Larsen, said:

At MHI Vestas, we are focused not on what 
others are doing, but being the best at what we 
do. The V164-10.0 MW turbine is the best proof 
point yet that we do not accept the limitations of 
conventional thinking and that we think beyond 
ourselves. We have embraced the challenge of 
transforming what is possible in our field.

Sources: www.dropsonline.org/members/list/
mhi-vestas-offshore-wind/; www.mhivestasoffshore.
com/mhi-vestas-launches-the-first-10-mw-wind-tur-
bine-in-history/; www.jut.dk/en/news/new-agree-
ment-with-mhi-vestas-offshore-wind/; www.lpo.dk/
wp-content/uploads/2018/11/MHI-Vestas-LPO-
PRESS-RELEASE-ENGLISH.pdf; en.wikipedia.org/
wiki/Mitsubishi_Heavy_Industries; en.wikipedia.org/
wiki/Vestas.

Institutionalism
The institutional perspective provides yet another view of interorganizational relationships.94 Just 
as companies need efficient production to survive, the institutional view argues that organizations 
need legitimacy from their stakeholders. The institutional perspective describes how organizations 
survive and succeed through ensuring congruence between an organization and the expectations 
from its environment, comprising norms and values from stakeholders (customers, investors, asso-
ciations, boards, government, collaborating organizations). The institutional environment reflects 
what the greater society views as correct ways of organizing and behaving or it risks legitimacy 
and its social licence to exist.95

Legitimacy is gained when the activities of an organization are considered proper and appro-
priate within the environment’s system of norms, values and beliefs.96 Institutional theory points 
to the importance of intangible norms and values that shape behaviour, as opposed to more tan-
gible elements such as technology. For example, people will not deposit money in a bank unless it 
sends signals of compliance with norms of wise financial management. Local government encoun-
ters resistance to tax increases for funding upgraded refuse collection if residents object to aspects 
of the new programme.

Most organizations are concerned with legitimacy, as reflected in the various national and 
international surveys that rank corporations based on their reputations.97, 98 Many corporations 
actively shape and manage their reputations to increase their competitive advantage, and manag-
ers are searching for new ways to bolster legitimacy in the wake of ethical and financial scandals at 
such well-known companies as Siemens, Enron, MAN Trucks and Parmalat. Despite globalization 
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and the presence of worldwide brands like Nike and Coca-Cola, national brands still tend to 
stand out at both the top and bottom of the rankings. Only Microsoft and McDonald’s were men-
tioned consistently by respondents across Europe, Asia and North America, and McDonald’s was 
mainly ranked poorly due to negative respondent perceptions about the quality of both its food 
and service. Companies that ranked highest in each country included L’Oreal in France, Porsche in 
Germany, Virgin Group in the UK and IKEA in Sweden.99

The fact that there is a payoff for having a good reputation is verified by a study 
of organizations in the airline industry. Having a good reputation was significantly 
related to higher levels of performance measures such as return on assets and net profit 
margin.100

The notion of legitimacy serves to shed light on an important question for institutional 
theorists. Why is there so much homogeneity in the forms and practices of established organ-
izations? For example, visit banks, high schools, hospitals, government departments or busi-

ness firms in a similar industry, in any part of the country, and they will look strikingly similar. 
On the other hand, when an organizational field is just getting started, such as in e-commerce, 
diversity is the norm. New organizations fill emerging niches. However, once an industry becomes 
established, there is an invisible push towards similarity based upon what emerges as a legitimate 
form of organization within the field. Isomorphism is the term used to describe this move towards 
similarity.

The Institutional View and Organization Design
As a result of pressure to do things in a proper and correct way, the formal structures of many 
organizations reflect the expectations and values of the environment rather than the demand of 
work activities. This means that an organization may incorporate positions or activities (equal 
employment officer, e-commerce division, chief ethics officer) perceived as important by the larger 
society to increase its legitimacy and survival prospects, even though these elements may decrease 
efficiency. For example, many if not most small companies set up websites, even though the ben-
efits gained from the site are sometimes outweighed by the costs of maintaining it. Having a 
website is perceived as essential by the larger society today. The formal structure and design of an 
organization may not be rational with respect to workflow and products or services, but it will 
help ensure survival in the larger environment.

Organizations adapt to the environment by signalling their congruence with the demands 
and expectations stemming from cultural norms, standards set by professional bodies, fund-
ing agencies and customers. In this way, they obtain approval, legitimacy and continuing 
support. The adoption of structures thus might not be linked to actual production require-
ments, and might occur regardless of whether specific internal problems are solved. The 
institutionalist perspective draws attention to how organizational structure may be a prod-
uct of conformity to established norms and values, rather than a consequence of deliberate 
planning.101

Institutional Similarity
In striving for legitimacy, many aspects of structure and behaviour may be targeted 
towards environmental acceptance. Interorganizational relationships thus are charac-
terized by forces that result in organizations in a similar population looking like one 
another.102 Exactly how does increasing similarity occur? How are these forces realized? 

A summary of three mechanisms for institutional adaptation appears in Exhibit 6.4. These 
three core mechanisms are mimetic forces, which result from responses to uncertainty; coercive 
forces, which stem from overtly political influence; and normative forces, which result from 
common training and professionalism.103

ONLINE 
COUNTERPOINT 6.8
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Mimetic Forces Most organizations, especially business organizations, face great uncer-
tainty. It is not clear to senior executives exactly what products, services or technologies will 
achieve desired goals, and sometimes the goals themselves are not clear. In the face of this uncer-
tainty, mimetic forces, the pressure to copy or model other organizations, are in operation.

Executives observe an innovation in a firm generally regarded as successful, so the man-
agement practice is quickly copied. An example is the proliferation of Wi-Fi hotspots in cafes, 
hotels and airports. Starbucks was one of the first companies to adopt Wi-Fi, enabling cus-
tomers to use laptops and handheld computers at Starbucks stores. The practice has rapidly 
been copied by both large and small companies. Many times, this modelling is done without 
any clear proof that performance will be improved. Mimetic processes explain why fads and 
fashions occur in the business world. Once a new idea starts, many organizations grab onto 
it, sometimes only to learn that the application is difficult and may cause more problems than 
it solves. The period since 2000 has seen the largest merger and acquisition wave in history, but 
evidence shows that many of these mergers did not produce the expected financial gains and other 
benefits. The sheer momentum of the trend was so powerful that many companies chose to merge 
not because of potential increases in efficiency or profitability but simply because it seemed like 
the right thing to do, assisted of course by intermediaries (e.g. bank, law firms, accounting firms, 
etc.) who stood to benefit from mergers regardless of the outcome.104 Downsizing of the work-
force is another trend that can be attributed partly to mimetic forces but also to the gains enjoyed 
by executives holding stock options. Despite some evidence that massive downsizing actually 
hurts organizations, managers perceive it as a legitimate and effective means of improving per-
formance or, at least, of raising stock price by sending the desired message to financial markets.105

Techniques such as outsourcing, re-engineering, Six Sigma quality programmes and the balanced 
scorecard have all been adopted, often without clear evidence that they improve efficiency or effec-
tiveness. The one certain benefit is that management’s feelings of uncertainty will be reduced, and the 
company’s image will be enhanced because the firm is seen as using the latest management techniques. 
A recent study of 100 organizations confirmed that those companies associated with using popular 
management techniques were more admired and rated higher in quality of management, even though 
these organizations often did not reflect higher economic performance.106 Perhaps the clearest exam-
ple of official copying is the technique of benchmarking that occurs as part of the total quality move-
ment. Benchmarking means identifying which company is best at something in an industry and then 
duplicating the technique for creating excellence, perhaps even improving it in the process.

The mimetic process works because organizations face continuous high uncertainty, they are 
aware of innovations occurring in the environment and the innovations are culturally supported, 
thereby giving legitimacy to adopters. This is a strong mechanism by which a group of banks, or 
high schools or manufacturing firms, begin to look and act like one another.

ONLINE 
COUNTERPOINT 6.9

EXHIBIT 6.4 Three Mechanisms for Institutional Adaptation

Mimetic Coercive Normative

Reason to become 
similar: 

Uncertainty Dependence Duty, obligation

Events: Innovation visibility Political – law, rules,  
 sanctions

Professionalism – certification,  
 accreditation

Social basis: Culturally supported Legal Moral

Example: Re-engineering,  
 benchmarking

Pollution controls  
 school regulations

Accounting standards,  
 consultant training

Source: Adapted from W. Richard Scott, Institutions and Organizations (Thousand Oaks, CA: Sage, 1995).
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Coercive Forces All organizations are subject to pressure, both formal and informal, from 
government, regulatory agencies and other important organizations in the environment, especially 
those on which a company is dependent. Coercive forces are the external pressures exerted on an 
organization to adopt structures, techniques or behaviours similar to other organizations. As with 
other changes, those brought about because of coercive forces may not make the organization 
more effective, but it will look more effective and will be accepted as legitimate in the environ-
ment. Some pressures may have the force of law, such as government mandates to adopt new 
pollution control equipment. Health and safety regulations may demand that a safety officer be 
appointed. The European Commission has set rules for product warranty that apply in all mem-
ber states of the European Union.107 New regulations and government oversight boards have been 
set up for the accounting industry following widespread accounting scandals.108

Coercive pressures may also occur between organizations where there is a power difference, 
as described in the resource-dependence section earlier in this chapter. Large retailers and manu-
facturers often insist that certain policies, procedures and techniques be used by their suppliers. 
When Honda picked Donnelly Corporation to make all the mirrors for its US-manufactured cars, 
Honda insisted that Donnelly implement an employee empowerment programme. Honda man-
agers believed the partnership could work only if Donnelly learned how to foster collaborative 
internal relationships.

Organizational changes that result from coercive forces occur when an organization is 
dependent on another, when there are political factors such as rules, laws and sanctions involved, 
or when some other contractual or legal basis defines the relationship. Organizations operating 
under those constraints will adopt changes and relate to one another in a way that increases 
homogeneity and limits diversity.

Normative Forces The third reason why organizations change, according to the institu-
tional view, is the operation of normative forces. Normative forces are pressures to change to 
achieve standards of professionalism, and to adopt techniques that are considered by the profes-
sional community to be up-to-date and effective. Changes may be in any area, such as information 
technology, accounting requirements, marketing techniques or collaborative relationships with 
other organizations.

COUNTERPOINT 6.7
‘Normative forces’ might equally be characterized as institutionalized coercive forces. Their influence 
is more subtle but no less potent. It might be claimed that normative forces are consensual. But a 
moment’s reflection will reveal that struggles between different groups result in particular norms 
being established, and which also result in these norms being challenged, defended and changed. 
Within organizations, ‘culture change’ programmes are an example of how executives deploy 
organizational resources to introduce or strengthen particular kinds of values that are intended to 
have ‘normative force’.

Professionals share a body of formal education based on university degrees and professional 
networks through which ideas are exchanged by consultants and professional leaders. Universities, 
consulting firms, trade associations and professional training institutions develop norms among 
professional managers. People are exposed to similar training and standards and adopt shared 
values, which are implemented in organizations with which they work. Business schools teach 
finance, marketing and human resource majors that certain techniques are better than others, so 
using those techniques becomes a standard in the field. In one study, for example, a radio station 
changed from a functional to a multidivisional structure because a consultant recommended it as 
a ‘higher standard’ of doing business. There was no proof that this structure was better, but the 
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radio station wanted legitimacy and to be perceived as fully professional and up-to-date in its 
management techniques.

Companies accept normative pressures to become like one another through a sense of 
obligation or duty to high standards of performance based on professional norms shared by 
managers and specialists in their respective organizations. These norms are conveyed through 
professional education and certification and have almost a moral or ethical requirement 
based on the highest standards accepted by the profession at that time. In some cases, 
though, normative forces that maintain legitimacy break down, as they have repeatedly in the 
accounting industry and the financial sector, and coercive forces are applied to shift organizations 
back towards acceptable standards, or at least to convey the appearance of such a shift in order to 
restore legitimacy and confidence.

Summary and Interpretation
In established thinking, organizations tend to be regarded as ‘closed systems’ – as autonomous 
and separate, trying to outdo other companies. In contrast, in more recent, ‘open systems’ think-
ing, organizations are seen as part of an ecosystem. An organization may span several industries 
and be positioned in a dense web of relationships with other companies and agencies. Collab-
oration then comes to be regarded as a weapon in the armoury of competition. Organizations 
may compete and collaborate at the same time, depending on the location and issue. In this 
business ecosystem, management includes the development of horizontal relationships with other 
organizations.

Four perspectives have been developed to explain relationships between organizations. The 
resource-dependence perspective argues that organizations try to avoid excessive dependence on 
other organizations. In this view, considerable effort is devoted to controlling the environment to 
ensure ample resources while maintaining independence; and managers in powerful organizations 
gain advantage by exploiting the dependence of weaker organizations. In the collaborative-net-
work perspective, organizations welcome collaboration and interdependence with other organiza-
tions to enhance value for both. Many executives are changing mindsets away from independence 
towards collaboration, often with former corporate enemies.

The population-ecology perspective explains why organizational diversity continuously 
increases with the appearance of new organizations filling niches left open by established 
companies. This perspective suggests that large companies usually cannot adapt to meet a 
changing environment; hence, new companies emerge with the appropriate form and skills 
to serve new needs. Through the process of variation, selection and retention, some organi-
zations survive and grow while others perish. Executives may develop a generalist or special-
ist strategy to survive in the population of organizations.

The institutional perspective argues that interorganizational relationships are significantly 
shaped by the quest for legitimacy. Structures and activities are favoured that are perceived as valid, 
proper and up-to-date by external stakeholders. Techniques are copied with the consequence that 
organizations begin to look very similar. There are three core mechanisms that explain increasing 
organizational homogeneity: mimetic forces, which result from responses to uncertainty; coercive 
forces, which stem from power differences and political influences; and normative forces, which 
result from common training and professionalism.

The four perspectives offer distinct ways of making sense of organizations which may be 
adopted by managers to address challenges of change, competition and collaboration. Managers 
in organizations may be seen to struggle to reduce dependence and vulnerability; to engage in 
collaborative relationships with others; to capitalize on others’ slowness to adapt by seizing upon 
openings for new organizations to flourish; and to be enabled and constrained by the requirement 
to secure legitimacy from the external environment.

ONLINE 
COUNTERPOINT 6.10

ONLINE BRIEF 6.5

WWW
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Discussion Questions
1 The concept of business ecosystems implies 

that organizations are more interdependent than 
ever before. From personal experience, do you 
agree? Explain.

2 How do you feel about the prospect of becom-
ing a manager and having to manage a set of 
relationships with other companies? Discuss.

3 Assume you are the manager of a small firm that 
is dependent on a large computer manufactur-
ing customer. Put yourself in the position of the 
small firm and describe what actions you would 
take to survive and succeed.

4 Many senior managers today were trained under 
assumptions of adversarial relationships with 
other companies. Assuming this to be the case, 
what are some of the implications and how 
might these be addressed in the light of the the-
ories presented in this chapter?

5 Discuss how the adversarial versus partnership 
orientations work among students in class. Is 

there a sense of competition for grades? Is it 
possible to develop a partnership orientation in 
which your work depends on others?

6 The population-ecology perspective argues that 
it is desirable to have new organizations emerg-
ing and old organizations dying as the envi-
ronment changes. Do you agree? Why would 
European countries pass laws to sustain tradi-
tional organizations and inhibit the emergence 
of new ones?

7 Explain how the process of variation, selection 
and retention might explain innovations that take 
place within an organization.

8 Do you believe that legitimacy really motivates a 
large, powerful organization such as Walmart?

9 How does a concern for legitimacy result in 
organizations becoming more similar over time?

10 How do mimetic forces differ from normative 
forces? Give an example of each.

Chapter 6 Workbook Management Fads
Look up one or two articles on current trends or fads in management. Then, find one or two articles on a 
management fad from several years ago. Finally, check the internet for information on both the current and  
previous fads.

Questions
1 How were these fads used in organizations? Use real examples from your readings.

2 Why do you think the fads were adopted? To what extent were the fads adopted to truly improve productivity 
and morale versus a concern to appear current in its management techniques compared to the competition?

3 Give an example in which a fad did not work as expected. Explain the reason why it did not work.

Copyright 1996 by Dorothy Marcic. All Rights Reserved.

coercive forces
collaborative network
generalist
institutional environment
institutional perspective

interorganizational 
relationships

legitimacy
mimetic forces
niche
normative forces

organizational  
ecosystem

organizational form
population
population-ecology 

perspective

resource-dependence
retention
selection
specialist
struggle for existence
variation

KEY CONCEPTS
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Chapter 6 Workshop Ugli Orange Case
1 Form groups of three members. One person will be Dr Roland, one person will be Dr Jones and the third 

person will be an observer.

2 Roland and Jones will read only their own roles, but the observer will read both.

3 Role-play: Instructor announces, ‘I am Mr/Ms Cardoza, the owner of the remaining Ugli oranges. My fruit 
export firm is based in South America. My country does not have diplomatic relations with your country, 
although we do have strong trade relations’.

 The groups will spend about 10 minutes meeting with the other firm’s representative and will decide on a 
course of action. Be prepared to answer the following questions:

 a What do you plan to do?

 b If you want to buy the oranges, what price will you offer?

 c To whom and how will the oranges be delivered?

4 The observers will report the solutions reached. The groups will describe the decision-making process 
used.

5 The instructor will lead a discussion on the exercise addressing the following questions:

 a Which groups had the most trust? How did that influence behaviour?

 b Which groups shared more information? Why?

 c How are trust and disclosure important in negotiations?

Role of ‘Dr Jones’
You are Dr John Jones, a biological research scientist employed by a pharmaceutical firm. You have recently 
developed a synthetic chemical useful for curing and preventing Rudosen. Rudosen is a disease contracted 
by pregnant women. If not caught in the first four weeks of pregnancy, the disease causes serious brain, eye 
and ear damage to the unborn child. Recently there has been an outbreak of Rudosen in your state, and 
several thousand women have contracted the disease. You have found, with volunteer patients, that your 
recently developed synthetic serum cures Rudosen in its early stages. Unfortunately, the serum is made from 
the juice of the Ugli orange, which is a very rare fruit. Only a small quantity (approximately 4000) of these 
oranges were produced last season. No additional Ugli oranges will be available until next season, which will 
be too late to cure the present Rudosen victims.

You’ve demonstrated that your synthetic serum is in no way harmful to pregnant women. Consequently, 
there are no side effects. The Food and Drug Administration has approved production and distribution of the 
serum as a cure for Rudosen. Unfortunately, the current outbreak was unexpected, and your firm had not 
planned on having the compound serum available for six months. Your firm holds the patent on the synthetic 
serum, and it is expected to be a highly profitable product when it is generally available to the public.

You have recently been informed on good evidence that Mr R. H. Cardoza, a South American fruit 
exporter, is in possession of 3000 Ugli oranges in good condition. If you could obtain the juice of all 3000 
you would be able to both cure present victims and provide sufficient inoculation for the remaining pregnant 
women in the state. No other state currently has a Rudosen threat.

You have recently been informed that Dr P. W. Roland is also urgently seeking Ugli oranges and is also 
aware of Mr Cardoza’s possession of the 3000 available. Dr Roland is employed by a competing pharmaceu-
tical firm. He has been working on biological warfare research for the past several years. There is a great deal 
of industrial espionage in the pharmaceutical industry. Over the past several years, Dr Roland’s firm and yours 
have sued each other for infringement of patent rights and espionage law violations several times.

You’ve been authorized by your firm to approach Mr Cardoza to purchase the 3000 Ugli oranges. You 
have been told he will sell them to the highest bidder. Your firm has authorized you to bid as high as $250,000 
to obtain the juice of the 3000 available oranges.
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Role of ‘Dr Roland’
You are Dr P. W. Roland. You work as a research biologist for a pharmaceutical firm. The firm is under contract 
with the government to do research on methods to combat enemy uses of biological warfare.

Recently, several Second World War experimental nerve gas bombs were moved from the United States 
to a small island just off the US coast in the Pacific. In the process of transporting them, two of the bombs 
developed a leak. The leak is currently controlled by government scientists, who believe that the gas will per-
meate the bomb chambers within two weeks. They know of no method of preventing the gas from getting 
into the atmosphere and spreading to other islands and very likely to the west coast of North America as well. 
If this occurs, it is likely that several thousand people will incur serious brain damage or die.

You’ve developed a synthetic vapour that will neutralize the nerve gas if it is injected into the bomb cham-
ber before the gas leaks out. The vapour is made with a chemical taken from the rind of the Ugli orange, a 
very rare fruit. Unfortunately, only 4000 of these oranges were produced this season.

You’ve been informed on good evidence that a Mr R. H. Cardoza, a fruit exporter in South America, is 
in possession of 3000 Ugli oranges. The chemicals from the rinds of all 3000 oranges would be sufficient to 
neutralize the gas if the vapour is developed and injected efficiently. You have been informed that the rinds of 
these oranges are in good condition.

You have learned that Dr J. W. Jones is also urgently seeking to purchase Ugli oranges and that he is 
aware of Mr Cardoza’s possession of the 3000 available. Dr Jones works for a firm with which your firm is 
highly competitive. There is a great deal of industrial espionage in the pharmaceutical industry. Over the years, 
your firm and Dr Jones’s have sued each other for violations of industrial espionage laws and infringement of 
patent rights several times. Litigation on two suits is still in process.

The federal government has asked your firm for assistance. You’ve been authorized by your firm to 
approach Mr Cardoza to purchase 3000 Ugli oranges. You have been told he will sell them to the highest 
bidder. Your firm has authorized you to bid as high as $250,000 to obtain the rinds of the oranges.

Before approaching Mr Cardoza, you have decided to talk to Dr Jones to influence him so that he will not 
prevent you from purchasing the oranges.

By Dr Robert House, University of Toronto.

The Project Laser 
Beam Multistakeholder 
Partnership

The date is September 2014. A project regularly 
described as ‘transformational’ and ‘pioneering’ 

was just concluding after five years. Its stakehold-
ers must now document achievements and lessons 
learned. 

The project – Project Laser Beam or PLB for 
short – had brought together UN agencies and For-
tune 500 companies with governments, NGOs and 
local companies in Bangladesh and Indonesia. Its 

ambition had been to create a sustainable, replicable 
and scalable public-private partnership model for sig-
nificantly reducing under-nutrition in children.

The work was spearheaded by five key partners 
– the World Food Programme (WFP, the world’s 
largest humanitarian agency fighting hunger world-
wide), Unilever (a major consumer goods company 
with products sold in over 190 countries), Royal 
DSM (a global science-based company active in 
health nutrition and materials), the Global Alliance 
for Improved Nutrition (GAIN, a global alliance 
that supports public-private partnerships to increase 
access to the missing dietary nutrients necessary 
for a healthier world) and Mondelez International 
Foundation (formerly Kraft Foods Foundation, aim-
ing to empower families and communities to lead 
healthier lives). 

CASE FOR ANALYSIS 6.1
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Accenture Development Partnerships, a unit 
within Accenture that works with the international 
development sector, had helped these five partners 
and the various other partners operating in Indonesia 
and Bangladesh1 to make the partnership as effec-
tive as possible.2 PLB had been launched with great 
fanfare at the Clinton Global Initiative meeting in New 
York back in September 2009. 

What insights had the partners gained over the 
past five years of working together? 

The magnitude of the challenge on which they 
had been focused was formidable. GAIN Execu-
tive Director Marc Ameringen explained that child 
under-nutrition is ‘one of the most pressing issues 
of our time’ leading annually to 3.5 million child 
deaths and 162 million children with irreversible 
stunting that severely limits their potential. As Elis-
abeth Rasmussen, WFP Assistant Executive Direc-
tor (Partnerships and Governance) put it, ‘These 
challenges are also why we partnered with compa-
nies, governments and other organizations in 2009 
to create the bold, pioneering initiative called Pro-
ject Laser Beam’.

Looking back on the project, Unilever CEO Paul 
Polman referred to it as a ‘transformational partner-
ship’ because of its multi-sector nature ‘combining 
the expertise of leading public and private sector 
 players … on one of the most persistent challenges 
in our world’. Marc Van Ameringen from GAIN noted 
that ‘a new approach’ was required, adding that it 
was imperative to have the local governments work 
together on a common goal with the private sec-
tor, civil society and multilateral organizations. In his 
words, ‘It is only by embracing the spirit of partner-
ship that malnutrition can be eliminated within our 
lifetimes’. There was a heavy emphasis on local 
capacity building and local ownership of initiatives 
such as high- nutrient school food and home garden-
ing initiatives.

Chris McGrath, Mondelez International Founda-
tion External Affairs VP, spoke about the value of 
working with others to find and implement innova-
tive solutions so that ‘we will amplify our “listen-
ing skills” and surface new voices. Alongside these 
new voices, we’ll bring together diverse ideas – 
both big and small – to deliver meaningful change’. 
Royal DSM, for example, has very specific exper-
tise in micronutrients – vitamins and minerals – that 
can be added to staple foods; however, as CEO 
Feike Sijbesma remarked, ‘Many effective nutri-
tional solutions are available, but must be scaled 
up to reach those in need’ involving, in his words, 
‘collaboration and coordination between many par-
ties in the form of transformational partnerships’. 

WFP’s Elisabeth Rasmussen noted the impor-
tance of ‘investing the time and resources needed for 
all of us to innovate and learn how we can achieve 
a world with zero hunger’. As GAIN’s Marc Amerin-
gen observed, his organization had ‘learnt a lot about 
what makes such partnerships work. Clarity of pur-
pose, well-defined roles and good communication 
are critical to building trust and enabling joint inno-
vation and action’ He cited ‘coordinated efforts’ in 
both Indonesia and Bangladesh that ‘built significant 
momentum to address malnutrition and led to con-
crete investments on the ground’.

The Scaling Up Nutrition (SUN) Business Network 
was now poised to carry the results of the project for-
ward to a global scale. 

The SUN Business Network website includes 
reflections on PLB achievements. The importance of 
further scaling up these achievements through larger 
platforms and initiatives is emphasized. Reference 
is also made to the PLB operating efficiency made 
possible by ‘implementing a decentralized consen-
sus-driven operating model managed by a neutral 
external third party’, a reference to the capabilities of 
Accenture Development Partnerships that facilitated 

1.  BRAC, one of the world’s largest international development organizations based in Bangladesh; Consumer Association of Bangladesh 
(CAB), an NGO dedicated to the protection and promotion of consumers’ rights and interests in the country;  Friendship, an NGO based in 
Bangladesh; GarudaFood, an Indonesian food and beverage company; Helen Keller International, an international non profit organiza-
tion; Government of Bangladesh; Government of Indonesia; JITA, a joint venture social business of CARE and Danone; PT Indofood 
Sukses Makmur, a major Indonesian company involved in the food industry; UNICEF, the United Nations Children’s Fund focused on 
children and child rights; WaterAid, an international non profit organization; and Yayasan Kegizian untuk Pengembangan Fortifikasi 
Pangan Indonesia, an Indonesian nutrition foundation for food fortification.

2.  www.accenture.com/ca-en/~/media/Accenture/Conversion-Assets/DotCom/Documents/Global/PDF/Strategy_6/Accenture- Laser-Beam-
Partnership-Reduce-Child-Under-Nutrition.pdf
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relationship-building between organizations that did 
not typically collaborate effectively. 

Case Questions:
1 Increasingly managers are faced with challenges 

far too complex for an organization to resolve 
singlehandedly. In the case of under-nutrition 
there are issues related to hunger, issues related 
to poverty and issues related to climate change, 
among others. The partners who collaborated on 
under-nutrition in Project Laser Beam had many 
differences – in technical expertise, organiza-
tional culture, governance structures, incentives, 
decision-making processes and timelines, etc. 
Can you identify one or two key insights that this 

project offers on managing highly diverse interor-
ganizational relationships? 

2 This chapter presents four distinctive perspec-
tives on interorganizational relationships – the 
resource-dependence perspective, the collabora-
tive-network perspective, the population-ecology 
perspective and the institutional perspective. How 
would each perspective help you to make sense 
of the highly diverse interorganizational relation-
ships encompassed by Project Laser Beam?

For further information:
www.un.org/en/zerohunger/pdfs/Project%20
Laser%20Beam%20-%20Final%20Report.pdf
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global expansion, strategic partnerships, technologi-
cal innovation and a shift from ‘High Price Low Vol-
ume’ to ‘Low Price High Volume’. Tesla’s ambitions 
are therefore market driven, because the company is 
trying to develop its offer in foreign countries in order 
to expand global sales. 

Tesla’s internationalization strategy is a global one. 
Its market is the fully electric car market and its main 
competitors are those that produce 100 per cent 
electric cars. The only model present across similar 
market segments is the Nissan Leaf, which is also the 
world’s best-selling model. Nissan, therefore, is the 
most relevant competitor of Tesla. Nissan, like Tesla, 
has a global strategy. It competes in the world’s key 
markets and its business systems integrate and coor-
dinate activities across borders.

Continuing this analysis, Nissan could also be 
seen as a market-driven company. In 2012 Nissan 
expanded into emerging markets including China, 
India, Russia, Brazil and ASEAN 5 (Indonesia, Malay-
sia, the Philippines, Singapore and Thailand) and 
planned to create local alliances and partnerships 
and expand production facilities in these countries. 
Compared to this, Tesla is a regional player, highly 
successful as a competitor in the United States but 
not in Europe or China – both large markets for such 
vehicles. In 2017 the Tesla Model S and Model X were 
the highest selling electric cars in the United States, 
but in Europe it was the Renault 6 Zoe and in China 
the BAIC EC180. Tesla does hope to become a global 
player in the future. Despite these differences both 
companies are competing in similar markets in terms 
of the relative importance of key regions and compa-
nies. Nissan delivers its cars to over 160 countries, 
but its main markets are similar countries to Tesla’s, 
including North America, Europe and China, although 
Nissan holds Japan as a main market whereas Tesla 
doesn’t.

The headquarters in Palo Alto, California, moni-
tor decision-making and the R&D function, which 
reduces the autonomy of Tesla’s offices overseas 
due to tight control of the business from headquar-
ters. The Tesla factory located in the Netherlands 
is the only one to handle final assembly functions 
despite all other plants being located in the United 
States. In terms of retail shops, Tesla has many in 
a number of countries including the United States, 

Tesla and Nissan

Car manufacturer Tesla Motor, with a head office 
in Palo Alto, Silicon Valley, was founded in 2003 

by Martin Eberhard and Marc Tarpenning. One year 
later, three investors joined the board: Ian Wright, JB 
Straubel and Elon Musk, who is currently the CEO 
and principal investor of the company. 

In 2017 Tesla Motor was worth $47,416 mil-
lion and had a $7 billion revenue and over 10,000 
employees. The company has grown incredibly 
quickly from its founding in 2003 to a single retail 
store in 2008 to 79 stores worldwide in 2017. Tesla 
is a leader in the production of electric cars and 
this analysis will focus on that part of the compa-
ny’s business rather than the manufacture of electric 
powertrain components and systems which are sold 
to other car manufacturers.

Tesla sold its first model in 2008. The Roadster 
was the third best-selling electric car in Europe and 
the United States and was the world’s first premium 
zero emission sedan. By 2015 it had released three 
new models: the Model S, Model 3 and Model X. At 
the same time the company diversified into the energy 
solution sector creating the Powerwall and Power-
pack for the residential and industry sectors respec-
tively. It also purchased Solarcity in 2016, which 
allowed it to add products such as solar panels and 
photovoltaic tiles to its portfolio. 

By developing, manufacturing and selling fully 
electric vehicles and energy storage systems, as 
well as by installing, operating and maintaining solar 
and energy storage products, the business in which 
Tesla operates may be qualified as one of automo-
tive, and of energy generation and storage. The vision 
and mission followed by the company are: ‘to create 
the most compelling car company of the 21st century 
by driving the world’s transition to electric vehicles‘, 
and ‘to accelerate the world’s transition to sustainable 
energy‘, respectively. Tesla’s long-term objectives are 

A LOOK INSIDE
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Purpose of this Chapter
This chapter considers how managers design organizations for an international environment. 
We begin by looking at some of the primary motivations for international expansion, the typi-
cal stages of international development and the use of strategic alliances as a means of expan-
sion. Then, the chapter examines global strategic approaches and the application of various 
structural designs for global advantage. Next, we discuss some of the specific challenges global 
organizations face, mechanisms for addressing them and cultural differences that influence 
approaches to designing and managing a global firm. The chapter takes a look at an emerging 
type of global organization, the transnational model. At the end of the chapter we examine 
organizational designs emerging from the changing nature of globalization such as the growth 
strategies adopted by dragon multinationals companies, typically from developing countries, 
whose entire business strategy is built around benefiting from global markets. Finally, we look 
at value chains, another approach to understanding how goods and services are brought to mar-
ket in a globally integrated economy.

Entering the Global Arena
As recently as the mid-1990s, executives in many companies could afford to only pay limited 
attention to the international environment. Today, advances in communications, technol-
ogy and transportation have created a new landscape with significantly lowered barriers to 
international competition. Products can be made and sold anywhere in the world, commu-
nications are instant and product development and life cycles are growing shorter. Few com-
panies are protected from these developments. Few countries have large enough markets to 
sustain giant, innovative companies. Even in the United States, still the world’s largest market 
for many goods and services, large companies such as Coca-Cola and Procter & Gamble rely on 
international sales for a substantial portion of their sales and profits. Advances in communica-
tion mean that even the smallest companies can be actively involved in the international market 
through online business. The rapid expansion of international activities in the past few years has 
led some companies, especially from developing countries where markets remain quite small, to 
operate from the beginning with global markets in mind.

ONLINE 
COUNTERPOINT 7.1

Asia, Australia, Europe and Canada. Marketing strat-
egy and campaigns, financial records and reports 
are organized by these divisions and financial report-
ing is kept to the divisions in China, Norway and the 
United States among others. Therefore, divisional 
strategy is minimal. Using wholly owned subsidiar-
ies to maintain this control structure Tesla has one 
subsidiary on almost every continent except South 
America, although the company hasn’t yet consid-
ered selling its cars there. Despite the high level of 
resources, time and competencies involved in this 
strategy it allows Tesla to maintain a high level of 
control over these subsidiaries.1

Nissan has a different structure entirely. Each 
region has a headquarters and controls regional 
strategy through management of sales and manu-
facturing operations. These regional headquarters 
allow for local adaptation to the market and more 
freedom on the part of local management. Produc-
tion sites are situated in many areas of the world 
to allow cheaper transportation. When choosing a 
mode of entry into new markets such as India, China 
and Russia, Nissan makes strategic alliances with 
local car producers. A good example of this is in 
Russia, where Nissan has signed a partnership with 
Avtovaz.
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Motivations for Global Expansion
Economic, technological and competitive forces have combined to push many companies from 
a domestic to a global focus. In some industries, being successful in today’s environment means 
succeeding on a global scale. Three primary factors motivate international expansion: economies 
of scale, economies of scope and cheaper production factors.2

Economies of Scale Building a global presence expands an organization’s scale of oper-
ations, enabling it to realize economies of scale. Large international organizations are not 
new. During the imperial era companies like the East India Company, CFAO (The French 
West African Company) and Canada’s Hudson’s Bay Company profited from trading with 
imperial subjects. The Industrial Revolution was another prime motivator for both organi-
zational growth and internationalization. Larger factories could seize the benefits of econ-
omies of scale offered by new technologies and production methods. Through large-volume 

production, industrial giants were able to achieve the lowest possible cost per unit of production. 
However, for many companies, domestic markets were soon unable to sustain the high level of 
sales needed to maintain enough volume to achieve scale economies. In an industry such as auto-
mobile manufacturing, for example, a company would need a tremendous share of the domestic 
market to achieve scale economies. Thus, organizations like Ford Motor Company became inter-
national early in their histories. Ford, for example, opened its first UK plant in 1911, only eight 
years after the company was founded in the United States. Economies of scale also enable com-
panies to obtain volume discounts from suppliers, lowering the organization’s cost of production.

Economies of Scope A second factor is the enhanced potential for exploiting economies 
of scope. Scope refers to the number and variety of products and services a company offers, as 
well as the number and variety of regions, countries and markets it serves. Having a presence in 
multiple countries provides marketing power and synergy compared to the same size firm that has 
a presence in fewer countries. For example, an advertising agency or a consultancy firm with a 
presence in several global markets gains a competitive edge serving large companies that span the 
globe. Sometimes one large multinational will generate further multinationals. Consider the case 
of McDonald’s, which attempts to standardize some elements of its offering throughout the world. 
This creates a market opening for a supplier to be able to supply identical mustard and ketchup 
packets for its restaurants around the world. A supplier that has a presence in every country that 
McDonald’s serves has an advantage because it provides cost, consistency and convenience benefits 
to McDonald’s, which does not have to deal with a number of local suppliers in each country. 
Economies of scope can also increase a company’s market power as compared to competitors, 
because the company develops broad knowledge of the cultural, social, economic and other factors 
that affect its customers in varied locations and can provide specialized products and services to 
meet those needs. In other words, scope may facilitate forms of learning that can be key to the 

COUNTERPOINT 7.1
There is a risk of overlooking the amount of international trade – in raw materials or partially 
finished goods – that has existed for centuries and gathered pace during the period of industrial 
imperialism. The ‘international environment’ has always been an issue for companies involved in 
importing raw materials (e.g. cotton) and human resources (e.g. slaves) and exporting goods (e.g. 
fabrics). What has changed is the globalization of potential competitors and the opening up of 
new markets as a consequence of the loss of monopolies (of supply and provision) associated with 
colonial rule.

ONLINE BRIEF 7.1
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development of competitive advantage in assessing and exploiting the particularities of new or 
emergent markets, thereby presenting products or services in ways that seem relevant and valuable.

Low-Cost Production Factors The third major force motivating global expansion 
relates to factors of production. One of the earliest and still one of the most powerful motivations 
for companies to invest outside their home country is the opportunity to obtain raw materials and 
other resources, notably labour, at the lowest possible cost. In past centuries, slaves were imported 
to America and elsewhere to work on plantations, and the practice of using indentured labour 
continued in the Dutch colonies until 1941.3

Organizations have also long turned overseas to secure cheap materials that were scarce or 
unavailable where they were needed. Until the development of synthetic rubber in the 1930s, 
automobile tyres required natural rubber that could not be produced in any of the major 
automobile-producing companies. In the 1920s, tyre companies developed rubber plantations 
in Brazil and Liberia to supply rubber for tyres for the growing automobile industry, while 
British and Dutch companies in conjunction with their imperial governments developed new 
rubber plantations in Asia that eventually came to dominate the worldwide market for natural 
rubber.

Many companies have viewed other countries as a source of cheap labour. Textile manu-
facturing in Europe and North America continues to decline as companies shift more and more 
production to China and other East Asian countries, India, Mexico, Latin America and the Carib-
bean where labour costs are much lower. Software companies are setting up development centres 
in India and Russia, apparel and shoe companies outsource production to Asian manufacturers, 
and document processing for credit card and other banking applications is handled by workers in 
India, the Philippines and Mexico.

Other organizations have gone international in search of lower costs of capital, sources 
of cheap energy, reduced government restrictions or other factors that lower the company’s 
total production costs. Companies can locate facilities wherever it is calculated to make the 
most economic sense in terms of required employee education and skill levels, labour and raw 
materials costs, and other production factors. Automobile manufacturers such as Toyota, Ford 
and BMW have built plants in South Africa, Brazil and Thailand, where they can sometimes pay 
workers less than one-tenth of what workers earn in higher-wage, developed countries. In addi-
tion, these countries sometimes offer dramatically lower costs for factors such as land, water 
and electricity.4

Stages of International Development
No company can become a global giant overnight. The shift from domestic to global has tradi-
tionally occurred through stages of development, as illustrated in Exhibit 7.1.5 In stage one, the 
domestic stage, the company is domestically oriented, but managers are aware of the global envi-
ronment and may want to consider initial foreign involvement to expand production volume and 
realize economies of scale. Market potential is limited and is primarily in the home country. The 
structure of the company is domestic, typically functional or divisional, and initial foreign sales 
are handled through an export department. The details of freight forwarding, customs problems 
and foreign exchange are handled by outsiders.

In stage two, the international stage, the company takes exports seriously and begins to oper-
ate multidomestically. Multidomestic means competitive issues in each country are addressed 
independently of other countries; the company deals with each country individually. The pre-
dominant concern is with international competitive positioning compared with other firms in the 
industry. At this point, an international division has replaced the export department, and special-
ists are hired to handle sales, service and warehousing abroad. Multiple countries are identified as 
a potential market.
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In stage three, the multinational stage, the company has extensive experience in a number of 
international markets and has established marketing, manufacturing or research and development 
facilities in several foreign countries. The organization obtains a large percentage of revenues from 
sales outside the home country. International operations take off, and the company has business 
units scattered around the world along with suppliers, manufacturers and distributors.

In the fourth and ultimate global stage, the company transcends any single country. The 
business is not merely a collection of domestic industries; rather, subsidiaries are interlinked to 
the point where competitive position in one country significantly influences activities in other 
countries.6 Truly global companies no longer have a single home country, and, indeed, have been 
called stateless corporations.7 This represents a step change from the multinational company of 
the 1960s and 1970s, although few companies are fully global. Most draw a major proportion of 

their senior staff from a single country and tend to retain their corporate headquarters in that 
country, even though the bulk of their activities may be outside this traditional base.

For truly global companies, the entire world is their marketplace. Organization structure 
at this stage can be extremely complex and often evolves into an international matrix or 
transnational model, which will be discussed later in this chapter. Companies such as Royal 
Dutch/Shell, Unilever and Matsushita Electric may operate in more than 100 countries.

Global Expansion through International Strategic Alliances
One of the most common ways companies become involved in international operations is through 
strategic alliances. Companies in rapidly changing industries such as media and entertainment, 
pharmaceuticals, biotechnology and software might have hundreds of strategic partnerships with 
suppliers, partners and distributors.8

Typical alliances include licensing, joint ventures and consortia.9 For example, pharma-
ceutical companies such as Merck, Eli Lilly, Pfizer and GlaxoSmithKline cross-license their 
newest drugs to one another to support industry-wide innovation and marketing and offset 
the high fixed costs of research and distribution.10 A joint venture is a separate entity created 
with two or more active firms as sponsors. This is a popular approach to sharing development 
and production costs and penetrating new markets. Joint ventures may be with either custom-

ers or competitors.11 MTV Networks has joint ventures with companies in Brazil,  Australia and 
other countries to expand its media presence globally.12

I. Domestic II. International III. Multinational IV. Global

Strategic 
orientation

Domestically oriented Export-oriented 
multidomestic

Multinational Global

Stage of 
development

Initial foreign 
involvement

Competitive 
positioning

Explosion Global

Structure Domestic structure, 
plus export 
department

Domestic structure, 
plus international 
division

Worldwide 
geographical, 
product

Matrix, 
transnational

Market potential Moderate, mostly 
domestic

Large, multidomestic Very large, 
multinational

Whole world

EXHIBIT 7.1 Four Stages of International Evolution

Source: Based on Nancy J. Adler, International Dimensions of Organizational Behavior, 4th ed. (Cincinnati, OH: South-Western, 2002), 8–9; and Theo-
dore T. Herbert, ‘Strategy and Multinational Organization Structure: An Interorganizational Relationships Perspective’, Academy of Management Review 
9 (1984), 259–271.
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Manufacturing companies often seek joint ventures to achieve production cost savings 
through economies of scale or to distribute new technologies and products through another coun-
try’s distribution channels. The 1984 agreement between Toyota and General Motors to construct 
a Chevrolet plant in California was Toyota’s way of distributing its technology to the United 
States, although by 2010 the two companies went their separate ways, selling off the Fremont 
plant. Caterpillar Inc. and Mitsubishi Heavy Industries Ltd. established a joint venture that ena-
bled Caterpillar to manufacture and sell in Japan and expanded Mitsubishi’s export markets.13 
In 2019, industry rivals BMW and Daimler (parent company of Mercedes-Benz) formed a joint 
venture to tackle the future of transportation together and spread the risk. The venture will consist 
of five separate companies: Reach Now for multimodal services; Charge Now for EV charging; 
Free Now for taxi hailing; Park Now for parking; and Share Now for car sharing.14

Another growing approach is for companies to become involved in consortia, groups of inde-
pendent companies – including suppliers, customers and even competitors – that join together to 
share skills, resources, costs and access to one another’s markets. Airbus Industrie, for example, is a 
consortium made up of French, British and German aerospace companies to compete with Boeing on 
a global scale.15 Consortia are longer established in other parts of the world, such as the keiretsu fam-
ily of corporations in Japan. In Korea, these interlocking company arrangements are called chaebol.

A type of consortia, the global virtual organization, is an increasingly significant approach 
to meeting worldwide competition. The virtual organization refers to a continually evolving set 
of company relationships that exist for a short period of time to exploit temporary opportunities 
or to attain specific strategic advantages. A company may be involved in multiple alliances at 
any one time. Oracle, a US software company highlighted in Chapter 4, is involved in as many as 
15,000 short-term organizational partnerships at any time.16 Some executives believe shifting to 
a consortium or virtual approach is an effective way for companies to remain competitive in the 
global marketplace.17 The next In Practice example, STMicroelectronics NV, rapidly grew from 
2 to 35 countries on the basis of the strength of its partnerships with customer organizations.

Designing Structure to Fit Global Strategy
As we discussed in Chapter 4, an organization’s structure must fit its situation by providing suf-
ficient information processing for coordination and control while focusing employees on specific 
functions, products or geographic regions. Organization design for international structure follows 
a similar logic, with special interest in global versus local strategic opportunities.

Model for Global Versus Local Opportunities
When organizations venture into the international domain, managers strive to formulate a coherent 
global strategy that will provide synergy among worldwide operations for the purpose of achiev-
ing common organizational goals. One dilemma they face is choosing whether to emphasize global 
integration versus national responsiveness. Managers must decide whether they want each global 
affiliate to act autonomously or whether activities should be standardized across countries. These 
decisions are reflected in the choice between a globalization versus a multidomestic global strategy.

The globalization strategy means that product design, manufacturing and marketing 
strategy are standardized throughout the world.18 Japanese companies took business away 
from European and North American competitors by developing similar high-quality, low-cost 
products for all countries rather than incurring higher costs by tailoring products to specific 
countries. Black & Decker – since 2010 part of tool conglomerate Stanley Black and Decker – 
became much more competitive internationally when it standardized its line of power hand 
tools. Frequently, large multinationals employ a global approach for some products and a 
locally tailored approach for others; the world’s largest food company Nestlé, for example, has 
both local and global brands in its portfolio.

ONLINE 
COUNTERPOINT 7.3
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A globalization strategy can help an organization reap economy-of-scale efficiencies by 
standardizing product design and manufacturing, using common suppliers, introducing products 
around the world faster, coordinating prices and eliminating overlapping facilities. By sharing 
technology, design, suppliers and manufacturing standards worldwide in a coordinated global 
automotive operation, Ford saved $5 billion during the first three years.19 Even where product 
contents may vary by country, Nestlé can often employ a standardized packaging approach; Nes-
café instant coffee’s familiar jar began life in the UK but has been exported around the world.20

A multidomestic strategy means that competition in each country is handled inde-
pendently of competition in other countries. Thus, a multidomestic strategy would encour-
age product design, assembly and marketing tailored to the specific needs of each country. 
Some companies have found that their products do not thrive in a single global market. The 
French rarely drink orange juice for breakfast, and in parts of Mexico laundry detergent is 
more likely to be used to wash dishes, not clothes. Procter & Gamble tried to standardize 
nappy design, but discovered that cultural values in different parts of the world required style 

adjustments to make the product acceptable to many mothers. For example, in Italy, designing 
nappies to cover the baby’s navel was critical to successful sales.21

ONLINE 
COUNTERPOINT 7.4

the world’s largest maker of disk drives. By under-
standing the company’s needs, ST was able to shrink 
all the components on Seagate’s hard disk drive onto 
one or two custom chips. Being able to produce 
smaller, cheaper and less power-hungry disk drives 
enabled Seagate to enter entirely new markets such 
as laptops and handheld computers. ST’s partner-
ship with Seagate has continued, and the company 
has since established similar close relationships with 
12 other telecommunications, computer, automo-
tive and consumer products companies in multiple 
countries. The partnership between Nokia and ST, for 
example, has a governance committee made up of 
senior executives from both companies that meets 
quarterly to set and measure objectives and evalu-
ate the partnership’s performance. Teams from both 
companies meet regularly to coordinate development, 
marketing and sourcing of components, and engi-
neers participate in regular dream days, where they 
get together and create wish-list products without 
interference from management. The disadvantage of 
partnerships is that they are only as strong as their 
weakest member, however, and ST has been hit by 
Nokia’s dramatic decline in the wake of the emer-
gence of a smartphone market dominated by Apple 
and Samsung. Nokia’s decline helped end another of 
ST’s partnerships, a chip manufacturing JV with Erics-
son, which the latter decided to abandon.22

By taking a partnership approach, STMicroelectronics 
now has operations in 35 countries and is able to 
draw on technological expertise and market under-
standing from around the world. ST’s top managers 

STMicroelectronics NV

Based in Geneva, Switzerland, STMicroelectron-
ics NV was created in 1987 by the merger of two 

money-losing state-owned companies: SGS Micro-
elettronica of Italy and Thomson Semiconductors of 
France. Since then, the company has partnered its 
way to a position as the world’s fifth-largest computer 
chip maker and a leader in one of the hottest seg-
ments of the chip industry, manufacturing a ‘system-
on-a-chip’ that combines analogue functions (such 
as sound and graphics) together with digital circuitry 
(such as logic and memory) on a single chip. The 
system-on-a-chip approach opened a huge market 
opportunity that very few other companies were pre-
pared to exploit.

Success for STMicroelectronics came, however, 
not from designing and producing the system-on-a-
chip in isolation but from developing close partner-
ships with customers to gain a deep understanding 
of their system designs and unique needs. Partnering 
began out of necessity, as ST needed to convince 
customers to replace their complex circuit boards 
with its system-on-a-chip. One of the earliest major 
alliances was with US-based Seagate Corporation, 

IN PRACTICE
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Different global organization designs, as well, are better suited to global integration or 
national responsiveness. Recent research on more than 100 international firms based in Spain has 
provided further support for the connection between international structure and strategic focus.27 
The model in Exhibit 7.2 illustrates a number of structures in relation to their relevance for strat-
egies of global integration and national responsiveness.

As indicated in Exhibit 7.2, when forces for both global integration and national responsiveness 
are low, simply using an international division with the domestic structure is a logical way to handle 
international business. For some industries, however, technological, social or economic forces may 
create a situation in which selling standardized products worldwide provides a basis for compet-
itive advantage. In these cases, a global product structure is commended. This structure provides 
product managers with the authority to handle their product lines on a global basis and enables 
advantage to be taken of a unified global marketplace. In other cases, competitive advantages can be 
gained through national responsiveness – by responding to unique demands in the various countries 
in which it does business. For example, people in different countries have different expectations 
regarding personal care products like deodorant or toothpaste. For companies in these industries, a 
worldwide geographic structure is appropriate. Each country or region will have subsidiaries modi-
fying products and services to fit that locale.

European countries frequently have stricter rules on using children for advertising than is 
the case in the United States, for example. In France, children are prohibited from appearing in 
TV advertising. In several European countries, including Norway and Sweden, TV advertising 
targeted at younger children is not permitted.28 In the UK, companies are prohibited from tele-
vision advertising that is likely to cause children to pester their parents to purchase goods and 
services; in 2018, the UK’s Advertising Standards Authority banned ads from Kellogg’s Coco Pops 
for breaking rules related to marketing fast food to children.29 Other regulations and even volun-
tary standards vary considerably around the world.

are working on forming alliances with partners in Asia, 
where it has very few, to expand its presence in that 
part of the world.23

Using strategic alliances helped STMicroelectron-
ics move from a money-losing operation to profits of 
$1.4 billion on sales of $7.8 billion in 2000, although 
that proved a high-water mark and while revenues 
continued to grow slowly, profits in subsequent 
years were much more modest. By 2011 revenues 
were over $9 billion and profits $650 million, but by 
2013 the company reported losses of almost half a 
billion dollars. In 2017, the firm reported revenues of 
$8.3 billion and in 2018, $9.66 billion with net profits 
of $1.64 billion.24

On the surface, STMicroelectronics seems to 
be close to achieving the global stage of develop-
ment described in Exhibit 7.1. Since the start of the 
century, ST has evolved into a highly sophisticated 
global firm that is adept at tapping into knowledge 
around the world to develop innovative solutions to 
customers’ problems. Units around the world carry 
the name of the city where they’re located, and 
each is viewed as part of a unified global system.25 

The company’s corporate headquarters are in 
Geneva, with strong regional centres in North Amer-
ica and Asia. Production facilities are concentrated 
in Europe (particularly Italy and France, the founding 
partners), North America and Asia, with research 
facilities also located on several continents. The 
company’s core executives remain dominated by 
nationals of Italy and France, however, demonstrat-
ing that truly global is very hard to achieve. Indeed 
analysts have argued that the company’s relative 
slowdown over the past few years is linked to its 
rootedness in France and Italy, making it difficult for 
the company to move quickly to restructure away 
from its core sites and towards emerging oppor-
tunities elsewhere.26 In 2019 STM joined the Car 
Connectivity Consortium (CCC), a cross-industry 
organization advancing global technologies for 
smartphone-to-car connectivity solutions (voice 
activated personal assistant) to show that alliances 
in one or another form are still the way forward.

Source: www.st.com/content/st_com/en/about/media-center/
press-item.html/t4168.html
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EXHIBIT 7.2 Model to Fit Organization Structure to International Advantages

Source: Based on Christopher A. Bartlett and Sumantra Ghoshal, Text, Cases and Readings in Cross-Border Management, 3rd ed. (New 
York: Irwin McGraw-Hill, 2000), 395; Roderick E. White and Thomas A. Poynter, ‘Organizing for Worldwide Advantage’, Business Quarterly 
(Summer 1989), 84–89; Gunnar Hedlund, ‘The Hypermodern MNC-A Heterachy?’ Human Resource Management 25, no. 1 (Spring 1986), 
9–36; and J.M. Stopford and L.T. Wells, Jr., Managing the Multinational Enterprise (New York: Basic Books, 1972).
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Anti-smoking organizations complain that cigarette manufacturers employ advertising 
 techniques in developing countries that would be illegal in most, if not all, developed countries. 
A 2011 UK investigative newspaper report found, for example, that in Nigeria, skimpily-clad young 
women were employed to hand out free cigarettes; in Malawi, music festivals were advertised on 
cigarette packs; and in Ukraine, purchasers of one brand of cigarettes were given access to an 
exclusive  all-night party.30 The 2018 Tobacco Atlas, developed by the American Cancer Society and 
Vital Strategies, notes that, ‘About 5.7 trillion cigarettes were smoked worldwide in 2016. Although 
overall consumption has declined slightly over the past few years, the future path of global tobacco 
control is still uncertain. Despite the rhetorical commitment of some in the tobacco industry toward 
a smoke-free world, all major tobacco companies continue to aggressively advertise cigarettes and 
vigorously fight tobacco control efforts around the world. The significant reductions in smoking 
rates in the UK, Australia, Brazil and other countries that have implemented the most advanced 
tobacco control laws globally are almost entirely offset by the increasing consumption in many 
countries with weaker tobacco control regulations’. In this as in other areas of economic activity, 
globalization presents both opportunities and challenges in terms of responsible corporate conduct. 
On the one hand, as the example of tobacco shows, unsafe products can be more easily sold in less 
regulated developing country markets (for example the number of tobacco smokers in Indonesia is 
predicted to increase by 24 million and in Nigeria by 7 million from 2015 to 2025). On the other 
hand, the gradual extension of protective frameworks can force companies to adopt safer practices 
internationally. In the case of tobacco, for example, the World Health Organization’s Framework 
Convention on Tobacco Control (FCTC), Article 19, establishes a framework for tobacco control 
that states are encouraged to integrate into national laws. In the case of the tobacco industry, com-
panies are now moving towards e-cigarettes that deliver nicotine without smoke. An international 
debate on the safety of these products and their proper regulation is now underway.31

There are major differences between societal attitudes to health advertising between the 
United States and other developed countries. In the United States, pharmaceutical companies can 
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widely advertise certain prescription medicines, whereas in Canada and most of Europe, this is 
not permitted.32

In many instances, such as Nestlé mentioned above, companies respond to both global and 
local opportunities simultaneously, in which case the global matrix structure can be used. Part of 
the product line may be standardized globally and other parts tailored to the needs of local coun-
tries. We now discuss each of the structures in Exhibit 7.2 in more detail.

International Division
As executives begin to explore international opportunities, they often start by developing an export 
department that may grow into an international division. The international division has a status equal 
to the other major departments or divisions within the company and is illustrated in Exhibit 7.3. 
Whereas the domestic divisions are typically organized along functional or product lines, the inter-
national division is organized according to geographic interests, as illustrated in the exhibit. The 
international division has its own hierarchy to handle business (licensing, joint ventures) in various 
countries, selling the products and services created by the domestic divisions, opening subsidiary 
plants and in general moving the organization into more sophisticated international operations.

EXHIBIT 7.3 Domestic Hybrid Structure with International Division
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Although functional structures are often used domestically, they are less frequently used to 
manage a worldwide business.33 Lines of functional hierarchy running around the world tend to 
be associated with inefficiencies and poor coordination at distant units. For example, it is difficult 
to centralize IT functions when operating conditions and human resources capacities vary widely, 
and local production requires the capacity to mobilize resources from throughout the local unit 
without each functional unit waiting for approval on the other side of the world. Therefore, a 
form of product or geographical structure is used to subdivide the organization into smaller units. 
Firms have traditionally started with an international department and, depending on their strat-
egy, have later developed product or geographic divisional structures.

Global Product Division Structure
In a global product structure, the product divisions take responsibility for global operations in 
their specific product area. This is one of the most commonly used structures through which 
managers attempt to achieve global goals. That is because it provides a fairly straightforward 
way to manage a variety of businesses and products around the world. Managers in each prod-
uct division can focus on organizing for international operations as they see fit and direct 
employees’ energies towards their own division’s unique set of global problems or opportuni-
ties.34 In addition, the structure provides top managers at headquarters with a broad perspective 
on competition, enabling the entire corporation to respond more rapidly to a changing global 
environment.35

With a global product structure, each division’s manager is responsible for planning, organ-
izing and controlling all functions for the production and distribution of its products for any 
market around the world. The product-based structure is likely to be adopted when a division 
handles products that are technologically similar and can be standardized for marketing world-
wide (see Exhibit 7.2). Eaton Corporation, a US-based industrial manufacturer with sales reve-
nue of $21.6 billion in 2018, has used a form of worldwide product structure, as illustrated in 
Exhibit 7.4. In this structure, the automotive components group, industrial group and so on are 
responsible for the manufacture and sale of products worldwide. In this model, the vice president 
international is responsible for coordinators in each region, including a coordinator for Japan, 
Australia, South America and northern Europe. The coordinators find ways to share facilities and 
improve production and delivery across all product lines sold in their region. These coordinators 
provide the same function as integrators described in Chapter 4. The product structure is widely 
used for standardizing production and sales around the globe, but it can encounter problems 
when the product divisions do not work well together, competing instead of cooperating in some 

countries; and some countries may be ignored by product managers. The solution adopted by 
Eaton Corporation of using country coordinators who have a clearly defined role helped the 
company to overcome these potential problems. Like all models, Eaton’s is subject to tweak-
ing as the company develops and expands. In 2018, the group was made up of six business 
segments: Aerospace, Hydraulics, Vehicle, Electrical Products, Electrical Systems and Services, 
and eMobility.36

Global Geographic Division Structure
A regionally based organization tends to be developed by companies wishing to emphasize 
adaptation to regional or local market needs through a multidomestic strategy, as illustrated in 
Exhibit 7.2. The global geographic structure divides the world into geographical regions, with 
each geographical division reporting to the CEO. Each division has full control of functional 
activities within its geographical area, as shown in Exhibit 7.5.
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EXHIBIT 7.4 Partial Global Product Structure Used by Eaton Corporation

Source: Based on New Directions in Multinational Corporate Organization (New York: Business International Corp., 1981).
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Unilever’s corporate structure is impacted by the 
complexities of its historical development. In essence, 
the company is a joint venture of two separate units, 
Unilever NV in the Netherlands and Unilever PLC 
UK, although they are so tightly interwoven (identical 
boards of directors for example) as to be essentially 
inextricable. Unilever expanded quickly in the United 
States and became, with Procter & Gamble and 
Colgate-Palmolive, part of an oligopoly that controlled 
80 per cent of the US soap market by the 1930s. 
The company’s revenues were from an early stage 
geographically widely distributed, with North America, 
Europe and developing and emerging markets in 
Africa, Latin America and Asia all substantial earners. 
Like its US competitor, Colgate-Palmolive, Unilever 
was organized on a global geographic basis. The 
North American arm of the firm operated almost 
autonomously, the European operations reported to 
the Continental European Group based in Rotterdam, 
and the other worldwide operations reported to the 
Overseas Committee based in London. Under these 
geographic groupings, national companies operated 
with a great deal of freedom. Even in Europe during 
the early years of economic integration, national 
markets differed greatly due to tariffs, differing retail 
environments and a patchwork of companies holding 
different major household product brand names in 
different countries.

Unilever

Unilever was one of the first global conglomerates. 
The modern company emerged from the 1929 

fusion of the British-owned Lever Brothers (founders 
of the famous industrial model town Port Sunlight in 
northern England) and the Netherlands-based Marga-
rine Unie. Lever Brothers had been operating several 
factories in the United States as early as the turn of 
the twentieth century. Unilever, specializing in pro-
cessed foods and household and beauty products, 
continued to grow after the merger, both through 
brand acquisitions and brand internationalization, and 
was one of the 50 largest companies in the world by 
2000, with operations in approximately 100 different 
countries. However, unlike US-based multinational 
companies that have operated in a relatively stable 
social and political environment, European-rooted 
companies like Unilever have had to cope with diverse 
and rapidly changing operating circumstances across 
their national operating units.

IN PRACTICE

Companies that use this type of structure have typically been those with mature product lines 
and stable technologies. They can find low-cost manufacturing within countries, as well as meet-
ing different needs across countries for marketing and sales. However, several business and organ-
izational trends have led to a broadening of the kinds of companies that use the global geographic 
structure.37 The growth of service organizations has outpaced manufacturing for many years, and 
services by their nature occur on a local level. In addition, to meet new competitive threats, many 
manufacturing firms are emphasizing the ability to customize their products, which requires a 
greater emphasis on local and regional responsiveness.

Senior management using a global geographic structure may encounter difficulties result-
ing from the autonomy of each regional division. Of particular importance in a globalizing 
economy, it is difficult to undertake planning on a global scale – such as new-product R&D – 
because each division acts to meet only the needs of its region. New domestic technologies and 
products can be difficult to transfer to international markets because each division thinks it 
will develop what it requires. Likewise, it is difficult to rapidly introduce products developed 
offshore into domestic markets; and there is often duplication of line and staff managers across 
regions. Companies such as Unilever (see In Practice box below) find ways to take advantages 
of the global geographic structure while overcoming these problems. However, the emergence 
of global commodity chains, where different components of a single good or service’s value are 
added in different geographic zones, can present an almost insurmountable problem for busi-
nesses organized into global geographic divisions.
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From the early 1960s, Unilever faced severe com-
petition within Europe, particularly from Procter & 
Gamble, whose more centralized global structure was 
seen as permitting greater strategic purpose. Grad-
ually, Unilever responded by attempting to central-
ize its European research and marketing operations, 
with mixed success. Transforming a company that 
had been assembled from numerous formerly inde-
pendent companies, with high levels of decentraliza-
tion, took several years. Unilever moved away from a 
global geographic structure towards a global matrix. 
Today, Unilever is organized according to the product 
focus of each division. This is a product type divisional 
structure and Unilever has the following divisions: per-
sonal care, home care, foods and refreshment.

The main characteristics of Unilever’s organiza-
tional structure are (in order of priority, with most 
important first): product-type divisions; corporate 
executive teams; geographic divisions.

Product type divisions operate as distinct units 
and allow the company to manage development, 
manufacturing, distribution and the sale of its con-
sumer goods. Managers within each division can 
match market requirements with appropriate prod-
ucts. Another advantage of this type of structure is 
that it helps Unilever to apply an effective product 
differentiation strategy for competitive advantage. 

Corporate executive teams form the Unilever 
Leadership Executive group and represent a sec-
ondary characteristic of the firm’s organizational 
structure. They are based on business functions 
including: finance, marketing and communications, 
HR and supply chain.

Geographic divisions are the least significant 
feature of Unilever’s organizational structure. They 
support regional strategies (for example, marketing 
strategies differ between regions) and are used to 
analyze financial performance.38

Global Matrix Structure
We’ve discussed how some companies adopt a global product division structure and have found 
ways to coordinate across worldwide divisions, while others favour a global geographic division 
structure and find ways to coordinate across geographical regions. Each of these companies empha-
sizes a single dimension. An alternative is to devise a matrix structure to achieve vertical and horizon-
tal coordination simultaneously along two dimensions, as discussed in Chapter 4. A global matrix 
structure is similar to the matrix described in Chapter 4, but for multinational corporations the geo-
graphical distances for communication are greater and coordination is more complex (Exhibit 7.6). 
The matrix is effective when pressure for decision-making balances product standardization and 
geographical localization, and when coordination to share resources is important.

EXHIBIT 7.6 Global Matrix Structure
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EXHIBIT 7.7 The Global Organizational Challenge

Building Global Capabilities
There are many instances of well-known companies that encounter difficulties transferring suc-
cessful ideas, products and services from their home country to the international domain. In 
the 1980s and 1990s, the British-based retailer Marks & Spencer (M&S) expanded throughout 
Europe and North America. By 2001 the company had decided to withdraw almost completely 
from overseas retailing, relaunching its efforts in 2007, although in 2019, over 90 per cent of 
the company’s revenues were still in the UK.39, 40, 41 Walmart’s first foray into South America 
was a disaster, with the company losing $48 billion in its first two years.42 Hundreds of compa-
nies attempted to expand into Russia after the collapse of communism. Most faced numerous 
unanticipated problems, and many pulled out incurring large losses.43 Those that survived had 
to modify their business practices to accommodate rapidly changing rules and problems such as 
corruption.44 Managers face tremendous challenges when seeking to capitalize on the opportuni-
ties that the possibility of global expansion presents.

The Global Organizational Challenge
Exhibit 7.7 illustrates the three primary segments of the global organizational challenge facing 
multinational organizations: greater complexity and differentiation, pressures for integration 
and the problem of transferring knowledge across a global firm. Organizations encounter 
extremely high levels of environmental complexity in the international domain. Addressing 
the many differences that occur between countries requires greater organizational differen-
tiation. At the same time, managers strive to achieve coordination and collaboration among 
 far-flung units and facilitate the development and transfer of organizational knowledge for 
global learning.45
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Increased Complexity and Differentiation When organizations enter the international 
arena, they encounter a greater level of internal and external complexity than anything experienced 
on the domestic front. Companies are obliged to develop a structure to operate in numerous coun-
tries that differ in economic development, language, political systems and government regulations, 
cultural norms and values, and infrastructure such as transportation and communication facilities. 
For example, although most international firms have their headquarters in wealthier, economically 
advanced countries, large investments are increasingly being made in emerging economies in Asia, 
Eastern Europe and Latin America, which offer huge new markets for their goods and services. 
Corporations based outside the United States and Europe are quickly rising to prominence; in 2015, 
98 of the Fortune 500 largest companies were based in China, second only to the United States 
(128 companies). By 2019, China had reached 129 of the Fortune 500 companies compared to 121 
in the United States.46 In the area of e-commerce, the number of internet users and the amount of 
online sales are expanding rapidly in these emerging markets. Start-up low-cost airlines in South and 
South-East Asia now sell their tickets almost exclusively through the internet.47

In addition, a growing number of global consumers are rejecting the notion of homogenized 
products and services, calling for greater response to local preferences. Even McDonald’s, often seen 
as an ultimate example of standardization for a world market, has found it necessary to respond 
to local and national differences. In France, where some consumers have been resentful of the fast-
food chain’s incursion, McDonald’s has boosted sales by remodelling restaurants to include features 
such as hardwood floors, wood-beam ceilings and comfortable armchairs, and by adding menu 
items such as espresso, brioche and more upmarket sandwiches.48 For religious and cultural reasons, 
McDonald’s in India does not serve beef, the mainstay of its menu in North America and Europe.

All this complexity in the international environment is mirrored in a greater internal organ-
izational complexity. Recall from Chapter 5 that as environments become more complex and 
uncertain, organizations grow more highly differentiated, with many specialized positions and 
departments to cope with specific sectors in the environment. Top management might set up spe-
cialized departments to deal with the diverse government, legal and accounting regulations in var-
ious countries, for example. More boundary-spanning departments might be developed to sense 
and respond to the external environment. In addition, organizations might implement a variety of 
strategies, a broader array of activities and a much larger number of products and services on an 
international level in order to meet the needs of a diverse market.

Integration As organizations become more differentiated, with multiple products, divisions, 
departments and positions scattered across numerous countries, managers face a tremendous inte-
gration challenge. As described in Chapter 5, integration refers to the quality of collaboration across 
organizational units. The question is how to achieve the coordination and collaboration that is 
necessary for a global organization to reap the benefits of economies of scale, economies of scope 
and labour and production cost efficiencies that international expansion offers. Even in firms oper-
ating only in domestic markets, high differentiation among departments requires that more time 
and resources be devoted to achieving coordination because employees’ attitudes, goals and work 

COUNTERPOINT 7.2
When considering the challenges facing executives, recall that the three segments (see Exhibit 7.7) are 
highly abstracted elements of highly complex practices. What managers actually do – as contrasted with 
what textbooks say they should be doing – is conditioned by the legacy of how the challenges have 
been handled in the past and the politics that constrains as well as enables what can be done today. It 
is likely that executives will give different amounts of emphasis and attention to the various segments. 
For example, some will identify knowledge transfer as a top strategic priority, whereas others will give 
much greater emphasis to integration. Needless to say, if each key competitor gave the same balance of 
emphasis to each of the segments, there would be a loss of competitive advantage to all players.
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orientations differ widely. The situation is all the more complex for an international organization, 
whose operating units are divided not only by goals and work attitudes but by geographical dis-
tance, time differences, cultural values and perhaps even language as well. Recall the difficulties Uni-
lever faced in coordinating its activities even in the single European market. Other companies, too, 
must find ways to share information, ideas, new products and technologies across the organization.

Knowledge Transfer The third piece of the international challenge is to learn from inter-
national experiences and to leverage that learning so as to create organizational knowledge. The 
diversity of the international environment offers extraordinary opportunities for learning and the 
development of diverse capabilities. Members of organizational units in each location acquire the 
skills and knowledge to meet environmental challenges that arise in that particular locale. Much of 
that knowledge, which may be related to product improvements, operational efficiencies, technologi-
cal advancements or myriad other competencies, is relevant across multiple countries, so systems are 
developed that promote the transfer of knowledge across the global enterprise. One good example 
comes from Procter & Gamble. Liquid Tide was one of P&G’s most successful US product launches 
in the 1980s, but the product came about from the sharing of diverse international knowledge. Liquid 
Tide incorporated a technology for helping to suspend dirt in wash water from P&G headquarters 
in the United States, the formula for its cleaning agents from P&G technicians in Japan and special 
ingredients for fighting mineral salts present in hard water from company scientists in Brussels.49

COUNTERPOINT 7.3
Knowledge may be hidden deliberately in order to preserve jobs or monopolies of expertise, and not 
just because of cultural differences etc. Most of the bullet points below suggest that organizations 
are not simply ‘complex’ but divided by conflicts of priority between different employees and 
interest groups. Hierarchy may facilitate managerial control, but it also tends to frustrate open 
communication, including the sharing of knowledge.

Statements such as ‘Organizations have to find ways to encourage both the development and 
sharing of knowledge’ ring hollow when the sources of resistance to such sharing are unacknowl-
edged or underestimated.

Most organizations tap only a fraction of the potential that is available from the cross-border 
transfer of knowledge.50 There are several reasons for this:

 ■ Knowledge often remains hidden in various units because language, cultural and geo-
graphic distances prevent top managers from recognizing it exists.

 ■ Divisions sometimes view knowledge as power and want to hold onto it as a way to gain 
an influential position within the global firm.

 ■ The ‘not-invented-here’ syndrome makes some managers reluctant to tap into the know-
how and expertise of other units.

 ■ Much of an organization’s knowledge is in the minds of employees and cannot easily be 
written down and shared with other units.

Global Coordination Mechanisms
Managers meet the global challenge of coordination and transferring knowledge across highly 
differentiated units in a variety of ways. Some of the most common are the use of global teams, 
stronger headquarters planning and control, and specific coordination roles.

Global Teams The popularity and success of teams on the domestic front allow managers 
to see first-hand how this mechanism can achieve strong horizontal coordination, as described 
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ONLINE 
COUNTERPOINT 7.5

in Chapter 4, and thus recognize the promise teams held for coordination across a global firm 
as well. Global teams, also called transnational teams, are cross-border work groups made up of 
multiskilled, multinational members whose activities span multiple countries.51 Typically, teams 
are of two types: intercultural teams, whose members come from different countries and meet 
face to face; and virtual global teams, whose members remain in separate locations around the 
world and conduct their work electronically.52 Heineken formed the European Production Task 
Force, a 13-member team made up of multinational members, to meet regularly and come up 
with ideas for optimizing the company’s production facilities across Europe.53 The research unit 
of BT Labs has several hundred researchers spread across the UK and several other countries 
who work in global virtual teams to investigate virtual reality, artificial intelligence and other 
advanced information technologies.54 The team approach enables technologies, ideas and learn-
ing in one country to rapidly spread across the firm via the constant sharing of information 
among team members.

The most advanced and competitive use of global teams involves simultaneous contribu-
tions in three strategic areas.55 First, global teams help companies address the differentiation 
challenge, enabling them to be more locally responsive by providing knowledge to meet the 
needs of different regional markets, consumer preferences, and political and legal systems. At 
the same time, teams provide integration benefits, helping organizations achieve global effi-
ciencies by developing regional or worldwide cost advantages and standardizing designs and 
operations across countries. Finally, these teams contribute to continuous organizational learning, 
knowledge transfer and adaptation on a global level.

Headquarters Planning A second approach to achieving stronger global coordination is 
for those in headquarters to take an active role in planning, scheduling and control to keep the 
widely distributed pieces of the global organization working together and moving in the same 
direction. In one survey, 70 per cent of global companies reported that the most important func-
tion of corporate headquarters was to ‘provide enterprise leadership’.56 In the absence of a strong 
lead from the centre, highly autonomous divisions can begin to act like independent companies 
rather than coordinated parts of a global whole. When this is not desired, top management may 
delegate responsibility and decision-making authority in some areas, such as adapting products or 
services to meet local needs, while maintaining strong control through centralized management 
and information systems that enable headquarters to keep track of what’s going on and that serve 
to coordinate activities across divisions and countries. Plans, schedules and formal rules and 
procedures can help ensure greater communication among divisions and with headquarters. 
They may also foster cooperation and synergy among far-flung units to achieve the goals 
attributed to an organization in a timely and cost-efficient way. A key role ascribed to top 
managers is the provision of clear strategic direction that, for example, can guide the activity 
of far-flung operations and help resolve competing demands from various units.

Expanded Coordination Roles Structural solutions may also be devised to achieve 
stronger coordination and collaboration.57 Creating specific organizational roles or positions for 
coordination is a possible way to integrate all the elements of the enterprise to achieve a strong 
competitive position. In international firms, the role of top functional managers, for example, may 
be expanded to include responsibility for coordinating across countries, identifying and linking 
the organization’s expertise and resources worldwide. In an international organization, the man-
ufacturing manager may give priority to being aware of, and coordinating with, manufacturing 
operations of the company in various other parts of the world so that greater manufacturing 
efficiency is achieved and technology and ideas are shared across units. A new manufacturing 
technology developed to improve efficiency in Ford’s Brazilian operations, for example, may be 
valuable for European and North American plants as well. Manufacturing managers are respon-
sible for being aware of new developments wherever they occur and for using their knowledge to 
improve the organization. Similarly, marketing managers, human resource managers and other 
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functional managers at an international company are involved not only in activities for their 
particular location but in coordinating with their sister units in other countries.

Whereas functional managers coordinate across countries, country managers coordinate 
across functions. A country manager for an international firm coordinates all the various func-
tional activities to meet the problems, opportunities, needs and trends in the local market, 
enabling the organization to achieve multinational flexibility and rapid response. The country 

manager in Venezuela, for a global consumer products firm such as Colgate-Palmolive, is responsi-
ble for the coordination of everything that goes on in that country, from manufacturing to human 
resources to marketing, to ensure that activities meet the language, cultural, government and legal 
requirements of Venezuela. Country managers also contribute to the transfer of ideas, trends, prod-
ucts and technologies that arise in one country and might have significance on a broader scale.

In some organizations a formal network coordinator is created to coordinate information and 
activities related to key customer accounts. These coordinators would enable a manufacturing 
organization, for example, to provide knowledge and integrated solutions across multiple busi-
nesses, divisions and countries for large customers such as the France-headquartered Carrefour 
supermarket chain, or Walmart from the United States.58 Top managers may also encourage and 

support informal networks and relationships to keep information flowing in all directions. 
Much information exchange occurs not through formal systems or structures but through 
informal channels and relationships. Executives can enhance organizational coordination by 
supporting these informal networks, giving people across boundaries opportunities to get 
together, develop relationships and keep in close touch.

Cultural Differences in Coordination and Control
Just as social and cultural values differ from country to country, the management values and 
organizational norms of international companies tend to vary depending on the organization’s 
home country and history. Organizational norms and values are influenced by the values in the 
larger national culture, and these in turn influence the organization’s structural approach and the 
ways managers coordinate and control an international firm.

National Value Systems
Many studies have attempted to determine how national value systems influence management and 
organizations.59,60 Two dimensions from Hofstede’s model that seem to have a strong impact within 
organizations are power distance and uncertainty avoidance. High power distance means that peo-
ple accept inequality in power between institutions, organizations and people. Low power distance 
means that people expect equality in power. That is to say, they expect to be treated as equals, not 
as subordinates. High uncertainty avoidance means that members of a society feel uncomfortable 
with uncertainty and ambiguity and so are more inclined to support beliefs or programmes that 
promise certainty and conformity. Low uncertainty avoidance means that people have a compara-
tively high tolerance for the unstructured, the unclear and the unpredictable. However, as discussed 
in Counterpoint 7.4, Hofstede’s model has been widely criticized as too static, and founded on 
‘national’ characteristics that at best reflect only a part of individual and group identity.61

These value dimensions may be reflected within organizations in terms of beliefs regarding the 
appeal of hierarchy, centralized decision-making and control, formal rules and procedures, and spe-
cialized jobs.62 Organizations rooted in societies that value high power distance, for example, tend 
to be more hierarchical and centralized, with greater control and coordination from the top levels 
of the organization. Organizations embedded in societies in which people have a high tolerance 
for uncertainty may have fewer rules and formal systems, relying more on informal networks and 
personal communication for coordination. It is important to understand that societies often change 
quite rapidly, and that interpersonal communications norms are strongly affected by the type of 
political and economic regime in which citizens operate. Clearly, citizens living in countries ruled by 
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repressive dictatorships, for example, will be cautious about criticizing authority! Communications norms 
may change quite rapidly after a repressive regime is replaced by a democratic one.

This chapter’s Bookmark 7.0 further examines how societal value patterns influence international 
organizations.

States and Australia, may insult people from 
formal, hierarchical societies, just as the class-
consciousness of formal groups, such as cul-
tures in most of Europe and Latin America, may 
offend the egalitarian ideals of people in informal 
cultures.

 ■ Rigid-Time vs Fluid-Time. One part of the world’s 
societies is flexible about time and schedul-
ing, while the other group is more rigid and 
dedicated to clock-time. Conflicts may occur 
because rigid-time types often consider fluid-time 
people undisciplined and irresponsible, while 
fluid-time people regard rigid-time folks as arro-
gant, demanding and enslaved by meaningless 
deadlines.

 ■ Expressive vs Reserved. Expressive cultures 
include those in Latin America and the Mediter-
ranean. Reserved cultures are those in East and 
Southeast Asia as well as Germanic Europe. This 
distinction can create a major communication 
gap. People from expressive cultures tend to talk 
louder and use more hand gestures and facial 
expressions. Reserved cultures may interpret 
raised voices and gesturing as signals of anger or 
instability.

A Practical Guide
Geographical-cultural differences, and the poten-
tial problems that cross-cultural communication 
can create, ‘impact our business success through-
out the global marketplace’, argues Gesteland. 
Cross-Cultural Business Behavior ‘is intended as 
a practical guide for the men and women in the 
front lines of world trade, those who face every 
day the frustrating differences in global business 
customs and practices’. By understanding Geste-
land’s logical patterns of behaviour, managers can 
adapt to varied cultural values and improve their 
chances for international success, although it is 
important to remember that cultural norms vary 
greatly within societies and can change rapidly 
over time. See Counterpoint 7.4.

Cross-Cultural Business Behavior: Marketing, Negotiating 
and Managing Across Cultures, by Richard R. Gesteland, is 
published by Copenhagen Business School Press.

Have you read this book?

Cross-Cultural Business Behavior: 
Marketing, Negotiating and 
Managing Across Cultures

BY RICHARD R. GESTELAND

Richard Gesteland maintains that heeding the 
‘two iron rules of international business’ is crucial 

to success in today’s global business environment: 
‘In International Business, the Seller Is Expected 
to Adapt to the Buyer’, and ‘In International Busi-
ness, the Visitor Is Expected to Observe Local Cus-
toms’. In his book Cross-Cultural Business Behavior, 
Gesteland explains and categorizes various cultural 
patterns of behaviour that can help managers follow 
these rules.

Logical Cultural Patterns
Gesteland outlines four major cultural value patterns, 
which he calls logical patterns, that characterize 
countries around the world:

 ■ Deal-Focused vs Relationship-Focused. 
Deal-focused cultures, such as those in North 
America, Australia and Northern Europe, are 
task-oriented, while relationship-focused cul-
tures, including those in Arabia, Africa, Latin 
America and Asia, are typically people-oriented. 
Deal-focused individuals approach business 
in an objective and impersonal way. Relation-
ship-focused individuals believe in building close 
personal relationships as the appropriate way to 
conduct business.

 ■ Informal vs Formal. Informal cultures place a low 
value on status and power differences, whereas 
formal cultures are typically hierarchical and 
status-conscious. The unconstrained values of 
informal cultures, such as those in the United 
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Some studies have found clear patterns of different management structures when comparing 
countries in Europe, the United States and Asia, although other studies have found that the firm 
size and type of business being conducted has a more important impact on organizational struc-
tures and management approaches.63

Three National Approaches to Coordination and Control
Let’s look at three primary approaches to coordination and control as represented by Japanese, 
US and European companies.64 It should be noted that companies in each country use tools and 
techniques from each of the three coordination methods. However, there are broad, general pat-
terns that illustrate cultural differences.

Centralized Coordination in Japanese Companies When expanding interna-
tionally, Japanese-headquartered companies have typically developed coordination mechanisms 
that rely on centralization. Top managers at headquarters actively direct and control overseas 
operations, whose primary focus is to implement strategies handed down from headquarters. The 
senior management teams in different country divisions tend to include some or many Japanese 
nationals. This approach enables Japanese companies to leverage the knowledge and resources 
located at the corporate centre, attain global efficiencies, coordinate across units to obtain syner-
gies, avoid turf battles and maintain a cohesive overall organizational vision. Top managers use 
strong structural linkages to ensure that managers at headquarters remain up-to-date and fully 
involved in all strategic decisions. However, centralization has its limits. As organizations expand 
and divisions grow larger, headquarters can become overloaded and decision-making slower. The 
quality of decisions may also suffer as greater diversity and complexity make it difficult for head-
quarters to understand and respond to local needs in each region. While the ‘Japanese model’ 
has proven highly effective even in various environments with deep national traditions, including 
strong labour unions and a highly structured labour market,65 it has sometimes encountered diffi-
culties adapting quickly to macroeconomic and market instability.66

European Firms’ Decentralized Approach A different approach has typically been 
taken by European companies. Rather than relying on strong, centrally directed coordination and 
control, international units tend to have a high level of independence and decision-making auton-
omy. Companies rely on a strong mission, shared values and informal personal relationships for 
coordination. Thus, great emphasis is placed on careful selection, training and development of key 
managers throughout the international organization. Formal management and control systems are 
used primarily for financial rather than technical or operational control. With this approach, each 
international unit focuses on its local markets, enabling the company to excel in meeting diverse 
needs. One disadvantage is the cost of ensuring, through training and development programmes, 
that managers throughout a huge, global firm share goals, values and priorities.  Decision-making 
can also be slow and complex, and disagreements and conflicts between divisions are more difficult 
to resolve.

The United States: Coordination and Control through Formalization US-based 
companies that have expanded into the international arena have often taken a third direction. 
Typically, these organizations have delegated responsibility to international divisions, yet retained 
overall control of the enterprise through the use of sophisticated management control systems and 
the development of specialist headquarters staff. Formal systems, policies, standards of perfor-
mance and a regular flow of information from divisions to headquarters are the primary means 
of coordination and control. Decision-making is based on objective data, policies and proce-
dures, which provides for many operating efficiencies and reduces conflict between divisions and 
between divisions and headquarters. However, the cost of setting up complex systems, policies 
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and rules for an international organization may be quite high. The approach also requires a larger 
headquarters staff for reviewing, interpreting and sharing information, thus increasing overhead 
costs. Finally, standard routines and procedures don’t always fit the needs of new problems and 
situations. Flexibility is limited when managers may pay so much attention to systems that they 
fail to recognize opportunities and threats in the environment.

Clearly, each of these approaches has advantages. But as international organizations grow 
larger and more complex, the disadvantages of each tend to become more pronounced. As  
traditional approaches have been inadequate to meet the demands of a rapidly changing, complex 
international environment, many large international companies are moving towards a new kind 
of organization form, the transnational model. This is a highly differentiated approach that is 
designed to address environmental complexity yet in principle offers very high levels of coordina-
tion, learning and transfer of organizational knowledge.

ONLINE BRIEF 7.6

WWW

COUNTERPOINT 7.4
Great caution needs to be shown in associating certain types of behaviour or even certain types of 
organizational form with specific cultures. While differences in behaviour can be noted between 
countries, the origins of these differences tend to be varied and contingent on specific circumstances. 
Further, culture is a factor in all types of human system, not only nations. Schneider and Barsoux67 

write of ‘interacting spheres of culture’ in which a variety of cultural factors intersect in working 
relationships: industry cultures, professional cultures, national cultures, class-based culture, cultures 
based in ethnicity and religion, gendered cultures, etc. Thus, in an international firm, engineers from 
different countries may share similar working norms and practices despite the fact their ‘national 
cultures’ may appear very dissimilar.

The methodology and theoretical assumptions underlying Hofstede’s research has been widely 
critiqued.68 For example, his reliance on employees from a single company (IBM) introduces a major 
bias because of the existence of company-specific cultural norms (as noted by Schneider and Barsoux).

At worst, cultural stereotyping can lead to sweeping generalizations about human capacities 
and compatibilities and can lead to gross misunderstandings and a self-fulfilling prophesy of inter-
civilizational conflict, whether at the level of the organization or in wider international relations. Samuel 
P. Huntington’s thesis of the ‘clash of civilizations’69 was a key theoretical underpinning of the decision 
by the George W. Bush administration to unleash the United States’ ill-conceived and ill-fated war 
against Iraq.70

The Transnational Model of Organization
The transnational model is an organizational form highly adapted to the character of a glo-
balizing economy. It reflects both organizational complexity, with many diverse units, and 
organizational coordination, with mechanisms for integrating the varied parts. The transna-
tional model is useful for large, multinational companies with subsidiaries in many countries 
that try to exploit both global and local advantages as well as technological advancements, 
rapid innovation, and global learning and knowledge sharing. Rather than building capa-
bilities primarily in one area, such as global efficiency, national responsiveness or global learn-
ing, the transnational model seeks to achieve all three simultaneously. Dealing with multiple, 
interrelated, complex issues requires a complex form of organization and structure, and a trans-
formative approach in which innovations in one area interrelate with and leverage new ways of 
looking at and developing other aspects of the organization. The transnational model has been 
adopted by complex global organizations such as Philips NV, illustrated in Exhibit 7.8. Head-
quartered in the Netherlands, Philips has hundreds of operating units all over the world and is 
typical of global companies such as Unilever, Matsushita or Procter & Gamble.71
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CANADA

BRAZIL

EL SALVADOR ECUADOR

CHILE

BOLIVIA

VENEZUELA

COLOMBIA

PARAGUAY

PORTUGAL

SWEDEN

SWITZERLAND

FINLAND

SPAIN

NORWAY

LUXEMBOURG FRANCE GREECE

EGYPT KENYA
SOUTH AFRICA

DEM. REP. CONGO

TUNISIA

NIGERIA
TANZANIA MOROCCO

PAKISTAN

BANGLADESH

INDIA

THAILAND

SINGAPORE

TAIWAN

KOREA

HONG
KONG IRAQ

SYRIA

LEBANON

AUSTRALIA

NEW ZEALAND

AUSTRIA

HOLLAND

U.K.

U.S.A.

JAPAN

PHILIPPINES

ZIMBABWEIRELAND
ZAMBIA

URUGUAY

ARGENTINA

MEXICO

PERU

TURKEY

BELGIUM
DENMARK

ITALY

INDONESIA

MALAYSIA

IRAN

ISRAEL

FRG

EXHIBIT 7.8 International Organizational Units and Interlinkages within Philips NV

Source: Sumantra Ghoshal and Christopher A. Bartlett, ‘The Multinational Corporation as an Interorganizational Network’, Academy of Management 
Review 15 (1990), 605.

The units in Exhibit 7.8 are far-flung. Achieving coordination, a sense of participation and 
involvement by subsidiaries and a sharing of information, knowledge, new technology and cus-
tomers is a tremendous challenge. Some subsidiaries may become so large that they no longer fit a 
narrow strategic role defined by headquarters. The transnational model addresses such challenges 
by creating an integrated network of individual operations that are linked together in an effort to 
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achieve the multidimensional goals of the overall organization.72 The management philosophy is 
based on interdependence rather than full divisional independence or total dependence of these 
units on headquarters for decision- making and control. Its advocates would say that the trans-
national model necessitates a managerial state of mind, a set of values, a shared desire to make a 
worldwide learning system work and a flexible and transparent structure for effectively managing 
such a system. Several characteristics distinguish the transnational organization from other global 
organization forms such as the matrix, described earlier.

 1 Assets and resources are dispersed worldwide into highly specialized operations that are linked 
together through interdependent relationships. Resources and capabilities are widely distributed 
to help the organization sense and respond to diverse stimuli such as market needs, technolog-
ical developments or consumer trends that emerge in different parts of the world. However, 
managers forge interdependent relationships between the various product, functional or geo-
graphic units. Mechanisms such as cross-subsidiary teams, for example, compel units to work 
together for the good of their own unit as well as the overall organization. Rather than being 
completely self-sufficient, each group has to cooperate to achieve its goals. Such interdependen-
cies encourage the collaborative sharing of information and resources, cross-unit problem solv-
ing and collective implementation demanded by today’s competitive international environment. 
Materials, people, products, ideas, resources and information are continually flowing among 
the dispersed parts of the integrated network. In addition, managers actively shape, manage and 
reinforce informal information networks that cross functions, products, divisions and countries.

 2 Structures are flexible and ever changing. The transnational operates on a principle of flexible 
centralization. It may centralize some functions in one country, some in another, yet decentralize 
still other functions among its many geographically dispersed operations. An R&D centre may 
be centralized in Holland and a purchasing centre located in Sweden, while financial accounting 
responsibilities are decentralized to operations in many countries. A unit in Hong Kong may 
be responsible for coordinating activities across Asia, while activities for all other countries are 
coordinated by a large division headquarters in London. The transnational requires that man-
agers be flexible in order to reap the benefits. Some functions, products and geographic regions 
require more central control and coordination than others. In addition, coordination and con-
trol mechanisms are likely to change over time to meet new demands or competitive threats.

 3 Subsidiary managers initiate strategic innovations that become strategy for the corporation 
as a whole. In traditional structures, managers have a strategic role only for their division. 
In a transnational, various centres and subsidiaries can shape the company from the bottom 
up by developing creative responses and initiating programmes in response to local needs 
and dispersing those innovations worldwide. Transnational companies recognize each of 
the worldwide units as a source of capabilities and knowledge that can be used to benefit 
the entire organization. In addition, environmental demands and opportunities vary from 
country to country, and exposing the whole organization to this broader range of environ-
mental stimuli triggers greater learning and innovation.

 4 Unification and coordination are achieved primarily through corporate culture, shared vision 
and values and management style rather than through formal structures and systems. The 
transnational is in many ways a horizontal structure. It is diverse and extended, and it exists in 
a fluctuating environment so that hierarchy, standard rules, procedures and close supervision 
are not appropriate. Achieving unity and coordination in an organization where employees 
come from a variety of different national backgrounds, are separated by time and geograph-
ical distance and have different cultural norms, is more easily accomplished through shared 
understanding than through formal systems. Top leaders build a context of shared vision, 
values and perspectives among managers who in turn cascade these elements through all parts 
of the organization. Selection and training of managers emphasizes flexibility and open-mind-
edness. In addition, people are often rotated through different jobs, divisions and coun-
tries to gain broad experience and become socialized into the corporate culture. Achieving 
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coordination in a transnational organization is a much more complex process than simple 
centralization or decentralization of decision-making and requires shaping and adapting 
beliefs, culture and values so that everyone participates in information sharing and learning.

Taken together, these characteristics are intended to facilitate strong coordination, organ-
izational learning and knowledge sharing on a broad global scale. In principle, the autonomy 
of organizational parts gives strength to smaller units and allows the firm to be flexible in 
responding to rapid change and competitive opportunities on a local level, while the empha-
sis on interdependency enables global efficiencies and organizational learning.

New Approaches to Global Organizational Design

Dragon Multinationals
The different stages of international organizational development described above are pertinent for 
international companies building from a domestic base in developed, mature economies. These 
companies typically have accumulated resources which they can devote to taking advantage of 
international opportunities. As we saw with the example of Unilever, they often develop gradually 
through stages of international activity, beginning with an export division, then setting up interna-
tional branches under varying degrees of headquarters supervision, before transforming themselves 
into the more fully fledged global and transnational organizations described above.

In the emerging economies, particularly in the Asia-Pacific region, new types of companies have 
quickly grown that do not expand from a significant domestic base, but have from their beginnings 
depended on international and even global markets for growth. As markets in developing countries are 
usually relatively small, ambitious companies have little choice but to seek to expand overseas from 
the beginning. Other reasons for companies to skip the ‘domestic’ stage include heavily regulated home 
markets, with few opportunities for developing new businesses. These circumstances have led to the 
development of what the Australian business professor, John Mathews, calls dragon multinationals.73 
Companies such as Acer and Mittal Steel have exploited the developing global economy as their 
‘home turf’ for rapid business expansion. In fact, for different reasons, both companies had to expand 
outside of this turf in order to become significant business organizations. India’s highly regulated 
steel industry did not permit rapid domestic growth, so Lakshmi Mittal, the son of the owner of Ispat 
Industries, a medium-sized Indian steel firm, hived off a fledgling international division in 1979 and 
over a 15-year period transformed it into the largest steel company in the world, and ultimately led to 
a merger with the Luxembourg-based conglomerate Arcelor that put Mittal in charge of the Arcelor 
Mittal corporation.74 Acer, founded by the Taiwanese entrepreneur, Stan Shih, exploited global trade 
and production networks to create a genuinely global multinational. Shih initially aimed to build his 
international company through acquisitions and expansion in the United States, but was severely 
undercapitalized. On the verge of bankruptcy, in the early 1990s, Shih adopted a radically different 
business growth model by breaking the company down into ‘cells’ that network together, and with 
outside suppliers and marketers, to create multiple profit  centres. Deliberately employing a ‘fuzzy’ 
organizational design, Acer was ready to transform itself in order to take advantage of the rapidly 
developing and mutating global high-tech business (see Exhibit 7.9).

Unlike traditional multinationals that build primarily from internal resources, dragon multi-
nationals seek to profit from external resources through three key strategies: linkage, leverage and 
learning (Exhibit 7.10). Linkage involves building partnerships and joint ventures to permit access 
to larger markets. Frequently, as in the case of Acer, these may begin with the dragon multina-
tional in a subordinate role to a more well-established, often western-based multinational. Lever-
age entails building on global linkages to access necessary knowledge and financial resources for 
expansion. Learning is the commitment of the organization to improve business understanding 
and practice through applying knowledge gained from the repeated cycles of linkage and leverage.

ONLINE 
COUNTERPOINT 7.7
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EXHIBIT 7.9 Acer’s Cellular Structure

Acer consists of 40–50 business ‘cells’
Each business is autonomous
Seeks own customers, growth
Each business internationalizes

e.g. AIPG, API

Acer’s cellular structure

irms

Ingredients of success
Linkage
 Links with global players drawn into collaborative networks
 Acer: links with TI (DRAMs), IBM

Leverage
 Technology leverage from links with advanced f
 Long-term focus: Capabilities enhancement
 Securing more from contractual link than revenues

Learning 
 Repeated application of linkage and leverage
 Enhancement of capabilities

EXHIBIT 7.10 Ingredients of Success

Source: John Mathews, presentation to United Nations Industrial Development Organization Conference on Competitiveness, Witwaters-
rand, South Africa, 2004.

Dragon multinationals can be considered one version of an emerging type of organization, the 
born global. The born global firm is one that from the outset derives competitive advantage from 
use of resources and sales in multiple countries. Born global firms usually are defined as those that 
begin exporting within a couple of years of their foundation, and have a global vision and strategy. 
The viability of the ‘born global’ approach is at the same time highly dependent on the type of 
industry and market segment. It is perhaps best viewed as one end of a continuum of contextually 
dependent internationalization approaches.75
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Value Chains
The potential for dragon multinationals to succeed takes advantage of a major change in the way 
that business is organized internationally. Both domestic and multinational firms have always 
juggled with different levels of vertical integration (the extent to which the entire process of con-
ceiving of a good or service and delivering it to the consumer is carried out directly by the firm). 
But, in recent years, the business process has been dis-assembled to a far greater extent than pos-
sible previously. This is both a cause and an effect of globalization. In the traditional ‘Fordist’ 
production system, large-scale industrial processes take place in highly organized and regulated 
environments typically involving labour unions. Cost structures for this type of operation are 
quite rigid and subject to external downward pressure in a liberalized trading environment where 
goods can be purchased from overseas at lower prices. Faced with this competition, executives 
have disaggregated their business processes and identified ways in which parts of the process can 
be conducted at lower cost. In the North American car industry, for example, plants called ‘maq-
uiladoras’ have sprung up in the free trade zone of Mexico near the US border, producing parts 
for car assembly at much lower cost than US and Canadian factories. Computer parts manufac-
turing has largely moved to the Far East; even products still carrying a ‘western’ label such as Dell 
and Apple are made primarily in China and other Pacific Rim countries. In recent years, service 
processes have also been broken down to take advantage of low labour costs in other countries 
sharing the same language as the customer. UK customers calling their local bank are as likely to 
speak with someone located in Bangalore as Birmingham. At the same time as the production of 
goods and services has proven amenable to outsourcing and offshoring, branding of goods has 
assumed greater importance. Super profits cannot be made from the manufacture of commodi-
ties where competitive advantage is short-lived. But they can be achieved by differentiating com-
modities through branding. Although establishing and maintaining a brand is risky and costly, it 
can transform a mundane article such as a t-shirt or piece of luggage into something prestigious 
and identity-enhancing. Increasingly, companies in emerging economies are attempting to build 
globally recognized brands: for example Hyundai and Samsung in South Korea; Arcelor/Beko in 
Turkey; and Lenovo, Huawei and Haier in China.

The US economic sociologist Gary Gereffi has explored the significance of these developments 
in his work on global commodity and global value chains. Global value chains are a way to look 
at the creation of value in the economic system. Gereffi notes that offshoring has gradually ‘moved 
up the value chain’. In the 1960s and 1970s, basic production began being offshored. By the 1980s, 
developing country workers were providing basic devices such as data processing and customer ser-
vice. In the 1990s, more complex tasks such as medical transcription and business accounting had 
moved offshore. And, in the early years of the twenty-first century, there have been accelerating signs 
that ‘top end’ skilled work such as design and brand innovation are being offshored (Exhibit 7.11).

As outsourcing and offshoring have gathered pace, the complexity and variety of global value 
chains has increased. This has produced conflicts between corporations in developed and emerg-
ing economies as they seek to maintain the largest share of added value. Gereffi argues that there 
are as many as five different types of value chain, each with a different dynamic and power rela-
tionship between producers and suppliers (Exhibit 7.12).

Exhibit 7.12 summarizes Gereffi’s model of the five different types of value chains that are 
present in the global economy. These are placed on a scale according to the balance of power 
(or what Gereffi calls ‘governance’ within the value chain). In the first case, which fits the tradi-
tional model of an open market situation, power is equally balanced between many purchasers 
and many suppliers. Gereffi suggests that the ‘captive’ value chain reflects the currently dominant 
form, where a large retail firm such as Walmart obtains most of its products from outsourced sup-
pliers, who negotiate with the retail giant from a position of considerable disadvantage. As they 
are dependent on the retail giant for much if not all of their revenues, whereas the retailer can usu-
ally source from numerous other locations, they are virtually forced to do the bidding of the large 
retailer. Gereffi claims that it is through this mechanism that suppliers to companies like Walmart 
have offshored much of their production to low wage countries such as China.
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Notes: Solid arrows are primary relationships; dashed arrows are secondary relationships.
            Retailers, branded marketers and traders require full-package supply from overseas factories.
            Branded manufacturers ship parts for overseas assembly and re-export to the manufacturer’s home market. 
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EXHIBIT 7.11  The Organization of Producer-driven and Buyer-driven Global Commodity Chains
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Source: Gereffi, G. ‘The New Offshoring of Jobs and Global Development: Who Wins, Who Loses and Who Calls the Shots?’ Presentation 
at Polson Institute for Global Development, Cornell University, October 28, 2005.

EXHIBIT 7.12 Five GVC Governance Types
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According to Gereffi, the ability to construct a product across territorial boundaries is a 
source of instability in both developed countries and emerging economies. Top corporate man-
agers in international businesses are therefore obliged to pay close attention to their place in the 
value chains, as well as the rapidly changing nature of the chains themselves, as business processes 
undergo rapid changes, and reputational risks, with regard to corporate social responsibilities, are 
increased.

Summary and Interpretation
This chapter has examined the design of organizations for complex international environments. 
Almost every company today is affected by significant global forces. Benefits associated with 
global expansion were identified as those of economies of scale, economies of scope and access 
to scarce or low-cost factors of production such as labour, raw materials or land. One way to 
become involved in international operations is through strategic alliances with international firms. 
Alliances include licensing, joint ventures and consortia.

Organizations have traditionally evolved through four stages, beginning with a domestic ori-
entation, shifting to an international orientation, then changing to a multinational orientation and 
finally moving to a global orientation that sees the whole world as a potential market. Following 
this logic, they typically set up an export department, then an international department and even-
tually develop into a worldwide geographic or product structure. Geographic structures are most 
effective for organizations that can benefit from a multidomestic strategy, meaning that products 
and services will do best if tailored to local needs and cultures. A product structure supports 
a globalization strategy, which means that products and services can be standardized and sold 
worldwide. Huge global firms might use a matrix structure to respond to both local and global 
forces simultaneously. Many firms use hybrid structures, by combining elements of two or more 
different structures to meet the dynamic conditions of the global environment.

Operating on a global scale is not easy. Three aspects of the global organizational challenge 
are addressing environmental complexity through greater organizational flexibility and differen-
tiation, achieving integration and coordination between the highly differentiated units and imple-
menting mechanisms for global learning and knowledge transfer. Common ways to address the 
problem of integration and knowledge transfer are through global teams, stronger headquarters 
planning and control, and specific coordination roles. Diverse national and cultural values influ-
ence the approach to coordination and control. Three broad national approaches were identified: 
centralized coordination and control typically found in many Japanese-based firms, a decentral-
ized approach common among European firms and the formalization approach often used by 
US-based international firms. In practice, most companies, no matter their home country, combine 
elements from each of these approaches. The transnational model, based upon a philosophy of 
interdependence, offers another approach to coordination where, in principle at least, members 
in each part of the organization are aware of, and closely integrated with, the organization as a 
whole so that local actions complement and enhance other company parts.

Globalization has brought new actors onto the global economic stage. Corporations from 
emerging economies have begun to make a substantial impact in many product and service areas. 
Their growth patterns tend to be different from those of traditional multinational corporations 
that have typically built their international business from domestic bases. For the new ‘dragon 
multinationals’, the international environment is their home territory. Their growth strategies from 
the beginning have been based on linkage with other international firms, the leverage of knowl-
edge and resources from these partnerships and a rigorous approach to learning and adaptation.

A connected feature of contemporary globalization is the dissassembling and reorganization 
of production processes to benefit from cost and skill advantages across territorial boundaries. 
As different companies from different countries work together to create products and services 
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Discussion Questions
1 Under what conditions should a company consider 

adopting a global geographic structure as opposed 
to a global product structure?

2 Name some companies that you think could suc-
ceed today with a globalization strategy and explain 
why you selected those companies. How does the 
globalization strategy differ from a multidomestic 
strategy?

3 Why would a company want to join a strategic alli-
ance rather than go it alone in international opera-
tions? What do you see as the potential advantages 
and disadvantages of international alliances?

4 Why is knowledge sharing so important to a global 
organization?

5 What are some of the primary reasons a company 
decides to expand internationally? Identify a com-
pany in the news that has recently built a new over-
seas facility. Which of the three motivations for global 
expansion described in the chapter do you think best 
explains the company’s decision? Discuss.

6 When would an organization consider using a matrix 
structure? How does the global matrix differ from the 
domestic matrix structure described in Chapter 4?

7 Name some of the elements that contribute to 
greater complexity for international organizations. 
How do organizations address this complexity? Do 
you think these elements apply to an online company 
such as eBay? Discuss.

8 Traditional values in Mexico appear to support high 
power distance and a low tolerance for uncertainty. 
What would you predict about a company that opens 
a division in Mexico and tries to implement global 
teams characterized by shared power and authority 
and the lack of formal guidelines, rules and structure?

9 Do you believe it is possible for a global company to 
achieve simultaneously the goals of global efficiency 
and integration, national responsiveness and flexibil-
ity, and worldwide learning and knowledge sharing? 
Discuss.

10 What does it mean to say that the transnational 
model is based on a philosophy of interdependence?

11 What strategies can companies from emerging econ-
omies with limited domestic markets take in order to 
succeed in the global economy?

12 What are the potential benefits and dangers to a 
company of offshoring some of its production? What 
steps would a company’s managers need to take 
in order to determine whether it should offshore, 
and what aspects of its business process it should 
offshore?

13 What are global value chains, and why are they a 
useful way of looking at production organization 
today? What might be some options managers could 
consider if they wanted their corporation to secure 
a greater proportion of the created value in a value 
chain?

consortia
domestic stage
dragon multinational
economies of scale
economies of scope
factors of production

global companies
global geographic 

structure
global matrix structure
global product structure
global stage

global teams
global value chain
globalization strategy
international division
international stage
joint venture

multidomestic
multidomestic strategy
multinational stage
power distance
transnational model
uncertainty avoidance

KEY CONCEPTS

in a value chain, corporate managers are under pressure to re-examine their company’s place in 
the chain, the possibilities for increasing the value realization of their part of the chain, and the 
opportunities and threats presented by the potential for reorganizing that chain.
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Chapter 7 Workbook Where is it made?
Find three different consumer products, such as a shirt, a toy and a shoe. Try to find out the following information for 
each product, as shown in the table. To find this information, use websites, articles on the company from various busi-
ness newspapers and magazines, and the labels on the items. You could also try calling the company and talking with 
someone there.

Product What country do 
materials come 
from?

Where is it 
manufactured or 
assembled?

Which country 
does the 
marketing and 
advertising?

In what different 
countries is the 
product sold?

1

2

3

What can you conclude about international products and organizations based on your analysis?

Chapter 7 Workshop Comparing Cultures
As a group, watch a film made in another country from your own (or, alternately, go to the cinema when a foreign film is 
shown). Take notes as you watch, looking for similarities and differences in cultural norms compared to your own. For 
example, what are the similarities and differences in the following compared to your own cultural norms:
a The way people interact with one another

b The formality or informality of relationships

c The attitudes towards work

d The amount of time people spend on work vs family

e The connection to family

f How people have fun

Questions
1 What were the key differences you observed in the film’s culture versus your own?

2 What are the advantages and disadvantages of using films to understand another culture?

Source: Copyright 2003 by Dorothy Marcic. All rights reserved.
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Global Service Design  
at Imagination
This case study will focus on two themes:

1 The global drivers shaping the new business initi-
atives in Imagination.

2 The implications for organizational design of this 
complex business environment.

This case does not focus on the technical aspects 
of international business theory, but rather focuses on 
up-to-date initiatives, innovation and practical per-
spectives. Thus, the main focus is on the examination 
of the changes in the global business and their effects 
on the development of competitive advantage within 
an independent communications business originally 
based within the UK.

The business has developed rapidly in recent 
years as it attempts to serve its increasingly global 
customer base. The company originated in London 
but now has operations spanning the globe in 
Australia, the United States, Asia-Pacific, Germany 
and more. A management team of nine key directors 
runs the business and the company is built on 
long-term global partnerships across the globe, 
including one of their most prestigious being Ford 
Motor Company, with one executive being given 
the responsibility to manage the global relationship 
with the business over the long term. The Human 
Resources department has also grown to reflect the 
increasing complexities of the business and nurture 
an expanding group of creative innovators both 
internally and externally to the business.   

This company has a clear motivation for growth 
because of the nature of their client base, which is 
invariably international, multinational or global in 
nature. They have developed by using the normal 
stages of international development but have moved, 
over more than 20 years, from domestic-based, 
i.e. London, towards a business offering global 
services with a flexible and global operations team 
and structure. This growth has been supported by a 
range of partnerships and alliances, which have truly 
operated with the concept of global and local guiding 
their every move. The structure of the company has 

needed to change with their customer base in terms 
of organizational structure, systems and strategic 
creativity in human resource management. 

The company has needed to adapt and change 
through detailed analysis of risks and costs and a 
clear understanding of the need to develop appro-
priate organizational systems and structures to fit a 
complex global business environment. This structure 
resembles the traditional strategic business unit or 
divisional structure but with a strong focus on building 
global capabilities that can be offered to a new mar-
ket, particularly in the emerging markets. The focus 
of the business is on managing complexity, integrat-
ing ideas and new concepts from around the globe, 
and transferring knowledge quickly to wherever it is 
needed. This operation is supported by a range of 
global teams who are encouraged through a collab-
orative culture which teaches interdependence but 
also independence of thinking and actions across the 
business.

Company
Imagination is an independent creative communi-
cations company that transforms business through 
creativity.

The company often receives endorsements from 
satisfied clients who may place advertisements in 
leading marketing journals to explain how pleased the 
company was with the standard of work completed 
by the creative people within Imagination.

Financial performance indicators exist within the 
company and their increasing sales turnover and prof-
itability over a long period has only been achieved 
through a clear focus on the bottom line, but their 
achievements are also believed to be about some-
thing else.

The question of how you would define the ‘some-
thing else’ is reviewed constantly and examined on 
the basis of whether the creativity requirements as 
verified by the customer or by the representative 
groups of customers were met. The achievement 
and definition of success is also discussed when the 
company examines the effective use of talent within 
the company and how their improvements and effec-
tiveness have been welcomed by the customer. The 
placement of an advertisement in a marketing chan-
nel by a leading multinational company is perhaps the 
ultimate example of success from Imagination’s point 
of view.

CASE FOR ANALYSIS 7.1
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Their measurement of success appears to be 
based on the following:

MEASUREMENT OF SUCCESS
\
\
\

    SETTING 
   EXACTING       DEVELOPING        TALENT
   CREATIVE     GLOBAL CLIENT     & CLIENT
CHALLENGES RELATIONSHIPS DEVELOPMENT

Imagination believes in introducing new business and 
strategic planning processes and understands their 
importance in achieving future success for themselves 
and their clients. This has been evidenced by their 
ability to hold onto one of their longstanding clients, 
Ford Motor Company.

The measurement of success is supported by one 
other factor:

The question of whether the successful new idea 
or concept will work effectively on a global scale and if 
it will enable Imagination to develop a deeper level of 
knowledge and experiences within new markets that 
can assist the company to meet the demands of an 
increasingly global customer base.

The key operations direction of the company is 
to fit within a global value chain but to maintain their 
independence within an increasingly interdependent 
business world.

Project
This is an example of how Imagination is attempting 
to stay one step ahead of their competitors in the 
communications world.

Imagination has established an Academy as a symbol 
of their commitment to education, creativity and com-
merce. It’s a global initiative, celebrating and develop-
ing talent across all disciplines within the company and 
beyond. The Academy assists imaginers to continue 
to develop their careers and brings new talented peo-
ple into the business at every level. This is building on 
the success of innovative US companies such as 3M, 
which recruit people from the top universities and com-
munity colleges across the United States.

The academy has partners with academic insti-
tutions to nurture future generations of talent. It was 

launched at UCL, London and as the first formal part-
nership in their global programme to connect into the 
centres of excellence and develop relationships with 
world-class universities. They launched the Imagination 
Academy bursary scheme with the Bartlett School of 
Architecture as they celebrated 175 years of academic 
excellence in January 2016 and sponsored the inaugu-
ral Donaldson Lecture, delivered by award-winning art-
ist Grayson Perry CBE. Throughout 2016, the company 
launched further bursaries for master’s-level students in 
Sydney, New York and Detroit.

Case Questions

1 Why should companies attempt to inhabit a world 
of great creative business opportunity?

2 Why are the levers of globalization so import-
ant to understand, influence and manage the 
implementation of a strategic talent management 
programme?

3 How can building strong foundations of a new 
organizational development strategy encourage 
international creativity and innovation?  

Exercise 2.1

1 Highlight the main stages of employee and talent 
development undertaken by your organization 
and examine the business and human resource 
management challenges experienced at each 
stage of development.

2 Choose a global company discussed in this 
chapter and analyze the global employee devel-
opment practices that could be adopted by the 
company. Consider their potential impact on 
future corporate performance.

3 Discuss the importance of having effective envi-
ronmental scanning with your employee devel-
opment team and identify improvements that 
could be introduced to more effectively support 
the talent management decisions taken by your 
organization.

4 How can an international business start to 
develop an employee development strategy that 
sustains creativity and competitive advantage in 
the volatile business environment of today?
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market. As car manufacturers began demanding 
more modular parts, such as entire braking systems, 
Conti expanded its manufacture of brakes, both 
through acquisition and development of its existing 
operations.4

As vehicles became more complex, incorporat-
ing sophisticated electronics, Continental moved to 
capture a share of this market. Its most significant 
acquisition was of Siemens’ automotive electron-
ics business, which Continental bought in 2007 
for €11.4 billion.5 While vehicle electronics might 
seem a far cry from tyres and brakes, Continental 
emphasized safety as the common thread. Brak-
ing systems are increasingly based on electronics, 
in which Siemens was a leader, and more broadly, 
electronic features such as airbag controllers and 
radar systems also add to safety. Nevertheless, the 
company acknowledged that a key motivation was 
to diversify its product lines into new areas such 
as in-car entertainment so that it would be less 
dependent on a handful of car manufacturers for 
the bulk of its revenues.

The company has worked hard to make techno-
logical changes and continues to focus on further 
developing existing concepts, as well as on new 
developments for climate-friendly hybrid and electric 
vehicles. ‘In order to shape safe, efficient, connected 
and comfortable mobility, Continental is pooling 
expertise from all divisions in the fields of integration, 
energy optimization, drive-train management, vehicle 
safety, information management and tires’.6

All these developments change the technology 
structure of the firm as well as impacting on divi-
sions around the world. It has also resulted in spe-
cialists working more closely together to combine 
their specific technological expertise.

With its many moves to adapt to the twin chal-
lenges of globalization and technological change, 
Continental has managed to keep growing and to 
remain consistently profitable. By 2018 the company’s 
sales had reached €40 billion, with profits (EBITDA) of 
about €6 billion.7 Continental’s goal is to be the auto-
motive company of this century and the next. In 2019 
the company plans to carry out more restructuring. 
The Power-train section will become a self-contained 
division. This is in response to far-reaching shifts in 
the auto industry towards electric and self-driving 
technologies, which will again affect the technology 
of the division as well as the people, processes and 
knowledge contained within it.8

Continental AG

Continental is one of Europe’s best known auto-
motive brands. Founded in 1871 in Hannover, 

the company made its name through processing 
rubber into various manufactured goods. ‘Conti’ 
was the first German company to produce the pneu-
matic tyre for bicycles, and in 1900 it provided the 
rubberized material from which the world’s first air-
ship was manufactured.1 The company’s association 
with transportation continues to the present day, and 
Continental remains the world’s fourth-largest tyre 
manufacturer.

Like many European companies, Continental was 
deeply affected by the wars and political instability 
that scarred Europe in the mid-twentieth century. 
The Nazi war effort led to intensified research, 
particularly into synthetic rubber, but Germany’s 
eventual defeat in the war and subsequent economic 
dislocation hampered the company in comparison 
with both France’s Michelin and the big US tyre 
manufacturers.2 Nevertheless as the economy 
recovered, the company shared in Germany’s rising 
reputation for high-quality engineered goods; 
its rubber was fitted on iconic marques such as 
BMW and Mercedes. From the 1970s the pace of 
industrial innovation and the heat of competition 
sharpened. Michelin invented the radial tyre, which 
quickly became the industry standard, and US tyre 
companies like Goodyear and Uniroyal pushed 
hard into the European market. Japanese firms like 
Bridgestone were not far behind, and Conti soon fell 
into red ink.

After some missteps, the company reorganized 
along divisional lines and embarked on a growth and 
internationalization strategy. Continental neutralized 
some of its European competition through acquir-
ing Uniroyal’s European operations and entering 
into a long-term tie-up with Japan’s Toyo.3 By 1992 
the company had made a major shift into the North 
American market through the acquisition of General 
Tire. Conti also started moving beyond its traditional 
reliance on tyres and into the wider vehicle parts 

A LOOK INSIDE
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Globalization and technological advances have radically altered the manufacturing sector in both 
developed and developing countries. Where once US and European companies mainly built prod-

ucts for Western consumers in Western countries, now manufacturing is often carried out offshore, 
with the Western firm mainly concerned with assuring product quality and price competitiveness, and 
above all building and protecting brand value. Services have become an increasingly greater part of the 
economy in every developed country. Yet even services are being outsourced to locations where skilled 
workers can be hired for a fraction of their cost in Western Europe and North America. The restruc-
turing of economic activity on an international and even global basis presents opportunities and chal-
lenges for companies in both developed and emerging economies. Even companies that trade on their 
national identities, like Britain’s Reebok and Burberry, or Japan’s Toyota, have been pushed by the cost 
factor to move to low-cost manufacturing centres outside Europe and Japan.9, 10

The transfer of product assembly and simple services offshore was only the first step in a com-
plex and comprehensive restructuring of the global economy. Offshoring of both manufacturing and 
services also causes major changes and opportunities in emerging economies. Some Western cor-
porations such as American Express, which owns and operates a large customer call centre facility 
near Delhi, India, choose to establish wholly owned facilities in emerging economies.11 Many others 
choose instead either to enter into joint ventures, or to subcontract part or all of a business process 
to local companies. This has the effect of transferring technologies and managerial competencies, as 
well as desperately needed funds that can be used for capital investment, into the emerging economy.

Research shows that the impact of offshoring on emerging economies varies between coun-
tries and between industries. In some countries an ‘enclave’ phenomenon occurs in which the most 
productive workers are drawn to relatively well-paying offshore jobs while the domestic-market 
economy remains underdeveloped. Gary Gereffi, whose value chain theory is discussed in Chapter 7, 
finds that there will be winners and losers among developing countries from offshoring – with a 
few larger and stronger emerging economies tending to land most of the benefits.12

Whereas a main objective of Western companies’ offshoring is to save money, ambitious 
emerging economy companies are always aiming to move ‘up the value chain’: to carry out 
more and more complex and sophisticated processes – whether in manufacturing or services 
– and eventually to develop and profit from their own process innovations. This sets the stage 
for a battle between established Western firms and local challengers. The very rapid emergence 
of Japanese and Korean strength in the automobile industry – one of the more complex and 
technologically intensive manufacturing challenges – showed how quickly dominance can be lost 
when established companies fail to adapt their technologies to meet market challenges. Now 
these countries are themselves being challenged by the rapid emergence of Chinese automakers. 
While China’s rapid growth in automobile sales to become the world’s largest market in 2015 
was initially mainly serviced by Western and Japanese automakers, Chinese manufacturers have 
now secured more than 40 per cent of the market and are themselves pressing ahead quickly 
with foreign expansions.13 Chinese domestic brands held 42.4 per cent of the market share in 
2017 and 41.6 per cent in 2018.14

This chapter explores both service and manufacturing technologies and how technology is 
related to organizational structure. Technology here refers to the work processes, techniques, 
machines and actions used to transform organizational inputs (materials, information, ideas) into 
outputs (products and services).15 Technology is an organization’s production process and includes 
work procedures as well as machinery. In recent years, connectivity and technology have become 
closely interwoven, as IT advances enable increasing automation and remote control of products 
ranging from home heating systems to self-driving cars.

An organization’s core technology is the work process that is directly related to the organiza-
tion’s mission, such as teaching in a high school, medical services in a health clinic or manufactur-
ing at Continental. For example, at Continental’s tyre production facilities, the core technology 
begins with raw materials (e.g. rubber, steel, etc.). Employees take action on the raw material to 
make a change in it (they process and mould the natural and synthetic rubbers), thus transform-
ing the raw material into the output of the organization (tyres etc.). For a service organization 

65900_ch08_hr_250-290.indd   253 1/9/20   12:10 PM



254 PART 4 INTERNAL DESIGN ELEMENTS

like DHL, the core technology includes the production equipment (e.g. sorting machines, package 
handling equipment, trucks, aeroplanes) and procedures for delivering packages and overnight 
mail. In addition, as at companies like DHL and Continental, computers and new information 
technology have revolutionized work processes in both manufacturing and service organizations. 
The Fourth Industrial Revolution has brought new and disruptive technologies such as artificial 
intelligence, the Internet of Things, virtual reality technology and algorithms into the current 
environment. Many of these technologies could have a huge impact on the manufacturing and 
services industry in the near future. Some business sectors such as logistics have already been 
impacted as new technology starts to revolutionize the way business is done. The specific impact 
of new information technology on organizations will be described in Chapter 9.

An important theme in this chapter is how core technology influences organizational 
structure. Understanding core technology provides insight into how an organization can be 
structured for efficient performance.16

Exhibit 8.1 features an example of core technology for a manufacturing plant. Note 
how the core technology consists of raw material inputs, a transformation work process 
(milling, inspection, assembly) that changes and adds value to the raw material and produces 
the ultimate product or service output that is sold to consumers. In today’s large, complex 
organizations, core work processes vary widely and sometimes can be hard to pinpoint. 
A core technology can be partly understood by examining the raw materials flowing into the 
organization,17 the variability of work activities,18 the degree to which the production process 
is mechanized,19 the extent to which one task depends on another in the workflow,20 or the 
number of new product or service outputs.21

A non-core technology is a work process that is important to the organization but is not 
directly related to its primary mission. In Exhibit 8.1, non-core work processes are illustrated 
by the departments of human resources (HR), accounting, research and development (R&D) 
and marketing. Thus, R&D transforms ideas into new products, and marketing transforms 
inventory into sales, each using a somewhat different work process. The output of the HR 
department is people to work in the organization, and accounting produces accurate state-
ments about the organization’s financial condition.

EXHIBIT 8.1 Core Transformation Process for a Manufacturing Company

Raw Material
Inputs

Product or Service
Outputs

Materials
Handling

Milling Inspection

Assembly

Organization

Core Work
Processes

Human
Resources Accounting R & D MarketingNon-core

Departments

Core Technology

ONLINE 
COUNTERPOINT 8.1

ONLINE 
COUNTERPOINT 8.2

ONLINE 
COUNTERPOINT 8.3
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Purpose of this Chapter
In this chapter, we discuss both core and non-core work processes and their relationship to design-
ing organization structure. The optimum organization design is based on a variety of elements, 
although companies and their managers never know exactly how organizational design affects 
productivity and profits. Exhibit 8.2 illustrates that influences affecting organization design come 
from both outside and within the organization. The remainder of the chapter first exam-
ines how the technology for the organization as a whole influences organization structure 
and design. This discussion includes both manufacturing and service technologies. Second, 
we examine differences in departmental technologies and how the technologies influence the 
design and management of organizational subunits. Third, we explore how interdependence – 
flow of materials and information – between departments affects structure.

EXHIBIT 8.2 Pressures Affecting Organization Design

Optimum
Organization

Design

Operational
Design Needs

(work processes)

Strategic
Design Needs

(environment, strategic
direction)

Source: Based on David A. Nadler and Michael L. Tushman, with Mark B. Nadler, Competing by Design: The Power of Organizational Architecture (New 
York: Oxford University Press, 1997), 54.

ONLINE BRIEF 8.1
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Core Organization Manufacturing Technology
Manufacturing technologies include traditional manufacturing processes and contemporary appli-
cations, such as flexible manufacturing and lean manufacturing.

Manufacturing Firms
The first and most influential study of manufacturing technology was conducted by Joan Wood-
ward, a British industrial sociologist. Her research began as a field study of management princi-
ples in south Essex, UK. The prevailing management wisdom at the time (1950s) was contained 
in what were known as universal principles of management. These principles were ‘one best way’ 
prescriptions that effective organizations were expected to adopt. Woodward surveyed 100 man-
ufacturing firms to learn how they were organized.22 She and her research team visited each firm, 
interviewed managers, examined company records and observed the manufacturing operations. Her 
data included a wide range of structural characteristics (span of control, levels of management) and 
dimensions of management style (written versus verbal communications, use of rewards) and the 
type of manufacturing process. Data was also obtained on the commercial performance of the firms.

Woodward developed a scale and organized the firms according to technical complexity 
of the manufacturing process. Technical complexity refers to the extent of mechanization 
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of the manufacturing process. High technical complexity means most of the work is 
performed by machines. Low technical complexity means workers play a larger role in the 
production process. Woodward’s scale of technical complexity originally had ten categories, 
as summarized in Exhibit 8.3. These categories were further consolidated into three basic 
technology groups:

 ■ Group I: Small-batch and unit production. These firms tend to be job shop operations that 
manufacture and assemble small orders to meet the specific requirements of customers. Small-
batch production relies heavily on the human operator; it is thus not highly mechanized. Small 
batch production is increasingly important in a world where ‘narrowcasting’ is viewed as more 
desirable than mass market production. However, advances in technology mean that small-batch 
production can be viable even for relatively low-cost goods. London, UK-based company, Shoes 
by Bryan, used partner 3D Systems’ printers to launch in 2012 what he calls the world’s first 
biodegradable 3D printed shoes, made from polylactic plastic (PLA) and entirely recyclable.23

 ■ Group II: Large-batch and mass production. Large-batch production is a manufacturing 
process characterized by long production runs of standardized parts. Output often goes 
into inventory from which orders are filled, because customers do not have special needs. 
Examples include most assembly lines, such as for automobiles or LCD television monitors.

 ■ Group III: Continuous-process production. In continuous-process production, the entire pro-
cess is mechanized. There is no starting and stopping. This represents a level of mechanization 
and standardization one step beyond those in an assembly line. Automated machines control 
the continuous process, and outcomes are highly predictable. Examples would include chemi-
cal plants, oil refineries, brewing plants, pharmaceuticals and nuclear power plants.

ONLINE 
COUNTERPOINT 8.4

Low

High

Technical
Complexity

Group II

Group III

Group I 

Source: Adapted from Joan Woodward, Management and Technology (London: Her Majesty’s Stationery Office, 1958).

EXHIBIT 8.3  Woodward’s Classification of 100 British Firms According to Their Systems of 
Production
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Strategy, Technology and Performance
Another portion of Woodward’s study examined the success of the firms along dimensions such 
as profitability, market share, stock price and reputation. As indicated in Chapter 3, the measure-
ment of effectiveness is not simple or precise, but Woodward was able to rank firms on a scale of 
commercial success according to whether they displayed above-average, average or below-average 
performance on strategic objectives.

Woodward compared the structure-technology relationship against commercial success 
and discovered that successful firms tended to be those that had typical, or widely found, 
configurations of structure and technology, as shown in Exhibit 8.4. Below-average firms 
tended to depart from the more typical structural characteristics for their technology type. 
Subsequent research has broadly replicated her findings.25

EXHIBIT 8.4 Relationship between Technical Complexity and Structural Characteristics

Source: Based on Management and Technology by Joan Woodward (London: Her Majesty’s Stationery Office, 1958).

Technology

Structural Characteristic Unit Production Mass Production Continuous Process

Number of management levels
Supervisor span of control
Direct/indirect labour ratio
Manager/total personnel ratio
Workers’ skill level
Formalized procedures
Centralization
Amount of verbal communication
Amount of written communication
Overall structure

3
23
9:1
Low
High
Low
Low
High
Low
Organic

4
48
4:1
Medium
Low
High
High
Low
High
Mechanistic

6
15
1:1
High
High
Low
Low
High
Low
Organic

A few of Woodward’s key findings are given in Exhibit 8.4. The number of manage-
ment levels and the manager-to-total personnel ratio, for example, show definite increases 
as technical complexity increases from unit production to continuous process. This indicates 
that greater management intensity is correlated with managing complex technology. The 
direct-to-indirect labour ratio decreases with technical complexity because more indirect 
workers are required to support and maintain complex machinery. Other characteristics, 
such as span of control, formalized procedures and centralization, are high for mass-production 
technology as the work is standardized, but low for other technologies. Unit-production and 
continuous-process technologies require highly skilled workers to oversee and maintain the 
machines, and verbal communication to adapt to changing conditions. Mass production is 
standardized and routinized, so few exceptions occur, little verbal communication is needed and 
employees are less skilled.

Overall, the management systems in both unit-production and continuous-process technology 
are characterized as organic, as defined in Chapter 5. They are more free-flowing and adaptive, 
with fewer procedures and less standardization. Mass production, however, is mechanistic, with 
standardized jobs and formalized procedures. Woodward’s discovery about technology provided 
substantial new insight into the factors that produce forms of organization structure. In Joan 
Woodward’s own words, ‘Different technologies impose different kinds of demands on individuals 
and organizations, and those demands had to be met through an appropriate structure’.24 In short, 
structure is understood to follow, or at least adapt to, technology.

ONLINE BRIEF 8.2

WWW
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COUNTERPOINT 8.1
One shortcoming of this logic is that it makes no allowance for innovators who depart from 
standard formulae. At one moment, they may seem to be comparatively unsuccessful and this may 
be attributed to their deviation from ‘the average of their technology’, but later they may be regarded 
as visionary in their unusual deployment of technologies that subsequently transform the industry as 
they become the new ‘norm’. Consider, for example, the introduction of mass or process production 
which initially demands a high level of investment without necessarily delivering immediate 
performance improvements.

What Woodward’s findings suggest is that effectiveness is contingent upon an alignment of 
strategy, structure and technology.26 For example, in the computer industry in the 1990s, computer 
makers were obliged to realign strategy, structure and technology to compete with Dell’s technol-
ogy innovation of direct sales, mass customization and outsourced production. Manufacturers such 
as IBM switched to a low-cost strategy, adopted new technology to enable them to customize PCs, 
revamped supply chains and began outsourcing manufacturing to other companies that could do 
the job more cheaply. Eventually, IBM decided that it no longer had a competitive advantage in 
personal computer manufacture, and sold this part of its business to China’s Lenovo.27

In recent years it has become almost a rule of thumb that companies should farm out 
production. Failing to adopt appropriate new technologies to support strategy, or adopting a new 
technology and failing to realign strategy to match it, can lead to below par performance. Today’s 
increased global competition results in more volatile markets, shorter product life cycles and 
more sophisticated and knowledgeable consumers. Retailers such as H&M do not produce any 
of their own merchandise. However, there are also examples of corporations, including H&M’s 
largest competitor, Zara, that have chosen to go in the opposite direction by tightly integrating 
and controlling manufacturing and sales (see Chapter 5). Western firms with a high cost base have 
a particularly tough decision in terms of outsourcing manufacturing production. By doing so, 
companies benefit in the short term by the advantage of cheaper labour (known as global labour 
arbitrage), but in the longer term they may be entering into a downward spiral of cost-cutting 
where eventually they may well be out-competed by one of the emerging economy MNCs.

Greater structural flexibility and agility to meet these new demands has become a strategic 
imperative for many companies.28 Manufacturing companies can adopt new technologies to 
increase their flexibility. Conversely, a highly mechanistic structure tends to hamper flexibility, so 
preventing the company from reaping the benefits of new technologies.29 The technological and 
human systems of an organization are inextricably intertwined. This chapter’s Bookmark pro-
vides a different perspective on technology by looking at the dangers of failing to understand the 
human role in managing technological advances.

Contemporary Applications
In the years since Woodward’s research, new developments have occurred in manufacturing 
technology. Manufacturing has dropped steadily as a proportion of the gross domestic product 
(GDP) in Europe and North America for a number of years, in 2018 it represented 21 per cent 
of GDP in Germany, 15 per cent in Italy, 9 per cent in the UK, and 11.6 per cent of the GDP 
and 8.5 per cent of all employment in the United States.30, 31 Not surprisingly, the factory of 
today is quite different from the industrial firms Woodward studied in the 1950s. The com-
puter industry – both for corporate and personal use – typically responds to individual customer 
requirements in a way that would be unthinkable for consumer electronics like television sets, 
for example. Often, a barebones computer system is produced in a central facility, then shipped 
out to a local facility for customization.32 Sometimes this build-to-order (BTO) process involves 
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an international partnership between two manufacturers, as in the collaboration between Hewl-
ett Packard and Sun Moon Star to provide computers to the Taiwanese market.33

Ltd, offering to produce toys in Britain for other toy 
companies.35 Although this is a small beginning, 
there are increasing signs within both Europe and 
North America that the outsourcing urge, whether 
to domestic or emerging market suppliers, might 
be reaching its peak. In 2008, Mervyn King, then 
governor of the Bank of England, emphasized the 
need for a ‘rebalancing’ of the economy in which 
manufacturing would again play an important role.36 
The same phenomenon is occurring across Europe 
and North America, where the automobile industry in 
particular is bringing more production in-house both 
to contain costs and to ensure quality.37 More recently 
this shift could also be linked to the ‘America First’ 
policy of President Donald Trump who has advocated 
for domestic manufacturing over foreign imports. 
Insourcing production, however, also has another 
effect: the company becomes responsible for its own 
production processes and the planning processes 
of manufacturing. The company will therefore have 
to acquire new employees with different technical 
knowledge to carry out this process. Ultimately, 
however, Bamping’s firm could not remain profitable 
in the face of international competition, and went out 
of business in 2014.38

Crazee Things

Danny Bamping founded Crazee Things, a British 
games company best known for the ‘Crazee 

Cube’, a variation on the famous Rubik’s cube 
puzzle. Until 2007, Bamping outsourced production 
to China, but started producing puzzles in Britain as 
a result of rapidly rising costs and long lag time in 
bringing the goods to market. Just as he was starting 
production in the UK, a scandal broke about safety 
issues affecting Chinese-made toys, such as lead 
found in the paint used for Mattel’s Barbie dolls. 
He acknowledges that this was good timing for his 
small company, and Crazee’s website now highlights 
British manufacture and attention to product safety 
and environmental standards such as a smaller 
carbon footprint.34 Bamping teamed up with another 
British toy manufacturer to establish UK Manufacture 

IN PRACTICE

Computerization has had a massive impact upon continuous production processes, where 
processes that once required intensive (and error-prone) human supervision and intervention 
can now be remotely and efficiently monitored. However, it is relevant to note how continuous 
production requires attention not only to the core process but also to back-up systems to support that 
process, such as instant availability of spare parts, inventory management, etc. Syktyvkarskii LPK, a 
Russian paper production plant belonging to the Anglo-South African corporation Mondi Business 
Paper, found that despite holding large and costly inventories of spare parts, maintenance engineers 
frequently found themselves missing critical components, resulting in production losses. They engaged 
the Russian IT consultants IBS to design an integrated preventative maintenance (PM) system based 
on the system integration platform designed by the Swiss software giant SAP. The new system ensures 
that maintenance planning, process monitoring and parts inventory are better coordinated. Over 
200 staff from shop floor workers to top technical experts are involved in entering data into the PM 
system. The company estimates that computerized integration saves at least €1 million per year.39

Mass production manufacturing has seen similar transformations. Two significant contemporary 
applications of manufacturing technology are flexible manufacturing systems and lean manufacturing.

Flexible Manufacturing Systems
Most of today’s factories use a variety of new manufacturing technologies, including robots, numer-
ically controlled machine tools, radio-frequency identification (RFID), wireless technology and 
computerized software for product design, engineering analysis and remote control of machinery. 
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 ■ Sultana (American steamboat on the Mississippi 
River near Memphis, Tennessee), April 25, 1865. 
The boat, designed to carry a maximum of 
460 people, was carrying more than 2000 Union 
ex-prisoners north, as well as 200 additional crew 
and passengers, when three of the four boilers 
exploded, killing 1800 people. One of the boilers 
had been temporarily patched to cover a crack, 
but the patch was too thin. Operators failed to 
compensate by resetting the safety valve.

 ■ Piper Alpha (offshore drilling rig in the North Sea), 
July 6, 1988. The offshore platform processed 
large volumes of natural gas from other rigs via 
pipe. A daytime work crew, which didn’t complete 
repair of a gas-condensate pump, relayed a verbal 
message to the next shift, but workers turned the 
pump on anyway. When the temporary seal on 
the pump failed, a fire trapped crewmen with no 
escape route, killing 167 crew and rescuers.

 ■ Union Carbide (India) Ltd (release of highly toxic 
chemicals into a community), Bhopal, Mahdya 
Pradesh, India, December 3, 1984. There are 
three competing theories for how water got into 
a storage tank, creating a violent reaction that 
sent highly toxic methyl isocyanate for herbicides 
into the environment, causing an estimated 
7000 deaths: (1) poor safety maintenance, 
(2) sabotage, or (3) worker error.

What Causes System Fractures?
There is a veritable catalogue of causes that lead to 
such disasters, from design errors, insufficient opera-
tor training and poor planning to greed and misman-
agement. Chiles wrote this book as a reminder that 
technology takes us into risky locales, whether it be 
outer space, up a 2000-foot tower or into a chemical 
processing plant. Chiles also cites examples of poten-
tial disasters that were averted by quick thinking and 
appropriate response. To help prevent system fractures, 
managers can create organizations in which people 
throughout the company are expert at picking out the 
subtle signals of real problems – and where they are 
empowered to report them and take prompt action.

Inviting Disaster: Lessons from the Edge of Technology, by 
James R. Chiles, is published by HarperBusiness.

Have you read this book?

Inviting Disaster: Lessons from the 
Edge of Technology

BY JAMES R. CHILES

Dateline: Paris, France, July 25, 2000. Less than 
two minutes after Air France Concorde Flight 

4590 departs Charles DeGaulle Airport, something 
goes horribly wrong. Trailing fire and billowing black 
smoke, the huge plane rolls left and crashes into a 
hotel, killing all 109 people aboard and 4 more on 
the ground. It’s just one of the technological disas-
ters James R. Chiles describes in his book, Inviting 
Disaster: Lessons from the Edge of Technology. One 
of Chiles’s main points is that advancing technology 
makes possible the creation of machines that strain 
the human ability to understand and safely operate 
them. Moreover, he asserts, the margins of safety are 
drawing thinner as the energies we harness become 
more powerful and the time between invention and 
use grows shorter. Chiles believes that today, ‘for 
every twenty books on the pursuit of success, we 
need a book on how things fly into tiny pieces despite 
enormous effort and the very highest ideals’. All com-
plex systems, he reminds us, are destined to fail at 
some point.

How Things Fly Into Pieces: Examples 
of System Fractures
Chiles uses historical calamit ies such as the 
sinking of the Titanic and modern disasters such 
as the explosion of the space shuttle Challenger 
(the book was published before the 2003 crash 
of the Columbia shuttle) to illustrate the dangers 
of system fracture, a chain of events that involves 
human error in response to mal funct ions in 
complex machinery. Disaster begins when one 
weak point links up with others.

BOOKMARK 8.0
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The ultimate automated factories are referred to as flexible manufacturing systems (FMS).40 IDC’s 
2018 report predicted that more than half of top manufacturers will rely on digital platforms to 
support 30 per cent of their revenue by 2020. Furthermore in 2021 it claims 20 per cent of these 
businesses will depend on embedded intelligence in IoT and blockchain to automate processes. This 
could result in execution times increasing by 25 per cent.41 Also called computer-integrated manu-
facturing, smart factories, advanced manufacturing technology, agile manufacturing or the factory of 
the future, FMS links together manufacturing components that previously stood alone. Thus, robots, 
machines, product design and engineering analysis are coordinated by a single computer.

The result has already revolutionized the shop floor, enabling large factories to deliver a 
wide range of custom-made products at low mass-production costs.42 Mass customization is 
one effective response to the dilemma of globalization – how to benefit from the efficiencies of 
internationalization, while continuing to offer the customer a product that is tailored to her/him.  
One simple example where technology has enabled unique products to be offered to consumers is in 
ceramic coffee mug imaging. The advent of digital cameras has meant families the world over have 
many pictures they would like to keep and share with relatives. Through the internet and advances 
in photocopy technology, a photograph of the grandchildren can be sent across the world, printed 
permanently on a coffee mug, and delivered as a present to grandparents, all within a day or two.43 
Flexible manufacturing also enables small enterprises to go toe-to-toe with larger companies and 
low-cost offshore competitors. Flexible manufacturing is typically the result of three subcomponents:

 ■ Computer-aided design (CAD). Computers are used to assist in the drafting, design and 
engineering of new parts. Designers guide their computers to draw specified configurations 
on the screen, including dimensions and component details. Hundreds of design alternatives 
can be explored, as can scaled-up or scaled-down versions of the original.44

 ■ Computer-aided manufacturing (CAM). Computer-controlled machines in materials 
handling, fabrication, production and assembly greatly increase the speed at which items 
can be manufactured. CAM also permits a production line to shift rapidly from producing 
one product to any variety of other products by changing the instruction tapes or software 
codes in the computer. CAM enables the production line to quickly honour customer 
requests for changes in product design and product mix.45

 ■ Integrated information network. A computerized system links all aspects of the firm – 
including accounting, purchasing, marketing, inventory control, design, production and so 
forth. This system, based on a common data and information base, enables managers to 
make decisions and direct the manufacturing process in a truly integrated fashion.

The combination of CAD, CAM and integrated information systems means that a new prod-
uct can be designed on the computer and a prototype can be produced untouched by human 
hands. It becomes possible to switch quickly from one product to another, working quickly and 
with precision, without paperwork or record keeping to bog down the system.46

One field that has benefited enormously from CAD and CAM is that of dentistry. In the 
pre-computer era, the discipline of prosthodontics – manufacture of ‘false’ teeth, bridges, etc., 
was a matter of artistic design and trial and error. Now, data from dental imaging scans can be 
automatically input into computers and used as a base for accurate design of needed prosthetics. 
This data can then be directly transferred to the manufacturing process, with an accurate finished 
product available much sooner, and much more likely to fit well. The success of the Swedish 
company, Nobel Biocare, which controls many of the best-known brands and processes in dental 
prosthetics, is based on effective implementation of CAD/CAM in its field.47, 48

Some advanced factories have moved to a system called product life-cycle management (PLM). 
PLM software can manage a product from idea through development, manufacturing, testing and 
even maintenance in the field. The PLM software provides three primary advantages for product 
innovation. PLM (1) stores data on ideas and products from all parts of the company; (2) links prod-
uct design to all departments (and even outside suppliers) involved in new product development; 
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and (3) provides three-dimensional images of new products for testing and maintenance. PLM has 
been used to coordinate people, tools and facilities around the world for the design, development 
and manufacture of products as diverse as cars produced by Rolls Royce, product packaging for 
Procter & Gamble consumer products, and Boeing’s 787 Dreamliner passenger jet.49

Lean Manufacturing
Flexible manufacturing is most productive in its aim to improve quality, customer service and cost 
cutting when all parts are used interdependently and combined with a system referred to as lean 
manufacturing. Lean manufacturing uses highly trained employees at every stage of the production 
process who take a painstaking approach to details and problem solving in order to cut waste 
and improve quality. It incorporates technological elements, such as CAD/CAM and PLM, but the 
heart of lean manufacturing is not machines or software, but people. Lean manufacturing requires 
changes in decision-making processes and management processes, as well as a work culture that 
supports active employee participation. Employees are trained to ‘think lean’, which means attack-
ing waste and striving for continuous improvement in all areas.50

COUNTERPOINT 8.2
‘Lean’ manufacturing has also been described as ‘mean’ because, in its attempts to remove all slack 
and waste, it intensifies work. The outcome is that workers suffer from a lack of breaks or respite 
from the relentless demands of the system. This shortcoming may be adequately compensated by 
higher wages that attract and retain personnel. But it may also take its toll on morale and goodwill, 
producing a workforce that lacks the energy or motivation to participate in the schemes that are key 
to the effective application of flexible and lean manufacturing methods.

The Toyota Production System combines techniques such as just-in-time inventory, product 
life-cycle management, continuous-flow production, quick changeover of assembly lines, con-
tinuous improvement and preventive maintenance, with a management system that encourages 
employee involvement and problem solving. Any employee can stop the production line at any 
time to solve a problem. In addition, designing equipment to stop automatically so that a defect 
can be fixed is a central element of the system.51

Organizations that have studied and introduced the Toyota Production System have seen dra-
matic improvements in productivity, inventory reduction and quality. For example, MAN Nutz-
fahrzeuge, the truck and bus manufacturing division of the German industrial giant MAN (discussed 
in Chapter 6), has adopted MAN Nutzfahrzeuge Produktionssystem (MNPS), emphasizing lean 
thinking. In 2008, head of production systems, Marcus Schnell, said that in the cogwheel production 
area alone, work-in-progress fell by three-quarters, lead time by 70 per cent, and job set-up times 
by almost a third. On the cylinder head assembly line, work-in-progress fell by over a half, and 
productivity increased by 20 per cent.52 Another example was at the Utah, United States, plant of 
Sweden’s Autoliv, a major global producer of vehicle safety airbags where, despite already using lean 
manufacturing, managers are continuing to make changes under Autoliv Production System (APS). 
The mantra of lean manufacturing is that there is always room for improvement.

Lean manufacturing and flexible manufacturing systems have paved the way for mass 
customization, which refers to using mass-production technology to quickly and cost-effectively 
assemble goods that are uniquely designed to fit the demands of individual customers.53 The 
idea of mass customization originated in the 1990s54, 55 and was a product of a change in 
societal thinking towards individualism and differentiation, at the same time as this became 
possible through the exponential increase in the power of information technologies.56 Various 
companies pioneered mass customization in their fields. Nissan Corporation of Japan coined 

the credo of mass customization: ‘Any volume, Anytime, Anybody, Anywhere and Anything’.57 The 
idea of mass customization has since expanded to products as diverse as computers, clothing, farm 

ONLINE 
COUNTERPOINT 8.5
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machinery and industrial detergents. Today, you can buy jeans customized for your body, eyeglasses 
moulded to precisely fit and flatter your face, uPVC windows moulded in the exact shape and size 
of your home, and pills with the specific combination of vitamins and minerals prescribed for an 
ailment.58 In the field of computers, the US-headquartered company, Dell, used mass customization 
to successfully break the power of traditional PC makers like IBM and Compaq and became, for a 
period, the world’s largest computer maker.59 In turn Acer, featured in the next Leading by Design 
box, broke Dell’s dominance by creating a new computing category of the netbook, (temporarily) 
meeting the IT needs of a growing and highly mobile middle class around the world.

Mass customization has taken hold across the global economy. Countless new products have 
been designed, based on the idea of customization. Yogurts that children take to school in their packed 
lunches have two pouches; one with the basic yogurt, the other containing a topping of chocolate 
or fudge bits that can be sprinkled on top to taste. With the rise of websites such as Funky Pigeon 
and Moonpig, customers can buy occasion cards which are 100 per cent customizable and choose 
between delivery to their address or to the recipient’s address within a few days of ordering. All of 
this is completed online and is liked for its ease and efficiency. Funky Pigeon recently also diversified 
into personalized gifts and wedding decorations such as wine bottle labels and place cards,60 while 
Moonpig has moved into providing food and drinks, flowers and plant options to accompany 
customers’ cards.61 Numerous national postal services now offer customers the possibility of designing 
their own postage stamps.62 These latter examples suggest the direction of mass customization towards 
what the management futures guru C. K. Prahalad called co-creation.63 In co-creation, customers 
are integrated organically in the design process, rather than merely being ‘consulted’ through focus 
groups or similar one-off information gathering. Lego of Denmark created a web community of 
1000 participants to design its new Mindstorms robot. The success of the Mindstorms project led 
Lego to institutionalize this process with what it calls the Lego Factory, where Lego users can design 
products and sell them through the Lego website.64 When Fiat decided to develop a new version of 
its classic Fiat 500 car, it invited potential customers to participate in designing accessories for the 
car. It was overwhelmed by the response, in which over 8000 suggestions were posted, with many 
proposals, such as the idea of a clear glass roof, being put into production.65, 66

suggestions, so that improvements in efficiency and 
safety began at the bottom. The company also made 
massive changes in inventory management and pro-
duction processes.

At the time of Harada’s comment, Autoliv was 
assembling airbag modules on a traditional linear, 
automated assembly line. The plant held about $23 
million in parts – seven to ten days worth of inventory 
– in a giant warehouse. Each day, Webb pushed 
mountains of inventory onto the assembly floor, 
but since he was never sure of what was needed, 
he often pushed a lot of it back at the end of the 
day. After the introduction of lean manufacturing, 
software was created to track parts automatically as 
they were being used. The data were communicated 
to the warehouse and parts were replenished just as 
they were needed. At the same time, the information 
was automatically conveyed to Autoliv’s suppliers, 
so they could ship new stock. Inventory was cut 
by around 50 per cent. The assembly process was 
redesigned into 88 U-shaped production cells, 
each staffed by a handful of employees. Every 24 

Autoliv

Production supervisor Bill Webb thought he was 
being humble when he suggested to Toyota Motor 

Corp’s, Takashi Harada, that his employer, automotive 
safety parts manufacturer Autoliv, ranked around three 
on a scale of one to ten. He was stunned when Harada 
replied, ‘Maybe a minus-three’. It was the opening lecture 
for Autoliv’s education in the Toyota Production System.

Autoliv has a commanding share of the US market. 
Toyota was a major customer, though, and, with man-
ufacturing defects rising, Autoliv was more than willing 
to accept Toyota’s offer of help.

One of the first changes Harada made was to set 
up a system for soliciting and implementing employee 

IN PRACTICE
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ways, including being ‘born global’; they are designed 
from the beginning as global corporations, rather than 
starting with a focus on the domestic market and then 
gradually building overseas business.

Acer has been particularly innovative in its business 
structure, as noted in Chapter 7. While many MNCs 
have relatively decentralized organizational structures, 
Acer went further and spun off components of the 
business into separate businesses, allowing the com-
pany to leverage both outside capital and knowledge, 
but retain the synergies of interconnectedness. Stan 
Shih’s second big innovation was in identifying that 
value is added in a creative industry such as the IT 
sector at both ends of what he calls the ‘smiling curve’ 
concentrated in research and design on one end, and 
branding on the other (see Exhibit 8.5). Manufacturing, 
on the other hand, tended to generate poor returns. 

As a result of Shih’s insight, in 2000 Acer spun off 
its manufacturing facilities into a separate company, 
Wistron, which focuses on competitive outsourcing, 
while Acer concentrated on research and development 
and branded marketing. It was a bold move, because 
previously the OEM manufacturing had been seen as a 
cash cow which funded Acer’s efforts to build its brand. 
Although Shih retired in 2004, the ‘smiling curve’ vision 
was successfully continued under the company’s new 
CEO, JT Wang. The breakthrough for Acer’s R&D and 

Acer Computers

It’s not so long since the phrase ‘no-one ever got 
fired for choosing IBM’ was the watchword of the 

computer business around the world. Now, IBM is out 
of the personal computer business altogether, and the 
major US manufacturers such as HP and Dell are facing 
serious competition from Asian brands including Lenovo 
(the purchasers of IBM’s PC business) and Acer.

Acer is truly a rags to riches story. Founder Stan 
Shih started the company in 1976 in Taiwan with 11 
employees and a capital investment of $25,000. By 
2008, Acer had become the world’s largest vendor of 
notebook computers. The company bought Gateway, 
the world’s fifth biggest PC manufacturer, in 2007, 
and is one of the world’s largest PC manufacturers.

Acer is one of a new type of emerging country mul-
tinationals discussed in the previous chapter, coined 
‘dragons’ by Australian academic John Mathews. 
Dragon MNCs differ from traditional MNCs in several 

LEADING BY DESIGN

The shift to APS lean manufacturing has paid off. 
Defects per million in module parts were cut dramati-
cally, from more than 1100 in 1998 to just 16 in 2003. 
In that same year, Autoliv reported profits of $1 billion 
on revenues of $5.3 billion, and sales have continued 
to grow, reaching over $8.68 billion in 2018.68 The 
Autoliv market share for different airbags has gone up 
30 to 50 per cent. ‘Their plants are as good as any 
in the world’, said Ross Robson, administrator of the 
Shingo Prize for Excellence in Manufacturing.69 The 
company has continued to build a world-class reputa-
tion for safety products, even while its one-time men-
tor Toyota has had its share of problems, including 
safety concerns. In 2012 the Euro NCAP programme, 
a safety rating service sponsored by European gov-
ernments and consumer groups, ranked the conti-
nent’s safest cars. Almost two-thirds of those selected 
use mainly Autoliv safety products.70 In 2018, Autoliv 
completed a spin-off of its electronics and automated 
driving divisions, Veoneer Inc.

minutes, loud rock music signals the arrival of more 
parts and the rotation of each person to a different 
task. In addition to being trained to perform different 
tasks, employees are trained to continuously look for 
improvements in every area.

Autoliv introduced this system, which it coined 
the Autoliv Production System (APS), in its plants 
throughout the world. According to Autoliv, APS is 
built on a foundation of Team Work, and the five S’s.67 
Each of these five terms in Japanese start with an S:

1 Seiri = sort  = keep only necessary items in the 
workplace

2 Seiton = straighten = arrange items to promote 
efficient workflow

3 Seis = cleanse = clean the work area so it’s neat 
and tidy

4 Seiketsu = standardize = set standards for a con-
sistently organized workplace

5 Shitsuke = sustain = maintain and review standards.
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branding focus came in 2008 as the company estab-
lished a dominant position in the rapidly emerging ‘net-
book’ market: small, inexpensive and highly portable 
machines that bridge the gap between personal digital 
assistants (PDAs), like the Blackberry, and full-sized lap-
tops. The timing for netbooks’ entry was perfect, at the 
onset of a recession when consumers were looking for 
less expensive but still attractive technology. Despite rival 
Taiwanese firm Asus having been first to mass-market a 
netbook, Acer’s greater branding and marketing capac-
ity allowed it to quickly catch up. By the final quarter of 
2008 the company led the global market for netbooks 
with a 36 per cent share, and the company’s long-term 
goal of overtaking HP as the biggest computer manu-
facturer in the world seemed on track, driven by organ-
izational innovation.71 However, like every new entrant, 
the netbook was most at risk from another new product 
category, in this case the arrival of the tablet computer, 
and particularly Apple’s iPad. Whereas netbooks had 
increasingly become indistinguishable from traditional 
notebook computers (whose manufacturers had cut 
costs and prices to compete with netbooks), the tab-
let computer with its focus on touch screen multimedia 
was a truly new creature. Acer for once was caught 

playing catch-up. Sales and profitability figures dropped 
so that by 2012 the company was posting large annual 
losses. Stan Shih came back as chairman in 2013. Acer 
regrouped and refocused its strategy, betting this time 
on sales of its Ultrabook computer that can run for eight 
hours or more on one battery charge. However, it did 
not fundamentally alter the company’s downward trajec-
tory, now linked to the overall decline in the global PC 
market. In 2015, Shih admitted the company would wel-
come a buyout offer. Like a sports team, computer firms 
are only as good as their most recent results, which in 
Acer’s case have not been good.

In 2016 the company announced a restructuring 
that divided the company into its ‘core’ computer 
business and what it called New Businesses includ-
ing cloud computing, gaming, mobile phones and the 
so-called Internet of Things — the idea that devices, 
buildings, appliances, etc. can all be embedded with 
electronics and networked together.72

Despite its challenges would Acer’s innovative 
organizational design and acquisition of new technol-
ogies carry it over this hump, or had the company’s 
success made it complacent and driven it into a down-
ward trajectory from which it could not escape?73

EXHIBIT 8.5 Stan Shih’s ’smiling curve’ (graph by Rico Shen, 2007)
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EXHIBIT 8.6 Relationship of Flexible Manufacturing Technology to Traditional Technologies

Source: Based on Jack Meredith, ‘The Strategic Advantages of New Manufacturing Technologies for Small Firms’, Strategic Management Journal 8 
(1987), 249–258; Paul Adler, ‘Managing Flexible Automation’, California Management Review (Spring 1988), 34–56; and Otis Port, ‘Custom-made Direct 
from the Plant’, BusinessWeek/21st Century Capitalism (November 18, 1994), 158–159.
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Performance and Structural Implications
One key advantage of flexible manufacturing is that products of different sizes, types and 
customer requirements freely intermingle on the assembly line. Bar codes imprinted on a 
part enable machines to make instantaneous changes – such as putting a larger screw in a 
different location – without slowing the production process. A manufacturer can turn out an 
infinite variety of products in unlimited batch sizes, as illustrated in Exhibit 8.6. In traditional 
manufacturing systems studied by Woodward, choices were limited to the diagonal. Small batches 
allowed for high product flexibility and custom orders, but because of the ‘craftsmanship’ 
involved in custom-making products, batch size was necessarily small. Mass production could 
have large batch size, but offered limited product flexibility. Continuous process could produce 
a single standard product in unlimited quantities. Flexible manufacturing systems allow plants 
to break free of this diagonal and so increase both batch size and product flexibility at the same 
time. When taken to its ultimate level, FMS allows for mass customization where each specific 
product is tailored to customer specification. This high-level use of FMS has been referred to 
as computer-aided craftsmanship.74 Studies suggest that with FMS, machine utilization is more 
efficient, labour productivity increases, scrap rates decrease, and product variety and customer 
satisfaction increase.75
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ONLINE BRIEF 8.3
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COUNTERPOINT 8.3
Aspects of FMS may be beneficial to employees anxious to update their skills. But lack of 
specialization renders them more vulnerable to replacement by other, cheaper or more pliable 
employees. Where there is an element of collective reward associated with teamwork, this can 
prove demanding and divisive. Demanding, because the pressure is on to work ‘for the team’ 
rather than exercise some discretion about the level of effort contributed. And divisive, because it 
can set some team members against others who are judged not to be participating sufficiently fully 
or not pulling their weight.

Technology alone cannot give organizations the benefits of flexibility, quality, 
increased production and greater customer satisfaction. FMS can become a competitive 
burden rather than a competitive advantage unless organizational structures and man-
agement processes are redesigned to take advantage of the new technology.77 However, 
when top managers make a commitment to implement new structures and processes that 
empower workers and support a learning and knowledge-creating environment, FMS can 
help companies be more competitive.78

Research into the relationship between FMS and organizational characteristics is beginning 
to emerge, and the patterns are summarized in Exhibit 8.7. Compared with traditional mass-
production technologies, FMS has a narrow span of control, few hierarchical levels, adaptive tasks, 
low specialization and decentralization, and the overall environment is characterized as organic and 
self-regulative. Employees require the skills to participate in teams; training is broad (so workers are 
not overly specialized) and frequent (so workers are up-to-date). Expertise tends to be cognitive so 
workers can process abstract ideas and solve problems. Interorganizational relationships in FMS firms 
are characterized by changing demand from customers – which is handled with the new technology – 
and close relationships with a few suppliers that provide top-quality raw materials.76

Characteristic Mass Production FMS

Structure
Span of control  
Hierarchical levels
Tasks
Specialization  
Decision-making  
Overall

Human Resources
Interactions
Training
Expertise

Interorganizational 
Customer demand
Suppliers

Wide
Many
Routine, repetitive
High
Centralized
Bureaucratic, mechanistic

Standalone
Narrow, one time  
Manual, technical

Stable
Many, arm’s length

Narrow
Few
Adaptive, craftlike
Low
Decentralized  
Self-regulating, organic

Teamwork
Broad, frequent
Cognitive, social: solve problems

Changing
Few, close relationships

EXHIBIT 8.7  Comparison of Organizational Characteristics Associated with Mass 
Production and Flexible Manufacturing Systems

Source: Based on Patricia L. Nemetz and Louis W. Fry, ‘Flexible Manufacturing Organizations: Implications for Strategy Formulation and 
Organization Design’, Academy of Management Review 13 (1988), 627–638; Paul S. Adler, ‘Managing Flexible Automation,’ California 
 Management Review (Spring 1988), 34–56; and Jeremy Main, ‘Manufacturing the Right Way’, Fortune May 21, 1990, 54–64.
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Service Technology

Manufacturing Technology

Service Product and Service Product

EXHIBIT 8.8 Differences between Manufacturing and Service Technologies

Source: Based on F. F. Reichheld and W. E. Sasser, Jr, ‘Zero Defections: Quality Comes to Services’, Harvard Business Review 68 (September– October 
1990), 105–111; and David E. Bowen, Caren Siehl and Benjamin Schneider, ‘A Framework for Analyzing Customer Service Orientations in Manufactur-
ing’, Academy of Management Review 14 (1989), 75–95.

Core Organization Service Technology
As discussed earlier, the percentage of the workforce employed in manufacturing continues to 
decline throughout the developed countries, while it has accelerated in emerging economies, espe-
cially in China but also increasingly in other Asian countries including Indonesia and Vietnam. 
Some analysts estimate that at over 109 million, there are more than twice as many manufacturing 
workers in China as in all the G7 industrialized countries put together, although the trend to auto-
mation, partly driven by rising labour costs in emerging economies such as China, means that the 
overall number of manufacturing jobs worldwide is declining.79, 80 As manufacturing has declined 
particularly in developed countries, the service sector has rapidly increased in size. More than two-
thirds of the European Union workforce, and almost four-fifths of the North American workforce, 
is employed in services, such as hospitals, hotels, parcel delivery, online services or telecommunica-
tions.81 Service technologies are different from manufacturing technologies and this is reflected in 
differences of organization structure.

Service Firms
Definition Whereas manufacturing organizations pursue their primary purpose through the 
production of products, service organizations pursue their primary purpose through the produc-
tion and provision of services, such as education, healthcare, transportation, banking and hospital-
ity. Studies of service organizations have focused on the unique dimensions of service technologies. 
The characteristics of service technology are compared with those of manufacturing technology in 
Exhibit 8.8.
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An obvious difference is that service technology produces an intangible output. A service 
often consists of knowledge and ideas rather than a physical product. A client meets with a doc-
tor or attorney, for example, or students and teachers come together in the classroom or over the 
internet. A service cannot be stored, inventoried or viewed as a finished good. If a service is not 
consumed immediately upon production, it disappears.82 This typically means that service firms 
are labour- and knowledge-intensive, with many employees serving customers, in contrast to man-
ufacturing firms that tend to be more capital-intensive, relying on mass production, continuous 
process and flexible manufacturing technologies.83

Direct interaction between customer and employee is generally very high with services. This 
direct interaction means that the human element (employees) becomes even more important in 
service firms. Most people never meet the workers who manufactured their cars, but they interact 
directly with the salesperson who sold them their Honda Civic or Renault Clio. The treatment 
received from the salesperson – or from a doctor, lawyer or hairstylist – affects the perception of 
the service received and the customer’s level of satisfaction. The quality of a service is also more 
difficult to measure and compare than the quality of a tangible product. Another characteristic 
affecting customer satisfaction and perception of quality service is rapidity of response. When you 
take a friend to dinner, you want to be seated and served in a timely manner.

A final defining characteristic of service technology is that site selection is often much more impor-
tant than with manufacturing. Services are dispersed and located geographically close to customers. 
For example, fast-food franchises usually disperse their facilities. Most US towns of even moderate size 
today have two or more McDonald’s restaurants rather than one large one, in order to provide service 
where customers want it. Penetration of fast-food chains is substantially lower in many European 
countries, where there are cultural and sometimes legal barriers against their expansion.84

In reality, it is difficult to find organizations that reflect 100 per cent service or 100 per cent 
manufacturing characteristics. Some service firms take on characteristics of manufacturers, and vice 
versa. Many manufacturing firms are placing a greater emphasis on customer service to differentiate 
themselves and become more competitive. A classic example of this is AESSEAL, a Rotherham, 
UK-based manufacturer of mechanical seals for industries ranging from chemical manufacture to 
waste water handling, and pulp and paper production. Founder Chris Rea realized that in a business 
where competitors all offer similar quality products, the key to success would be strong customer 
service. AESSEAL achieved better customer service – and financial success – through setting an 
industry standard in ready availability of parts. In comparison with competitors who were able to fulfil 
only 95 per cent of orders immediately, AESSEAL aimed for 98 per cent. Production director Richard 
Cook said, ‘It is part of our strategy to be able to supply standard parts the next day, which is why 
we don’t have any big hang-up about carrying stock; if the customer is in trouble that is our chance 
to say “we can help you” and we don’t charge them a premium for quick turn times’. AESSEAL’s 
commitment to customer service helped it to win Britain’s Institute of Mechanical Engineers award 
for Manufacturing Excellence. The company has continued to grow both organically and through 
takeovers, based on its solid and customer-oriented organizational capacity. In 2019 the company 
employs over 1700 people worldwide at 230 locations in 104 countries, including 700 in the UK.85

In addition to the customer service component that is increasingly integrated in the design of 
the manufacturing operations, manufacturing organizations have departments such as purchas-
ing, HR and marketing that are based on service technology. Stockbrokers, retail stores and res-
taurants belong to the service sector, but the provision of a product is a significant part of the 
transaction. Organizations can be classified along a continuum that includes both manufacturing 
and service characteristics, as illustrated in Exhibit 8.7.

New Directions in Services Service firms have always tended to provide some form 
of customized output – that is, providing a service that is responsive to specific customer 
demands. When you visit a hairstylist, you don’t automatically get the same cut received by the 
previous client. The stylist cuts your hair the way you request it. However, the trend towards 
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EXHIBIT 8.9  Configuration and Structural Characteristics of Service Organizations 
versus Product Organizations

Structural Characteristic Service Product

1. Separate boundary roles
2. Geographical dispersion
3. Decision-making
4. Formalization

Human Resources
1. Employee skill level
2. Skill emphasis

Few
Much
Decentralized
Lower

Higher
Interpersonal

Many
Little
Centralized
Higher

Lower
Technical

ONLINE 
COUNTERPOINT 8.6

mass customization that is revolutionizing manufacturing is having a significant impact on 
the service sector as well. Customer expectations of what constitutes good service are rising.86 
Service companies such as high-end hotels combine traditional hospitality with the use of new 
technology to build customer loyalty. Britain’s Shire group of hotels, recently rebranded as 
The House of Daniel Thwaites, won a national award in 2005 as the country’s best hotel 
chain. This was due to its investment in the customer database ensuring that duplicates were 
removed, that data from all the chain’s properties were consistently entered, and that customer 
preferences were properly recorded.87 However, these data cleansing practices, revolutionary at 
the time, have become standard practice now with the increase in data protection and GDPR 
in the UK, and therefore successful large hotel chains can’t rely on technology alone. When 
the Hong Kong-based Shangri-La chain, one of Asia’s leading luxury hotel brands, decided 
to expand to North America, opening its first hotel in Vancouver, Canada, it was determined 
that ‘traditional Asian hospitality’ would be the chain’s USP. Talented young hospitality pro-
fessionals from North America were recruited as ‘Tigers’ – brand hospitality champions – and 
placed for training in various of the company’s Asian properties, where they learned the core 
Shangri-La values of respect, courtesy, sincerity, helpfulness and humility.88

The expectation for better service is also pushing service firms in industries ranging 
from package delivery to banking to learn from the manufacturing sector. Japan Post, under 
pressure to cut a $191 million loss on operations, hired Toyota’s Toshihiro Takahashi to assist 
in applying the Toyota Production System to the collection, sorting and delivery of mail. In all, 
Takahashi’s team came up with 370 improvements and reduced the post office’s person-hours 
by 20 per cent. The waste reduction was expected to cut costs by around $350 million a year.89

Designing the Service Organization
A feature of service technologies with a distinct influence on organizational structure and 
control systems is the closeness of technical core employees to the customer.90 The differences 
between service and product organizations necessitated by customer contact are summarized in 
Exhibit 8.9.

The impact of customer contact on the design of organization structure is reflected in the 
use of boundary roles and structural disaggregation.91 Boundary roles – that is, roles straddling 
two or more kinds of activity such as manufacturing and HRM – are used extensively to reduce 
disruptions in the technical core. Service technology also influences internal organization char-
acteristics used to direct and control the organization. For one thing, the skills of technical core 
employees typically need to be higher. In service firms, front-line employees require sufficient 
knowledge and awareness to handle a variety of customer problems directly and effectively. 
Much service work requires developed social and interpersonal skills as well as technical skills.92
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Non-Core Departmental Technology
We now turn to consider departments that are not necessarily within the technical core. From 
a technology perspective, every department has some kind of production process consisting of 
a distinct technology. A large company such as Toyota Corporation has departments responsi-
ble for engineering, R&D, HR, advertising, quality control, finance and dozens of other func-
tions. This section analyzes the nature of departmental technology in relation to departmental 
structure.

A framework that has been particularly influential in understanding departmental technol-
ogies was developed by Charles Perrow.99 It has proved useful for examining a broad range of 
technologies, which makes it directly relevant for examining their role in departmental activities.

rather than standardization. The menu is based on 
salads, fresh-made sandwiches, hot soups, sushi 
and a variety of yogurt parfaits and blended juices. 
Menu items are constantly changing, based on 
what sells and what customers want. Pret A Man-
ger has built in a number of mechanisms for get-
ting fast feedback. The CEO reviews customer and 
employee comments every Friday. Employees who 
send in the best ideas for changes to products or 
procedures can win up to $1500. Managers spend 
one day each quarter working in a store to keep in 
touch with customers and see how their policies  
affect employees. The idea behind this is to create 
a culture of innovation and ideation aimed at using 
different technologies to stay ahead of competitors.

In its native UK, Pret A Manger has been a huge 
hit. Translating that success to the United States is 
an even bigger challenge. In 2017, Pret A Manger 
was rapidly expanding in the UK. The Daily Mash 
(a satirical English news site) jokingly ran the head-
line ‘Every Building in London to Be a Pret a Man-
ger by 2020’ and claimed the chain intended to 
start colonizing train stations and hospitals.93 Pret 
also announced plans to add 500 more locations 
worldwide during 2017–2018.94 By 2018, Pret had 
92 shops in the United States, 24 in France and 26 
in Hong Kong.95 The company is currently present 
in ten countries and continues to expand. It has 
also moved into the Financial District of New York 
with five stores all within half a mile of Wall Street.96 
It seems surprising, but a British sandwich appears 
to be successfully taking on French haute cuisine!97 
More recently Pret A Manger has been considering 
purchasing rival ‘Eat’ and converting the chain’s 94 
stores into vegetarian outlets. Both Pret and ‘Eat’ are 
owned by couple Niall and Faith MacArthur.98

Pret A Manger

‘Would you like fries with that?’ The standard line 
is rattled off by fast-food workers who have 

been taught to follow a script in serving customers. 
But at Pret A Manger, a fast-growing chain head-
quartered in London, UK, in which McDonald’s ini-
tially had a 33 per cent stake (sold to a private equity 
firm – Bridgepoint Capital – in 2008), you won’t hear 
any standard lines. Employees aren’t given scripts for 
serving customers or pigeonholed into performing the 
same repetitious tasks all day long. Managers want 
people to let their own personalities come through 
in offering each customer the best service possible. 
‘Our customers say, “I like to be served by human 
beings”’, explains Ewan Stickley, head of employee 
training. Employees seemed happy with this arrange-
ment in 2010 when the UK Sunday Times 100 Best 
Companies to Work For named Pret A Manger a 
‘Best Company – One to Watch’.

Pret A Manger (faux French for ‘ready to eat’) 
operates 530 outlets (2019) in the UK and is 
expanding into Hong Kong and the United States. 
‘Nobody has ever gone to America, the home of 
fast food, with a concept that turned out to be a 
successful national chain. We think we can do 
that’, said former chairman and CEO Andrew 
Rolfe. Pret’s concept is based on organizing a 
mass-market service business around innovation 
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Variety
Perrow specified two dimensions of departmental activities that are relevant to organization 
structure and process. The first is the number of exceptions in the work. This refers to task variety, 
which is the frequency of unexpected and novel events.100 When employees encounter a large 
number of unexpected situations, with frequent problems, variety is considered high. When there 
are few problems, and when day-to-day job requirements are repetitious, technology contains 
little variety. Variety in departments can range from repeating a single act, such as on a traditional 
assembly line, to working on a series of unrelated problems or projects.

Analyzability
The second dimension of technology concerns the analyzability of work activities. When the 
process of transforming inputs to the department into outputs for other departments is ana-
lyzable, the work can be reduced to mechanical steps and participants can follow an objec-
tive, computational procedure to solve problems. Problem solving may involve the use of 
standard procedures, such as instructions and manuals, or technical knowledge, such as that 
in a textbook or handbook. On the other hand, some work is less readily analyzable in this 
sense. When problems arise, it is difficult to identify the correct solution. There is no store of 
techniques or procedures to tell a person exactly what to do. The cause of, or solution to, a 
problem is not clear, so employees rely on accumulated experience, intuition and judgement. 
The effective solution to a problem is then the result of wisdom and experience, and not the 
result of standard procedures. For example, Philippos Poulos, a tone regulator at piano maker 
Steinway & Sons, has an unanalyzable technology. Tone regulators carefully check each 
piano’s hammers to ensure they produce the proper Steinway sound.101 These quality-control 
tasks require years of experience and practice. Standard procedures will not tell a person how 
to do such tasks.

Framework
The two dimensions of technology and examples of departmental activities on Perrow’s frame-
work are shown in Exhibit 8.10. The dimensions of variety and analyzability form the basis for 
four major categories of technology: routine, craft, engineering and nonroutine.

Routine technologies are characterized by little task variety and the use of objective, compu-
tational procedures. The tasks are formalized and standardized. Examples include the tasks that 
comprise an automobile assembly line or a department in which data entry is performed.

Craft technologies are characterized by a fairly stable stream of activities, but the conversion 
process is not analyzable or well understood. Tasks require extensive training and experience 
because employees respond to intangible factors on the basis of wisdom, intuition and expe-
rience. Although advances in machine technologies seem to have reduced the number of craft 
technologies in organizations, craft technologies are still important. For example, steel furnace 
engineers continue to mix steel based on intuition and experience, pattern makers at apparel 
firms convert rough designers’ sketches into saleable garments and teams of writers for television 
series such as Britain’s Eastenders or Latin America’s internationally popular telenovelas (soaps) 
convert ideas into story lines.

Engineering technologies tend to be complex because there is substantial variety in the tasks 
performed. Nonetheless, many of the activities are handled on the basis of established formulas, 
procedures and techniques. Employees normally refer to a well-developed body of knowledge to 
handle problems. Many tasks within an HRM department fall into this category.

Nonroutine technologies have high task variety, and the conversion process is not analyzable or 
well understood. In nonroutine technology, a great deal of effort is devoted to analyzing problems 
and activities. Several equally acceptable options typically can be found. Experience and technical 
knowledge are used to solve problems and perform the work. Basic research, strategic planning and 
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Routine versus Nonroutine Exhibit 8.10 also illustrates how variety and analyzability 
can be combined into a single dimension of technology. This dimension is called routine versus 
nonroutine technology, and it is the diagonal line in Exhibit 8.10. The analyzability and variety 
dimensions are often correlated in departments, meaning that technologies high in variety tend to 
be low in analyzability, and technologies low in variety tend to be analyzable. Departments can be 
positioned along a single dimension of routine versus nonroutine that combines both analyzabil-
ity and variety, which is a useful shorthand measure for analyzing departmental technology.

Department Design
Department technology tends to be associated with a cluster of departmental characteristics, such 
as the skill level of employees, formalization and pattern of communication. Definite patterns 
exist in the relationship between work unit technology and structural characteristics which, as we 
noted earlier when considering Woodward’s research, tend to be associated with performance.103

Key relationships between technology and other dimensions of departments are described 
in this section and are summarized in Exhibit 8.11.

Routine technologies tend to be most strongly associated with a mechanistic structure 
and processes, with formal rules and rigid management processes. Nonroutine technologies are 

EXHIBIT 8.10 Framework for Department Technologies

Source: Adapted from Richard Daft and Norman Macintosh, ‘A New Approach to Design and Use of Management Information’, California 
Management Review 21 (1978), 82–92. Copyright © 1978 by the Regents of the University of California.
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other work that involves new projects and unexpected problems are nonroutine. The blossoming 
biotechnology industry also represents a nonroutine technology. Breakthroughs in understanding 
metabolism and physiology at a cellular level depend on highly trained employees who use their 
experience and intuition as well as scientific knowledge. A scientist manipulating the chemical rungs 
on a DNA molecule has been compared to a musician playing variations on a theme.102
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associated with a more organic structure where department management is more flexible and 
free-flowing. The differences can be set out in relation to the following dimensions:

 1 Formalization. Routine technology is characterized by standardization and division of 
labour into small tasks that are governed by formal rules and procedures. For nonrou-
tine tasks, the structure is less formal and less standardized. When variety is high, as in a 
research department, fewer activities are covered by formal procedures.104

 2 Decentralization. In routine technologies, most decision-making about task activities 
is centralized to management.105 In engineering technologies, employees with technical 
training tend to acquire moderate decision authority because technical knowledge is 
important to task accomplishment. Production employees who have long experience 
obtain decision authority in craft technologies as they know how to respond to problems. 
Decentralization to employees is greatest in nonroutine settings, where many decisions are 
made by employees.

 3 Worker skill level. Work staff in routine technologies typically require little education 
or experience, which is congruent with repetitious work activities. In work units with 
greater variety, staff are more skilled and often have formal training in technical schools 
or universities. Training for craft activities, which are less analyzable, is more likely to 
be through job experience. Nonroutine activities require both formal education and job 
experience.106

EXHIBIT 8.11  Relationship of Department Technology to Structural and 
Management Characteristics
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 4 Span of control. Span of control is the number of employees who report to a single man-
ager or supervisor. This characteristic is normally influenced by departmental technology. 
The more complex and nonroutine the task, the more problems arise in which the super-
visor becomes involved. Although the span of control may be influenced by other factors, 
such as skill level of employees, it is typically smaller for complex tasks where the supervi-
sor and subordinate interact frequently.107

 5 Communication and coordination. Communication activity and frequency increase as task 
variety increases.108 Frequent problems require more information sharing to reach solutions 
and ensure proper completion of activities. The direction of communication is typically 
horizontal in nonroutine work units and vertical in routine work units.109 The form of 
communication varies by task analyzability.110 When tasks are highly analyzable, statistical 
and written forms of communication (memos, reports, rules and procedures) are frequent. 
When tasks are less analyzable, information typically is conveyed face-to-face, over the tele-
phone, or in group meetings.

Two important points are reflected in Exhibit 8.11. First, differences between departments 
can be clarified by reference to their workflow technology.111 Second, structural and management 
processes differ based on departmental technology. Studies have found that when structure and 
communication characteristics do not match the technology, departments tend to be less effec-
tive112 as employees could not communicate with the frequency required to address problems. 

founders and the key management team, a few of who 
left the company. However, by 2014 the company had 
split from eBay, at which point it gained $49 billion in 
value and became a global giant in FinTech. 

The company began to buy competitors between 
2005 and 2014 to ensure it remained the market 
leader for payment processing. It purchased Braintree, 
Venmo and Xoom as well as Padiant and Modest in 
2015: none of these companies had been able to com-
pete with the huge presence of PayPal in the market. 
In 2017 PayPal held over 83% of the market share, 
vastly outcompeting its closest competitor, Author-
ize.net which held 2.11% or Amazon Payment which 
launched in 2007 but a decade later held only 1.44%.

The fear of cyberattacks in 2010 after the 
Wikileaks scandal, when PayPal stopped accepting 
Wikileaks payments, was the biggest threat faced 
by the company; however PayPal proved that its 
security was strong enough to prevent hackers and 
cyberattacks. This led to growth as customers and 
the financial sector began to trust that the FinTech 
company could secure their money online. 

PayPal has maybe won the war for dominance in 
its industry and within its niche so far, but something is 
going to change due to technology - FinTech-technology.

A FinTech-company is, by definition, a company 
that uses new technology in the financial world. 
Originally, it was a term used to define the back-end 
technology of established financial institutions. Today, 

PayPal

Peter Thiel, Elon Musk, Reid Hoffman and Luke 
Nosekk started PayPal in 1998 during the 

period in which Visa, Mastercard and Amex were 
entrenched in the market. Sources of capital such 
as financial and venture capital firms saw these 
competitors as unshakeable and were convinced 
that PayPal  would not be able to compete. 
However, PayPal appealed as a streamlined and 
relatively new experience for e-customers as well as 
providing a cheaper price point for merchants. 

eBay was attracted to PayPal as a growing user 
base and the two companies met in 2000; eBay hoped 
to add PayPal as an asset to their business model. 
By 2001 PayPal hit 100,000 users, which started to 
affect the financial markets and draw attention to the 
FinTech sector. In 2002 PayPal made its IPO (Initial 
Public Offering), it grew 55% at this point and became 
the biggest NASDAQ gainer among newly listed 
companies. eBay quickly bought a controlling interest 
in the company for one $1.5 billion. This upset PayPal’s 

IN PRACTICE
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EXHIBIT 8.12  Thompson’s Classification of Interdependence and Management 
Implications
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Workflow Interdependence among Departments
Another characteristic of technology that influences structure is called interdependence. 
Interdependence means the extent to which departments depend on each other for resources or 
materials to accomplish their tasks. Where there is low interdependence, departments do their 
work with minimal interaction, consultation or exchange of materials with other departments. 
High interdependence requires the continuous exchange of resources between departments.

Types
Business analyst James Thompson defined three types of interdependence that influence organiza-
tion structure.113 These interdependencies are illustrated in Exhibit 8.12 and are discussed below.

the term is used much more broadly and includes new 
financial technologies, such as Bitcoin, various e-wal-
let apps and capital marketplaces like Kickstarter. 
These companies attempt to disrupt the established 
financial sector and conventional financial channels by 
offering services that eliminate the need to use their 
older counterparts. However, Apple and Facebook 

also plan to enter the market of payments by using the 
new FinTech-technologies. Competition in the banking 
industry is therefore expected to largely intensify and 
increase in the future due to technological possibilities.

Source: www.ecommerce-nation.com/first-fintech-go- 
global-paypal-story/
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Pooled Pooled interdependence is the most basic form of interdependence. In this form, 
work does not flow between units. Each department is part of the organization, but works inde-
pendently. Chain restaurants or bank branches are typically examples of pooled interdependence. 
An outlet in Frankfurt need not interact with an outlet in Munich. Pooled interdependence may 
be associated with relationships within a divisional structure, as defined in Chapter 4. Divisions 
or branches share financial resources from a common pool, and the performance of each division 
contributes to the fate of the overall organization.

Thompson proposed that pooled interdependence would exist in firms with what he called a 
mediating technology. A mediating technology provides products or services that mediate or link 
clients and, in so doing, allow each department to work independently. Banks, brokerage firms 
and real estate offices all mediate between buyers and sellers, but the offices work largely inde-
pendently within the organization.

The management implications associated with pooled interdependence are quite simple. 
Thompson argued that managers should use rules and procedures to standardize activities 
across departments. If each department is required to use the same procedures and financial 
statements, the outcomes of all departments can be measured and compared. Very little day-
to-day coordination is required among units.

Sequential When interdependence takes a serial form, with parts produced in one depart-
ment becoming inputs to another department, it is called sequential interdependence. The effec-
tiveness of the next department in the chain depends upon the performance of the preceding 
department. This is a higher level of interdependence than pooled interdependence as departments 
exchange resources and depend on others to undertake their tasks. Sequential interdependence 
requires the use of horizontal mechanisms such as integrators or task forces.

Sequential interdependence occurs in what Thompson called long-linked technology, which ‘refers 
to the combination in one organization of successive stages of production; each stage of production 
uses as its inputs the production of the preceding stage and produces inputs for the following stage’.114 
An example of sequential interdependence comes from the shipbuilding industry. Until recently, ship 
designers made patterns and moulds out of paper and plywood, which were passed onto assembly. 
Mistakes in measurements or pattern mix-ups often caused errors in the cutting and assembly process, 
leading to delays and increased costs. US ship architect, Filippo Cali, addressed this shortcoming by 
creating a complex software program that serves as a link between design and assembly. The software 
eliminates the need for paper and plywood moulds by putting that crucial part of the design process 
inside a computer program.115 Another example of sequential interdependence is automobile assembly, 
which requires engines, steering mechanisms and tyres to keep production rolling.

The management requirements for sequential interdependence are more demanding than 
those for pooled interdependence as it requires coordination between the linked plants or depart-
ments. Extensive planning and scheduling are necessary to ensure this flow. Some day-to-day com-
munication is also required to handle unexpected problems and exceptions as they arise.

Reciprocal The highest level of interdependence is reciprocal interdependence. This exists 
when the output of operation A is the input to operation B, and the output of operation B is 
the input back again to operation A. The outputs of departments influence those departments in 
reciprocal fashion. Here, there is a two-way flow of materials.

Reciprocal interdependence tends to occur in organizations with what Thompson called 
intensive technologies, which provide a variety of products or services in combination to a 
client. Hospitals are an example as they provide coordinated services to patients. A patient 
may move back and forth between X-ray, surgery and physical therapy. A firm developing new 
products is another example. Intense coordination occurs between design, engineering, man-
ufacturing and marketing in order to combine all their resources in a manner aimed to match 
the requirement of the customer.

ONLINE BRIEF 8.5
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Where there is reciprocal interdependence a structure that supports frequent horizontal com-
munication and mutual adjustment is required.

Structural Priority
As indicated in Exhibit 8.12, because decision-making, communication and coordination problems 
are greatest for reciprocal interdependence, there is a case for its receiving first priority in organ-
ization structure. New product development is one area of reciprocal interdependence that is of 
growing concern to managers as companies face increasing pressure to get new products to mar-
ket fast. Many firms are revamping the design-manufacturing relationship by closely integrating 
technologies discussed earlier in this chapter.116 A horizontal structure, with linked sets of teams 
working on core processes, can provide the close coordination needed to support reciprocal inter-
dependence. If reciprocally interdependent units are not located close together, coordinating mech-
anisms can be introduced, such as daily meetings between departments or the use of an intranet to 
facilitate communication. This can be challenging. The European Airbus company is a joint project 
of four countries: France, Germany, the UK and Spain. Production of a new plane requires a com-
plex series of negotiations about which partner is going to get what piece of the project, followed 
by the manufacture of the plane as a ‘jigsaw’ between the four manufacturing bases. Inevitably, the 
whole process leads to delays and added cost, as the airline industry found out in the production of 
the A380, the world’s largest superjumbo, when delivery dates were repeatedly postponed, and the 
company faced losses and cancellations117, 118 in an industry where timeliness of delivery can prove 
to be more important than the promise of superior product specifications.

Structural Implications
Most organizations experience various levels of interdependence, and structures emerge or 
are purposefully designed in response to these demands and other contingencies, as illustrated 
in Exhibit 8.13.119 In a manufacturing firm, new product development entails reciprocal interde-
pendence between the design, engineering, purchasing, manufacturing and sales departments. In 
response to this pattern of interdependence, a horizontal structure or cross-functional teams could 
be used to handle the back-and-forth flow of information and resources (see Counterpoint 8.4). 
Once a product is designed, its actual manufacture might then involve sequential interdependence, 
with a flow of goods from one department to another, such as between purchasing, inventory, 
production control, manufacturing and assembly. The actual ordering and delivery of products 
approximates more closely to pooled interdependence, with warehouses working independently. 
Customers could place an order with the nearest facility, which would not require coordination 
between warehouses, except in unusual cases such as a stock outage.

COUNTERPOINT 8.4
While this design might be most consistent with the theory propounded earlier in this chapter, 
many other ‘practical’ considerations may militate against, or compromise, its application. For 
example, an established top-down culture of the organization may impede the development of 
horizontal functional teams. Even where such teams are introduced, decisions may be referred up 
the hierarchy.

Various new technologies can support departmental interdependence even where business 
processes are outsourced or even offshored across the world. Some aspects of international 
business processes can speed up interdepartmental communication. For example, due to time 
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differences, software companies can send a task to programmers in Bangalore, India to be worked 
on overnight, so that it can be plugged into the bigger project in Europe the next morning.120 
Medical notes and test data can be sent across the world electronically and analyzed in time to be 
read by a medical consultant before the next patient examination the following day.121 In practice, 
however, the number of activities that can be geographically and culturally disconnected is limited 
by the demands of organizational interdependence, as discussed earlier in this chapter. Processes 
like software code writing and medical transcription might seem to require mainly sequential 
interdependence. But in practice small issues arise all the time that require minor clarifications 
and corrections – that is, a reciprocal form of interdependence. Where the different groups work-
ing on a process are co-located, this reciprocity usually means dropping into a nearby office, or 
having a chat at the water cooler. When one of the teams is located on the other side of the world, 
working in the middle of the rest of the team’s night, that isn’t so simple.122 Almost without excep-
tion, managers of transnational processes state that coordination issues were more serious than 
they expected, and that they impose significant hidden costs.123, 124 Most complex business pro-
cesses require regular yet unpredictable cross-discipline feedback. Even where technology permits 
real-time communication across distance, cultural differences can impose an efficiency burden, as 
discussed in Chapter 7.125

EXHIBIT 8.13  Primary Means to Achieve Coordination for Different Levels of Task 
Interdependence in a Manufacturing Firm

Source: Adapted from Andrew H. Van de Ven, Andre Delbecq and Richard Koenig, ‘Determinants of Communication Modes within Organi-
zations’, American Sociological Review 41 (1976), 330.
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Impact of Technology on Job Design
So far, this chapter has described models for analyzing how manufacturing, service and depart-
ment technologies influence structure and management processes. The concepts of job design and 
sociotechnical systems most directly illuminate the impact of technology on employees.
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COUNTERPOINT 8.5
The dark side of enrichment and enlargement may be increased levels of stress associated with 
additional complexity, uncertainty and diversity. There is a tendency to emphasize the positive – less 
boredom, more challenge, etc. – while downplaying or disregarding the negative consequences of 
‘progressive’ forms or job (re)design.
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Job Design
Job design includes the assignment of goals and tasks to be accomplished by employees. 
Managers may intentionally change job design to improve productivity, product or service 
quality or worker motivation. For example, when workers are involved in performing 
tasks assessed to be boringly repetitive, managers may introduce job rotation, which means 
moving employees from job to job to give them a greater variety of tasks. Managers may also 
unintentionally influence job design through the introduction of new technologies, which can 

change how jobs are done and the very nature of jobs.126

A common theme of new technologies in the workplace is that they in some way substitute 
machinery for human labour. Automated teller machines (ATMs) have replaced thousands of human 

bank tellers, for example. In addition to replacing human workers, technology may have 
several different effects on the jobs that remain. Research has indicated that mass-production 
technologies tend to result in job simplification, which means that the variety and difficulty 
of tasks performed by a single person are reduced, with a potential increase in boredom and 
potential demotivation. More advanced technology, on the other hand, may increase levels of 
responsibility, recognition and opportunities for growth and development. These technologies 
require increased employee training and education because higher-level skills and greater 
competence are needed to master the new tasks. For example, ATMs took most of the routine 
tasks (deposits and withdrawals) away from bank tellers, freeing them up to take on less 
routine tasks that require higher-level skills and greater customer interaction. However, the 
overall number of jobs in the banking industry declined as a result of automation.127, 128

Studies of flexible manufacturing have found that it is accompanied by the follow-
ing: more opportunities for intellectual mastery and enhanced cognitive skills for workers; 
more worker responsibility for results; and greater interdependence among workers, ena-
bling more social interaction and the development of teamwork and coordination skills.129 
Such developments are characterized as forms of job enrichment. Flexible manufacturing 
technology may also contribute to job enlargement, which is an expansion of the number 
of different tasks performed by an employee which include those that require additional 
skill sets (see Counterpoint 8.5).

With advanced technology, workers have to keep learning new skills where technology is 
changing rapidly. Advances in information technology, to be discussed in detail in the next chap-
ter, continue to exert significant effects on jobs in the service industry, including workplaces such 
as medical clinics, law firms, financial planners and accountants, and libraries. Workers may find 
their jobs changing repeatedly with the introduction of new software programs, increased use of 
the internet, and other advances in information technology.

Sociotechnical Systems
The sociotechnical systems approach recognizes the interaction of technical and human elements 
in effective job design. The socio element of the approach refers to the people and groups that 
work in organizations and how work is organized and coordinated. The technical element refers to 
the materials, tools, machines and processes used to transform organizational inputs into outputs.
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Exhibit 8.14 illustrates the three primary components of the sociotechnical systems model.130 
The social system includes all human elements – such as individual and team behaviour, organiza-
tional culture, management practices and degree of communication openness – that can influence 
the performance of work. The technical system refers to the type of production technology, the level 
of interdependence, the complexity of tasks and so forth. The goal of the sociotechnical systems 
approach is to design the organization for joint optimization where the best fit between the social 
and technical elements of systems is achieved. Conversely, there is a concern to avoid designs that 
are responsive to the human element but neglect the technical systems, or which concentrate on 
optimizing the technical element without regard for how human beings will use it. The sociotech-
nical systems approach attempts to find a sustainable balance between the capacities of employees 
and the technical requirements of the organization’s production system (see Counterpoint 8.6).131
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Goals and values

Skills and abilities

•

•

•

•
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The Social System
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EXHIBIT 8.14 Sociotechnical Systems Model

Sources: Based on T. Cummings, ‘Self-Regulating Work Groups: A Socio-Technical Synthesis’, Academy of Management Review 3 (1978), 625–634; 
Don Hellriegel, John W. Slocum and Richard W. Woodman, Organizational Behavior, 8th ed. (Cincinnati, OH: South-Western, 1998), 492; and Gregory 
B. Northcraft and Margaret A. Neale, Organizational Behavior: A Management Challenge, 2nd ed. (Fort Worth, TX: The Dryden Press, 1994), 551.

COUNTERPOINT 8.6
When expressed in this way, it is evident that ‘the technical requirements of the production system’ 
are often given priority. For example, it is decided that competitive survival depends upon changing 
those requirements by introducing new technical elements. Having made this decision, it is then 
determined how best to train and organize employees to operate the new technology. An alternative 
approach would be to start with the capabilities of the employees and assess which technical elements 
would provide the best fit so as to maximize productive capability.

One example comes from a museum that installed a closed-circuit TV system. Rather 
than having several guards patrolling the museum and grounds, the television could be moni-
tored by a single guard. The technology saved money because only one guard was needed per 
shift, but it led to unexpected performance problems. For guards that had previously enjoyed the 
social interaction provided by patrolling, monitoring a closed-circuit television led to alienation 
and boredom. When a government agency did an 18-month test of the system, only 5 per cent of 
several thousand experimental covert intrusions were detected by the guard.132 The system was 
ineffective because inadequate account was taken of how human beings would experience and 
use the new technology. Another study of paper manufacturers found that designs that put too 
much faith in machines and technology and pay little attention to the appropriate management 
of people do not achieve advances in productivity and flexibility (see Counterpoint 8.7).133
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Summary and Interpretation
This chapter reviewed several frameworks and key research findings on the topic of technology. 
Five ideas in the technology literature stand out. The first is Woodward’s research into manufac-
turing technology. Woodward went into organizations and collected practical data on technol-
ogy characteristics, organization structure and management systems. She found clear relationships 
between technology and structure in the highest performing organizations that suggest how com-
petitive advantage may be achieved by co-aligning strategy with an appropriate fit between struc-
ture and technology.

The second important idea is that there are some key differences between service and 
manufacturing technologies. Service technologies are characterized by intangible outcomes 
and direct client involvement in the production process. Service firms tend to have the fixed, 
machine-based technologies that appear in manufacturing organizations although some do 
approximate closely to their levels of standardization; hence, organization design often dif-
fers as well.

The third significant idea is Perrow’s framework applied to department technologies. Under-
standing the variety and analyzability of a technology gives pointers to how the elements of man-
agement style, structure and process might be developed and combined to attain the most effective 
outcome. Routine technologies are characterized by mechanistic structure and nonroutine tech-
nologies by organic structure. Applying an incongruent management system to a department 
increases the risk of dissatisfaction and reduced efficiency.

The fourth important idea is interdependence among departments. The extent to which 
departments depend on each other for materials, information or other resources affects the 
amount of coordination required between them. Greater interdependence tends to increase the 
demands on the organization for coordination. To address these demands, design must accom-
modate appropriate forms of communication and coordination across departments. The trend 
towards business process outsourcing, including offshoring, presents challenges in maintaining 
interdependence across distance, which can be partially, but not fully, handled through new infor-
mation and communication technologies.

The fifth important idea is that new flexible manufacturing systems are having a significant 
impact upon organization design. Where technologies replace routine jobs without job losses, 
allow employees more autonomy who want more challenges and/or responsibility, and encourage 
teamwork when this is not experienced as oppressive, it is probable that the new systems will 
be highly effective in increasing flexibility and improving response to customer demands. At the 
same time, there can be significant job losses, particularly at the lower end of the labour market in 
high-wage, ‘developed’ economies. Where the social conditions for introducing new technologies 
are less than positive with regard to job losses, interest in greater responsibility, etc., then their 
impact on productivity will be disappointing In this respect, sociotechnical systems theory, which 
attempts to design the technical and human aspects of an organization to fit one another, is highly 
relevant as advances in technology alter the nature of jobs and social interaction in today’s manu-
facturing and service companies.

COUNTERPOINT 8.7
Advocates of sociotechnical systems would doubtless claim that the failures are attributable to poor 
application of the theory. This, of course, is a standard defence for people whose theories fail to take 
account of the complex and dynamic field of their application.

65900_ch08_hr_250-290.indd   282 1/9/20   12:10 PM



CHAPTER 8 MANUFACTURING AND SERVICE TECHNOLOGIES 283

Discussion Questions
1 Where would your university or college department 

be located on Perrow’s technology framework? Look 
for the underlying variety and analyzability charac-
teristics when making your assessment. Would a 
department devoted exclusively to teaching be put 
in a different quadrant from a department devoted 
exclusively to research?

2 Explain Thompson’s levels of interdependence. Iden-
tify an example of each level of interdependence in 
the university or college setting. What kinds of coordi-
nation mechanisms should an administration develop 
to handle each level of interdependence?

3 Describe Woodward’s classification of organizational 
technologies. Explain why each of the three technol-
ogy groups is related differently to organization struc-
ture and management processes.

4 How do flexible manufacturing and lean manufac-
turing differ from other manufacturing technologies? 
Why are these new approaches needed in today’s 
environment?

5 What is a service technology? Are different types of 
service technologies likely to be associated with dif-
ferent structures? Explain.

6 Mass customization of products has become a 
common approach in manufacturing organizations. 
Discuss ways in which mass customization can be 
applied to service firms as well.

7 In what primary ways does the design of service 
firms typically differ from that of product firms? 
Why?

8 A top executive claimed that top-level management is 
a craft technology because the work contains intan-
gibles, such as handling personnel, interpreting the 
environment and coping with unusual situations that 
have to be learned through experience. If this is true, 
is it appropriate to teach management in a business 
school? Does teaching management from a textbook 
assume that the manager’s job is analyzable, and 
hence that formal training rather than experience is 
most important?

9 In which quadrant of Perrow’s framework would 
a mass-production technology be placed? Where 
would small-batch and continuous process technol-
ogies be placed? Why? Would Perrow’s framework 
lead to the same recommendation about organic 
versus mechanistic structures that Woodward 
made?

10 To what extent does the development of new tech-
nologies simplify and routinize the jobs of employees? 
How can new technology lead to job enlargement? 
Discuss.

11 Describe the sociotechnical systems model. Why 
might some managers oppose a sociotechnical 
systems approach?

analyzability
continuous process 

production
core technology
craft technologies
engineering technologies
flexible manufacturing 

systems
intensive technologies

interdependence
job design
job enlargement
job enrichment
job rotation
job simplification
joint optimization
large-batch production
lean manufacturing

long-linked technology
mass customization
mediating technology
non-core technology
nonroutine technologies
pooled interdependence
reciprocal 

interdependence
routine technologies

sequential 
interdependence

service technology
small-batch production
sociotechnical systems 

approach
technical complexity
technology
variety

KEY CONCEPTS
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Chapter 8 Workbook Bistro Technology
You will be analyzing the technology used in three different restaurants: McDonald’s, a popular national chain of your 
choice, and a typical local non-chain restaurant. Your instructor will tell you whether to do this assignment as individuals 
or in a group.

You must visit all three restaurants and infer how the work is done, according to the following criteria. You are not 
allowed to interview any employees, but instead you will be an observer. Take lots of notes when you are there.

Questions
1 Is the technology used the best one for each restaurant, considering its goals and environment?

2 From the preceding data, determine if the structure and other characteristics fit the technology.

3 If you were part of a consulting team assigned to improve the operations of each organization, what recommenda-
tions would you make?

Adapted loosely by Dorothy Marcic from ‘Hamburger Technology’, in Douglas T. Hall et al., Experiences in Management and Organ-
izational Behavior, 2nd ed. (New York: Wiley, 1982), 244–247, as well as ‘Behavior, Technology and Work Design’ in A. B. Shani and 
James B. Lau, Behavior in Organizations (Chicago: Irwin, 1996), M16–23 to M16–26.

Grundfos LIFELINK Water 
Solutions

The story begins in 2007 with a visit by the com-
pany’s board chairman to Thailand where he 

saw first-hand the incredible struggle of the poor 
to get clean water. He was immediately inspired to 
take action by what he had observed. As he saw it, 
his company already had products that would read-
ily provide part of the solution and the missing com-
ponents could be either acquired or developed.

About one billion people around the world do not 
have access to a reliable supply of safe water. As a 
consequence, water-borne illnesses leading to sick-
ness and death are commonplace in developing 
countries. Moreover, the time-consuming process of 
travelling to find water has a negative effect on pro-
ductivity and often adversely affects children’s school 
attendance. Water security is regarded as one of the 
top global risks today.1 Although many organizations 
have worked on solutions to this life-threatening and 
productivity-eroding problem, water projects regularly 
fail to deliver the promised benefits.

Following his return from Thailand the board chair-
man initiated discussions in his company – Grundfos, 
the world’s largest pump manufacturer. The plan was 
to design financially sustainable water stations for 
areas with little or no infrastructure and to pilot-test 
them in Kenya. 

The challenge
Central to the project’s business model is willingness 
by water station users to pay a minimal fee for water 
to cover the costs of professional servicing person-
nel and spare parts as well as the cost of the system. 
In this regard, it is crucial to build awareness among 
water users about the benefits for personal well-being 
and local entrepreneurship initiatives of a secure and 
uncontaminated supply of water always available to 
meet demand. 

The evolving solution
At the outset of the project the Grundfos LIFELINK 
(GLL) role was primarily that of pump supplier 
working with NGOs familiar with local communities 
to handle water station site negotiations. Technology 
appropriate for rural Kenyan communities involved a 
robust solar-driven Grundfos submersible pump for 
pumping up groundwater combined with a storage 
tank and a remote monitoring system for servicing 

CASE FOR ANALYSIS 8.1

1 www.worldbank.org/en/topic/water/overview
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purposes as well as an automatic payment system. 
GLL worked on incorporating the locally popular 
M-Pesa mobile banking payment system and 
developed an automatic water dispensing system. 
Micro-financing would be used to cover the cost of 
water station installation, potentially with international 
aid contributions. Technicians were recruited and 
certified by GLL to monitor water stations remotely via 
the internet and carry out servicing as required.2

As the project evolved, GLL took on a more con-
trolling role of all facets of the operations. A decision 
was made to brand the project as LIFELINK and bring 
in a manager from Denmark. When NGOs could 
not successfully negotiate water station sites, GLL 
brought in anthropologists to design relationships 
with local communities, refocusing the water stations 
as business development projects, and to undertake 
negotiations with water boards. GLL further devel-
oped the payment system to produce AQtap, an intel-
ligent water dispenser that allows users to purchase 
water using a smart card to which they transfer funds 
through the M-Pesa mobile banking system. Rapid 
water cleaning is now possible following the develop-
ment of AQpure, a modular water treatment unit.

Where to from here?
The initial Kenyan installations provide clean water 
to over 100,000 people. A ‘Water ATM’ has been 
installed in Nairobi and agreements with neighbour-
ing Uganda and India have been put into place. The 
project has embarked on a five-year relationship with 
World Vision International that has as its objective the 
installation of 1000 units in nine African countries. 
These installations will have some important envi-
ronmental benefits for better management of scarce 
water resources. These installations are expected 
to build resilience to climate change and to reduce 
CO2 emissions by 39,000 tonnes over their 15-year 
lifespan.3 In the words of World Vision Senior Director 
Sean Kerrigan, ‘Grundfos’ technical expertise lever-
aged with our on-the-ground presence in vulnerable 
communities has enabled us to dream big’.4

Fine tuning the sustainability aspects of the 
business model has been a key aspect of the pro-
ject’s success. It offers sustainability in a number of 
respects – technologically with its remote monitoring 

and professional service and support, financially with 
its automatic and transparent revenue management 
system, environmentally with its renewable energy 
source and improved water management, and socially 
with its safe and secure water service for enhanced 
well-being. Furthermore, its cashless, corruption-free 
payment system is also attractive to potential inves-
tors, such as local NGOs and international aid agen-
cies. Awareness of the project’s replicability and 
transformational potential are spreading. The Momen-
tum for Change Lighthouse Activity Award (2015) and 
the World Business & Development Award (2012) 
have brought further international recognition. 

The GLL business model has demonstrated that 
it can sustainably offer self-financing of reliable and 
safe water delivery for the very poor and new business 
opportunities are emerging in the developing world. 
Although further scaling up internationally would be 
costly with the continued presence of the Grundfos 
team, would continued success be possible without it? 

Case Questions

1 In this chapter sociotechnical systems theory is 
presented. It focuses on attempts to fit together 
the technical and human aspects of an organiza-
tion in order to deliver a product or service. What 
are the human components and the technology 
components of the Grundfos LIFELINK Project, 
and how effectively are they interfaced?

2 You have been hired as a business consultant 
to advise on the scaling up of the Grundfos 
LIFELINK project to other countries in Africa 
and Asia. What advice could you offer based 
on testing of the business model in Kenya? Can 
you add any useful insights from the In Practice 
example Pret A Manger, despite the differences in 
business model and context? 

For further information:
Andersen, Poul Houman and Åberg, Susanne (2013), 
‘Selling to the base of the pyramid’, Mercury Magazine, 
Spring/Summer (Special Issue on the Business of 
Consultancies), Issue 4, pp. 58-63. Mercury Reprint 
04135863.
www.youtube.com/watch?v=7JwwKaZUukY
www.youtube.com/watch?v=ItBX0NHMs7M

2 www.grundfos.com/market-areas/water/lifelink.html
3  unfccc.int/secretariat/momentum_for_change/items/9272.php
4  www.wvi.org/clean-water-sanitation-and-hygiene-wash/article/how-mobile-technology-creating-vital-link-clean
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industry’s first 24 hours a day, 7 days a week, in-per-
son response to an auto crash. Using mobile tech-
nology, claims representatives would arrive wherever 
customers wished, write an estimate and be able to 
write them a cheque on the spot. Progressive has 
since further refined its approach. In a growing num-
ber of cities, it offers a ‘concierge level’ of claims ser-
vice, which means that the customer need only drop 
off the car at a specially designated facility and pick 
up a rental car. The claims representative handles 
all aspects of the estimate, oversees the repair and 
inspects the repair before the customer picks up the 
car. The customer drives away knowing that the work 
is guaranteed by the shop that repaired the vehicle 
and by Progressive.

In the early 1990s, Progressive introduced another 
first – auto insurance comparison rates. Using pub-
licly filed rates and technology, Progressive became 
the first, and remains the only, US auto insurance 
company providing consumers with comparison 
rates. Comparison rates were first offered by phone, 
but when Progressive launched the world’s first auto 
insurance website in 1995, the rates were available 
using that technology. Today, visitors to the website 
can buy a policy in as little as seven minutes. Custom-
ers can also use the website to manage their policies, 
make payments, make changes and print out addi-
tional insurance documentation.

Progressive continues to use technology to inno-
vate, for example by making ‘e-signatures’ availa-
ble to some of its customers. Electronic signatures 
eliminate most of the follow-up paperwork, allowing 
customers to sign applications online, authorize elec-
tronic funds transfer for payment, or sign forms to 
decline unwanted coverages. Progressive was one of 
the first advertisers to produce a ‘Shazam- enabled’ 
TV advertisement in 2011, allowing viewers to be 
automatically directed to Progressive’s website on 
their mobile devices.3 To understand the success of 
Progressive it is helpful to understand the importance 
of technology in the insurance industry. Major future 
developments in the industry are the use of artificial 
intelligence and machine learning. In general this will 
move the industry from proxy data about categories 
to source data about individuals. But the new technol-
ogy goes further. ‘IoT sensors allow insurance carriers 
to price coverage based on real events, in real time, 
using data linked to individuals rather than samples of 
data linked to groups’.4

In 2018 Progressive also became a member of the 
Plug and Play Cleveland Global Innovation platform. 

The Progressive Group of 
Insurance Companies

The Progressive Group is the third largest auto-
mobile insurance group in the United States in 

2019, and it just keeps growing.1 Not bad for a group 
of companies that got its start as a niche insurer for 
high-risk drivers and that, as recently as 1990, was 
only the 15th largest in the United States. How did 
a relatively small, specialized firm compete with giant 
insurance companies such as State Farm and Allstate 
in the larger market for standard and preferred auto 
insurance? In part, by using information technology to 
gain a strategic advantage.

Progressive was founded in 1937 and proved 
itself an innovator from the beginning, when it estab-
lished the industry’s first drive-in claims service. 
Progressive has been innovating ever since, using 
technology to provide a more accurate premium 
rate, a better customer experience and vehicle insur-
ance shopping information not available anywhere 
else.

Car insurance rates are set, in part, using informa-
tion about the insurance company’s past claims history.  
A company’s ability to understand its claims experi-
ence and to use that information to ever more finely 
segment its customers and its pricing can help to 
determine its level of success. Progressive has been 
using technology to better understand its customers 
at the most granular level for a very long time, and it 
continues to do so – it won a prestigious award for IT 
innovation in 2007.2 From the early 1990s, it began to 
use that understanding to more accurately price the 
so-called ’standard and preferred’ markets segment. 
If Progressive was successful in accurately pricing the 
high-risk, or ‘non-standard’ segment of the market, 
management reasoned, why couldn’t they apply that 
talent to the rest of the market?

Progressive introduced other technologies during 
the 1990s that helped the company grow from $1.2 
billion in net premiums in 1990 to nearly $14 billion 
in 2007. First was the introduction of the Immedi-
ate Response claims service, which provided the 

A LOOK INSIDE
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Insurance isn’t the only industry that has been transformed by information technology (IT) 
and the internet. Companies such as global consulting firm KPMG, TD Waterhouse, a 

 Canadian-headquartered brokerage firm, and Factiva, part of Dow Jones and Company, which 
provides news, business and corporate information, have long needed to use IT effectively as a 
fundamental component of their businesses. But today, IT has become a crucial factor for com-
panies in all industries, to survive and flourish in a global competitive market. Companies, both 
small and large, are increasingly relying on sophisticated internet-based systems to manage every 
link of their supply chains, from suppliers all the way through to their customers’ customers.

Part of Britain’s Halma group that specializes in industrial safety components, North Shields-
based Elfab manufactures bursting discs – devices that provide a fail-safe pressure release – for 
applications such as oil and gas pipelines. It’s a highly specialized business and it’s crucial that 
customers can deal directly with knowledgeable sales staff. The problem: Elfab’s customers are 
located all over the world. Many companies would appoint distributors in key regions, but Elfab 
chose to go in the other direction – setting up a worldwide freephone system so that potential 
customers can talk directly with someone at Elfab’s offices in northern England. Sales staff speak 
ten different languages, so the vast majority of calls can be handled, and if there are any com-
plex questions, the whole Elfab team is right there. It was a costly and technologically intensive 
solution, but ultimately it was the best answer for a specialized manufacturer like Elfab. Britain’s 
professional association of mechanical engineers obviously agreed; they awarded Elfab their 2007 
award for best customer service in a manufacturing firm, and in 2015 the company received the 
Queen’s Award for International Trade.6, 7, 8

Quanjude, China’s most famous roast duck restaurant, has been making the famous dish since 
1864, during the Qing dynasty. Originally it was customary for the duck to be cooked in a tradi-
tional wood-fired oven. But with nine company restaurants and 61 franchised outlets across the 
country, Quanjude faced problems of quality control. So it decided to make a giant leap forward 
into the computer era. In conjunction with a German company, Quanjude designed and installed 
computer-controlled electric ovens for many of its outlets: ‘Computerized ovens, while guaran-
teeing quality, simplify, standardize and automate the roasting process’, said the chain’s general 
manager, Xing Ying.9 While this solved the potential problem of uneven cooking, it disturbed 
some Chinese traditionalists. Seventy-seven per cent of Beijing residents surveyed by a local news-
paper opposed the move, with one saying, ‘We commoners not only eat Quanjude duck for its 
flavour, but also for the hundreds of years of tradition and culture that our ancestors left to us’.10 

Traditionalists may have more to worry about than computerized ovens, however; Beijing’s diners 
are drooling over a competitor’s successful introduction of duck burgers!11 In 2019 the company 
is heading for expansion, opening its first overseas restaurants in Australia. Two branches were 
opened in Melbourne and Toronto in 2017 and a Sydney restaurant in 2018.12

The rapidly growing use of IT and the internet presents not only new opportunities but 
also new challenges for managers, especially considering the ‘gig’ economy. Now global web-
sites such as eBay, Just Eat and Airbnb link smaller businesses and individuals to potential 
customers enabling an entirely new way of working, directly facilitated by IT systems. With 
unlimited access to information on the internet, customers are much better informed and 
much more demanding, making customer loyalty harder to build.13 In addition, the concept 

ONLINE 
COUNTERPOINT 9.1

which they bring. Our goal as a company is to con-
tinue to grow and joining Plug and Play, one of the 
largest and most well-known global accelerators, will 
enable us to explore new and innovative options’.5

In terms of the future, Progressive looks set to 
embrace the new technologies and strategies brought 
by the Fourth Industrial Revolution.

This platform connects investors with startups and 
corporate partners to allow companies to explore 
new cutting edge technologies.

Andrew Quigg, Chief Strategy Officer at Progres-
sive Insurance, said ‘We’re looking forward to collab-
orating with startups in the insurance space to learn 
and better understand the different opportunities 
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of electronically linking suppliers, partners and customers is forcing executives to rethink their 
strategies, organization design and business processes. Furthermore, IT and networking capabil-
ities are becoming integrated into devices previously seen as simple workhorses, such as fridges 
and washing machines. The pace of business is moving at ‘warp speed’.14 Planning horizons have 
become shorter, expectations of customers change rapidly, and functionalities and new competi-
tors spring up almost overnight. All this means managers, as well as employees throughout the 
organization, need quality information at their fingertips. However, with the recent introduction 
of GDPR and company compliance enforced with large fines for breaches of data privacy, it might 
prove more difficult for companies to ensure a similar flow of data in the future.

Highly successful organizations today are typically those that most effectively collect, store, 
distribute and use information. More than facilities, equipment or even products, it is the infor-
mation a company has and how it uses it that influences its success – some would say even deter-
mines organizational survival.15 Top managers look for ways to manage, leverage and protect 
what is rapidly becoming a highly valuable asset of any organization: information and knowledge.

Purpose of this Chapter
IT is an essential component of successful organizations. Managers spend at least 80 per cent of 
their time actively exchanging information. They use this information to coordinate and galvanize 
action. For example, the vertical and horizontal information linkages described in Chapter 4 are 
designed to provide managers with relevant information for decision-making, evaluation and 
control. This chapter examines the evolution of IT. The chapter begins by looking at IT systems 
applied to organizational operations and then examines how IT is used for decision-making and 
control of the organization. The next sections consider how IT can add value through the use of 
internal coordination applications such as intranets, enterprise resource planning and knowledge 
management systems, as well as applications for external collaboration, such as extranets, customer-
relationship management systems, e-business and the integrated enterprise. The final sections of the 
chapter look at possible future trends in IT innovation, and present an overview of how IT affects 
organization design and interorganizational relationships.

Information Technology Evolution
The evolution of IT is illustrated in Exhibit 9.1. First-line management is typically 
mainly concerned with well-defined problems about operational issues and past events 
(see Counterpoint 9.1). Top management, by contrast, deals mostly with uncertain, 
ambiguous issues, such as strategy and planning. As the complexity of computer-based 
IT systems has increased, applications have grown to support effective top management 
control and decision-making about complex and uncertain problems.

ONLINE 
COUNTERPOINT 9.2

COUNTERPOINT 9.1
Many first line managers would not necessarily recognize this description – ‘well-defined problems’ – 
in much of what they face.

Initially, IT systems in organizations were applied to operations. These early applications were 
based on the notion of machine-room efficiency – that is, current operations could be performed 
more efficiently with the use of computer technology. The goal was to reduce costs by having com-
puters take over some tasks. These systems became known as transaction processing systems (TPS), 
which automate the organization’s routine, day-to-day business transactions. A TPS collects data 
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EXHIBIT 9.1 Evolution of Organizational Applications of IT

1. Operations

2. Decision Making

4. Adding Strategic Value

•

•

•

3. Control
•

•

•

•

•

Internal Coordination
•

•

•

External Relationships
•

• 

• 

5. Industry 4.0

Direction of
Information
System
Evolution

Low HighSYSTEM
COMPLEXITY

MANAGEMENT
LEVEL

FIRST-LINE
(operational,

past, programmed)

TOP
(strategy, plans,

non-programmed)

• Digitization of manufacturing
 and customer contacts
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• Social Media
• Additive Manufacturing (3D Printing)

from transactions such as sales, purchases from suppliers and inventory changes, and stores them 
in a database. For example, the Greek firm Intralot specializes in setting up computerized gambling 
and lottery systems around the world, from Australia to Vietnam. Its system not only keeps track 
of the gambling on countless different events across the world, it is also sophisticated enough to 
pick up betting patterns which could suggest illegal manipulation of sporting events.16, 17

In recent years, the use of data warehousing and business intelligence software has expanded 
the usefulness of accumulated data. Data warehousing is the use of huge databases that combine 
all of a company’s data and allow users to access the data directly, create reports and even obtain 
responses to what-if questions. Building a database at a large corporation is a huge undertak-
ing that includes defining hundreds of gigabytes of data from many existing systems, providing 
a means of continually updating these data, making them all compatible and linking them to 
other software that makes it possible for users to search and analyze the data and produce help-
ful reports. Software for business intelligence helps users make sense of all these data. Business 
intelligence refers to the high-tech analysis of a company’s data in order to make better strategic 
decisions.18 Sometimes referred to as data mining, business intelligence means searching out and 
analyzing data from multiple sources across the enterprise, and sometimes from outside sources as 
well, to identify patterns and relationships that might be significant.

Organizations are spending a great deal on big data and business analytics solutions, with 
worldwide revenues for companies providing these services forecast at $189.1 billion in 2019. 
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EXHIBIT 9.2 Information Systems for Managerial Control and Decision-Making

COUNTERPOINT 9.2
Of course, it is not the systems themselves that produce the results, but rather the capacity of 
managers to obtain information that is relevant and then to interpret it in ways that inform effective 
decision-making.

This is an increase of 12 per cent from spending on such solutions in 2018.19 Consider how one 
Canadian pharmaceutical manufacturer, Apotex, makes profitable use of data warehousing and 
business intelligence discussed in the upcoming In Practice box.

By collecting the right data and using business intelligence to analyze them, and thereby spot 
trends and patterns, managers such as those at Apotex are able to make better informed decisions and 
increase market share compared to competitors. IT has evolved to more complex systems for man-
agerial decision-making and control of the organization, the second stage illustrated in Exhibit 8.1. 
Further advancements have led to the use of IT to add strategic value, the highest level of application. 
The remainder of this chapter will focus on these two stages in the evolution of IT.

Information for Decision-Making and Control
Through the application of more sophisticated computer-based systems, managers have tools to 
improve the performance of departments and the organization as a whole (see Counterpoint 9.2). 
These applications use information stored in corporate databases to help managers control activities 
and make decisions. Exhibit 9.2 illustrates one example of the various elements of information 
systems used for decision-making and control. In an organization, these systems are interconnected, 
as illustrated by the dashed lines in Exhibit 9.2. The systems for decision-making and control often 
share the same basic data, but the data and reports are designed and used for a primary purpose of 
decision-making versus control.
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Organizational Decision-Making Systems
A management information system (MIS) is a computer-based system that provides infor-
mation and support for managerial decision-making. The MIS is supported by the organ-
ization’s transaction processing systems and by organizational and external databases. 
The information reporting system, the most common form of MIS, provides managers 
with reports that summarize data and support day-to-day decision-making. For example, 
when managers make decisions about production scheduling, they can review data on the 
anticipated number of orders within the next month, inventory levels and the availability of 
human resources. In the service industry, the data can be used to match pricing with demand. 
For example, the UK-based discount car rental agency, Holiday Autos, relies on an MIS system 
to balance rental prices against car availability.20

An executive information system (EIS) is a higher-level application that facilitates decision- 
making at the more senior levels of management. These systems are typically based on soft-
ware that can convert large amounts of complex data into pertinent information and provide 
that information in a timely fashion. Often, MIS and EIS systems are combined through use 
of the same dataset to provide different reporting levels. SNCF, the French national railway, 
uses a custom-built system to provide human resource information on the company’s 260,000 
employees (2016) to line managers for day-to-day management and reporting purposes, as 
well as aggregate data on staff profiles to senior managers who can use the information to 
assess overall recruitment and training needs.21

ONLINE BRIEF 9.1

WWW

management challenge. Being on top of the challenge 
is essential, because being first to the market with a 
generic product is the key to market share and finan-
cial success.

Like many companies, Apotex had various data 
collection systems operating in different departments. 
In addition, the company accesses various third-party 
data sources that provide additional information about 
market conditions and prescribing patterns in different 
countries. None of this information was integrated; it 
couldn’t easily be used for business decisions, such as 
deciding to produce a generic for a particular market 
where a brand-name drug was about to go off-patent.

To address this problem, Apotex decided to inte-
grate its data warehousing and business intelligence 
using a SAP product, Business Objects XI. In  addition, 
the company signed up for SAP’s customer relationship  
management (CRM) package, which  integrates 
 information from pharmacists into usable information  
about market performance that is available to 
 decision-makers company-wide. Michael Davidson, 
when speaking as chief information officer of Apotex, 
said, ‘We were able to consolidate five separate data-
bases and manual processes onto one common 
platform. This enables us to effectively track mar-
keting programmes and customer activity. The effort 
reduced our administrative costs and improved our 
visibility into customer profitability’.22

Apotex, Inc.

Apotex is Canada’s largest pharmaceutical com-
pany, and one of the largest generic pharma-

ceutical manufacturers in the world – generics are 
pharmaceutical products that are no longer under pat-
ent protection. Apotex exports to at least 115 coun-
tries. It is a complex and fast-changing business, with 
numerous twists. There are differences – sometimes 
subtle and sometimes large – between each country’s 
drug patent protections, and the constant jockeying 
between brand-name producers (who seek to extend 
patent protections for as long as possible) and gener-
ics (who want to be able to produce popular drugs as 
quickly as possible) results in frequent changes in the 
law and legal challenges. For example, in 2013, Apotex 
was party to a major case in front of the US Supreme 
Court arguing against patent protection actions of the 
major brand-name pharmaceuticals. Keeping track of 
subtle differences in the current legal situation, as well 
as overall market conditions in 115 countries, is a data 

IN PRACTICE
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A decision support system (DSS) provides specific benefits to managers at all levels of the organ-
ization. These interactive, computer-based systems rely on decision models and integrated databases. 
Using decision support software, users can pose a series of what-if questions to test possible alterna-
tives. Based on assumptions used in the software or specified by the user, managers can explore alterna-
tives and receive information to help them choose the option that promises to deliver the best outcome.

At Tesco, Britain’s largest supermarket chain, understanding the purchasing habits of cus-
tomers is key to success. One of the main tools used by Tesco to understand its customers and to 
retain their business is the Clubcard, a computerized card that enables customers to accumulate 
points that can be redeemed against future Tesco purchases or for other goods (e.g. discounted 
hotel deals). The card encourages customer loyalty as shoppers may choose to shop at Tesco in 
order to collect points, but a hidden and probably more valuable purpose of the card is to provide 
the company with a comprehensive profile of the customer and their shopping patterns. As Giles 
Pavey, now Global Director of Data Science at Unilever and formerly an executive of the market-
ing firm running the Clubcard scheme put it, ‘It’s just like standing behind someone in a checkout 

queue and making assumptions about their lifestyle based on what’s in the trolley’.23

Clubcard information is subjected to sophisticated ‘segmentation analysis’ which identifies 
types of shoppers and their likely motivations when shopping. This information can be used for 
many purposes, including targeting advertising, setting product prices and changing the range of 
goods stocked by specific stores. One example of an application might be to respond to inroads 
being made by discount retailers such as Lidl and Aldi to the ‘price sensitive’ segment of Tesco 
shoppers. Of course, Tesco could simply reduce its prices across the board to retain these cus-

tomers, but this would be costly, and the price cuts would be wasted on many customers who have no 
intention of switching to a discount retailer. However, by carefully examining the shopping patterns 
of the ‘price sensitive’ group, and applying DSS modelling on the likely impact of different customer 
retention strategies, targeted price cuts can be introduced on lines that are particularly favoured by 
this group. Alternatively, discount coupons could be delivered on these products, just to the ‘price con-
scious’ consumer segment. Discounts on specific items targeted at certain groups could be another 
strategy to encourage sales. An example of this could be discounts on baby products if a customer has 
been buying wet wipes or nappies recently or vegetarian products for those who regularly buy them.

Feedback Control Model
Another primary use of information in organizations is for control. Effective control systems 
involve the use of feedback to determine whether organizational performance meets estab-
lished standards. Managers set up systems for organizational control that consist of the four 
key steps in the feedback control model illustrated in Exhibit 9.3.

The cycle of control includes setting strategic goals for departments or the organization as a 
whole, establishing metrics and standards of performance, comparing metrics of actual performance 

to standards and correcting or changing activities and so on. Feedback control helps managers make 
adjustments in work activities, standards or goals to improve performance. For example, the South-
African based company DigiCore provides client companies with various IT tools enabling them to 
manage their vehicle fleets more effectively – a high-cost operation area where lax control and 
poor planning can cause substantial losses. DigiCore pioneered the integration of GSM (mobile 
phone technology) with GPS positioning, enabling companies to track the progress of their fleets 
minute-by-minute. As one of the first companies in the field, DigiCore was at the forefront when fleet 
tracking systems became the norm. After surviving the rocky period between product development and 
mass sales, DigiCore has gone from strength to strength, especially in Europe where it has signed fleet 
management deals with large companies such as Britain’s Thames Water, although it is a small player 
compared with global leaders Cobra, Tracker and SmarTrack. Vehicle tracking is just one type of vehicle 
telematics; the use of computer and positioning technology within vehicles. Many insurance firms began 
trialling use of in-car equipment during the 2000s, that monitors driving patterns and thus calculates 
driver risk. In 2019, telematics, also known as ‘black boxes’, have become popular with younger drivers 
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who, finding themselves in high-risk and therefore expensive categories of car insurance, use the boxes 
to reduce their premiums. The telematics box can monitor driver speed and ability as well as set a 
curfew for users to prevent them driving at high-risk times. Most insurance companies in the UK have a 
telematics option for drivers; some examples include Admiral, Hastings and Directline.24

COUNTERPOINT 9.3
Of course, the usefulness of these systems depends upon the reliability of the data that are input to 
them. Employees may have their reasons for delaying inputs or in other ways inputting data that are 
unreliable or even erroneous. Even when the data are complete and uncorrupted, their usefulness always 
depends upon their ease of accessibility, how they are interpreted and how they are then acted upon.

ONLINE 
COUNTERPOINT 9.4

EXHIBIT 9.3 A Simplified Feedback Control Model

2. Establish metrics
    and standards
    of performance

3. Compare metrics of
    actual performance
    to standards

4. Take corrective
    action as needed

1. Set strategic
    goals

Management Control Systems
Management control systems are broadly defined as the formal routines, reports and proce-
dures that use information to maintain or alter patterns in organizations’ activities.25 These 
control systems include the formalized information-based activities for planning, budget-
ing, performance evaluation, resource allocation and employee rewards. Targets are set in 
advance, outcomes compared to targets and variances reported to managers for corrective 
action (see Counterpoint 9.3). Many organizations use executive dashboards which enable 
managers to see at a glance key control indicators such as sales in relation to targets, number 
of products on back-order or percentage of customer service calls resolved within a specified time 
period.26 Dashboard systems coordinate, organize and display the metrics that managers consider 
most important to monitor on a regular basis, with software automatically updating the figures. 
Kuwait’s Vodaphone-MTC mobile phone network purchased a tailor-made Harris Corporation 
system monitoring software to deliver an ‘executive dashboard’ that provides the company’s man-
agers with a graphical display of network status, usage and Key Performance Indicators (KPIs), all 
accessible through the web, and enabling immediate response to problems.27, 28
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COUNTERPOINT 9.4
Reward systems can also incentivize people in ways that can be unintentionally counterproductive 
and detrimental. One need only think of the incentivized traders in asset-backed securities whose 
‘exuberance’ contributed directly to the financial crisis of 2008.

Exhibit 9.4 lists four control system elements that are often considered the core of manage-
ment control systems: the budget and financial reports; periodic non-financial statistical reports; 
reward systems; and quality-control systems.29

Source: Based on Richard L. Daft and Norman B. Macintosh, ‘The Nature and Use of Formal Control Systems for Management Control and 
Strategy Implementation’, Journal of Management 10 (1984), 43–66.

EXHIBIT 9.4 Management Control Systems

Subsystem Content and Frequency

Budget, financial reports 
Statistical reports  
Reward systems

Quality control systems

Financial, resource expenditures, profit and loss; monthly  
Non-financial outputs; weekly or monthly, often computer-based
Evaluation of managers based on department goals and 

performance, set rewards; yearly
Participation, benchmarking guidelines, Six Sigma goals; continuous

The budget is typically used to set targets for the organization’s expenditures for the year and 
then report actual costs on a monthly or quarterly basis. As a means of control, budgets report 
actual as well as planned expenditures for cash, assets, raw materials, salaries and other resources 
so that managers can take action to correct variances. Sometimes, the variance between budg-
eted and actual amounts for each line item is listed as a part of the budget. Managers also rely 
on a variety of other financial reports. The balance sheet shows a firm’s financial position with 
respect to assets and liabilities at a specific point in time. An income statement, sometimes called 
a profit and loss statement (P&L), summarizes the company’s financial performance for a given 
time interval, such as for the week, month or year. This statement shows revenues coming into the 
organization from all sources and subtracts all expenses, such as cost of goods sold, interest, taxes 
and depreciation. The bottom line indicates the net income – profit or loss – for the given time 
period.

Managers use periodic statistical reports to evaluate and monitor non-financial performance, 
such as customer satisfaction, employee performance or rate of staff turnover. For e-commerce 
organizations, important measurements of non-financial performance include metrics such as 
stickiness (how much attention a site gets over time), the conversion rate, the ratio of buyers to site 
visitors, and site performance data, such as how long it takes to load a page or how long it takes 
to place an order.30 E-commerce managers regularly review reports on conversion rates, customer 
dropoff and other metrics to identify problems and improve their business. For all organizations, 
non-financial reports typically are computer-based and may be available daily, weekly or monthly. 
The international online auction company eBay provides a good illustration of using both finan-
cial and non-financial statistical reports for feedback control (see the next In Practice box).

In addition to performance measurement, eBay also uses the other control system elements 
listed in Exhibit 9.4 – reward systems and quality control systems. Reward systems offer incen-
tives for managers and employees to improve performance and meet departmental goals. Manag-
ers and employees evaluate how well previous goals were met, set new goals and establish rewards 
for meeting the new targets. Rewards are often tied to the annual performance appraisal process, 
during which managers assess employee performance and provide feedback to help the employee 
improve performance and obtain rewards (see Counterpoint 9.4).
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boards and personal contact with customers at reg-
ular live conferences.

By defining standards and effectively using finan-
cial and statistical reports, eBay managers can identify 
opportunities and trouble spots and move quickly to 
either take corrective action or take advantage of new 
opportunities in ‘real time’. The company rebounded 
after encountering a sticky patch around the time of 
Whitman’s departure. Its revenues and profits rose 
sharply between 2011 and 2014, driven particularly by 
the company’s leading-edge mobile apps, as well as its 
payments portal PayPal, which is moving far beyond 
its original role of simply processing eBay purchases. 
PayPal is increasingly available for both online and retail 
purchases outside the eBay platform, and in 2015 the 
company spun off PayPal into a separate company.

In 2015 eBay announced a new research project 
called the eBay Innovation Lab, which will give con-
sumers an opportunity to explore emerging technolo-
gies (i.e. robots, holograms, drones and virtual reality) 
predicted to play a central role in our lives in the future.31 
But eBay still has to plan for the future. It needs to con-
tinue to transform and reinvent itself to win against the 
competition. To achieve this it has introduced a num-
ber of artificial intelligence initiatives which the company 
considers will be essential to its future.

eBay is trying to deliver a personalized consumer 
experience resulting in an exact or almost exact 
match based on descriptive and predictive models. 
It has made many changes and achieved a lot since 
beginning the turnaround initiative. Secondly, in 2017, 
eBay released two image-based features. The Find It 
On eBay feature allows customers to search for prod-
ucts by sharing images from social media platforms, 
while the Image Search enables customers to find 
similar listings with pictures.32

eBay

Meg Whitman, CEO of eBay from 1998 until she 
stepped down to pursue political ambitions in 

2008, had a guiding mantra: ‘If you can’t measure 
it, you can’t control it’. Whitman built a company 
that is obsessed with performance measurement 
from shaky start-up to multi-billion dollar internet 
giant. She personally monitored performance met-
rics such as number of site visitors, percentage of 
new users and time spent on the site, as well as 
profit and loss statements and the ratio of eBay’s 
revenues to the value of goods traded. Managers 
throughout the company also monitor performance 
regularly. Category managers, for example, have 
clear standards of performance for their auction 
categories (such as sports memorabilia, jewellery 
and watches, health and beauty, etc.). They contin-
uously measure, tweak and promote their catego-
ries to meet or outperform their targets.

Getting a firm grip on performance measurement 
is essential for a company to know where to spend 
money, where to assign more personnel and which 
projects to promote or abandon. The more statistics 
that are available, the more early warnings managers 
have about problems and opportunities. But perfor-
mance isn’t just about numbers at eBay. Measuring 
customer (user) satisfaction requires a mix of meth-
ods, such as surveys, monitoring eBay discussion 

IN PRACTICE

The final control element listed in Exhibit 9.4 is quality-control systems which managers use to 
train employees in quality-control methods, set targets for employee participation, establish bench-
marking guidelines, and assign and measure Six Sigma goals. For example, at eBay, Whitman used 
benchmarking to measure how the company’s website performs compared to its peers. She found 
eBay’s site weak in the area of adding new features, so managers have taken action to improve the 
site’s performance in that area. Benchmarking means the process of continually measuring products, 
services and practices against tough competitors or other organizations recognized as industry lead-
ers.33 Six Sigma, originally conceived by Motorola Corporation, is a highly ambitious quality stand-
ard that specifies a goal of no more than 3.4 defects per million parts.34 From this precise definition, 
Six Sigma has become a generic term for a whole set of control procedures that emphasize a relent-
less pursuit of higher quality and lower costs. The discipline is based on a methodology referred to 
as DMAIC (Define, Measure, Analyze, Improve and Control, pronounced de-MAY-ick, for short), 
which provides a structured way for organizations to approach and solve problems.35
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ONLINE 
COUNTERPOINT 9.5

Each of the four control systems focuses on a different aspect of the production 
process. The budget is used primarily to allocate resource inputs. Managers use the 
budget for planning the future and reducing uncertainty about the availability of human 
and material resources needed to perform department tasks. Computer-based statistical 
reports are used to control outputs. These reports contain data about output volume 
and quality and other indicators that provide feedback to middle management about 

departmental results. The reward system and quality control systems are directed at the pro-
duction process. Quality control systems specify standards for employee participation, team-
work and problem solving. Reward systems provide incentives to meet goals and can help 
guide employee behaviour. Managers also use direct supervision to keep departmental work 
activities within desired limits.

The Balanced Scorecard
In the past, most organizations tended to rely heavily upon financial accounting measures as the 
primary basis for measuring organizational performance and control, whereas increasingly a more 
balanced view, incorporating operational as well as financial measures, is favoured.

The four control elements listed in Exhibit 9.4 help provide managers with a balanced 
view. A recent innovation additionally integrates internal financial measurements and statis-
tical reports with a concern for markets and customers as well as employees. The balanced 
scorecard has been developed as a comprehensive management control system that balances 
traditional financial measures with operational measures relating to what are identified as 
critical success factors.36 A balanced scorecard contains four major focal areas, as illustrated 
in Exhibit 9.5: financial performance, customer service, internal business processes and the 
organization’s capacity for learning and growth.37 Within these four areas, managers identify 
KPIs to be tracked. The financial perspective reflects a concern that the organization’s activ-
ities contribute to improving short- and long-term financial performance. It includes tradi-
tional measures such as net income and return on investment. Customer service indicators 
measure such things as how customers view the organization, as well as customer retention 
and satisfaction. Business process indicators focus on production and operating statistics, 
such as order fulfilment or cost per order. The final component considers the organization’s 
potential for learning and growth, focusing on how well resources and human capital are 
being managed for the company’s future. Measurements include such things as employee 
retention, business process improvements and the introduction of new products. The com-
ponents of the scorecard are designed in an integrative manner so that they complement and 
reinforce one another, as short-term actions are linked with long-term strategic goals, as illus-
trated in Exhibit 9.5. Managers can use the scorecard to set goals, allocate resources, plan 
budgets and determine rewards.38

The balanced scorecard helps managers focus on the key strategic measures that define the 
success of a particular organization over time and communicate them clearly throughout the 
organization. The scorecard has become the core management control system for many corpora-
tions, including British Airways, which ties its use of the balanced scorecard to the feedback con-
trol model shown earlier in Exhibit 9.3. Scorecards serve as the agenda for monthly management 
meetings, where managers evaluate performance, discuss what corrective actions need to be taken 
and set new targets for the various elements.39 Executive information systems facilitate use of the 
balanced scorecard by enabling top managers to easily track measurements in multiple areas, rap-

idly analyze the data and convert huge amounts of data into clear information reports. The 
scorecard is not necessarily the best for all situations, and small organizations seem to have 
been less effective in implementing a balanced-scorecard approach. One study, for example, 
found that, although many small manufacturing firms measure a wide variety of non-financial  
factors, most did not integrate the data with other performance measures, a key feature of 
the balanced scorecard (see Counterpoint 9.5).40

ONLINE BRIEF 9.3
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COUNTERPOINT 9.5
The balanced scorecard, like any other technique or control system, is not a panacea. British Airways’ 
use of the balanced scorecard did not prevent the disastrous opening of Terminal 5 at London 
Heathrow in 2008.

Terminal 5 is one of the most technologically advanced airport terminals in the world, but MPs 
described its opening as a ‘national humiliation’. During the first five days, BA misplaced more than 
23,000 bags, cancelled 500 flights and made losses of £16m.

Then CEO Willie Walsh revealed that IT problems and a lack of testing played a large part in the 
trouble. But he said the airline could have coped if IT had been the only issue. He reeled off a list of 
failures. Staff had not been trained properly, they were unable to park when their car parks became 
too full on the day of opening, staff security searches were delayed, and construction work on parts of 
the building was not finished when the airport opened. Unfortunately, even after the opening fiasco, 
Terminal 5 baggage has been beset with problems; in 2014 the IT system underpinning the baggage 
system failed for several days, leaving thousands of travellers without their bags for days or even 

EXHIBIT 9.5 Major Perspectives of the Balanced Scorecard

Source: Based on Robert S. Kaplan and David P. Norton, ‘Using the Balanced Scorecard as a Strategic Management System’, Harvard Business 
Review (January–February 1996), 75–85; Chee W. Chow, Kamal M. Haddad and James E. Williamson, ‘Applying the Balanced Scorecard to Small 
Companies’, Management Accounting 79, no. 2 (August 1997), 21–27; and Cathy Lazere, ‘All Together Now’, CFO (February 1998), 28–36.
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COUNTERPOINT 9.6
The usefulness of intranets depends upon the preparedness of employees to share and regularly update 
(rather than hoard) information, and also their willingness to use an impersonal channel rather than 
informal networks and word of mouth, which are often richer and more nuanced in what they can 
provide. If information requires little interpretation or finesse, then an intranet can be useful so long as 
information is easy to find. Otherwise, intranets may be used infrequently and fall into disuse.

ONLINE 
COUNTERPOINT 9.6

Adding Strategic Value: Strengthening Internal 
Coordination
Three primary IT tools for internal coordination are intranets, enterprise resource planning 
(ERP) and knowledge management systems.

Intranets
Networking, which links people and departments within a particular building or across cor-
porate offices, enabling them to share information and cooperate on projects, has become 
an important strategic tool for many companies. For example, in 2008, the Irish Republic’s 
Health Service Executive (HSE), responsible for coordinating the country’s universal health-
care system, consolidated its internal networks into a single intranet – Ireland’s largest – that 
provides access to staff news, policy briefings and reports, email and contact directories for 

all staff and medical libraries. Existing electronic tools, such as the country’s Health Atlas, which 
provides graphical illustrations of health challenges in different parts of Ireland, were also moved 
onto the intranet while also having an outward-facing web portal.44, 45

Networks may take many forms, but as in the case of the HSE, the most common form of 
corporate networking is the intranet, a private, company-wide information system that uses the 
communications protocols and standards of the internet and the World Wide Web but is accessi-
ble only to people within the company. To view files and information, users simply navigate the 
site with a standard web browser, clicking on links.46 As intranets are web-based, they can be 
accessed from any type of computer or workstation.

Today, most companies with intranets have moved their MIS, EIS and so forth over to the 
intranet so they are accessible to anyone in the firm who needs them. This also enables firms to 
reduce the administrative costs of maintaining records, such as for absences; staff simply enter 
these data themselves. Cardiff University, in the UK, moved to such a self-service HR information 
system in 2013. In addition, having these systems as part of the intranet means new features and 
applications can easily be added and accessed through a standard browser.

Intranets can improve internal communications and unlock hidden information. They enable 
employees to keep in touch with what’s going on around the organization, quickly and easily find infor-
mation they need, share ideas and work on projects collaboratively. The most advanced intranets are 
linked into the proprietary systems that govern a company’s business functions (see Counterpoint 9.6). 
Portable devices like smartphones and tablets (see Chapter 8) allow on-the-move employees to stay in 
touch anywhere in the world, downloading information and filing reports from hotel rooms and airport 
departure lounges, with data instantly available across the company.47, 48

ONLINE BRIEF 9.4

WWW

weeks.41, 42 More recently, BA systems issues in 2019 left huge queues at Heathrow during the summer 
holiday season when almost 100 flights were cancelled. The airline had to switch to back-up and 
manual systems as some flights were delayed by five hours and the mobile app simply showed error 
messages. A spokesperson explained that the problem was caused by IT systems failures.43
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EXHIBIT 9.6 Example of an ERP Network
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Enterprise Resource Planning
Another recent approach to information management helps pull together various types of 
information to see how decisions and actions in one part of the organization affect other 
parts of the firm. A growing number of companies are setting up broad-scale information 
systems that take a comprehensive view of the organization’s activities. These enterprise 
resource planning (ERP) systems collect, process and provide information about a company’s 
entire enterprise, including order processing, product design, purchasing, inventory, manu-
facturing, distribution, human resources (HR), receipt of payments and forecasting of future 
demand.49 An ERP system can serve as the backbone for an entire organization by integrating and 
optimizing all the various business processes across the entire firm.50

Such a system links all of these areas of activity into a network, as illustrated in Exhibit 9.6. 
When a salesperson takes an order, the ERP system checks to see how the order affects inven-
tory levels, scheduling, HR, purchasing and distribution. The system replicates organizational pro-
cesses in software, guides employees through the processes step-by-step, and automates as many 
of them as possible. For example, ERP software can automatically produce an accounts payable 
cheque as soon as a clerk confirms that goods have been received in inventory, send an online pur-
chase order immediately after a manager has authorized a purchase, or schedule production at the 
most appropriate plant after an order is received.51

ONLINE 
COUNTERPOINT 9.7

The world’s biggest and best-known travel guidebook company, Lonely Planet (LP), which orig-
inated in Australia, has grown from producing a stapled guide to budget travel across Asia in 1973, 
to selling 6 million guidebooks with 500 different titles a year, publishing in 14 different languages. 
For a long time the company just grew organically, adding new titles and publishing profits as it 
went along. But the sheer size of the business and its varied activities meant that important infor-
mation inevitably fell off the table, and that led to costly errors. By 2003, in the wake of declining 
sales, Lonely Planet had to lay off staff for the first time. David Sadler, then finance and operations 
director for Lonely Planet’s Europe, Middle East and Africa (EMEA) region, was put in charge of 
developing an ERP system that could improve efficiency by integrating information about all the 
company’s different activities: ‘Whether it’s sourcing a book, developing content, managing stock, 
distribution or finances – trying to merge all of that into one is no easy task’, says Sadler. However, 
Lonely Planet moved cautiously. It took more than a year to identify needs and choose an ERP sup-
plier – in the end choosing Swiss-based SAP. Lonely Planet decided they needed a full integration 
of company functions ranging from HR to print contracts, and implemented the project in stages 
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both geographically and by enterprise functions between 2005 and 2007. The new system needed 
lots of ironing out and led to further hardware investment, but it helped the company strengthen 
its financial controls and future planning, particularly in expanding traffic and business through the 
company’s web portal. In October 2007, BBC Worldwide, the business arm of the BBC, bought a 75 
per cent stake in Lonely Planet for around £75 million, reflecting Lonely Planet’s strong sales, better 
cost controls and improved profit margins.52 Not bad for a company started at a kitchen table. Since 
being resold by the BBC to NC2 Media in 2013 at a significant loss in the wake of the rise of (often 
free-to-access) digital alternatives like Foursquare and TripAdvisor, Lonely Planet has bounced back 
as customers realize they appreciate having a physical book they can flick through before and during 
their travels, while Lonely Planet has also made its content available electronically in various ebook 
formats. Piers Pickard, publishing managing director at the company, says, ‘If you want to search, 
then digital products are really good. But people don’t tend to search guidebooks – they flick and 
browse’.53, 54 In 2019 Lonely Planet partnered with Acquia, which produces ‘innovative technology 
for unique consumer experiences’. Acquia hope to provide Lonely Planet with the ‘most seamless 
and user friendly travel website seen by the industry to date’.55

As ERP systems integrate data about all aspects of operations, managers and employees at all 
levels can see how decisions and actions in one part of the organization affect other parts, using 
this information to make better decisions. ERP can provide the kind of information furnished by 
transaction processing systems, as well as that provided by information reporting systems, deci-
sion support systems or executive information systems. ERP aims to weave all of these systems 
together so people can see the big picture and act quickly, helping the organization be smarter 
and more effective. ERP is not just applicable in the for-profit sector. Medecins du Monde, an 
international aid organization, uses an ERP system to keep precise track of expenses, supplies 
and needs, and enable doctors and volunteers in the field to see what resources are available and 
where they’re most urgently needed.56 In the past, information systems required companies to 
invest quite heavily in hardware, as well as back-up systems in case the hardware broke down. 
Now, much of the storage and systems can be located in ‘the Cloud’; in online storage and servers 
that produce the same kinds of economy of scale and specialization as did mass production in the 
industrial era. Many ERP systems, for example, are now cloud-based.57

Knowledge Management
A primary goal for IT systems today is to support efforts to manage and leverage organizational 
knowledge. Increasingly, intellectual capital is the primary way in which businesses measure their 
value.58 Therefore, managers see knowledge as an important resource to manage, just as they man-
age cash flow, raw materials or other resources. A survey of CEOs attending the World Economic 
Forum’s annual meeting found that 97 per cent of senior executives see knowledge management 
as a critical issue for their organizations.59 To learn and change, organizations must effectively 
acquire, create and transfer knowledge across the company and modify their activities to reflect 
new knowledge and insight.60 Knowledge Manager has now become a reasonably common job 
title within large companies. For some companies the role became a priority when they realized 
the scale of the issue. In 2004 it was estimated that Fortune 500 companies were losing at least 
$31.5 billion a year through their failure to share knowledge.61

Knowledge management is a new way to think about organizing and sharing an organization’s 
intellectual and creative resources. It refers to the efforts to systematically find, organize and make 
available a company’s intellectual capital and to foster a culture of continuous  learning and knowledge 
sharing so that organizational activities build on what is already known (see Counterpoint 9.7).62 The 
company’s intellectual capital is the sum of its knowledge, experience, understanding, relationships, 
processes, innovations and discoveries. Although most of a company’s knowledge is within the for-
mal boundaries of the organization, tapping into the knowledge of outside experts is also important 
because it brings new knowledge into the organization that can be combined with existing knowledge 
to highlight problems or opportunities.63 A variety of new software tools support collaboration and 
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What Is Knowledge? Knowledge is not the same thing as data or information, although 
it uses both. Data are simple, absolute facts and figures that, in and of themselves, may be of little 
use. A company might have data that show 30 per cent of a particular product is sold to custom-
ers in France. To be useful to the organization, the data are processed into finished information by 
connecting them with other data – for example, six out of ten of the products sold in France are 
bought by people over the age of 60. Information is data that have been linked with other data 
and converted into a useful context for specific use. Knowledge goes a step further: it is a conclu-
sion drawn from the information after it is linked to other information and compared to what is 
already known. Knowledge, as opposed to information and data, always has a human factor that 
provides interpretations of the data. Books can contain information, but the information becomes 
knowledge only when a person absorbs it and puts it to use.65

Organizations deal with both explicit knowledge and implicit, or tacit, knowledge.66 
Explicit knowledge is formal, systematic knowledge that can be codified, written down and 
passed on to others in documents or general instructions. Tacit knowledge, on the other 
hand, is often difficult to put into words. Tacit knowledge is based on personal experience, 
rules of thumb, intuition and judgement. It includes professional know-how and expertise, 
individual insight and experience, and creative solutions that are difficult to communicate 
and pass on to others. Explicit knowledge may be equated with knowing about; tacit knowledge 
is equated with knowing how.67

Finding ways to transfer both explicit and tacit knowledge – the knowing about and the 
knowing how – across the organization is critical.68 Although explicit knowledge can easily be 
captured and shared in documents and through IT systems, as much as 80 per cent of an organi-
zation’s valuable knowledge may be tacit knowledge that is not easily captured and transferred.69

Approaches to Knowledge Management Two distinct approaches to knowledge 
management are outlined in Exhibit 9.7. The first approach outlined in the exhibit deals primarily 
with the collection and sharing of explicit knowledge, largely through the use of sophisticated IT 
systems.70 Explicit knowledge may include intellectual properties such as patents and licences; 
work processes such as policies and procedures; specific information on customers, markets, sup-
pliers or competitors; competitive intelligence reports; benchmark data; and so forth. When an 
organization uses this approach, the focus is on collecting and codifying knowledge and storing 
it in databases where it can easily be accessed and reused by anyone in the organization. With 
this ‘people-to-documents’ approach, knowledge is gathered from the individuals who possess 
it and is organized into documents that others can access and reuse. When money management 
firm, Barclays Global Investors, deals with requests for proposals, for example, employees have to 
answer hundreds of complex questions for clients. A knowledge management system enables them 
to access and reuse answers to similar questions from previous proposals.71

COUNTERPOINT 9.7
‘Knowledge management’ can also be interpreted as the application of Taylorism to employees who 
work primarily with their heads rather than their hands. From this perspective, its purpose is to 
rationalize and systematize what had previously been the equivalent of the ‘custom and practice’ of 
the ‘shopfloor’. Its consequence can be deskilling of work and degradation of work experience, with 
predictable consequences for morale, goodwill and staff turnover.

ONLINE 
COUNTERPOINT 9.8

knowledge sharing through services such as web conferencing, knowledge portals, content manage-
ment and the use of wikis, a collaboration tool. Wikis are an extension of the concept of blogs 
(web logs); rather than simply allowing an individual to broadcast his or her views to an online 
audience, as blogs do, wikis let people edit and add content to the running log.64
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ONLINE 
COUNTERPOINT 9.10

Although IT plays an important role in knowledge management by enabling the storage 
and dissemination of data and information across the organization, IT is only one piece of 
a larger puzzle.72 A complete knowledge management system includes not only processes for 
capturing and storing knowledge and organizing it for easy access but also ways to generate 
new knowledge through learning and to share knowledge throughout the organization. As 
discussed in this chapter’s Bookmark 9.0, old-fashioned paper can sometimes play just as 

important a role in knowledge work as computer technology.
The second approach focuses on leveraging individual expertise and know-how – tacit 

 knowledge – by connecting people face-to-face or through interactive media. Tacit knowledge 
includes professional know-how, individual insights and creativity, and personal experience 
and intuition. With this approach, managers concentrate on developing personal networks that 
link people together for the sharing of tacit knowledge. The organization uses IT systems pri-
marily for facilitating conversation and person-to-person sharing of experience, insight and 

ideas. For example, intranets are important for helping employees, especially those who 
are geographically dispersed, share ideas and tap into expert knowledge throughout the 
organization.

Organizations typically combine several methods and technologies to facilitate the shar-
ing and transfer of both explicit and tacit knowledge. Consider the example of Toyota, the 
world’s largest and most successful automobile manufacturer.

Adding Strategic Value: Strengthening External 
Relationships

External applications of IT for strengthening relationships with customers, suppliers and 
partners include systems for supply chain management and the integrated enterprise, cus-
tomer relationship management systems and e-business organization design. The extension 
of corporate intranets to include customers and partners has expanded the potential for 
external collaboration. An extranet is an external communications system that uses the inter-
net and is shared by two or more organizations. Each organization moves certain data out-
side of its private intranet, but makes the data available only to the other companies sharing 

the extranet. For example, the British brewer Greene King set up an extranet, Pubpartners.net, 

ONLINE 
COUNTERPOINT 9.9

ONLINE BRIEF 9.5

WWW

Explicit
Provide high-quality, reliable and fast information systems 

Tacit
Channel individual expertise to provide creative advice on 

strategic problems

People-to-documents approach

Develop an electronic document system 

allows reuse of knowledge

Person-to-person approach

 Develop networks for linking people so 
that tacit knowledge can be shared

 Invest moderately in information 
technology, with a goal of facilitating 
conversations and the personal 
exchange of tacit knowledge

Invest heavily in information technology, 
with a goal of connecting people with 

Knowledge Management 
Strategy

Information Technology 
Approach

Source: Based on Morten T. Hansen, Nitin Nohria and Thomas Tierney, ‘What’s Your Strategy for Managing Knowledge?’ Harvard Business Review 
(March–April 1999), 106–116.

EXHIBIT 9.7 Two Approaches to Knowledge Management
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newspaper, flip through it, read bits here and 
there, and quickly get a sense of the overall 
piece.

 ■ Paper is a tool for managing and coordinating 
action among co-workers. The authors cite 
a fascinating example of air traffic controllers 
who, despite the availability and use of highly 
sophisticated technology, continue to use 
paper flight strips to support a seamless team-
work, enable easy manipulation to indicate 
flight variations, give everyone on the team 
information at a glance and facilitate the rapid 
pace of work required in this high-pressure 
environment.

 ■ Paper supports collaboration and sharing of 
knowledge. Paper has interactional proper-
ties that are not easy to duplicate with digital 
media and collaborative tools. People working 
on collaborative documents that require the 
professional judgement and the contributions 
of many people typically print drafts to read, 
mark up and discuss with others while flipping 
through the pages.  Sellen and Harper argue 
that, without paper drafts, collaborative, itera-
tive knowledge work is much more difficult and 
time consuming. Paper, they say, ‘is a versatile 
medium that can be co-opted, shaped and 
adapted to meet the needs of the work’.

The Best of Both Worlds
The authors emphasize that digital technologies have 
their own advantages. Their point in The Myth of the 
Paperless Office is that managers should understand 
what paper can do and what computers can do 
and should know how to get the most out of each 
medium. ‘The real issue for organizations … is not to 
get rid of paper for its own sake, but to have sufficient 
motivation to understand their own work process and 
the ways paper plays a role.’

The Myth of the Paperless Office, by Abigail Sellen and Rich-
ard Harper, is published by MIT Press.

The Myth of the Paperless 
Office

By Abigail J. Sellen and Richard 
H. R. Harper

At first glance, it seems like a great idea. Get rid 
of all the paper that clutters desktops and put 

everything on computers. Especially with the prolifer-
ation of handheld gadgets, paper seems redundant. 
Yet paper sales increase every year because paper is 
woven into the fabric of our lives and organizations – 
and for very good reasons, argue Abigail Sellen and 
Richard Harper, authors of The Myth of the Paperless 
Office. Paper actually enables a certain kind of infor-
mation processing, as well as supporting collabora-
tive knowledge work. People simply can’t think the 
same way when looking at a document on a com-
puter screen.

Why Paper Persists
Sellen and Harper offer a number of reasons why 
paper persists. Paper has many advantages, they 
say, for performing certain kinds of cognitive tasks 
and supporting certain kinds of collaboration.

 ■ Paper is flexible and easily manipulated for 
reading. Most people still prefer to read news-
papers or documents on paper rather than on a 
computer screen. The authors cite four primary 
reasons for this: paper allows people to flexibly 
navigate through documents, it facilitates the 
cross-referencing of more than one document 
at a time, it allows for easy annotation and it 
enables the interweaving of reading and writing. 
Paper allows one to pick up a document or 

BOOKMARK 9.0

available to all of the company’s 1050-plus tenanted and leased pubs.73 Pubpartners is used not 
only to order products from Greene King but also as an online information resource. The com-
pany posts useful information online, such as the rules for pubs to comply with the smoking ban 
in the British Isles, as well as menu and wine list guidance, marketing updates and personalized 
weekly sales reports.74
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ONLINE BRIEF 9.6

WWW

information’. New ideas were posted immediately on 
an email list open to everyone involved in the project, 
thus creating a dialogue around product development 
that spanned different expertise and allowed tacit 
expertise to intermingle and produce advances in 
explicit knowledge. Engineers were also encouraged 
to think outside the box; trying out design hunches 
even if they were unlikely to work properly the first 
time. And, as Toyota product development had always 
emphasized, designers were encouraged to put their 
ideas on a single piece of paper – forcing them to make 
their thinking approachable to others. Finally, Toyota 
invested in the most advanced computer-aided drafting 
(CAD) and computer-aided engineering (CAE) systems, 
again encouraging team members to work together on 
design ideas. These various methods of knowledge 
harvesting enabled Toyota to produce the Prius, a 
revolutionary design, in only 15 months, compared with 
the average four years the company takes to design 
and produce a conventional vehicle, itself an industry-
leading standard. More than a decade later, as high 
oil prices placed energy conservation and alternative 
fuels at the top of the political and business agenda, 
Toyota’s foresight in developing the Prius seems 
almost clairvoyant. Through to 2015, Toyota still had 
a huge lead in the global hybrid segment, having sold 
more than three-quarters of the 10 million hybrid cars 
produced to date, with second place Honda lagging 
far behind. The company is also far ahead in the rapidly 
developing Chinese sales market.75 The Prius example 
showed that the use of leading edge technology is 
crucial for successful businesses, but as a support for, 
not in place of, human ingenuity and determination. 
The next tests for Toyota will be the challenge from  fully 
electric cars like the Tesla, as well as the integration 
of self-driving features being pioneered by companies 
like Google and Tesla. The arrival of new challengers 
like Google and Apple from outside the  traditional 
automotive industry demonstrates the  disruptive 
potential of IT.76, 77

Toyota Motor Corporation: 
Developing the Prius

Toyota’s success has been an inspiration to 
numerous other companies, as we saw in the 

previous chapter’s discussion of the Swedish firm, 
Autoliv. One key element that sets Toyota apart from 
many other companies is its ability to make effective 
use of tacit knowledge. Rather than send workers on 
classroom courses, Toyota tends to use hands-on 
training, whereby employees in new plants will 
spend several weeks paired with workers in a longer-
established facility, often followed by the experienced 
workers returning to the new facility to model effective 
work practices. The same emphasis on harvesting 
tacit knowledge also underpins Toyota’s success in 
product innovation. When Toyota decided to develop 
a new energy- efficient car in the 1990s – which 
eventually became the hybrid Prius – it abandoned 
the traditional incremental and hierarchical approach 
to product development, and instead established a 
small team consisting of one or two experts from each 
area of automobile engineering expertise including 
body, chassis, engine, drive system and production 
technology. This team worked intensively together for 
several years, creating a sense of mutual commitment 
and frank dialogue. Faced with ambitious targets for 
fuel economy, traditional ideas that governed individual 
specialists’ thinking about what was possible had to 
be abandoned. However, individual and team learning 
still had to be harvested and channelled. One way 
was achieved through emphasizing ‘equal access to 

IN PRACTICE

The Integrated Enterprise
Extranets play a critical role in today’s integrated enterprise. The integrated enterprise is an 
organization that uses advanced IT to enable close coordination within the company as well 
as with suppliers, customers and partners. One good example of the integrated enterprise 
is Corrugated Supplies of Chicago, United States, which has linked its entire factory to the 
internet, as described in the Leading by Design box. An important aspect of the integrated 
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enterprise is supply chain management, which means managing the sequence of suppliers and 
purchasers, covering all stages of processing from obtaining raw materials to distributing finished 
goods to consumers.78 For organizations to operate efficiently and provide high-quality items that 
meet customer needs, the company must have reliable deliveries of high-quality, reasonably priced 
supplies and materials. It also requires an efficient and reliable system for distributing finished 
products, making them readily accessible to customers.

Information Linkages The most recent advances involve the use of computer networks 
or extranets to achieve the right balance of low inventory levels and customer responsiveness. 
Exhibit 9.8 illustrates horizontal information linkages in the integrated enterprise. By establishing 
electronic linkages between the organization and key partners for the sharing and exchange of 
data, the integrated enterprise aspires to create a seamless, integrated line stretching from end con-
sumers to raw materials suppliers.79 For example, in the exhibit, as consumers purchase products 
in retail stores, the data are automatically fed into the retail chain’s information system. In turn, 
the chain gives access to this constantly updated data to the manufacturing company through a 
secure extranet. With knowledge of this demand data, the manufacturer can produce and ship 
products when needed. As products are made by the manufacturer, data about raw materials used 
in the production process, updated inventory information and updated forecasted demand are 
electronically provided to the manufacturer’s suppliers, and the suppliers automatically replenish 
the manufacturer’s raw materials inventory as needed.

Supplier Manufacturer

Customer

Shared Data Shared Data Retail
Chain

Retail
Store

Secure
Extranet

Secure
Extranet

Horizontal Relationships

EXHIBIT 9.8 The Integrated Enterprise

Source: Based on Jim Turcotte, Bob Silveri and Tom Jobson, ‘Are You Ready for the E-Supply Chain?’ APICS – The Performance Advantage (August 
1998), 56–59.

Horizontal Relationships The purpose of integrating the supply chain is for everyone to 
work closely together, moving in lockstep to meet customers’ product and time demands. Albert 
Heijn supermarkets, a subsidiary of the Dutch Ahold corporation, uses extranet technologies 
extensively to do business both with its suppliers and its customers. The extranets are tied into a 
comprehensive overall business intelligence strategy. The company’s suppliers can use the extranet 
to keep track of the company’s orders, while retail customers can shop online and review purchase 
history. Technology also helps Albert Heijn maintain accurate distribution to its stores; it was 
one of the first supermarkets in the world to fully automate order picking from its distribution 
warehouses. The company was chosen as ‘Smartest Organization in the Netherlands’ by the 2008 
Dutch Business Intelligence conference.80, 81 It has continued to build on its technology advantage 
in its To Go stores opened in 2012. Typically located in railway stations and office buildings, with 
matching opening hours, the high tech stores use numerous display screens to advertise specials 
and provide customer advice. Self-service tills are also placed throughout the store, so customers 
just wanting to grab one item don’t have to queue up at the front tills. The initiative was a success, 
expanding to petrol station forecourts in 2016.82, 83
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floor in real time? By using a password, customers 
could peek into the company’s internal workings at any 
time, calling up Corrugated’s production schedules to 
see exactly where their orders were in the process and 
when they would arrive. Suppliers could tap into the 
system to manage their own inventory – inventory they 
were selling to Corrugated as well as materials stored 
at Corrugated’s plant to sell to someone else.

It cost him millions of dollars, but Van Horne’s 
vision became a reality, making Corrugated one of the 
world’s first completely web-based production plants. 
The idea behind the system was to connect all the 
plant’s manufacturing equipment and then link it to 
the web; the integrated system is available to every-
one, from machinists on the plant floor to custom-
ers and suppliers off-site. Exhibit 9.9 illustrates how 
the  system works for a customer placing an order: 
the customer logs onto the website and types in an 
order for corrugated paper precisely cut and folded 
for 20,000 boxes. Computers at Corrugated’s factory 
go to work immediately to determine the best way to 
blend that order with numerous other orders ranging 
from a few dozen to 50,000 boxes. The computer 

Corrugated Supplies 
Company

Corrugated Supplies Co. (CSC), America’s largest 
independent sheet feeder, is a manufacturer and 

distributor of corrugated cardboard sheets. For more 
than 50 years, CSC has been dedicated to provid-
ing point of purchase (POP) display and box makers 
with innovation that spawns choice and value for its 
diverse customer needs.84

It all started with a vision from Richard Van Horne in 
1964. What would happen if all his plant’s equipment 
continually fed data to the internet, where the rest of 
the company, as well as suppliers and customers, 
could keep track of what was happening on the factory 

LEADING BY DESIGN

TO:

TO:

EXHIBIT 9.9 Corrugated System in Action

Source: Adapted from Bill Richards, ‘Superplant’, eCompany (November 2000), 182–196.
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As with the newer organization designs described in Chapter 4, horizontal relationships get 
more emphasis than vertical relationships for the integrated enterprise to work. Enterprise integra-
tion can create a level of cooperation not previously imaginable if managers approach the practice 
with an attitude of trust and partnership, as in the interorganizational relationships described in 
Chapter 6. For example, the US companies Walmart and Procter & Gamble (P&G) started simply 
by sharing sales data so P&G goods could be automatically replaced as they were sold off Walmart’s 
shelves. However, this computer-to-computer exchange evolved into a horizontal relationship that 
had the two firms sharing customer information, shopper loyalty information and other data that 
provides strategic advantages for both sides of the trading partnership.88 However, in 2018, with the 
introduction of various laws such as GDPR restricting the sharing of customer data between organ-
izations, companies wishing to share data will have to be careful to stay within the new guidelines.

Customer Relationship Management
Another approach to strengthening external relationships is through the use of customer relation-
ship management (CRM) systems. These systems help companies track customers’ interactions 
with the firm and allow employees to call up a customer’s past sales and service records, outstand-
ing orders or unresolved problems.89 CRM collects in a database all the customer information 
that a small-town store owner would keep in his or her head – the names of customers, what they 
bought, what problems they’ve had with purchases and so forth. The system helps coordinate 
sales, marketing and customer service departments so that all are smoothly working together.

comes up with the optimum schedule – that is, the one 
that gets the most orders out of a single roll with little 
leftover paper. A human operator checks the sched-
ule on one of the numerous linked computer screens 
positioned around the plant and hits the Send button. 
Computer software directs the massive corrugators, 
trimmers, slitters and other equipment, which begin 
spewing out paper orders at 250 metres per minute. 
Computer-controlled conveyor belts carry the order to 
the loading dock, where forklifts equipped with wire-
less PCs take the load to the designated trailer. Lorry 
drivers log onto the website and are told which trailer 
to haul to maximize their trip’s efficiency. The order is 
usually delivered to the customer the very next day.

Today, almost all of Corrugated’s orders are sub-
mitted via the internet and routed electronically to 
the plant floor. The system saves time and money for 
Corrugated by automatically scheduling special order 
details and cutting out paper waste. For customers, it 
means faster service and fewer mix-ups. ‘It’s the best 
thing that’s ever happened so far’, one customer, the 
late Gene Mazurek, co-owner of Suburban Corru-
gated Box Co. claimed at the time, ‘It’s like Rick put 
his corrugating machine right inside my plant’.

In a second phase of technological upgrading, 
Corrugated integrated i ts  propr ietary order 
management system with Sage software’s MAS, 
a standard ERP and management accounting 

system. This improved the Corrugated‘s financial 
controls and provided further order and financial 
information to customers. Corrugated has also 
integrated voice-over-internet-protocol (VOIP) 
telephone service into its data network. Not only did 
this result in substantial cost savings over traditional 
telephone service, it allowed the company’s staff to 
answer calls outside normal office hours.

Corrugated’s success has led it to expand and in 
2018 it opened a new branch in Harrisburg, Arizona.85 
It found that a customized solution was required for 
maintaining order and productivity information across 
the distant sites with custom reports necessary for 
both senior and line managers. Corrugated worked 
with SWC Technology Partners in 2012 to establish 
a SharePoint site for each plant where a shift dash-
board was deployed carrying KPIs allowing line 
managers and even workers to keep real-time track 
of their productivity and quickly identify productivity 
blockage points. The system has enabled Corrugated 
to reduce wastage and thus improve efficiency and 
help the environment.86 A recent report by Smithers 
Pira reveals that the corrugated industry will see even 
higher growth of electrical goods and a deeper focus 
on the end-use sector. This means more e-commerce 
digital printing advancements and fitting corrugated 
products to individual end-users, as well as high pres-
sure for sustainable solutions.87

ONLINE 
COUNTERPOINT 9.11
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E-Business Organization Design
CRM and the integrated enterprise are both components of e-business, a new approach 
to how organizations conduct their business activities. E-business can be defined as any 
business that takes place by digital processes over a computer network rather than in phys-
ical space. Most commonly, it refers to electronic linkages over the internet with customers, 
partners, suppliers, employees or other key constituents. The internet continues to transform 
traditional ways of doing business, helping companies in industries from banking to manu-

facturing to music retailing cut costs, speed innovation and enhance relationships with custom-
ers.90 Most traditional organizations have set up internet operations to strengthen and improve 
these external relationships, but managers have to make a decision about how best to integrate 
bricks and clicks – that is, how to blend their traditional operations with an internet presence. 
In the early days of e-business, many organizations set up dot-com initiatives with little under-
standing of how those activities could and should be integrated with their overall business. As 
the reality of e-business has evolved, companies have gained valuable lessons in how to merge 
online and offline activities.91

ONLINE BRIEF 9.8

WWW

four years, and the operation was profitable from 
the beginning. Consumer data are collected auto-
matically, and integrated into the Clubcard scheme 
discussed earlier in this chapter; unlike with the 
physical Clubcard, however, data on customer 
spending patterns are collected automatically when 
the customer logs in, and s/he does not need to 
enter the Clubcard number each time. There is also 
the additional convenience of algorithms which use 
previous orders from customers to build a ‘typical’ 
shopping list based on their habits. By 2007, Tesco.
com had grown to cover 95 per cent of the UK and 
was receiving 250,000 orders per week, although 
competition was also heating up from rival super-
markets like Sainsbury’s and Asda/Walmart. By 
2018, online sales amounted to 7 per cent of overall 
UK grocery sales and were rising fast, predicted to 
reach 10 per cent by 2023.92 The hybrid ‘click-and-
pick-up’ approach is also gaining ground, as in the 
clothing sector discussed in Chapter 8. Many com-
peting companies that had not bothered to develop 
an online presence, were rushing to catch up. The 
next challenge is likely to come from Amazon as it 
expands its grocery offerings through AmazonFresh 
and Amazon Pantry.93, 94, 95, 96 Another challenge faced 
by many supermarkets is the issue of sustainability, 
for example the pressure from governments and the 
public to reduce waste and ensure that suppliers 
(e.g. farmers) are using a green and climate-friendly 
approach. 

Source: www.theguardian.com/business/2015/dec/29/amazon-
uk-boss-christoper-north-hails-pantry-grocery-expansion-
supermarkets.

Tesco.com

When Britain’s number one supermarket chain, 
Tesco, decided to launch a net-based opera-

tion, offering a grocery home delivery service, man-
agers evaluated options and decided to set up an 
in-house division to avoid the huge start-up costs that 
would be required for a spin-off company. The idea 
was to start slowly and keep close control over the 
new operation to maintain profitability. Tesco man-
agers saw their online service as just another way to 
attract and retain customers.

By being part of the greater Tesco enterprise, 
Tesco.com was able to ride on the back of the 
parent company, leveraging its brand, suppliers, 
advertising and customer database. Tesco started 
by offering delivery from just one store, gradually 
rolling out its service to other areas. By integrating 
the new operation with the traditional stores, Tesco 
didn’t have to build new warehouses; the internet 
division simply used the established warehouses 
and distribution systems of the chain and picked 
goods off supermarket shelves to fil l customer 
orders. Using the store-based picking approach 
kept start-up costs low. Tesco spent no more than 
£150 million on its internet operation during the first 

IN PRACTICE
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The range of basic strategies for setting up an internet operation is illustrated in Exhibit 9.10. 
In principle, there is nothing special about such operations as the same issue is confronted with 
the strategic options associated with engagement in any novel or non-core area of activity and 
expertise. At one end of the spectrum, companies can set up an in-house division that is closely 
integrated with the traditional business. The opposite approach is to create a spin-off company 
that is totally separate from the traditional organization. Many companies take a third approach 
that involves forging strategic partnerships with other organizations for their internet initiative. 
Each of these options presents distinct advantages and disadvantages.97

Company
A

Company
A

Company
B

Division
1

Division
1

Division
1

Division
2

Division
2

Division
2

E-Business
Division

E-Business
Partnership

Separate
E-Business
Company

In-House Division Partnership Spin-Off

Separation
Benefits

•

•

•

•

Focus
Flexibility
Responsiveness
Entrepreneurial
culture

Integration
Benefits

•

•

•

•

Broad recognition
Purchasing leverage
Shared information
Distribution
efficiencies

EXHIBIT 9.10 The Range of Strategies for Integrating Bricks and Clicks

Source: Based on Ranjay Gulati and Jason Garino, ‘Get the Right Mix of Bricks and Clicks’, Harvard Business Review (May–June 2000), 107–114.

In-House Division An in-house division offers tight integration between the internet oper-
ation and the organization’s traditional operation. The organization creates a separate unit within 
the company that functions inside the structure and guidance of the traditional organization. This 
approach gives the new division several advantages which include brand recognition, purchasing 
leverage with suppliers, shared customer information and marketing opportunities, and distribu-
tion efficiencies. For example, Tesco developed its online grocery delivery by keeping Tesco.com 
closely integrated with the existing grocery chain. However, by 2013, the online business was big 
enough that special stores were being constructed to service online order picking alone.

Tesco’s success illustrates many of the advantages of the in-house approach. A potential prob-
lem with an in-house division, however, is that the new operation might not have the flexibility 
and autonomy needed to move quickly in the internet world.

Spin-Off To give their internet operations greater organizational autonomy, flexibility and 
focus, and to cash in on sometimes high valuations of internet stocks, many organizations have 
chosen to create a separate spin-off company. Many telephone companies have spun off part or 
all of their internet operations, including British Telecom,98 Portugal Telecom99 and Hungary’s 
 Magyar Telekom.100 Other companies have gone in the opposite direction; former Canadian pub-
lishing giant Thomson sold off most of its print publication properties to focus on electronic 
information delivery.101 Advantages of a spin-off can include faster decision-making, increased 
flexibility and responsiveness to changing market conditions, an entrepreneurial culture and man-
agement that is totally focused on the success of the online operation. Potential disadvantages 
include the loss of brand recognition and marketing opportunities, higher start-up costs and loss 
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of leverage with suppliers. The fate of internet spin-offs is also closely linked to volatile investor 
sentiment about high-tech stocks; for example, US appliance manufacturer Whirlpool’s Brand-
wise.com spin-off, a site designed to help consumers find the best products and value, went under 
during a dot-com sell-off in 2000.102

Strategic Partnership Partnerships, whether through joint ventures or alliances, offer a 
middle ground, enabling organizations to attain some of the advantages and overcome some of 
the disadvantages of the purely in-house or spin-off options. For example, Canadian used-book 
distributor Abebooks acts as a portal for independent booksellers to sell their books through the 
internet. Although consumers can buy their books directly from Abebook’s website, its books are 
also listed on Amazon websites across the world, as well as other major internet booksellers such 
as Waterstones in the UK and Buch.de in Germany, thus providing a much larger audience.103 

Another e-commerce partnership option for small- and medium-sized enterprises is, of course, 
eBay, the giant auction site discussed earlier in the chapter. More than 70,000 people in the UK 
alone earned a full-time living from selling on eBay in 2007.104 It is difficult to argue with the 
advice of Drew Sharma, managing director of internet marketing agency, Mindfire Interactive, for 
smaller companies going online: ‘If you can stand on the shoulders of giants, then why not?’105 Dis-
advantages of partnerships include time spent managing relationships, potential conflicts between 
partners and a possibility that one company will fail to deliver as promised or go out of business. 
An unbalanced relationship can also have a detrimental effect. For example, Amazon was recently 
accused of forcing sellers on its platform to raise the prices of products which appeared cheaper 
on the distributor’s website. An article by Bloomberg claims that if Amazon finds a product on 
(for example) Walmart.com selling for a lower price than on Amazon, it will contact Walmart and 
then make it more difficult for customers to find that product on Amazon, lowering sales of the 
item. Many companies will raise the price of their own product on their website to resolve the 
conflict as quickly as possible.106

IT Impact on Organization Design
Not every organization will become as heavily involved in e-business as Tesco, Corrugated 
Supplies or Amazon. However, advances in IT are having a tremendous impact on all organi-
zations in every industry. Some specific implications of these advances for organization design 
are smaller organizations, decentralized structures, improved internal and external coordina-
tion, and new network organization structures.

 1 Smaller organizations. Some internet-based businesses exist almost entirely in cyberspace; 
there is no formal organization in terms of a building with offices, desks and so forth. One 
or a few people may maintain the site from their homes or a rented work space. Even for 
traditional businesses, new IT enables the organization to do more work with fewer peo-
ple. Nowadays most customers can buy car insurance without ever speaking to an agent or 
sales rep. In addition, ERP and other IT systems automatically handle many administrative 
duties, reducing the need for clerical staff. British cattle breeder Alan Swale, who owns a 
renowned herd, used the internet in 2006 to sell top quality semen directly to commer-
cial dairy herds at a reasonable cost – typically around £10 per dose – far less than if an 
intermediary was involved.107, 108 Companies can also make use of internet and other tel-
ecommunications technologies to outsource many functions and thus use fewer in-house 
resources. There is an increasing trend towards ‘shared services’ where functional depart-
ments are consolidated  internationally and either outsourced or operated at a lower cost 
offshore location. For example, many of the back office operations of Standard Chartered, 
the London- headquartered international bank, are carried out in India by Scope, a subsidi-
ary of  Standard Chartered India.109

ONLINE BRIEF 9.9
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 2 Decentralized organizational structures. IT enables organizations to reduce layers of man-
agement and decentralize decision-making. Information that may have previously been 
available only to top managers at headquarters can be quickly and easily shared through-
out the organization, even across great geographical distances. Managers in varied business 
divisions or offices have the information to make decisions quickly rather than waiting 
for decisions from headquarters. Technologies that enable people to meet and coordinate 
online can facilitate communication and decision-making between distributed, autonomous 
groups of workers. In addition, technology allows for telecommuting, whereby individual 
workers can perform work that was once done in the office from their computers at home 
or other remote locations. People and groups no longer have to be located under one roof 
to collaborate and share information. An organization might be made up of numerous 
small teams or even individuals who work autonomously but coordinate electronically. 
Although management philosophy informs whether IT is used to decentralize information 
and authority or to reinforce a centralized authority structure,110 technology tends to be 
used to further decentralization within centrally defined parameters.

 3 Improved horizontal coordination. IT has the potential to improve coordination and com-
munication within the firm. Intranets and other networks can connect people even when 
their offices, factories or stores are scattered around the world. The British Council, a char-
ity established to build relationships between the UK and other countries, has invested in a 
comprehensive internal communications system including not just a corporate intranet but 
also special software to permit ‘virtual meetings’, a necessity for an organization with over 
7000 staff in over 100 countries and territories. Andrew Walker, collaboration consultant 
at the Council, says that, ‘users are very happy as time and effort in completing projects has 
been reduced and travel cut through digital meetings’.111

 4 Improved interorganizational relationships. IT can also improve horizontal coordina-
tion and collaboration with external parties such as suppliers, customers and partners. 
Extranets are increasingly important for linking companies with contract manufacturers 
and outsourcers, as well as for supporting the integrated enterprise, as described earlier. 
Exhibit 9.11 shows the differences between traditional interorganizational relationship 
characteristics and emerging relationship characteristics. Traditionally, organizations had an 
arm’s-length relationship with suppliers. However, as we discussed in Chapter 6, suppliers 
are becoming closer partners, tied electronically to the organization for orders, invoices 
and payments. In addition, new IT has increased the power of consumers by giving them 
electronic access to a wealth of information from thousands of companies just by clicking a 
mouse. Consumers also have direct access to manufacturers, altering their perceptions and 
expectations regarding convenience, speed and service.

 5 Studies have shown that interorganizational information networks tend to heighten inte-
gration and redefine organizational boundaries. However, the larger the system, the more 
complex and costly its implementation, with an enhanced risk of failure.112 One example of 
interorganizational collaboration is the Canada Health Infoway. This project, funded by the 
Canadian federal government, is designed to ensure best practices in healthcare are shared 
across the 13 provincial and territorial healthcare systems that are responsible for operating 
Canada’s national medicare system. In addition, the Infoway will provide early warning 
in case of infectious disease outbreaks. Infoway is based on the use of electronic health 
records (EHRs) that, when fully implemented, will give doctors instant access to Canadians’ 
medical records when they seek treatment anywhere in the country, thus ensuring appro-
priate treatment.113, 114 However, Infoway has been beset by delays and cost overruns, and a 
decade after its initiation, is still far from complete, with many critics doubting it will ever 
reach its goal. Nevertheless, its 2019–2020 Corporate Plan Summary announced that the 
2018 ‘Driving Access to Care’ strategy had made ‘significant progress’ and that in 2019 
the company would be increasing its efforts in this direction with ACCESS 2022 through 
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developing new partnerships and encouraging a ‘collective vision’ with customers.115 Some 
critics argue that rather than try to build huge and complex top-down systems, it is prefera-
ble to build from grassroots initiatives such as OSCAR, an open-source software developed 
at Montreal’s McGill University, an electronic medical records system capable of tasks 
including disease surveillance, medication management and clinician reminders.116

EXHIBIT 9.11  Key Characteristics of Traditional versus Emerging Interorganizational 
Relationships

Source: Based on Charles V. Callahan and Bruce A. Pasternack, ‘Corporate Strategy in the Digital Age’, Strategy & Business 15 (Second 
Quarter 1999), 10–14.
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 6 Enhanced network structures. The high level of interorganizational collaboration demanded 
by a network organization structure, described in Chapter 4, would not be possible without 
the use of advanced IT. In the business world, these are also sometimes called modular struc-
tures or virtual organizations. Outsourcing has become a major trend, thanks to computer 
technology that, in principle, can tie companies together into a seamless information flow. For 
example, Hong Kong’s Li & Fung is one of the biggest providers of clothing for retailers such 
as Abercrombie & Fitch, Guess, Ann Taylor, the Limited and Disney. Li & Fung specializes in 
managing information, relying on an electronically connected web of thousands of partners 
to provide raw materials and assemble the clothes. The company’s website explains the most 
recent changes to its structure: ‘we have moved beyond the traditional role of a sourcing 
agency and are creating collaborative digital platforms for all of our supply chain partners – 
connecting our customers and suppliers as never before’.117 Using an extranet allows Li &  
Fung to stay in touch with worldwide partners and move items quickly from factories to 
retailers. It also enables retailers to track orders as they move through production and make 
last-minute changes and additions.118 Using the interactive digital platform, Li & Fung claims 
to have created a fully digital supply chain to meet the changing needs of the supply chain 
manager. The business is also now split into two sections: supply chain solutions and logistics 
solutions as well as a products segment of onshore businesses in Europe, Asia and the Ameri-
cas. ‘By providing a complete circle of component solutions, through our materials platform, 
3D design platform, vendor platform and production platform, we are creating the supply 
chains of the future, to deliver speed, innovation and profitability’.119 With a network struc-
ture, most activities are outsourced so that different companies perform the various functions 
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needed by the organization. The speed and ease of electronic communication makes the net-
work structure a viable option for companies that want to keep costs low but expand activi-
ties or market presence. One of the issues with companies which do not use solely their own 
factories is the risk of workers’ rights and safety being compromised for results. As stated by 
an IWGB spokesperson, ‘By using middlemen in the form of outsourcing companies, employ-
ers are able to offer some workers far worse pay, holiday entitlements, sick pay and pension 
contributions than those they directly employ’.120

However, Li & Fung has implemented a Supplier Code of Conduct. The company and 
external audit companies assess compliance, and where issues are found factories are required 
to use a Corrective Action Plan to rectify the problem immediately or within six months.

Future Trends
The rapid development of internet technologies means that it is very difficult to predict their future 
business impact. Just as Amazon has revolutionized bookselling, and eBay has created a whole new 
breed of small-time entrepreneurs, it can be expected that new technologies will emerge in the com-
ing years that will have comparable impacts on both business life and organizational structure.121

One major development area in the first decades of the twenty-first century has been the 
emergence of what is known as Web 2.0.122 Although Web 2.0 has been defined in different ways, 
basically it involves different tools for online communication, information sharing and collabo-
ration. This ranges from virtual worlds of applications like Second Life, through YouTube with 
its user-generated video content, to Facebook, Twitter and a myriad of emerging platforms, most 
of which will quickly die, but a few will stick and change the way we communicate. These new 
internet vehicles differ from previous internet approaches because – to a greater or lesser extent 
depending on the specific application – users themselves create the environments in which they 
interact. Some of the applications have become enormously popular and have attracted very 
high stock valuations. Facebook, for example, which had 2.5 billion users in 2019, was floated 
on the NASDAQ stock exchange in 2012 with an initial valuation of $104 billion.123 In the first 
year after the initial float, the company’s stocks dropped by about a third, so they were valued 
in April 2013 at $27 rather than the $38 launch price. Facebook’s annual revenue of $7 billion 
in 2013, mainly through click-through ads, was well below the norm for a company with its 
level of capitalization.124, 125 However, Facebook revenues more than doubled between 2013 and 
2015 to $18 billion, demonstrating the potential when companies figure out successfully how to 
marketize the social environment they have created.126 Internet stocks often have very high price/
revenue ratios because of the anticipation of this type of rapid and sustained growth.

Web 2.0 technologies are ingenious because much of the work is done by the users themselves; 
on Facebook, for example, people take the time to invite friends to join their networks, post pic-
tures and write accounts of their current activities, and it is this user-generated content that attracts 
traffic to the site, with the company hoping that users will click through the advertisements that are 
interspersed on the Facebook pages, though recently there have been changes to the rules around 
advertising on social media. In 2018 the Advertising Standards Agency released a guide on the 
rules around sponsored content specifying how to label sponsored content properly and disclosing 
where incentives had been received from the company advertised. It has been illegal for some time 
to not disclose this information; however, the law’s application to social media needed to be clar-
ified as it becomes more prominent and prevalent in daily life.127 Such Web 2.0 applications are a 
distinctive form of organization in respect of the extent of user involvement in their content.

The problem Web 2.0 initiatives tend to face is how to earn revenue, the nut that Facebook is 
learning to crack.128 Some Web 2.0 networking concepts have already faced a crunch; Iyomu, an 
adult social networking site set up by New Zealand entrepreneurs, folded in 2008 after less than a 
year in operation, despite attracting 100,000 users.129 The simplest revenue generating idea is to copy 
Google’s approach through delivering advertising at the side or bottom of the page that is derived 
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from characteristics of the content and conversations in which the users are involved. Like Google, 
however, Web 2.0 companies must address accusations that the monitoring required to identify suit-
able advertising is an invasion of privacy. Facebook paid a record fine of $5 billion to settle concerns 
with the Federal Trade Commission (FTC) in 2019. The FTC was investigating concerns raised in 
2018 that consultancy firm Cambridge Analytica had illegally obtained data from over 80 million 
Facebook users through personality quizzes on Facebook.130 After a year of bad publicity related to 
privacy concerns the company has announced it will be allowing users to see their ‘Off Facebook 
Activity’, which the app has noticed and stored to tailor advertising and to delete that informa-
tion.131 Other Web 2.0 initiatives have found niche approaches to making money. Virtual worlds can 
be used as a vehicle to promote specific products, such as Barbie.com, which also offers a paid ‘VIP’ 
membership to its users.132 Indie musicians often used MySpace which, until 2008, was the biggest 
of the Web 2.0 domains but which has subsequently been almost completely squeezed out by You-
Tube and Facebook, again demonstrating the extreme fluidity of this business area.

In theory, however, the greatest value that remains to be unlocked is in the networks 
 themselves. Long before the internet, personal social networks have been used as a business foun-
dation – for example by cosmetics companies Avon and Mary Kay that sell through distributors’ 
own connections. Web 2.0 communities are much larger and potentially more lucrative. Whoever 
discovers the key to unlock this potential, while avoiding privacy pitfalls, will have a significant 
impact. Wishful thinking? Possibly, but lots of people said that Google had little business poten-
tial.133 That internet startup recorded a 40-fold increase in revenues between 2002 and 2007, from 
$400 million to $16 billion, $40 billion by 2012, and $136 billion by 2018.134, 135, 136 

What comes next after Web 2.0? Some IT gurus are talking about Web 3.0. For some, Web 
3.0 involves the connectivity of diverse devices, becoming known as the Internet of Things. Oth-
ers relate the Next Web to the rapidly advancing autonomous analytical capacities of IT, most 
famously seen in the development of self-driving cars. However the next generation of IT devel-
opment is defined, it is clear that it will have both business and ethical ramifications. Tesla electric 
car entrepreneur Elon Musk warns that, ‘I think we should be very careful about artificial intel-
ligence. If I were to guess like what our biggest existential threat is, it’s probably that’. He argues 
that society urgently needs to establish a regulatory framework to ensure that humanity controls 
artificial intelligence in the common good.137

Summary and Interpretation
The information revolution has had a tremendous impact on organizations in all sectors. Oper-
ations applications are applied to well-defined tasks at lower organization levels and help to 
improve efficiency. These include transaction processing systems, data warehousing and data min-
ing. Advanced computer-based systems are also used for better decision-making and control of 
the organization. Decision-making systems include management information systems, reporting 
systems, decision support systems and executive information systems, which are typically used at 
middle and upper levels of the organization. Management control systems include budgets and 
financial reports, periodic non-financial statistical reports, reward systems and quality control 
systems. The balanced scorecard technique provides managers with a more holistic view of the 
organization by integrating traditional financial measurements and statistical reports with a con-
cern for markets, customers and employees.

Intranets, ERP and knowledge management systems are used primarily to support greater inter-
nal coordination, and can aid flexibility. Systems that support and strengthen external relationships 
include extranets and the integrated enterprise, customer relationship management and e-business. 
Advanced use of IT enables close coordination between a company and its suppliers, partners and 
customers. Customer relationship management systems help companies keep track of their custom-
ers’ interactions with the organization and provide better service. To establish an e-business, compa-
nies have created an in-house division, developed a spin-off or entered a strategic partnership.
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Advanced IT is having a significant impact on the design of organizations. Technology enables 
companies to implement a wider range of organizational design options. It has supported the growth 
of network organization structures in which a company subcontracts most of its major functions to 
separate companies that are connected electronically, but it can also enable greater coordination and 
centralization of decision-making. Other specific implications of advances in technology for organi-
zation design include a tendency towards smaller organizations that concentrate on their core com-
petencies, decentralized organization structures and improved internal and external coordination.

Internet technologies are moving so fast that it is difficult to identify what will be the ‘next 
big thing’ five years, two years, or even one year down the road. One rapidly developing area is 
social networking, where users create their own social spaces in hosted environments. If the rev-
enue potential of these sites can be unlocked in ethically sound ways, they may form the basis of 
important new business and organizational models.

balanced scorecard
benchmarking
business intelligence
customer relationship 

management
data
data mining
data warehousing
decision support system

e-business
enterprise resource 

planning
executive information 

system
explicit knowledge
extranet
feedback control model
information

information reporting 
system

integrated enterprise
intellectual capital
intranet
knowledge
knowledge management
management control 

systems

management information 
system

networking
Six Sigma
spin-off
tacit knowledge
Web 2.0
transaction processing 

systems

KEY CONCEPTS

Discussion Questions
1 Do you think technology will eventually enable 

top managers to do their jobs with little face-to-
face  communication? Discuss.

2 Why might a company consider using an intranet 
rather than traditional management and execu-
tive information systems?

3 How might an enterprise resource planning sys-
tem be used to improve strategic management 
of a manufacturing organization?

4 Discuss some ways a large insurance com-
pany such as Progressive, described in the 
chapter opening, might use MIS to improve 
decision-making.

5 Describe how the four management control sys-
tem elements discussed in the chapter might be 
used for feedback control within organizations. 
Compare and contrast this four-part system with 
use of the  balanced scorecard.

6 Describe your use of explicit knowledge when you 
research and write a term paper. Do you also use 
tacit knowledge regarding this activity? Discuss.

7 Why is knowledge management particularly 
important to a company that wants to become a 
learning organization?

8 What is meant by the integrated enterprise? 
Describe how organizations can use extranets 
to extend and enhance horizontal relationships 
required for enterprise integration.

9 What are some competitive issues that might 
lead a company to take a partnership approach 
to e-business rather than setting up an 
in-house  internet division? What are the advan-
tages and  disadvantages of each approach?

10 How might the adoption of IT affect how an 
organization is designed?

11 What business potential does Web 2.0 have?
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TaKaDu Integrated Water 
Network Management

It was a chance conversation in 2008 at a technol-
ogy conference in Vienna. Amir Peleg, an eight-year 

veteran of the Israeli Defence Forces’ elite intelligence 
systems unit Talpiot and two IT start-up ventures, 
was speaking with a water engineer who special-
ized in data collection hardware using smart water-
pipe sensors. Peleg asked him what was done with 
the data collected. The answer? It was stored. Peleg 
immediately saw a business opportunity – these data 
could be mined to provide greatly enhanced water 
management. 

At no point in history have concerns about a 
global water crisis been greater.1 Contributing factors 
are increases in global population, climate change 
impacts, and personal and industrial water require-
ments. Yet the problem is often argued to be one of 
management rather than supply.2 Ageing water sys-
tem infrastructure results in water losses that can 
amount to 30 per cent of a water utility’s supply and 
even 50 or 60 per cent in some instances. Faults, 
leaks and bursts as well as water quality, flow and 
level anomalies are responsible for the losses.3 Hav-
ing discovered that comparatively few entrepreneurs 
had been attracted to the low-tech water sector, 
Peleg launched TaKaDu, with Hagihon, the Jerusalem 
Water and Wastewater Works, as the first customer 
for its high-tech data-driven integrated water network 
management.

TaKaDu incorporates data from sensors and com-
bines it with data on weather, acoustics and GIS to 
produce a smart grid. Small changes to water sys-
tems, detected using patented mathematical and 
statistical algorithms, can be addressed before they 
become major problems. This software works rather 
like an x-ray to provide an accurate picture of exten-
sive underground water transmission  operations, 
pinpointing any issues that lead to ‘non-revenue 
water’. The company aims to develop as good an 

understanding as possible of normal water flows 
in a system so that it can quickly identify and rectify 
abnormalities, thereby reducing water losses, repair 
cycles and customer complaints.

TaKaDu provides a Software-as-a-Service (SaaS) 
business model. Public water utilities license the 
software on a subscription basis (a pay-as-you-go 
approach) with central hosting for 24/7 monitoring. 
No major capital investment is required for access 
to this very robust technology. TaKaDu has been the 
recipient of various awards including the World Eco-
nomic Forum’s Tech Pioneer Award in 2011 and the 
Sustainia award for the world’s best sustainability 
innovation in 2013. Venture capital firms and compa-
nies, including ABB and 3M, have invested in TaKaDu.

Peleg is essentially rethinking the data on all 
aspects of utility water networks, melding them into a 
single interface that would allow not only better man-
agement of water systems but also more innovation. 
For example, at Jerusalem’s Hagihon water opera-
tions, TaKaDu has helped to reduce water losses to 
under 10 per cent and has created opportunities for 
integration of other systems such as Israeli company 
Aquarius Spectrum that uses advanced sound equip-
ment to detect the exact location of leaks. TaKaDu 
software identifies the leak location within a neighbor-
hood and then Aquarius technology finds the specific 
pipe that is leaking. Another Israeli startup, Curapipe 
System, offers an automated leak repair system that 
plugs ruptures without digging. 

TaKaDu has over 500 clients around the world 
including several in Australia, of which UnityWater 
in southeastern Queensland is one. The partnership 
with UnityWater was established in 2013 at which 
time the utility had a non-revenue water rate of 13 
per cent, a loss of about 78 litres per connection 
per day. In the implementation stage of the partner-
ship with TaKaDu immediate process improvements 
were possible and a decision was then made to form 
a management group cross-cutting the organization 
to discuss the findings and implement further process 
improvements. Between 2013 and 2015 there were 
significant reductions in planned maintenance costs 
and faster reaction times to events based on more 
frequent data reporting back to TaKaDu. Estimated 

CASE FOR ANALYSIS 9.1

1.  www.mckinsey.com/business-functions/sustainability-and-resource-productivity/our-insights/charting-our-water-future;
2.  www.worldwatercouncil.org/library/archives/water-crisis/ ‘There is a water crisis today. But the crisis is not about having too little water to 

satisfy our needs. It is a crisis of managing water so badly that billions of people – and the environment – suffer badly’. World Water Vision 
Report.

3. www.eco-business.com/videos/saving-water-smart-technology-interview-takadu-amir-peleg/
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Notes

cost savings of about AUS$14 million on non-revenue 
water costs and greatly improved rapport with water 
consumers were reported. The increase in customer 
confidence of 10 to 20 per cent spurred greater inter-
est right across the organization in the potential ben-
efits of the TaKaDu software. The UnityWater/TaKaDu 
partnership provided the catalyst for further broaden-
ing of the dialogue on water management strategies 
within the utility and created greater awareness of the 
potential for a more innovative approach throughout 
the organization.

There are reported to be about 250,000 water 
utilities globally of which only about 20 per cent have 
adopted smart systems to date. The demand for 
these systems is, in Peleg’s words, ‘growing con-
stantly without being affected by recessions, unlike 
banking and telecoms’. He also notes that there 
is no substitute for water and that water losses will 
inevitably continue as the water infrastructure ages all 
around the world.

Case Questions:

1 As noted in this chapter IT is essential to suc-
cessful organizations, with managers reportedly 
spending ‘at least 80 per cent of their time 
actively exchanging information’. In what specific 

ways would you say that the TaKaDu software 
increases opportunities for managers to enhance 
their information exchange process?

2 A McKinsey Survey released in May 2016 enti-
tled ‘Geostrategic risks on the rise’4 noted that 
the share of executives identifying geopolitical 
instability – both international and domestic – 
doubled over the two-year period 2013–2015 
with the development of technologies that 
empower consumers and communities identified 
as the top priority. What arguments could you 
make about how TaKaDu software might help 
managers to address possible rises in the risks of 
geopolitical instability? 

3 This chapter provides some examples illustrating 
ways in which advancements in IT are bringing 
about changes in the design of organizations. 
What key changes to organizational design do 
you think could be attributed to the partnership of 
UnityWater in Queensland, Australia, with TaKaDu? 

For further information:
www.takadu.com 
www.bloomberg.com/news/articles/2015-01-08/
takadu-helps-israel-be-a-most-efficient-water- 
manager

4.  www.mckinsey.com/business-functions/strategy-and-corporate-finance/our-insights/
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immediately after September 11, 2001. Noble reor-
ganized Interpol to increase speed and flexibility and 
to focus on the ‘customer’ (law enforcement groups 
in 194 member countries in 2019). Today, the most 
critical notices are translated immediately, posted 
online and sent via express delivery service.

The reorganization also included mechanisms for 
better coordination and information gathering. The goal 
is for Interpol to become the number one global police 
agency, one that coordinates and leads a multidimen-
sional crime-fighting approach. Combatting terrorism 
and organized crime, as well as cybercrime, requires 
everyone to have the information they need when they 
need it and that local police, judicial, intelligence, diplo-
matic and military services all work together. 

At the same time, Interpol needs to address the 
risk that some law enforcement agencies in repressive 
countries misuse Interpol’s capacity to launch world-
wide hunts for supposedly ‘most-wanted’ criminals. 
Interpol has been regularly criticized in recent years for 
doing the bidding of authoritarian regimes by agreeing 
to put dissidents on the ‘Red Notice’ list, leading to a 
number of cases where it has been claimed that polit-
ical dissidents have been arrested and even deported 
to face uncertain justice in authoritarian countries. A 
2011 International Consortium of Investigative Journal-
ists report found that at least 17 repressive countries 
issue ‘Red Notices’,  a 2013 study by the charity Fair 
Trial found that Interpol’s actions were ‘out of step with 
international asylum and extradition law’, and a 2015 
study by the Poland-based Open Dialogue Foundation 
highlighted a number of cases where Interpol maintains 
‘Red Notices’ issued by authoritarian governments 
against opponents who have been granted political 
asylum in third countries. Interpol needs to balance 
increasing efficiency with the need for transparency 
and respect for international human rights norms.3

Linked with the tricky dilemma of how to deal with 
police requests from unsavoury regimes, Interpol is 
challenged by figuring out how to respond to inter-
national terrorism. Under Ron Noble, who retired in 
2014, the organization took a lead in fostering inter-
national collaboration against terrorism, but has been 
accused of ignoring the political motivations behind 
many actions of states claiming to fight terrorism, a 
response the scholar Mathieu Deflem has described 
as deriving from the inherent tendency of organiza-
tions to develop a bureaucratic rationality.

As organizations grow large and complex, they need 
more complex systems and procedures for guiding and 

Interpol

Interpol, the global policing organization, operates in 
a complex, shifting and contested environment. Just 

like transnational business, transnational crime has 
grown in the wake of globalization and new dangers 
have emerged, such as the rise of international terror-
ism as well as cybercrime and cyberterrorism, hacking, 
data security, etc. Interpol has to work with countries 
from every corner of the globe, fostering cooperation 
between people with different cultural values, lan-
guages, and legal and political systems. Moreover, 
it must do it all with a budget of about €137 million 
(2018),1 less than what London’s Metropolitan Police 
spends every week.2 In the scheme of international 
organizations, then, Interpol is quite small; around 750 
employees (2013), including many staff loaned from 
national police services. It is often misunderstood; it is 
not a global police force but rather a knowledge net-
work that helps national police forces to quickly access 
information about suspected criminals, and to work 
together to deal with international criminal gangs.

At its most effective, Interpol has aided in the quick 
capture of murderers, terrorists and other fugitives. 
The organization has moved during the twenty-first 
century to respond to the changing environment. In 
the past, if a request for assistance and information 
on Mohammed Atta, one of the September 11, 2001 
terrorist leaders, for example, came into Interpol on 
a weekend, too bad – the agency was closed until 
Monday morning. Interpol ‘Red Notices’ (urgent, 
global wanted-persons alerts) could take up to six 
months to process and were sent out by economy 
post to save postage costs.

When Ron Noble took over Interpol in 2001, he 
knew that kind of slow response had to change. In his 
13 years in charge of the organization, he focused on 
reducing bureaucracy and transforming the agency 
into a modern, fast-moving organization. Keeping 
Interpol open 24 hours a day, 7 days a week, was 
one of his first changes. A policy of issuing red alerts 
for terrorists within 24 hours and notices for less 
threatening criminals within 72 hours went into effect 

A LOOK INSIDE
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Purpose of this Chapter
In this chapter, we explore the question of the growth of organizations and how size relates to 
structure and control. In the first section, we look at the advantages of large versus small size. Then 
we explore what is called an organization’s life cycle and the structural characteristics at each stage. 
Next, we examine the historical use of bureaucracy as a means to control large organizations and 
compare bureaucratic control to various other control strategies. Finally, the chapter looks at the 
causes of organizational decline and discusses some methods for dealing with downsizing. By the 
end of this chapter, you should be able to recognize when bureaucratic control can make an organ-
ization effective and when other types of control are likely to prove more appropriate.

Organization Size: Is Bigger Better?

Pressures for Growth
A dream of many businesspeople is to have their company become a member of the FT Global 
500 or the Fortune 500 lists – to grow fast and to grow big.10 Sometimes this goal is more urgent 
than to make the best products or show the greatest profits. By 2010, analysts and management 
scholars were heralding a shift away from ‘bigness’ towards small, nimble companies that could 
quickly respond in a fast-changing environment. Yet, despite the proliferation of new, small 
organizations, many of the giants such as Toyota, Procter & Gamble, Tesco and Walmart have 
continued to grow.11 In 2019, Tesco, for example, accounted for over 27 per cent of all grocery 
sales in the UK, a significant lead on nearest competitors, Asda (15.4 per cent) and Sainsbury’s 
(15.3 per cent)12. Tesco had 450,000 employees and almost 4000 UK stores in 2019.13, 14 The 
company also holds about $25 billion worth of land for development in the UK, operates stores 
in 11 countries outside the UK and is the world’s fourth largest retailer.15

Today, mega-corporations are an important part of the global business environment. Mergers 
have given rise to industry giants such as Nestlé, Citigroup and EE.16 The global advertising industry 

controlling the organization. These characteristics can 
cause problems of inefficiency, rigidity and slow response 
time. They can also lead organizations to act according 
to pre-written rules, without considering the underlying 
moral or political issues. Every organization – from inter-
national agencies like Interpol to locally owned restau-
rants and hairdressing salons – wrestles with questions 
about organizational size, bureaucracy and control. 

During the twentieth century, large organizations 
became widespread and bureaucracy has become a 
major topic of study in organization theory.4 Most large 
organizations have bureaucratic characteristics, which 
can be very effective. These organizations provide us 
with abundant goods and services and accomplish 
astonishing feats – explorations of Mars, overnight deliv-
ery of packages to any location in the world, the sched-
uling and coordination of the approximately 100,000 
airline flights a day worldwide (2017)5, 6 – that are testi-
mony to their effectiveness. On the other hand, bureau-
cracy is also accused of many sins, including inefficiency, 

rigidity demeaning routinized work and, at worst, the ina-
bility to make appropriate moral judgements as well as 
new innovations.7 

A growing issue of the twenty-first century is 
cybercrime. In 2017 Interpol and Europol held a joint 
conference to discuss the threat of global cybercrime. 
At the conference the organizations reaffirmed their 
commitment to work together to combat illegal Dark-
net activity. They plan to continue to provide training 
to other organizations which could hold vital informa-
tion such as internet and mobile phone providers, as 
well as continuing to train police forces and increasing 
public awareness of the threat.8

Steven Wilson, Head of the European Cyber-
crime Centre (EC3), said: ‘2018 has seen greater 
law enforcement success in fighting cybercrime on a 
global basis and increased public awareness of the 
threat, but cybercriminals are becoming smarter and 
more targeted in their approach and presenting an 
ever-increasing threat’.9
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is controlled by four huge agencies – London’s WPP Group, Paris-based Publicis Groupe, and the 
Omnicom Group and the Interpublic Group of Companies, both headquartered in New York.17 
Recently, however, a fifth agency is moving towards joining the ‘big four’. Dentsu, originally from 
Japan, has always been a big name in Asia; however, a recent partnership with Facebook, under 
which Dentsu became the official representative of Facebook’s sales and marketing support compa-
nies in Japan, has seen it grow elsewhere in the world.18

In 2013 it acquired Aegis Group Ltd in the UK and founded Debtsu Aegis Network Ltd as a 
global business headquarters in London to maximize growth. Its operations now cover 145 countries 
and regions.19 These huge conglomerates own scores of companies that soak up more than half the 
advertising industry’s revenues and reach into the advertising, direct-mail marketing and public rela-
tions of every region on the planet. The growth of these agencies matches that of their clients, who are 
themselves growing larger and more global. Companies in all industries, from aerospace to consumer 
products to media, strive for growth to dominate markets and thereby expand their size and com-
mand resources to compete profitably on a global scale, to invest in new technology and to control 
distribution channels.20

Even large companies need to act nimbly to respond to rapidly changing market environments. 
For example, Sabanci Group, the Turkish owners of Teknosa, the country’s leading chain of retail 
electronics shops, is facing increasing competition from European retail giants, as the country’s econ-
omy integrates with Europe. Sabanci is responding on two levels. They entered into a partnership 
with French hypermarket giant Carrefour and at the same time invested heavily in bringing Teknosa 
up to international standards. They also introduced larger stores with a wider range of products that 
offer Turkish consumers the possibility of shopping at a familiar, trusted local retailer while enjoy-
ing the comfort and service standards that would be expected in Western Europe.21, 22 The growing 
capacity of emerging economy companies is demonstrated by the contrasting fortunes of Teknosa’s 
wholly owned electronics supermarkets, whose earnings grew 52 per cent in 2012–2013 on the 
back of a strong economy and consumer demand. By contrast, the Teknosa-Carrefour joint venture 
foundered, revenues dropping by half in the four years to 2017, with Teknosa threatening to pull 
out of the alliance. Eventually, it was Carrefour that ceded ground, agreeing to reduce its share in the 
joint venture and leaving Teknosa in a clear controlling position. With growth in the capacity and 
maturity of the Turkish business sector, there has been a growing tendency for joint ventures to be 
bought out by the Turkish partners, as also occurred with Germany’s Metro and Britain’s Tesco, the 
latter selling out in 2015 to Turkish retail chain Beğendik.23, 24

Whether nationally owned, part of a multinational, or a joint venture, scale is crucial to 
economic and political dominance in marketing-intensive companies such as EE, Unilever, 
Nestlé and Procter & Gamble.25 Greater size gives these companies power in the marketplace 
and thus increases revenues.26 For example, in 2012, EE announced it would be launching an 
ad campaign starring Kevin Bacon of Footloose fame. So far the adverts produced have been 
widely successful and EE has won ‘best network’ for the past five years at this point ahead of 
O2, Three and Vodafone.27, 28

Dilemmas of Large Size
What size organization is better poised to compete in a global environment? The arguments are 
summarized in Exhibit 10.1.

Large Huge resources and economies of scale are often needed for organizations to com-
pete globally. Only large organizations can build a massive oil and gas pipeline from  Kazakhstan 
to Europe through the Caucasus. Only a large corporation like Airbus Industrie can build the 
world’s first double-deck passenger aeroplane and only a large airline, such as Singapore Air-
lines, can afford to buy and operate it. Only a large pharmaceutical company like Germany’s 
Bayer can invest hundreds of millions of euros developing new treatments ranging from Adalat 
for hypertension to new cancer treatments.29 In addition, large organizations have the resources  

ONLINE 
COUNTERPOINT 10.1
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Large companies are often standardized, mechanistically run and complex. The complexity 
offers hundreds of functional specialities within the organization to perform multifaceted tasks 
and to produce varied and complicated products. Moreover, large organizations, once established, 
can be a presence that stabilizes a market for years. Managers can join the company and still have 
reasonable prospects of a career reminiscent of the ‘organization men’ of the 1950s and 1960s. 
The organization can provide longevity, raises and promotions.

Small Small scale can provide significant advantages in terms of quick reaction to chang-
ing customer needs or shifting environmental and market conditions.35 The largest trans- 
national corporations declined in relation to the overall size of the world economy during 
the 1990s, though since 2000 their share of global wealth has risen again, driven to a large 
extent by mergers and acquisition36 despite research which indicates that few mega-mergers 
live up to their expected performance levels.37 A 2012 study found that, while smaller scale 

Source: Based on John A. Byrne, ‘Is Your Company Too Big?’ BusinessWeek (March 27, 1989), 84–94.

EXHIBIT 10.1 Differences between Large and Small Organizations

LARGE SMALL

Vertical hierarchy, mechanistic

Economies of scale
Global reach

Complex
Stable market

’Organization men’

Responsive, flexible
Regional reach

Flat structure, organic
Simple

Niche finding
Entrepreneurs

ONLINE 
COUNTERPOINT 10.2

to be a supportive economic and social force in difficult times. In 2008, after floods in India’s Bihar 
state killed over 1000 people and left at least 1.3 million stranded and homeless, the country’s larg-
est business conglomerate, Tata Group, sent 100 staff to work full-time on flood relief and in one 
week built 50 large temporary shelters.30,31 Similarly, following the collapse of the Canadian airline 
Zoom in 2008, airline majors Virgin Atlantic and British Airways flew stranded holidaymakers 
back to the UK at greatly discounted fares, and the Baltic region’s largest airline, Air Baltic, picked 
up travellers grounded by the failure of small Lithuanian airline Air Lituanica in 2015.32, 33, 34  
Large organizations also are able to get back to business more quickly following a disaster, giving 
employees a sense of security and belonging during an uncertain time.
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ONLINE BRIEF 10.1

WWW

mergers can often improve economies of scale and thus subsequent performance, the biggest 
1 per cent of mergers and acquisitions tended to destroy value.38 This chapter’s Bookmark 
10.0 argues that one reason large companies sometimes fail is that top leaders become dis-
tant from the nuts and bolts of running the business. Any major strategic initiative, such as a 
merger, falters without careful planning as well as diligent execution.

Despite the increasing size of many companies, small and mid-sized businesses are crucial to 
the economic vitality of both the developed and developing world. In the UK SMEs accounted for 60 
per cent of all private sector employment in the UK in 2016, which equated to 15.7 million employees.39 
Exporting is becoming a key business strategy for many small businesses around the world, such as 
in Sweden. A report carried out by Statista found that between December 2016 and February 2017, 
26 per cent of SMEs that responded to the survey stated they were exporting their products to more 
than 11 countries. This had increased from December 2016 when only 21 per cent were exporting 
to 11 countries or more.40 The growth of the internet and other information technologies initially 
made it easier for small companies to act big, although consolidation and the entrance of bigger actors 
into the market is likely as new communications technologies mature. The growing service sector 
also contributes to a decrease in average organization size, as small service companies often have an 
advantage in better serving customers.

Small organizations typically have a comparatively flat structure and a more organic, 
free-flowing management style that enables entrepreneurship and innovation. Many of today’s 
innovative drug treatments, for example, were discovered by small firms, such as Holland’s 
 PanGenetics, which focuses on developing treatments for immune diseases from the advanced 
research stage through to ‘clinical proof of concept’ – when the treatment’s viability has been 
shown and larger companies are willing to invest in bringing the product to market.41 In 2009, 
for example, PanGenetics sold the rights to an innovative chronic pain management approach to 
Abbott, a US pharma major, for over $170 million.42 To the extent that employees experience a 
personal involvement in small firms, this can encourage greater motivation and commitment.

Big-Company/Small-Company Hybrid The advantages of small companies some-
times enable them to succeed and, paradoxically, grow large. Most of the firms on the Europe’s 
500 list of the fastest-growing companies in Europe are relatively small and characterized by 
an emphasis on being fast and flexible in responding to change and emergent opportunities.43, 

44 Small companies, however, can become victims of their own success as they grow large, shift-
ing to vertical hierarchies and spawning ‘organization men’. Giant companies tend to be ‘built 
for optimization, not innovation’.45 Big companies often become committed to their existing 
products and technologies and have a hard time encouraging innovation (see Counterpoint 10.1).

ONLINE BRIEF 10.2

WWW

COUNTERPOINT 10.1
The complexities associated with size, together with increased emphasis upon expanding the sale of 
existing services or goods, rather than engaging in further innovation, makes a move in the direction of 
bureaucracy attractive. The challenge is to consolidate to secure reliability without losing dynamism and 
innovation. Larger companies often rely upon acquisition to provide innovation as this allows the risks of 
innovation to be externalized. As we note later in this chapter, four-fifths of businesses that survive past 
the first year still fail within five years because they can’t make the transition from the entrepreneurial stage.

One solution is what Jack Welch, the celebrated former chairman of General Electric (GE), 
called the ‘big-company/small-company hybrid’ that combines a large corporation’s resources and 
reach with a small company’s simplicity and flexibility. Stan Shih’s web model of independent but 
interlinked businesses at Acer, discussed in Chapter 7, also combined the advantages of both small 
and large firms. Full-service global firms need a strong resource base and sufficient complexity 
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and hierarchy to serve clients around the world. Size is not necessarily incompatible with speed 
and flexibility, as evidenced by large companies such as Google, Korea’s Samsung and Britain’s 
Virgin Group, which all continue to try new things and move quickly to change or challenge 
the prevailing rules or models of business.46 The divisional structure, described in Chapter 4, is 
one way some large organizations strive to attain a big-company/small-company hybrid. One 
method is reorganizing into smaller autonomous divisions which are then empowered to think 
independently and imaginatively. In the 1990s Sony, facing the classic problems of inertia within 
a huge, successful firm, established the ‘Company Within a Company System’ in which divisional 
presidents reported to the CEO in much the same way as a CEO reports to an annual meeting. 
Sony’s turnaround in the late 1990s is attributed to this approach, though like many organiza-
tional design changes, the impact wore off over time and the company has subsequently encoun-
tered further crises and reorganization.

Through the study, Watson explores the meaning 
of the term management, which he argues covers 
three different meanings: a function (the overall steer-
ing of an organization), activities (the specific actions 
involved in steering an organization) and the group of 
people responsible for steering an organization. He 
argues that weaknesses in the conceptualization and 
operationalization of the first two meanings of man-
agement are often mistakenly diagnosed as failings 
of the management team. As a result, managers are 
fired or reassigned, but the structural issues that ham-
per organizational effectiveness and productivity often 
go unaddressed.

The study shows how managers hold different 
and apparently conflicting attitudes to work and 
the company. When they look at the ‘big picture’ – 
continual workplace restructuring, job insecurity and 
apparent strategic incoherence – they tend to be 
critical or even negative about the organization. At 
the same time, however, they tended to be devoted 
to their own work and to express pride about doing 
a good job. Watson puts this down primarily to a 
basic human need for self-esteem. It is simply 
not sustainable for people to feel they are doing 
something that is not worthwhile, even if, speaking 
objectively, they often don’t seem to be recognized 
for their hard work, whether this is with job security, 
enhanced salaries or even the sense that their ideas 
are valued and made use of.

Watson describes an organization that is far 
harder to manage than most textbooks would sug-
gest and indeed an organization where the distinc-
tions between ‘good’ and ‘bad’ management are far 
from clear. While there may be an official organiza-
tional culture, this tends to reflect a politically correct 
designation such as ‘the learning organization’, while 

Have you read this book?
In Search of Management

BY TONY WATSON

In this book Tony Watson, a UK professor of man-
agement, explores the working lives of contempo-

rary managers. Through a case study of Ryland, a 
British engineering firm undergoing rapid changes in 
response to corporate reorganization and techno-
logical innovations, Watson explains how managers 
are both shaped by their environment – which they 
find increasingly impossible to control – and also are 
expected to direct their employees to meet the needs 
of that ever-changing environment. Watson’s key con-
cept is strategic exchange; the way in which humans 
seek both to exercise control over their own working 
lives while also searching for meaning and security in 
the external environment.

Watson’s research approach is organizational eth-
nography. While traditionally ethnography has con-
jured up images of anthropologists living with exotic 
tribes, it is an approach increasingly used in manage-
ment research and is particularly useful in understand-
ing the dynamics and complexities of organizational 
culture. Watson spent a full year working as a man-
ager inside Ryland, while also observing interactions, 
participating in daily routines and conducting in-depth 
interviews with about 60 Ryland managers.

BOOKMARK 10.0
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Another more recent approach involves selecting specific promising divisions within a com-
pany for special attention and investment, which can then foster an innovative culture throughout 
a large organization. In the mid-2000s, for example, the Switzerland-based engineering group 
ABB deliberately encouraged the growth through innovation of its Chinese subsidiary, enabling 
it to profit from synergy with China’s dynamic economic environment with its capacity for rapid 
volume ramp-up.47

The development of new organizational forms, with an emphasis on decentralizing 
authority and cutting out layers of the hierarchy, combined with the increasing use of 
information technology described in Chapter 9, can enable organizations to combine the 
dominance of being big with the agility of being small. The shift can even be seen in how 
terror-based forms of international conflict are organized, in what the social anthropologist 
Arjun Appadurai calls the transformation from vertebrate to cellular organization.48, 49 
Appadurai notes that in contrast to the clear hierarchical structure of the nation state and its 
military forces, international terrorist organizations operate on a ‘cellular’ principle, where 
small groups of militants plan actions based not on the command decision-making structure 
of a traditional army, but through interpretation of a common set of principles that might 
be communicated through the internet, in religious sermons and tracts, and satellite TV. This 
has also led to the rise of ‘lone wolf’ terrorism acts, such as the March 2017 attack outside the 
UK parliament when a single attacker drove a car into pedestrians on the pavement outside 
Westminster Bridge.50

In May of the same year a suicide bomber carried out an attack at the Manchester Arena 
during a performance by Ariana Grande. The police concluded that the attacker had acted alone 
and sourced the bomb components used himself.51 The fact that these terrorists could plan and 
carry out attacks of this sort is partly due to online access and the ability to find information or a 
supportive community via the internet.

In response, nation states also reorganize, carrying out their ‘war on terrorism’ based on 
smaller forces of highly skilled soldiers with access to up-to-the-minute information and decen-
tralized decision-making, unlike the First and Second World Wars, for example, which were fought 
with large masses of soldiers generally guided by decisions made at top levels.

ONLINE 
COUNTERPOINT 10.3

in practice Ryland’s managers acknowledged that 
there was also a culture of cost-cutting and layoffs 
that, while ‘unofficial’, in many ways more accurately 
reflected the dominant concerns of top managers in 
the company and its corporate parents. Beyond these 
overarching cultures, the organization was also seg-
mented into various subcultures based on the divi-
sions with which managers worked, their professional 
designations, their age group, etc. Therefore, organ-
izational cohesiveness is not something that can be 
planned for through careful design of an organization 
chart of development of a strategic plan: ‘productive 
cooperation is something that has to be striven for, in 
a context where conflicts and rivalries are inevitable’ 
(p. 178). Overall, Watson found managers far more 
pressured and conflicted than the mythology of cool 
and collected Olympian leaders that is conveyed by 
popular media and advertising: ‘The more I saw of the 
managers at Ryland, the more I became aware of the 

extent of human angst, insecurity, doubt and frailty 
among them’.

Watson’s book seems to paint a much darker pic-
ture of organizational life than many business texts. 
But, really, his ethnography demonstrates that organ-
izations cannot be abstracted from ordinary human 
life, which is full of contradictions, setbacks and con-
flict, as well as cooperation, harmony and periods of 
smooth sailing. Above all, organizations, made up of 
numerous individuals and countless different influ-
ences, are complex and ever-changing beasts. The 
manager will never be able to exercise absolute con-
trol, but must rather find the moments and the mech-
anisms whereby people can be motivated to work 
together to further both their own agendas and those 
of the organization for which they work.

In Search of Management, by Tony Watson, is published by 
Cengage Learning.
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Evolving technology such as cryptocurrency is allowing terrorists to sidestep the traditional 
infrastructure, in this case financing. Bitcoin in particular has been a popular choice for criminals 
as there is no central authority to the system to prevent the movement of money or shut down 
accounts connected to security issues. Social media has also added to the ease of terrorists using 
these methods; some use social media sites to share links to payment addresses on the Bitcoin site.52

Big companies also find a variety of ways to act both large and small. Australian cooperative 
conglomerate Wesfarmers, for example, purchased struggling Australian retailer Coles with the 
intention of using the advantage of size in areas such as raising capital, while turning around 
the chain by giving each individual store manager the autonomy to serve customers differently 
according to their local needs and tastes.53, 54 The company gave itself five years to turn around the 
Coles subsidiary, and by 2015 it was clear that the strategy had paid off, with the Coles division 
driving strong overall Wesfarmers results.55 To encourage innovation, the giant corporation Royal 
Dutch/Shell created a strategy in its exploration-and-production division to set aside 10 per cent 
of the division’s research budget for ‘crazy’ ideas. Anyone can apply for the funds and decisions 
are made not by managers but by a small group of nonconformist employees.56 Small companies 
that are growing can also use these ideas to help their organizations retain the flexibility and cus-
tomer focus that fuelled their growth.

Organizational Life Cycle
A useful way to think about the process of organizational growth and change is the concept 
of an organizational life cycle.57 This suggests that organizations are born, grow older and 
eventually die – either by failing or by being acquired, for example. Organization structure, 
leadership style and administrative systems follow a fairly predictable pattern through stages 
in the life cycle. Stages are sequential and follow a natural progression.

Stages of Life Cycle Development
Research on organizational life cycles suggests that organizational development is characterized 
by several major stages.58 A four stage model is illustrated in Exhibit 10.2, along with the prob-
lems associated with transition to each stage. Growth is not easy. Each time an organization enters 
a new stage in the life cycle, it enters a new game with regard to both internal organization and 
the external environment.59 For technology companies today, life cycles are getting shorter; to stay 
competitive, companies ranging from giants like Google to high growth companies like Holland’s 
satnav manufacturer TomTom are seen to progress through the early stages of the cycle.

 1 Entrepreneurial stage. When an organization is ‘born’, the emphasis is on creating a 
product or service and surviving in the marketplace. The founders tend to devote their full 
energies to the technical activities of production and marketing. The organization is often 
informal and nonbureaucratic. The hours of work are frequently long. Control is generally 
based on the owners’ personal supervision. Growth is from a creative new product or 
service. For example, TomTom was founded in the early 1990s by two University of 
Amsterdam graduates, Peter-Frans Pauwels and Pieter Geelen. Pauwels and Geelen cut 
their teeth writing applications for the then popular Psion personal digital assistant 
(PDA). As improving technologies for handheld devices created new opportunities, they 
started building navigation software for PDAs, before finally realizing there was a huge 
market for standalone satnav devices in cars. In 2004 they launched their first TomTom 
device. By 2007 they were one of the fastest growing companies in Europe, built from the 
entrepreneurial and innovative vision of their founders.60, 61 Similarly, Apple Computer, 
maker of the iconic iPod, was in the entrepreneurial stage when it was created by Steve 
Jobs and Stephen Wozniak in Wozniak’s parents’ garage.

ONLINE BRIEF 10.3
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Crisis: Need for leadership. As the organization starts to grow, the larger number of 
employees can cause problems. The creative and technically oriented owners are confronted 
with management issues, but they may prefer to continue to focus their energies on mak-
ing and selling the product or inventing new products and services. At this time of crisis, 
entrepreneurs must either adjust the design of the organization to accommodate continued 
growth or else bring in managers who can do so. When TomTom started to grow, they 
brought in Harold Goddijn, the former CEO of the early handheld computer manufacturer 
Psion, someone with solid experience in building a successful technology company.62

 2 Collectivity stage. If the leadership crisis is resolved, the organization may then develop 
clearer goals and direction. Departments are established along with a hierarchy of author-
ity, job assignments and a division of labour. At Google, founders Larry Page and Sergey 
Brin devoted their full energy to making sure Google provided the most powerful, fastest 
and simplest search engine available, then brought in a skilled manager, former Novell 
CEO Eric Schmidt, to run the company. Other experienced executives were hired to man-
age various functional areas and business units as the organization grew.63 During this 
collectivity stage, employees may identify strongly with the mission of the organization 
and be willing to spend long hours helping the organization succeed. TomTom was in 
the collectivity stage during the rapid growth years from 2003 to 2008. Employees threw 
themselves into the business as the major product lines were established, with sales of the 
first TomTom device hitting 350,000.

Crisis: Need for delegation. If the new management has been successful, lower-level 
employees may gradually find themselves restricted by the emergence of top-down leader-
ship. An autonomy crisis can develop as top managers, who were successful because of their 
strong leadership and vision, do not want to give up responsibility. Top managers want to 
make sure that all parts of the organization are coordinated and pulling together but mid-
dle-level managers are typically resistant to micro-management from above. During this 
phase, there is pressure to find mechanisms to control and coordinate departments without 
reliance upon detailed supervision from the top.

 3 Formalization stage. The formalization stage involves the installation and use of rules, 
procedures and control systems. Communication is less frequent and more formal. Engi-
neers, human resource specialists and other staff may be added. Top management becomes 
concerned with issues such as strategy and planning and introduces systems to support 
and monitor delegation of control of operations to middle management. Product groups or 
other decentralized units may be formed to improve coordination. Incentive systems based 
on profits may be implemented to ensure that managers work towards what is best for the 
overall company. When effective, the new coordination and control systems can enable the 
organization to continue growing by establishing linkage mechanisms between top manage-
ment and field units.

Crisis: Too much red tape. At this point, the proliferation of systems and programmes 
may begin to stifle initiatives from middle-level executives. Middle management may resent 
the intrusion of staff. Innovation may be restricted. It was at this stage of Apple’s growth 
that Jobs resigned from the company and a new CEO took control.

 4 Elaboration stage. One solution to the red tape crisis is to engender a new sense of collab-
oration and teamwork. Managers are urged to develop skills for diagnosing problems 
and working together. Social control and self-discipline can mitigate reliance upon for-
mal controls. Managers learn to work within the bureaucracy without becoming exces-
sively dependent upon it, or adding to it. Formal systems may be simplified and partially 
replaced by teams and task forces that may operate across functions or divisions of the 
company. Alternatively, the organization may be split into multiple divisions to maintain 
a small-company philosophy. Sony went through this elaboration stage of the life cycle 
in the 1990s.
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Crisis: Need for revitalization. At some point, the organization loses momentum and 
enters a period of relative decline, which may be temporary or terminal.64 The organiza-
tion shifts out of alignment with the environment or perhaps becomes slow moving and 
overbureaucratized. To counter decline, efforts to streamline and innovate may be made. 
Under pressure from shareholders to revive company fortunes, top managers are often 
replaced. At Apple, the top spot changed hands a number of times as the company strug-
gled to revitalize. Steve Jobs returned in mid-1997 to run the company he had founded 
nearly 25 years earlier. During those 25 years, Jobs had gained executive experience and 
management skills relevant to addressing Apple’s lacklustre performance that he needed 
to help Apple through its problems. An older and smarter Jobs quickly reorganized the 
company, weeded out inefficiencies and refocused Apple on innovative products for the 
consumer market. Even more importantly, Jobs brought the entrepreneurial spirit back to 
Apple by moving the company in a whole new direction with the iPod music system. The 
iPod jump-started growth at Apple as the PC market declined. The iPod was then supple-
mented by the iPhone, which aimed to capture a chunk of the fast-growing mobile phone/
PDA market. The iPhone was a legendary success, and was followed by the iPad, which 
created a largely new product category for tablet computers. Sales and profits jumped at 
Apple thanks to the iPod and iPhone.65 Nevertheless, the company stumbled in 2016 as 
time passed from its last market-leading invention, especially after the death of the vision-
ary Jobs, at the same time66 as Samsung matched it glitz for glitz in the high-end device 
market. In addition, Google and Amazon attempted to use their market muscle to force 
their way both into the hardware market and to dominate the growing revenue streams 
from internet purchases of music and apps.

Similarly, TomTom has faced a crisis because while it remains a dominant player in the 
standalone satnav market, smartphones nowadays have GPS integrated and many users 
don’t bother buying a separate device. Like many companies, it has to turn itself from 
being a hardware company into one mainly focused on selling content and services across 
platforms, such as through the growing applications for internet connectivity in cars, with 
an eye to the growth of self-driving cars which will make extensive and critical use of GPS. 
Although by 2015 sales had declined considerably from their peak, as had revenues, share 
price stabilized (albeit at only one-twentieth of its 2008 high), suggesting investors thought 
TomTom had a chance of pulling off a successful reinvention of itself.67 In September 2018 
TomTom had its worst day on the stock market in seven years after a number of car mak-
ers, including Renault and Mitsubishi, announced their partnership with Google, in com-
petition with TomTom over the Google Maps feature which will now be supplied in the 
car manufacturers’ vehicles.68

In early 2019 TomTom announced that it was selling its telematics division to Bridgestone 
Europe for €910 million to focus investment on its map-making business. TomTom CEO 
Harold Goddijn said: ‘We will continue to invest in our innovative map-making system, 
enabling faster map updates while lowering operational costs, paving the road toward 
autonomous driving’.69 All mature organizations have to go through periods of revitalization 
or they face decline, as shown in the last stage of Exhibit 10.2.

Summary In most countries, four-fifths of businesses that make it past the first year fail 
within five years because they lack the capacity to make the transition from the entrepreneurial 
stage.70 The transitions can become even more difficult as organizations progress through future 
stages of the life cycle. Executives frequently do not successfully address the problems associ-
ated with these transitions, with the consequence that growth is restricted and so they fail or 
are acquired. From within an organization the life cycle crises are very real. For example, Lopez 
Holdings, one of the Philippines’ best known conglomerates, nearly went out of business in the 
late 1990s after playing a leading business role in the country for 100 years. Lopez is featured in 
the next In Practice text box.
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imported double-decker buses from London, ply-
ing the streets of a provincial capital, Iloilo, in the 
1930s.

The natural life cycle of corporations can be 
made much more complex in a developing coun-
try where business and politics are both intertwined 
and in conflict. Indeed, the company was built 
from the assets built up in a sugar hacienda that 
Eugenio, father of current chairman emeritus Oscar 
Lopez, inherited when his father, a provincial gov-
ernor, was shot in a political assassination. During 
this entrepreneurial stage, the company began to 
transform itself from a largely agricultural under-
taking into a major business player, although as 
expected in the classic entrepreneurial phase, there 
were both successes and failures. The brothers’ air-
line was closed after it suffered too many crashes, 

Lopez Holdings

Lopez Holdings (formerly Benpres)71 might not be 
a household name in Western Europe, but it’s 

one of the largest and most successful business 
groups in the Philippines. Holdings range from tel-
evision networks to water utilities, toll roads, land 
development and a major telephone company. 
In the past, the company operated the country’s 
first passenger airline, a steamship line and even 
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Source: Adapted from Robert E. Quinn and Kim Cameron, ‘Organizational Life Cycles and Shifting Criteria of Effectiveness: Some Preliminary Evidence’, 
Management Science 29 (1983), 33–51; and Larry E. Greiner, ‘Evolution and Revolution as Organizations Grow’, Harvard Business Review 50 (July–
August 1972), 37–46.
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but the company’s sortie into the power business 
was a big success. Gradually the company moved 
into the collectivity phase. In 1961, Benpres bought 
out the US owners of the country’s biggest elec-
tricity generator, Meralco. Under Benpres, Meralco 
was both profitable and produced cheap electricity 
that helped fuel the Philippines’ economic develop-
ment. Emboldened with the success, Benpres soon 
diversified into manufacturing electrical distribution 
transformers, again running an internationally com-
petitive enterprise.

Once again, crisis came in the form of political 
problems. Eugenio had ambitions to create a media 
empire and purchased the country’s biggest news-
paper. Unfortunately this coincided with the rise to 
power of the dictator Ferdinand Marcos. Marcos took 
over most of the company’s holdings and Eugenio 
fled to the United States, where he died in 1975.

After Marcos himself was forced out of the Phil-
ippines, Oscar Lopez and his brothers came back 
to try to salvage the various arms of the company 
that had been seized and run into the ground. This 
called for a different type of leadership, capable 
of managing through a rebuilding of the collec-
tivity stage but moving towards formalization. 
The Lopez brothers divided up responsibilities for 
the holdings and brought in a number of profes-
sional managers with the expertise needed to turn 
them around. By and large they were successful: 
the generating plants in particular were restored 
to full efficiency and investments made in clean 
technology.

But once again, Benpres fell into difficulty, this 
time economic rather than political. The Asian eco-
nomic crisis of the late 1990s hit the Philippines par-
ticularly hard, with economic recession, declining 
currency and high inflation. Suddenly Benpres’s debt 
burden became unsustainable and Benpres even 
had to suspend interest repayments for a while. Per-
haps the company had become too secure, as can 
happen with the formalization stage; insufficiently 
attuned to the danger of sudden downturn. The cri-
sis coincided with the death of Oscar’s brother Geny, 
and Oscar’s assumption of overall control of Benpres. 
Oscar’s role has been mainly one of elaboration –  
emphasizing the strengthening of managerial skills 
and controls, rationalizing operations to ensure the 
business models in place were sustainable, selling 
off parts of the company that no longer fit a more 
focused business strategy. In 2010, at the age of 
80, Oscar retired from daily responsibility to become 
Chairman Emeritus, handing the CEO role to younger 
brother Manuel.72 In 2019 the company declared a 
first quarter net income of P2.291 billion, which is 
more than double its profit from the first quarter in 
2018.73 Still it is only a matter of time before the next 
generation of this family-controlled corporation takes 
over. Will the new generation of managers launch a 
new phase of revitalization, or will the next phase in 
the life cycle be an end-stage, as Lawrence Miller 
warns in his sevenstage version of the life-cycle 
approach?74 Or would the company move towards 
‘small company thinking’ as mentioned in the organ-
izational life-cycle theory in this chapter?

Organizational Bureaucracy and Control
As organizations progress through the life cycle, they usually take on bureaucratic charac-
teristics as they grow larger and more complex. The systematic study of bureaucracy can be 
traced to the work of Max Weber, a sociologist who sought to analyze and appreciate the 
significance of large, bureaucratic organizations in modern societies (see Counterpoint 10.2).ONLINE 

COUNTERPOINT 10.4

COUNTERPOINT 10.2
Weber was no enthusiast for bureaucracy except for its capacity to deliver ‘due process’ and thereby 
eliminate favouritism and nepotism. He was, however, interested in its significance for modern societies 
and therefore attempted to distil its distinctive features (see Exhibit 10.3). In principle, each client of a 
bureaucracy receives the same (standard, impersonal) treatment – good or bad. An important virtue 
of bureaucracy, Weber believed, was its removal of personal patronage and discrimination (see also 
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What is Bureaucracy?
Although Weber perceived bureaucracy as a potential threat to basic personal liberties, he also recog-
nized it as the most formally rational and equitable system of organizing. He predicted the triumph 
of bureaucracy because of its ability to remove partiality and nepotism, and thereby deliver more 
efficient functioning of organizations in both business and government settings. Weber identified a 
set of organizational characteristics, listed in Exhibit 10.3, that typified bureaucratic organizations.

Rules and standard procedures enabled organizational activities to be performed in a predicta-
ble, routine manner. Specialized duties meant that each employee had a clear task to perform. Hier-
archy of authority provided a mechanism for supervision and control. Technical competence was the 
basis by which people were hired rather than friendship, family ties and favouritism. The separation 
of the position from the position holder meant that individuals did not own or have any inherent 
right to the job. Written records provided an organizational memory and continuity over time.

below). Formalized recruitment and selection procedures increase the likelihood that employees are 
hired on the basis of their competence, not their skin colour, gender or personal connections. Likewise, 
customers can expect equal treatment, with no queue jumping or other favours. Specifically, Weber 
identified bureaucracy as simultaneously more efficient and more dehumanizing. Weber regarded the 
dehumanizing aspects as detrimental to productive, efficient organization as well as damaging to the 
human spirit. Critics of bureaucracy tend to emphasize the ‘red tape’, overlook the positive benefits of 
its ‘impersonality’ and conveniently disregard the limitations of alternatives to bureaucracy for dealing 
effectively and fairly with large, complex administrative tasks.

Rules and
procedures

Technically
qualified personnel

Hierarchy of
authority

Specialization and
division of labour

Separate position
from position holder

Written
communications

and records

Bureaucracy

EXHIBIT 10.3 Weber’s Dimensions of Bureaucracy

Bureaucracy provided many advantages over organization forms based on favouritism, social 
status, family connections and so on. For example, when he was appointed as commissioner of 
internal revenue in the Philippines some 30 years ago, Efren Plana found massive corruption, 
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including officials hiring their relatives for high-ranking jobs and tax assessors winning promotions 
by bribing their superiors.75 Likewise, Bill Browder, who made a fortune in Russia after the 
collapse of the Soviet Union, was eventually refused a visa to Russia because he declined to give 
a bribe to an Interior Ministry official.76 The tradition of giving government posts to relatives is 
widespread in many countries, particularly in the developing world. As China’s economy develops 
rapidly and integrates with the world economy, its government is trying to crack down on such 
nepotism,77, 78 although repeated scandals involving top Communist Party leaders from 2012 and 
again in 2016, connected to the offshore accounts revealed in the ‘Panama Papers’, suggest that 
any non-transparent, undemocratic political system is likely to generate corruption and abuse 
of power.79 For example, in 2019, Deutsche Bank was sued by the US government and paid $16 
billion to settle the lawsuit. The US Securities and Exchange Commission accused the company 
of nepotism involving its Russian and Chinese government staff. Relatives of these staff had been 
hired despite being under-qualified for the positions. These practices dated back to 2006 and 
Deutsche Bank had used them in government-owned businesses to build connections and increase 
their odds of making a deal in these countries.80 The logical and rational form of organization 
analyzed and indeed commended by Weber enables pre-bureaucratic inefficiencies to be reduced, 
if never entirely eliminated. In the next In Practice feature, we look at DHL, one of the largest 
courier companies in the world, now aiming to entrench itself as a big player in the rapidly 
developing third-party logistics (3PL) market.

Bureaucratic characteristics tend to increase with large size. As DHL transitions into a 
global, knowledge-based logistics business, its managers are obliged to find effective ways 
to ensure that increased bureaucracy serves, rather than subverts, the company’s business 
goals and does not detract from employee initiative. The new technology and emphasis on 
tailor-made logistics services place more demands on workers, who need flexibility and 
autonomy to perform well. In particular, the logistics business is moving from 3PL towards 
what is known as fourth-party logistics (4PL), where the logistics company carries out supply 

chain analysis, designs and even runs a tailor-made logistics system for the client company. DHL 
has quickly built a large business in this new field, for example taking over management of the 
large Swiss agricultural conglomerate Syngenta’s transportation distribution system in 2016.81 
These types of services require flexibility, as the client and service-provider companies essentially 
integrate their activities in areas such as warehousing and distribution. Meanwhile, Industry 4.0 is 
bringing in automated systems with new technology in logistics and manufacturing. For example, 
Ericsson has been running a 5G industry programme since 2018, partnering with manufacturing 
companies such as Audi to increase productivity and business opportunities. Audi has been 
trialling 5G robotics in one of its production plants and is working on the creation of a fully 
networked factory in Germany, the Audi Production Lab in Gaimersheim.82

In Rotterdam and Hamburg Europe’s first robotic ports are a mixture of remote control 
and automated machinery. The robotic cranes and driverless lorries move and stack shipping 
containers around the port. The need for human controllers is a legal requirement under the law if 
there are humans in the area, rather than being essentially needed, in this case helping to complete 
the loading of containers onto lorries and ships. Therefore the system cannot be fully automated 
in case of accidents.83

Size and Structural Control
Large organizations tend to be different from small organizations along several dimensions 
of bureaucratic structure, including formalization, centralization and personnel ratios.

Formalization and Centralization Formalization, as described in Chapter 1, refers 
to rules, procedures and written documentation, such as policy manuals and job descrip-
tions, that prescribe the rights and duties of employees.84 The evidence supports the conclu-

sion that large organizations are usually more formalized, as at DHL. A key reason for this is that 
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DHL. International courier services are much more com-
plex than domestic, involving not just pick-up and deliv-
ery but also customs clearance services, knowledge of 
different countries’ rules regarding what can and cannot 
be carried, complexities of payment/billing when costs 
are incurred in several different currencies, intricacies of 
international insurance, etc. Such a capacity can only 
be sustained through a clear hierarchical accountability 
structure, a consistent set of rulebooks and rigid com-
pliance to these rules. Package cut-off times have to 
be respected, planes have to depart and arrive on time, 
delivery staff have to complete their shifts on time, etc.

DHL is now aiming to turn its global reach into a com-
petitive advantage in the rapidly expanding field of third-
party logistics (3PL). As companies small and large seek to 
globalize, they are faced with enormous logistical issues. 
Emerging markets typically lack the kinds of facilities 
taken for granted in developed countries, like good roads, 
secure storage facilities, consistent power supplies, trans-
parent customs procedures, etc. The company that tries 
to set up a supply chain without intimate local knowledge 
is asking for trouble and will probably find it. Corporations 
with a global reach and local knowledge like DHL already 
have a rooted infrastructure, built on a bureaucratic struc-
ture of clear rules and operating procedures and can offer 
that ready-made organizational capacity for sale. DHL’s 
Exel Supply Chain division offers services such as inte-
grated IT solutions, warehouse operations and industry 
specific product distribution systems.86

Increasingly, the bureaucratic structure needed to 
manage a global logistical operation like that of DHL is 
intertwined with advanced informational technology sys-
tems. DHL has pioneered, for example, the use of radio 
frequency identification (RFID) discussed in Chapter 8, 
to enhance the tracking of packages,87 and its 3PL arm 
has helped customers set up their own computer-based 
supply management systems. 3PL seems to have been 
a good strategy for DHL. In 2018, the global 3PL growth 
forecast for the next six years (2024) is expected to be 
7–7.5%,88 and DHL is well positioned to capture a good 
chunk of that, as one of the biggest industry actors.89 

When considering DHL as a company you have to 
remember that a big company like DHL works with 
many small companies at different places in the life cycle 
to achieve its goals. But as competition moves into new 
fields such as the technological field, as Amazon, UPS, 
FedEx and TNT are, experimenting with using drones to 
deliver packages, DHL is also experimenting with drones 
and IoT, cloud solutions and artificial intelligence. This 
might alter the structure of the company in future.90

DHL

DHL, owned by DeutschePost, the privatized Ger-
man postal service, competes with the US UPS and 

FedEx, and Holland’s TNT in the global courier market. 
DHL’s strength is in its broad geographic coverage; cus-
tomers can be pretty sure that the company will be able 
to deliver a package anywhere in the world, notwithstand-
ing wars, political embargoes or mere isolation. Georgia 
Tech’s Supply Chain and Logistics Institute proved the 
point with its ‘Great Package Race’. For the 2007 race, 
they selected five out-of-the-way, dangerous, or politically 
isolated locations and tried to send packages to contacts 
in each, using DHL, UPS and FedEx. Only DHL was able 
to deliver to all five and at a lower overall cost than its 
competitors. Neither UPS nor FedEx accepted packages 
for Myanmar (Burma), probably due to a US government 
political boycott of that country. UPS lost a package to 
Samoa somewhere in New Zealand, perhaps because its 
agents told Georgia Tech that no such country as Samoa 
exists. FedEx failed to deliver a package to Harare, Zim-
babwe, apparently because of an unpaid $1.00 customs 
fee – the recipient had to go and sort out the problem 
himself. UPS managed to get a package destined for 
Tikrit, the Iraq hometown of Saddam Hussein, only as 
far as Dubai, after which it spent a week in a warehouse 
in Louisville, Kentucky, before being returned to Georgia 
Tech. UPS even charged Georgia Tech for the package’s 
long but fruitless journey.

In response to criticism that these delivery loca-
tions were very unusual and not a fair test of normal 
business flows, the Institute also sent a package from 
Atlanta to Singapore, a major courier destination. 
Again, DHL delivered before its competitors.85

In truth, all four of the major courier companies have 
remarkable capacities and excellent overall records; the 
results in other years’ ‘Great Courier Races’ were less 
conclusive. But DHL has often come out on top when 
it comes to delivering to isolated international locations; 
its advantage is undoubtedly a network of offices in over 
200 countries and its ability to deliver to 700,000 differ-
ent locations. Only the state post offices can match its 
reach, but they lose a larger proportion of packages than 

IN PRACTICE
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executives in large organizations tend to rely on rules, procedures and paperwork to achieve 
control across large numbers of employees and departments, whereas top managers can use 
personal observation and informal contacts to control a small organization.91

Centralization refers to the level of hierarchy with authority to make decisions. In central-
ized organizations, decisions tend to be made at the top. In decentralized organizations, sim-
ilar decisions are made at a lower level. Decentralization represents a paradox. It might seem 
that, in the perfect bureaucracy, all decisions would be made by the top administrator, who 

would have perfect control. However, as an organization grows larger and has more people and 
departments, decisions cannot be passed to the top because senior managers would be overloaded. 
Accordingly, larger organizations are often characterized by greater decentralization.92

Consider Honda, where in the early days Soichiro Honda and Takeo Fujisawa used to make 
every important decision. It was their daring insistence that the company’s products could break 
into international markets that allowed the company to grow from tiny beginnings to become one 
of the world’s great manufacturing enterprises. But, as Honda grew into a global carmaker, the 
traditional, personal structure started to stand in the way of corporate development. When Honda 
and Fujisawa retired, the new CEO, Kiyoshi Kawashima, introduced what was called the New 
Honda Plan (NHP), in which leadership responsibilities would be greatly decentralized, permit-
ting flexibility and early response to shifting circumstances in different parts of the now interna-
tional firm. Under NHP, the company set up manufacturing plants around the world – a necessity. 
As the company continued to grow, its car, motorcycle and power product businesses were carved 
into separate autonomous divisions. The company was then further decentralized through estab-
lishment of four regional chief operating officers, for Japan, North America, Europe and the rest 
of the world, each having responsibility for production, research, sales and marketing.93, 94

Personnel Ratios Another characteristic of bureaucracy relates to personnel ratios for admin-
istrative and professional support staff. The most frequently studied ratio is the administrative ratio.95 
Two patterns have emerged. The first is that the ratio of top administration to total employees is usu-
ally smaller in large organizations,96 indicating that organizations experience administrative economies 
as they grow larger. The second pattern concerns professional support staff ratios.97 These tend to 
increase in proportion to organization size, because of the greater need for specialized skills in larger, 
complex organizations. The transformation of organizational structure as a result of new technology 
and outsourcing, and the consequent dramatic reduction in the proportion of traditional clerical staff, 
has significantly altered personnel structure and ratios in both the private and public sectors, although 
research suggests the impact varies according to the societal culture in which organizations operate, with 
Japanese businesses generally less affected than those in the UK and the United States, for example.98

Exhibit 10.4 illustrates administrative and support ratios for small and large organizations. 
As organizations increase in size, the administrative ratio declines and the ratios for other sup-
port groups increase.99 The net effect for direct workers is that they decline as a percentage of 
total employees. In summary, whereas top administrators do not make up a large proportion of 
employees in large organizations, they do tend to have proportionately greater overheads. In the 
twenty-first century, as a value chain approach to business resulted in the dismantling of many 
integrated organizations, many organizations outsourced administrative functions to specialized 
shared service organizations.100

Bureaucracy in a Changing World
Bureaucratic organizational characteristics have many advantages and have generally worked 
well in advancing the industrial age.101 By establishing a hierarchy of authority and specific 
rules and procedures, bureaucracy provides an effective way to bring order to large groups of 
people and prevent abuses of power. Impersonal relationships are based on rules rather than the 

favouritism and nepotism characteristic of many preindustrial organizations. Bureaucracy provides 
systematic and rational ways to organize and manage tasks too complex to be understood and han-
dled by a few individuals, thus greatly aiding the efficiency and effectiveness of large organizations.
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The world is rapidly changing, however, and the machine-like bureaucratic system of the indus-
trial age does not necessarily work well in the context of market-driven, fast capitalism in which 
organizations face new challenges, including rapidly changing, volatile trading environments and the 
rise of competitors using different, more flexible business models. Consider the difference between 
established airlines and their low-cost competitors and the difficulties the former have encountered 
either in reducing their overheads or establishing low-cost subsidiaries. At the same time, the low-
cost competitors must rely upon bureaucratic procedures for their pared down operations. It is not 
that they operate without bureaucracy, but rather that the bureaucracy is at once minimized and 
tightened by offering ‘no frills’. In the process, ‘exceptions’ and ‘outliers’, such as passengers with 
unusual requirements, are treated in a way that is equivalent to those seeking insurance who are 
calculated to be bad risks. With global competition and uncertain environments, an alternative for 
many organizations is to minimize unproductive formalization and staff costs through outsourcing.

There are also significant differences between societies in attitudes towards bureaucracy that 
influence business and organizational life.102 Some US critics have blamed government bureau-
cracy for intelligence, communication and accountability failures that helped lead to US disasters 
as diverse as the 2001 terrorist attacks, the Columbia space shuttle explosion, the abuses at Abu 
Ghraib prison and a slow response to the 2005 Hurricane Katrina devastation. ‘Every time you add 
a layer of bureaucracy, you delay the movement of information up the chain of  command … And 
you dilute the information because at each step some details are taken out’, said Richard A. Posner, 
a federal appeals court judge who has written a book on intelligence reform.103 However, the US 
 government Federal Emergency Management Agency was widely praised during Hurricane Sandy in 
2012, demonstrating how a well-run bureaucratic organization can deliver when a comprehensive 
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response to a complex event is required.104 On the other hand, the US President Donald Trump has 
been trying to reduce the power of bureaucratic organizations. He has gradually been shrinking the 
size and reach of the federal bureaucracy through hiring freezes and unfilled vacancies. He stated 
to voters during his campaign for presidency that the federal bureaucracy was awash with ‘waste, 
fraud and abuse’. In May 2018 three executive orders were announced which aimed to reduce pro-
tection for federal employees and make it easier to fire low performers, decrease time allowed for 
employees to spend on union work and direct agencies to agree harsher union contracts.105 Many 
 Europeans have tended to be more supportive of bureaucratically structured systems, believing that 
they are more stable and predictable and can provide better protection for the less powerful.106 
Nevertheless, at least until the onset of the global financial crisis that cast doubt on the neoliberal 
model (the deregulation of markets or, free markets), overall global isomorphic trends still appeared 
to favour market-driven organizations rather than  rule-driven bureaucracies.107

Organizing Temporary Systems for Flexibility and Innovation
How can organizations overcome the problems of bureaucracy in rapidly changing environments? 
Some are implementing innovative structural solutions. In organizations that have to respond 
rapidly to emergency or crisis situations, such as police and fire services or other emergency 
management agencies, an approach called the incident command system (ICS) has been devised. 
The incident command system was developed to maintain the efficiency and control benefits of 
bureaucracy yet prevent the problem of slow response to crises.108 The approach is being adapted 
by other types of organizations to help them respond quickly to new opportunities, unforeseen 
competitive threats or organizational crises.

The ICS is intended to enable organizations to glide smoothly between a highly formal-
ized, hierarchical structure effective during times of stability, and a more flexible, loosely 
structured one capable of responding to unexpected and demanding environmental condi-
tions. The hierarchical side with its rules, procedures and chain of command helps maintain 
control and ensure adherence to rules that have been developed and tested over many years 
to cope with well-understood problems and situations. During times of high uncertainty, the 
most effective structure can be one that loosens the lines of command and enables people 

to work across departmental and hierarchical lines to anticipate, avoid and solve unanticipated 
problems, albeit within the context of a clearly understood mission and guidelines.

Following large-scale terrorist attacks in the United States, Spain, India, the UK and 
other countries in the first years of the twenty-first century, much greater attention has been 
paid to the management of crisis situations. For example, weaknesses in the early warn-
ing and disaster response systems dealing with the south Asian tsunami of 26 December 
2004, which caused over 350,000 deaths, led to the development of an Asian ICS involving 
international collaboration of emergency authorities.109 In 2017 the WannaCry ransomware 

attack on 230,000 computers in 150 countries caused chaos, locking users out of the system and 
demanding a ransom payment before they would be allowed access again. 

Most of the attacks were targeted at Russia, Ukraine and Taiwan, but countries around the 
globe reported issues and many companies shut down in an attempt to stop the ransomware 
spreading. One of the worst affected institutions was the NHS in the UK. NHS England initiated 
its Emergency, Preparedness, Resilience and Response (EPRR) plan hours after the attack began to 
manage the incident and ensure primary care was provided to patients.110

Despite this crisis management strategy more than 19,000 appointments were cancelled and almost 
£100 million lost between the initial attack and subsequent cleanup and upgrading of systems.111

This has led to an investment of £60 million by the NHS to improve security to its most vul-
nerable services and to the UK government committing £150 million to upgrade its technology 
between 2018 and 2021.112

Another type of potential natural disaster is a disease pandemic in which a substantial propor-
tion of the population would become very sick in a short period of time, overstretching the capacities 
of the healthcare system. Health authorities are particularly concerned about the potential for an 

ONLINE 
COUNTERPOINT 10.8

ONLINE BRIEF 10.5

WWW

65900_ch10_hr_328-361.indd   346 11/15/19   12:06 PM



CHAPTER 10 ORGANIZATION SIZE, LIFE CYCLE AND DECLINE 347

influenza pandemic, possibly spread through infected poultry. UK health authorities have developed 
a Pandemic Influenza Plan, which outlines the command system for such a crisis, as well as identi-
fying the healthcare responses to different levels of pandemic. While the overall care framework is 
established through the ICS command structure, the Plan requires individual clinicians to make the 
necessary difficult local decisions about the kinds of treatment, and to whom, that will be offered in 
a situation where the numbers of sick far exceeds the availability of beds in hospitals.113 The Ebola 
pandemic of 2013–2016 in West Africa demonstrated the devastation that can occur when capacity 
and resources are not in place and able to ramp up quickly to deal with an emergent threat.

The international religious charity The Salvation Army has long and successful experience 
in dealing with emergencies, from which many private and public organizations could learn. The 
Salvation Army’s approach is discussed in the Leading by Design box.

several different kinds of organizations at the same 
time’.

In the early emergency moments of a crisis, the 
Salvation Army deploys a temporary organization that 
has its own command structure. People need to have 
a clear sense of who’s in charge to prevent the rapid 
response demands from degenerating into chaos. For 
example, if the Army responds to a flood in Indonesia 
or a tornado in Oklahoma, manuals clearly specify in 
advance who is responsible for talking to the media, 
who is in charge of supply inventories, who liaises 
duties with other agencies and so forth. This model for 
the temporary organization keeps the Salvation Army 
responsive and consistent. In the later recovery and 
rebuilding phases of a crisis, supervisors frequently give 
people general guidelines and allow them to improvise 
the best solutions. There isn’t time for supervisors to 
review and sign off on every decision that needs to be 
made to get families and communities re-established.

Thus, the Salvation Army actually has people simul-
taneously working in all different types of organization 
structures, from traditional vertical command struc-
tures, to horizontal teams, to a sort of network form that 
relies on collaboration with other agencies. Operating in 
such a fluid way enables the organization to accom-
plish amazing results. In the first month of 2013 alone, 
the Salvation Army helped victims of election-based 
violence in Kenya and ethnic strife in India, a typhoon 
in the Philippines and flooding in Mozambique, in addi-
tion to many more served by regular day-to-day pro-
grammes. It has been recognized as a leader in putting 
money to maximal use, meaning donors are willing to 
give because they trust the organization to be respon-
sible and accountable at the same time as it is flexible 
and innovative in meeting human needs. The Salvation 
Army has transformed itself by redirecting its focus. 
Today, volunteers are mobilizing in their own communi-
ties, to share the gospel and to meet human needs in 

The Salvation Army

The Salvation Army has been called ‘the most 
effective organization in the world’ by a leading 

management scholar. One reason the organization is 
so effective and powerful is its approach to organiz-
ing, which makes use of the incident command sys-
tem to provide the right amount of structure, control 
and flexibility to meet the requirements of each situ-
ation. The Salvation Army refers to its approach as 
‘organizing to improvise’.

The Salvation Army provides day-to-day assistance 
to the homeless and economically disadvantaged. In 
addition, the organization is involved whenever there is 
a major disaster – whether it be a tornado, flood, hur-
ricane, airplane crash or terrorist attack – to network 
with other agencies to provide disaster relief. Long after 
the most desperate moments of the initial crisis have 
passed, the Salvation Army continues helping people 
rebuild their lives and communities – offering financial 
assistance; meeting physical needs for food, clothing 
and housing; and providing emotional and spiritual 
support to inspire hope and help people build a foun-
dation for the future. The Army’s management realizes 
that emergencies demand high flexibility. At the same 
time, the organization must have a high level of control 
and accountability to ensure its continued existence 
and meet its day-to-day responsibilities. As a former 
national commander puts it, ‘We have to have it both 
ways. We can’t choose to be flexible and reckless or 
to be accountable and responsive … We have to be 
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Other Approaches to Reducing Bureaucracy
A further impact of, and on, bureaucracy is the increasing professionalism of employees. Profes-
sionalism is defined as the length of formal training and experience of employees. More employees 
need college degrees, MBAs and other professional degrees to work as attorneys, researchers or 
doctors at large firms like Toyota, Tesco and GlaxoSmithKline. In addition to this bureaucratic pro-
cess of credentialization, studies of professionals show that professional training regularizes a high 

standard of behaviour for employees. This is at once the product of educational bureaucracies and acts 
as a substitute for bureaucracy.114 Companies extend this process when they provide ongoing formal 
training for all employees, from the front office to the shop floor, in a push for continuous individual and 
organizational skill acquisition. Increased training substitutes for bureaucratic rules and procedures that 
can constrain the creativity of employees in solving problems and increasing organizational capability.

Organizational Decline and Downsizing
Earlier in the chapter we discussed the organizational life cycle, which suggests that organizations 
are born, grow older and eventually die. Every organization goes through periods of temporary 
decline. In this section, we examine the causes and stages of organizational decline and then dis-
cuss how leaders can effectively manage the downsizing that is a reality for many companies in an 
era of low growth and intense competition.

Definition and Causes
The term organizational decline is used to define a condition in which a substantial, absolute 
decrease in an organization’s resource base occurs over a period.115 Organizational decline is often 
associated with some wider environmental decline – in the sense that an organizational domain 
experiences either a reduction in size (such as shrinkage in customer demand or erosion of a city’s 
tax base) or a reduction in shape (such as a shift in customer demand). In general, three factors are 
considered to cause organizational decline.

 1 Organizational atrophy. Atrophy occurs when organizations grow older and become inef-
ficient and overly bureaucratized such that the ability to adapt deteriorates. Atrophy may 
follow a long period of success, because an organization takes success for granted, becomes 
attached to practices and structures that worked in the past and fails to adapt to changes 
in the environment.116 For example, Blockbuster Inc., which was king of the videostore 
industry in the 1980s and 1990s, struggled to adapt to the new world of online film rent-
als and digital downloading as companies like Netflix became popular among film lovers. 
Blockbuster’s US operations went bankrupt and were bought out by a pay TV company in 
2011; the Canadian operations were closed in 2012; and the UK subsidiary itself fell into 
bankruptcy in 2013.117 Companies risk becoming obsolete by sticking to patterns that were 
successful in the past but might no longer be effective.118

 2 Vulnerability. Vulnerability reflects an organization’s strategic inability to prosper in its 
environment. Small organizations that are not yet fully established are especially vulnerable 

ONLINE 
COUNTERPOINT 10.9

an authentic and locally relevant way. Volunteers have 
the opportunity to help run activities and classes at 
local community centres. They can also take part in 
skill sharing, giving advice on employability and shar-
ing experiences to help others find employment.

Sources: www.salvationarmy.org; Peter Walker and Daniel 
G. Maxwell (2008) Shaping the Humanitarian World, London, 
Taylor & Francis; Robert A. Watson and Ben Brown, The Most 
Effective Organization in the U.S.: Leadership Secrets of the 
Salvation Army (New York: Crown Business, 2001), 159–181. 
www.salvationarmy.org/ihq/our-story; www.salvationarmy.org.uk/
work-for-all-volunteering

65900_ch10_hr_328-361.indd   348 11/15/19   12:06 PM



CHAPTER 10 ORGANIZATION SIZE, LIFE CYCLE AND DECLINE 349

to shifts in consumer tastes or in the economic health of the larger community. Small 
e-commerce companies are the first to go out of business when the technology sector goes 
into a downturn. Vulnerable organizations typically need to redefine their environmental 
domain in order to serve new industries or markets.

 3 Environmental decline or competition. Environmental decline refers to reduced energy 
and resources available to support an organization. When the environment has less 
capacity to support an organization, managers have either to scale down operations or 
shift to another domain.119 New competition increases the problem, especially for small 
organizations. The emergence of first Japan and the ‘Asian tigers’, and now China as 
major low-cost manufacturers, has sounded the death knell for huge swathes of Western 
industry, ranging from home appliances to vehicle parts.120 Of course, during general-
ized economic crises, such as afflicted the global economy in the global financial crisis, 
environmental decline is also generalized and only a few ‘counter-cyclical’ industries, or 
those capable of making savage cuts in their costs by shedding activities or employees, 
are likely to prosper.121

A Model of Decline Stages
A model of decline stages is summarized in Exhibit 10.5. This model suggests that decline, if 
not countered successfully or managed effectively, can move through five stages resulting in 
organizational dissolution.122

 1 Blinded stage. The first stage of decline is the internal and external change that threatens 
long-term survival. Leaders often miss the signals of decline. The relevant antidote is the 
development of effective scanning and control systems, and executives willing to risk play-
ing ‘devil’s advocate’, that indicate when something is wrong. With timely information, alert 
executives can bring the organization back to top performance.

 2 Inaction stage. The second stage of decline is called inaction in which denial occurs despite 
signs of deteriorating performance. Leaders may try to persuade employees that all is well. 
‘Creative accounting’ may make things look healthy during this period. The solution is for 
leaders to acknowledge decline and take prompt action to realign the organization with the 
environment. Leadership actions may include new problem-solving approaches, increasing 
decision-making participation and encouraging expression of dissatisfaction to learn what 
is wrong.

 3 Faulty action stage. In the third stage, leaders are forced by severe circumstances to  consider 
major changes. Actions may involve retrenchment, including downsizing personnel. A major 
mistake at this stage decreases the organization’s chance for a turnaround.

 4 Crisis stage. In the fourth stage, the organization still has not been able to deal with decline 
effectively. There may be organization chaos, efforts to go back to basics, sharp changes, 
disenchantment and anger. The social fabric of the organization is eroding and dramatic 
actions, such as replacing top administrators and revolutionary changes in structure, strat-
egy and culture, are necessary. Workforce downsizing may be severe.

 5 Dissolution stage. This stage of decline is irreversible. There is a terminal loss of confidence 
and reputation, the loss of its best personnel and capital depletion. The only available strat-
egy is to close down the organization in an orderly fashion and reduce the separation 
trauma of employees.

The next In Practice example of Alitalia shows how failure to respond to changing cir-
cumstances in the airline industry set the company on a downward spiral towards bankruptcy. 
As in Alitalia’s case, some of the most difficult decisions pertain to downsizing, which refers to 
intentionally reducing the scale of operations and often includes cutting the workforce.
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Good
Information

No choices

Stage 1
Blinded

Stage 2
Inaction

Stage 3
Faulty Action

Stage 4
Crisis

Stage 5
Dissolution

EXHIBIT 10.5 Stages of Decline and the Widening Performance Gap

Source: Reprinted from ‘Decline in Organizations: A Literature Integration and Extension’, by William Weitzel and Ellen Jonsson, published in 
Administrative Science Quarterly, 34, no. 1 (March 1989). © SAGE Publications.

negotiated together to carve up routes between the 
different airlines, while fares remained high as most 
companies were in a near monopoly situation. It was 
an ideal environment and Alitalia flourished after a 
fashion, growing its network to encompass domes-
tic, European and intercontinental flights. Trade 
unions, which had long been strong in Italian industry, 
were able to negotiate generous salaries and condi-
tions. But the situation was not going to last. From 
the 1980s, pressure for liberalization swept across 
Europe and in 1992 the European Union liberalized 
the continent’s skies, meaning any country’s carrier 
could fly into any other country. By the end of the dec-
ade, Ryanair was spreading its low-cost wings across 
Europe. It was sink or swim for the national carriers. 
Some carriers didn’t make it: Belgium’s Sabena went 
bankrupt, followed by Swissair. Others, like British 
Airways, had been privatized as early as 1987 and 
embarked on an ambitious and generally successful 
restructuring, reducing the workforce to competitive 
levels and raising capital for new aircraft and new 

Alitalia

Italy’s economy has many post-war success stories, 
from the emergence of Milan as the style centre of 

the world, to the country’s innovative car industry, to 
the Agip and Eni oil companies and several successful  
internet businesses including the international broad-
band operator Tiscali.

Alitalia, the country’s flagship airline, is not one of 
those success stories. Like other European flag car-
riers, Alitalia was founded shortly after the end of the 
Second World War. In those early days of passenger 
aviation, the industry was dominated by state-owned 
carriers, of which Alitalia was one. Governments 
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Downsizing Implementation
Downsizing has become a common practice in corporations, particularly in the Anglo-Saxon 
business world (the UK, the United States, Ireland, Canada, Australia and New Zealand), 
both in response to business downturns and as part of many change initiatives in today’s 
organizations.127 Re-engineering projects, mergers and acquisitions, global competition and 
the trend towards outsourcing have all led to job reductions.128

Massive downsizing has often not achieved the intended benefits and in some cases has 
been harmful.129 Studies have shown that the two major objectives of downsizing – reducing costs 
and increasing productivity – are achieved in only a minority of cases. Impacts on remaining 
employees’ attitudes towards their jobs are unsurprisingly negative. The rationale for downsizing 
is often poorly thought out and is associated with excessive reliance on consultants, who have a 
vested interest in promoting continual organizational change. Downsizing is also associated with 
what van Witteloostuijn describes as ‘macho management’; the idea that ‘real managers make 
tough decisions’, whether these decisions make sense or not.130

Nevertheless, there are times when managers have little choice but to implement downsizing 
strategies, whether because this is demanded by shareholders who believe it will result in increased 
profits, or in response to a negative market environment. A number of techniques can help smooth 
the downsizing process and ease tensions for employees who leave, and for those who remain.131

 1 Communicate more, not less. Some executives seem to think the less that’s said about 
a pending layoff, the better. Not so. Managers are ethically obliged to provide as much 
information as possible. In many jurisdictions the law also requires a lengthy notice period 
for impending layoffs. At US-headquartered computer networking firm 3Com Corpora-
tion, managers drew up a three-stage plan as they prepared for layoffs. First, they warned 

routes. Air France eventually joined in a successful 
merger with KLM, allowing the combined company to 
compete globally with the world’s biggest airlines.

At Alitalia, the onset of competition had an ener-
vating rather than liberating effect. The company was 
caught in a seemingly endless vicious cycle of squab-
bles about required restructuring, union dissent and 
industrial action, lost revenues and worsening financial 
situation. The Italian government bailed out the com-
pany several times, but losses just kept mounting and 
the European Commission frowned upon and eventu-
ally forbade further handouts. By the new millennium, 
Alitalia was losing €2 million a day. The company was 
restructured in 2004, but the basic problems of over-
staffing, poor service and endless strike disruption 
remained. Efforts were made to sell the company to 
different consortia, but these came to nothing due to 
union opposition and political interference.

By late 2008, the company was insolvent once 
again. Added to its internal problems, the price of 
aviation fuel had risen to hitherto unknown heights 
and even other, prudently managed European car-
riers, were in deep trouble. Amid union and man-
agement squabbling, the planes started to run out 

of fuel before finally a government-backed privatiza-
tion was agreed, with Skyteam alliance partner Air 
France-KLM holding a 25 per cent stake. However, 
the company’s financial performance remained shaky 
with mounting debts, and in 2013 the company’s 
CEO admitted Alitalia might need to give up its inde-
pendent existence in order to survive. However, most 
potential purchasers, including Air France-KLM, were 
themselves in no position to take a risk on the Italian 
carrier. Eventually, in 2015, the Gulf-based carrier 
Etihad bought a 49 per cent share while the com-
pany downsized significantly and announced plans 
to pull out of the Skyteam Alliance. The company 
seemed to be heading towards absorption by 
Etihad.123 However, in 2017, Etihad Airways with-
drew from Alitalia, which was forced to declare 
bankruptcy. The Italian government has since been 
providing bridging loans to allow the airline to con-
tinue running while looking for buyers.124

In July 2019 the Italian Ministry for Economic 
Development confirmed that bidding for the company 
would close and ‘a new company will be formed, with 
Ferrovie dello Stato and the Ministry of the Economy 
holding the absolute majority’.125, 126
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employees several months ahead that layoffs were coming. Soon thereafter, they held 
on-site presentations at all locations to explain to employees why the layoffs were consid-
ered necessary, and to provide as much information as they could about what employees 
should expect. Employees who lost their jobs were given their legal entitlement of notice.132 
Retained employees need to know what is expected of them, whether future layoffs are a 
possibility as well as what is being done to support co-workers who have lost their jobs.

 2 Provide assistance to displaced workers. The organization has an ethical if not a legal 
responsibility to help displaced workers cope with the loss of their jobs and get reestab-
lished in the job market. The organization can provide training, innovative severance pack-
ages, extended benefits and assistance getting started in a new business or line of work. The 
Luxembourg-headquartered bank Dexia introduced an employee-reduction programme 
in 2002/03. Rather than simply select the 8 per cent of the workforce who were to lose 
their jobs, Dexia HR staff brainstormed a wide variety of options that could be offered 
to employees in return for agreeing to leave, ranging from support to carry out charitable 
projects, seed capital to start up a small business, continuation of the company’s generous 
mortgage subsidy scheme and improved benefits for early retirement. Many employees were 
content to leave in return for a benefit that was relevant to their life plans and interests, and 
the remaining staff’s morale was maintained as they could see that the company had made 
a real effort to minimize the downsizing programme’s human impact.133

 3 Help the survivors thrive. Many people experience guilt, anger, confusion and sadness 
after the loss of colleagues and these feelings should be acknowledged. Survivors might 
also be concerned about their own jobs and have difficulty adapting to the changes in 
job duties, responsibilities and so forth. Korea’s Samsung responded creatively after 
having to downsize during the country’s deep economic recession in the late 1990s. The 
company began by reducing the size and power of Samsung Restructuring Headquarters, 
the company’s division that had been responsible for organizing the downsizing, and the 
company also greatly expanded the value and scope of its charitable donations, providing 
enhanced opportunities for executives to make a tangible social contribution through 
volunteer activities. Eventually, of course, Samsung bounced back to become one of the 
global success stories of the second decade of the twenty-first century.134, 135 Another 
example is Seagram, featured in the next In Practice box.

as it got hold of Seagram’s, Vivendi cast around for 
a buyer. Eventually, it sold out to the British firm Dia-
geo and the French company Pernod Ricard. This 
was very bad news for Seagram’s staff because both 
companies planned to integrate Seagram’s brands 
into their existing wine and spirits businesses, laying 
off all but a handful of the existing staff in the process. 
Ronnie Vansteenkiste, who was a senior HR staff at 
Seagram’s, wrote about what happened next. Sur-
prisingly, it was not as negative a story as it might 
have seemed at first glance.

The first positive was that Seagram’s was a well-run 
and successful operation before its sale. This made a 
big difference, because the existing management had 
the confidence of the employees. Management’s first 
action when they found out about the likely devel-
opments was to plan various scenarios. They soon 

Seagram

At the end of the twentieth century, Seagram’s was 
perhaps the best known name in the Canadian 

liquor trade and a highly profitable part of Montreal 
businessman Edgar Bronfman’s business empire. 
However, in 2000, Bronfman decided to sell out to 
the French conglomerate Vivendi. Unfortunately, Viv-
endi, then building a global media empire, was only 
interested in Bronfman’s pay TV holdings. As soon 
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Summary and Interpretation
In this chapter, organizations have been seen to evolve through distinct life cycle stages as they 
grow and mature. Organization structure, internal systems and management issues are different 
for each stage of development. Growth creates crises and revolutions along the way. A major task 
of managers is to guide the organization through the entrepreneurial, collectivity, formalization 
and elaboration stages of development.

As organizations progress through the life cycle and grow larger and more complex, they gener-
ally take on bureaucratic characteristics, such as rules, division of labour, written records, hierarchy 
of authority and impersonal procedures. Bureaucracy is a logical form of organizing that enables 
firms to deploy resources in a more rational manner. However, in many large corporate and gov-
ernment organizations, bureaucracy has come under attack with attempts to decentralize authority, 
flatten organization structure, reduce rules and written records, and create a small-company mind-
set. These companies are willing to trade the considerable benefits of bureaucracy (e.g. predictability, 
impartiality, elimination of nepotism) for greater responsiveness and adaptability. Many companies 
are subdividing to gain small-company advantages. Another approach is to incorporate an incident 
command system which promises to enable the organization to glide smoothly between a highly 
formalized, hierarchical approach relevant for periods of stability, and a more flexible, loosely struc-
tured orientation relevant for responding to unexpected or volatile environmental conditions.

Many organizations have stopped growing and some are declining. One of the most difficult 
decisions pertains to downsizing the workforce. Not only does it threaten the livelihood of those 
who are cast aside and unsettles those who remain; downsizing has been shown not to result in 
improved performance in many cases. To smooth the downsizing process, managers can commu-
nicate with employees and provide as much reliable information as possible, offer assistance to 
displaced workers and address the concerns of those remaining within the organization.

bureaucracy
centralization
collectivity stage
downsizing

elaboration stage
entrepreneurial  

stage
formalization

formalization stage
incident command 

system
isomorphic

life cycle
organizational  

decline
personnel ratios

KEY CONCEPTS

particularly among key staff, Seagram managers nego-
tiated generous incentive schemes to encourage their 
key staff to stay on until brand handover. Managers 
identified staff with key skills or outstanding capacities 
and recommended them to the new owners. A gener-
ous layoff package was developed as soon as possible 
for the bulk of staff who would be leaving, and a great 
deal of energy was put into helping to manage the 
emotions of the many Seagram’s staff who had years 
of experience with the firm. The situation was not one 
that the Seagram’s managers would have chosen, but 
they showed leadership and professionalism in han-
dling it and overcoming potential crises.136

realized that winding up the Seagram division was a 
possibility if not a probability and they were up-front 
about this with the workers. Managers organized reg-
ular communications sessions where they shared their 
understanding of developments with their staff and 
they also organized sessions on ‘managing change’.

Seagram’s managers also knew that, while the new 
owners were likely to want to close down Seagram’s 
as a separate entity, they wanted the brands they had 
bought to retain their positive image through the hand-
over. This would require strong manufacturing, distri-
bution and marketing to continue up to the moment 
of handover/closure. In order to reduce attrition, 
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Discussion Questions
1 Discuss the key differences between large and 

small organizations. Which kinds of organizations 
would be better off acting as large organizations 
and which are best trying to act as big-company/
small-company hybrids?

2 Why do large organizations tend to be more 
formalized?

3 If you were managing a group of professionals  
(e.g. a department of college professors), how 
might you structure the department differently  
than if you were managing a department of book-
keepers? Why?

4 Apply the concept of life cycle to an organization with 
which you are familiar, such as a university or a local 
business. What stage is the organization in now? 
How did the organization handle or pass through 
phases in its life cycle?

5 Government organizations often seem more bureau-
cratic than for-profit organizations. Could this partly 
be the result of the type of control used in govern-
ment organizations? Explain.

6 The incident command system has been used pri-
marily by organizations that regularly deal with crisis 
situations. Discuss whether this approach seems 
workable for a large media company that wants to 
reduce bureaucracy. How about for a manufacturer of 
mobile phones?

7 Refer to the case study of Philips NV in Chapter 1. 
Try to match the historical development of Philips 
using the organizational life cycle approach explained 
in this chapter. How well does the life cycle model fit?

8 In order to address ecological sustainability, do 
you think a ‘no growth’ philosophy of management 
should be taught in business schools? Discuss.

Chapter 10 Workbook Control Mechanisms
Think of two situations in your life: your work and your school experiences. How is control exerted?

Questions
1 What are the advantages and disadvantages of the various controls?

2 What happens when there is too much control? Too little?

3 Does the type of control depend on the situation and the number of people involved?

Copyright 1996 Dorothy Marcic. All rights reserved.

Chapter 10 Workshop Windsock, Inc.
1 Introduction. Class is divided into four groups: Central Office, Product Design, Marketing/Sales and Production. 

Central Office is a slightly smaller group. If groups are large enough, assign observers to each one. Central Office 
is given 500 straws and 750 pins. Each person reads only the role description relevant to that group. Materials 
needed: recyclable milk straws (500) and a box of straight pins (750).

2 Perform task. Depending on length of class, step 2 may take 30 to 60 minutes. Groups perform functions and 
prepare for a two-minute report to stockholders.

3 Group reports. Each group gives a two-minute presentation to stockholders.

4 Observers’ reports (optional). Observers share insights with subgroups.

5 Class discussion.

a What helped or blocked intergroup cooperation and coordination?

b To what extent was there open versus closed communication? What impact did that have?

c What styles of leadership were exhibited?

d What types of team interdependencies emerged?
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Roles
Central Office
Your team is the central management and administration of Windsock, Inc. You are the heart and pulse of the 
organization, because without your coordination and resource allocation, the organization would go under. 
Your task is to manage the operations of the organization, which is not an easy responsibility because you 
have to coordinate the activities of three distinct groups of personnel: the Marketing/Sales group, the Produc-
tion group and the Product Design group. In addition, you have to manage resources including materials (pins 
and straws), time deadlines, communications and product requirements.

In this exercise, you are to do whatever is necessary to accomplish the mission and to keep the organiza-
tion operating harmoniously and efficiently.

Windsock, Inc., has a total of 30 minutes (more if instructor assigns) to design an advertising campaign 
and ad copy, to design the windmill and to produce the first windmill prototypes for delivery. Good luck to 
you all.

Product Design
Your team is the research and product design group of Windsock, Inc. You are the brains and creative aspect 
of the operation, because without an innovative and successfully designed product, the organization would 
go under. Your duties are to design products that compete favourably in the marketplace, keeping in mind 
function, aesthetics, cost, ease of production and available materials.

In this exercise, you are to come up with a workable plan for a product that will be built by your production 
team. Your windmill must be light, portable, easy to assemble and aesthetically pleasing. Central Office con-
trols the budget and allocates materials for your division.

Windsock, Inc., as an organization has a total of 30 minutes (more if instructor assigns) to design an adver-
tising campaign, to design the windmill (your group’s task) and to produce the first windmill prototypes for 
delivery. Good luck to you all.

Marketing/Sales
Your team is the marketing/sales group of Windsock, Inc. You are the backbone of the operation, because 
without customers and sales the organization would go under. Your task is to determine the market, develop 
an advertising campaign to promote your company’s unique product, produce ad copy and develop a sales 
force and sales procedures for both potential customers and the public at large.

For the purpose of this exercise, you may assume that a market analysis has been completed. Your team 
is now in a position to produce an advertising campaign and ad copy for the product. To be effective, you 
have to become very familiar with the characteristics of the product and how it is different from those prod-
ucts already on the market. The Central Office controls your budget and allocates materials for use by your 
division.

Windsock, Inc. has a total of 30 minutes (more if instructor assigns) to design an advertising campaign and 
ad (your group’s task), to design the windmill and to produce the first windmill prototypes for delivery. Good 
luck to you all.

Production
Your team is the production group of Windsock, Inc. You are the heart of the operation, because without a 
group to produce the product, the organization would go under. You have the responsibility to coordinate 
and produce the product for delivery. The product involves an innovative design for a windmill that is cheaper, 
lighter, more portable, more flexible and more aesthetically pleasing than other designs currently available in 
the marketplace. Your task is to build windmills within cost guidelines, according to specifications and within a 
prescribed period, using predetermined materials.
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For the purpose of this exercise, you are to organize your team, set production schedules and build the 
windmills. Central Office controls your budget, materials and specifications.

Windsock, Inc., has a total of 30 minutes (more if instructor assigns) to design an advertising campaign, 
to design the windmill and to produce the first windmill prototypes (your group’s task) for delivery. Good luck 
to you all.

Adapted by Dorothy Marcic from Christopher Taylor and Saundra Taylor in ‘Teaching Organizational Team-Building through 
Simulations’, Organizational Behaviour Teaching Review XI(3), 86–87.

IMAGINIO

IMAGINIO is an Italian company producing machinery 
parts for production in Europe and the Middle East. 

The company was founded in 2000 by 45-year-old 
Antonietta who started the company in her home. As 
a result of its immediate success, Antonietta needed 
to recruit three employees shortly after setting up the 
company.

The company’s immediate success was partly 
due to the fact that IMAGINIO was able to customize 
all of its machinery parts for every single customer. 
In doing so, the company had a differentiation strat-
egy. Despite the company’s early success, Antoni-
etta suddenly faced problems in 2005, which were 
due to the very fact that her company was success-
ful. She soon realized that she did not have the time 
to manage the company herself, and she was more 
interested in being in touch with customers and 
solving production problems. Her lack of attention 
to the administrative part of the business had thus 
become a problem.

A friend helped Antonietta analyze the situation, 
advising that she had been blind to the problems 
arising, done nothing about them and just hoped 
that they would disappear on their own. Antoni-
etta’s friend helped her to transform the company 
structure into a functional structure, and soon the 
company was back on track performing success-
fully and bringing in good revenues. She hired 
a professional manager (CEO) who made some 
departments functional, reduced the numbers of 
parts produced, and subsequently made some 
employees into functional managers.

The new CEO was a good choice right from the 
start, spurring a new period of success which lasted 

for another ten years. However, in 2016, IMAGINIO 
started facing new problems; and this time, the crisis 
was more severe than before.

The problems were quite complex: 

•	 a lack of innovation: some new competitors were 
more innovative; 

•	 the functional managers’ lack of autonomy; 

•	 severe structural problems: the functional 
structure was not ideal for producing and sell-
ing machinery parts for the more differentiated 
customers; 

•	 the company had also moved into different mar-
kets in the EMEA area, while the current differen-
tiation in products was not good.

Antonietta called her friend once again. After 
analyzing the situation, he told Antonietta that 
she had made some of the same mistakes again. 
According to her friend and adviser, due to the 
growth and success of the company, Antonietta 
had hired many new employees, but the functional 
structure was not good at absorbing them. Further-
more, the larger number of employees had led to 
more conflicts between departments, as well as to 
longer communication lines. The friend also empha-
sized that, adding to all of the above, Antonietta had 
made the same mistakes as before: being blind in 
the beginning and not doing anything about it once 
she realized what was going on. Things took a turn 
for the worse when discussions with the CEO and 
the functional managers started revolving around 
who to blame.

Antonietta’s friend suggested she develop an orga-
nization with cross-functional core processes, which 
should be managed by new employees hired into the 
organization. Each of the cross-functional leaders 
should be good at IMAGINIO’s three strong areas: 
(1) machinery parts for assembly-line machines; 

CASE FOR ANALYSIS 10.1
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(2) specialized parts for the aerospace industry; and 
(3) parts for the electrical car industry.

While Antonietta considered her friend’s sugges-
tion, she wondered if she could solve the problem by 
hiring even more project managers. In this way, she 
would have specialists within all the three areas men-
tioned above, while also having relatively more consul-
tants in the area where most clients place their orders. 

However, her friend rejected Antonietta’s idea and 
warned against over-bureaucratizing the structure. 
Instead, he shared with Antonietta one organizational 
secret: when the company obtains an order, one of 
the three cross-functional managers should have a 
meeting with the client where they discuss the client’s 
system requirements. At this meeting, the manager 
would also be able to find out which of the client’s 
employees would be capable of working on the proj-
ect and helping with its implementation. 

Actually, this is one of IMAGINIO’s business 
secrets: to involve the client’s employees because in 

this way they can keep the costs of introducing a new 
IT system to an absolute minimum. Furthermore, they 
do not need to train the client’s employees because 
they are already part of the implementation. Just 
keeping it as simple as possible might be the secret.

Case Questions
The entire lifespan (organizational lifecycle) and the 
structure of IMAGINIO is discussed in the case above. 
Based on this, answer the questions below.

1 Discuss the structure of IMAGINIO and com-
pare it to Greiner’s organizational lifecycle theory 
(Exhibit 10.2).

2 Discuss the specific organizational crises and 
compare them to Greiner’s organizational lifecycle 
theory (Exhibit 10.2).

3 Discuss the more general characteristics of the 
crises and compare them to Weitzel and Jonsson 
(Exhibit 10.5).
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Over the next few years, there was an overhaul of 
top management at Boots, and Baker took a number 
of steps to improve efficiency, spruce up the stores 
and be more price-competitive. However, the 1400-
store chain continued to struggle. After a promising 
Christmas 2004 season, sales and profits went flat. 
Undeterred, Baker continued to restructure the com-
pany, culminating in an ambitious merger with the 
wholesale and retail druggist Alliance Unichem in 
2006, and in 2007 the company was bought out by a 
consortium including US former nuclear scientist and 
billionaire, Stefano Pessina, and the famous ‘corpo-
rate raiders’ Kohlberg Kravis Roberts & Co (KKR). As 
a result of the buyout Baker left Alliance Boots, though 
not empty-handed; he exercised stock options worth 
about £13 million. The new merged company per-
formed well into 2008, with increased sales and prof-
its, but the enormous debt burden caused by the 
leveraged buyout has weighed down on the compa-
ny’s results ever since.

The company has changed many of its practices 
to increase efficiencies, from making life less com-
fortable for staff and managers (and worsening the 
employment environment in the minds of some), to its 
invoice procedures. Boots now requires suppliers to 
wait up to 75 days for payment, resulting in criticism 
from the British Federation of Small Businesses, which 
accused the company of using small businesses as an 
‘unofficial source of credit’. In 2018 Boots pharmacists 
chose not to recognize the Boots Pharmacists Associ-
ation anymore due to the employment terms of many 
staff being ‘gradually eroded’ by changes to the com-
pany.1 In 2019 the pharmacists voted overwhelmingly 
to become part of the PDA Union, which will decide on 
pay, hours and holiday for staff within the union.2

Pessina, who took over as executive chairman, 
has continued his hard-driving ways, both in expand-
ing Boots international business into major pres-
ences in countries as diverse as Norway, Ireland, the 
Netherlands, Thailand and Lithuania, and in various 
acquisitions including a major Chinese pharmaceuti-
cal distributor. The biggest deal of all, however, saw 
Alliance Boots sell out to US drug store giant Wahl-
green’s in 2014, creating a giant conglomerate called 
Walgreen Boots Alliance. This alliance has been under 
pressure recently due to retail competition, chang-
ing drug-price economies and consolidation among 
rivals.3 This led to a decrease in share prices in April 
2019 of 13 per cent, the biggest fall since 2014 after 
the announcement of its second-quarter profits, lower 
than planned, and cut its guidance for the fiscal year.4

Boots the Chemist

Boots. When people in the UK think of ‘Boots’, 
they are usually not thinking of sturdy footwear 

but rather of the local chemists and tempting shelves 
stocked with all kinds of health items, cosmetics and 
toiletries. Boots is a much-loved and trusted retail 
brand in the UK, but when Richard Baker took over 
as chief executive in 2003, the company was looking 
– well, a bit down at heel. Baker found himself fac-
ing one of the most difficult jobs in retailing, helping 
the troubled company find a way to compete with the 
growing power of large supermarket chains like Tesco 
and Asda (Baker’s former employer).

Baker immediately recognized many of the problems, 
such as antiquated distribution and information technol-
ogy (IT) systems, high costs and inefficient processes, 
cluttered stores and excessive headquarters person-
nel. But he soon realized there would be no quick fixes, 
because the roots of Boots’s troubles went very deep, 
right to the heart of the organization. Indeed, the cultural 
values at Boots Co. Plc, he found, were woefully out of 
sync with today’s fast-moving, competitive environment.

Baker came to Boots from Asda, which is owned 
by the US-based discount giant Walmart. At Asda, 
he had been used to a culture of openness and inno-
vation. Ideas that could promote useful change were 
encouraged and acted on quickly. At Boots, though, 
change was almost viewed as the enemy. Boots had 
its greatest years of success in an era when the world 
moved more slowly and gently. Baker felt that a ‘civil 
service’ culture had developed at the firm, with people 
signing on for lifetime careers and expecting to have 
a comfortable ride up the corporate hierarchy simply 
through length of service. The highly insular culture 
meant that outsiders and outside ideas often seemed 
unwelcome. With home-grown managers and a long 
tradition of doing things a certain way, Boots had 
grown culturally resistant to change. For example, 
one previous chairman says his efforts to encourage 
Boots to concentrate on aspects of the business with 
the most potential for long-term growth were ignored 
by a team of long-serving executives who tended to 
focus on current profits at the expense of the future.

A LOOK INSIDE
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Strong cultures can have a profound impact on a company, which can be either positive or neg-
ative for the organization. For example, 3M Germany, subsidiary of the US-headquartered 3M 

Corporation, was chosen by Capital magazine as the ‘best employer in Germany’ three years in a 
row. Capital magazine said 3M had, ‘credible, competent management, which treated its employees 
fairly and with respect, and maintained a healthy team-spirit’.10, 11 Negative cultural norms, however, 
can damage a company just as powerfully as positive ones can strengthen it. Consider the case of the 
US Enron Corp., where the corporate culture supported pushing everything to the limits: business 
practices, rules, personal behaviour and laws. Executives drove expensive cars, challenged employees 
to participate in risky competitive behaviour, and often celebrated big deals by heading off to a bar or 
dance club. Corporate culture at Enron ultimately led to bankruptcy and criminal convictions for top 
executives.12 An internationally widespread corporate culture in which short-term personal financial 
gain for executives was valued above all other values including long-term company health is widely 
thought to have played a key role in setting off the global financial crisis that began in 2007–2008.13, 14

A related concept concerning the influence of norms and values on how people work together 
and how they treat one another and customers is called social capital. In organizations with a high 
degree of social capital, relationships are based on trust, mutual understandings and shared values 
that enable people to cooperate and to coordinate their activities so as to achieve organizational 
goals.15 Organizations can accumulate varying levels of social capital. Goodwill could be viewed 
as a form of social capital. When relationships both within the organization and with customers, 
suppliers and partners are based on honesty, trust and respect, a spirit of goodwill exists and peo-
ple willingly cooperate to achieve mutual benefits. A high level of social capital enables smooth social 
interactions and exchanges that help to facilitate smooth organizational functioning.

eBay makes use of social capital as it brings together millions of buyers and sellers, and despite 
tough competition from Amazon that caused a drop in revenues from 2013 onwards, continues 
to deliver strong earnings, with annual revenue of around $10.75 billion in 2018.16, 17, 18 The com-
pany harnesses and protects goodwill and trust through mechanisms that include a feedback system 
enabling buyers and sellers to rate one another, discussion boards that build a sense of community 
among site users and even regular all-day focus groups with representative buyers and sellers. Inevi-
tably, eBay also attracts some people who abuse the system. The company has been accused by some 
European authorities of turning a blind eye towards unscrupulous vendors such as those who sell 
fake branded goods,19 accusations that are potentially corrosive of trust and damaging for business. 
For this reason, the company has to balance the advantages of a free-wheeling, low-bureaucracy mar-
ket with adequate buyer and seller protections. Apart from cracking down on counterfeiters, eBay 
successfully managed to broaden its business to include a higher proportion of fixed price trans-
actions between buyers and sellers (including increasingly large corporations). However, like many 
other companies, eBay has been strongly criticized for its tax avoidance practices; in 2018 the BBC 

ONLINE 
COUNTERPOINT 11.1

So far, Boots retains its familiar presence and look 
and-feel on the UK high street. But the company 
is now controlled from the United States, though 
Pessina remains CEO of the new firm. This indicates 
a bureaucratic structure, but the present-day Boots 
company, still based in Nottingham, can be described 
as a multi-divisional corporation. The cultural values of 
the firm demonstrate an innovative outlook, cultivat-
ing an open and entrepreneurial mindset in all that the 
company does.5 Trust, care, partnership and dedica-
tion are mentioned as core values of the company as 
well.6 The familiar high street chemist is an increasingly 
small – and regularly flipped – part of giant corporate 
empires, with a growing list of critics of its cut-throat 

business practices in the UK and beyond. But the 
question is: will it be able to continue to  capture the 
loyalty of British shoppers?7 In 2019 the company 
announced that it would close 200 stores due to a fall 
in pre-tax profits of £100 million and sales reduction 
of 2 per cent in 2018 compared to 2017.8 There has 
also been some controversy over the sale of home-
opathic remedies at the store. This goes back as far 
as 2010 when 300 protesters gathered outside shops 
around UK cities to take overdoses of homeopathic 
fluids and tablets to prove their ineffectiveness.9 There 
has been some debate over the ethical nature of 
selling a product with no evidence that it works as a 
medicine.
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reported that Amazon UK had paid only £1.7 million in UK taxes despite profits reaching £72.3 mil-
lion, this reduction in taxes was achieved by the company awarding shares to employees.20 Can com-
panies like eBay, Amazon, Facebook, Google and Ikea continue to use mechanisms to avoid tax such 
as having headquarters in low tax jurisdictions, and still retain ‘social capital’ in countries where they 
do most of their business but do not pay much tax to help support the social safety net?21 Addition-
ally, companies like Facebook have been attacked by governments over their handling of private data, 
such as in the Cambridge Analytica Scandal when thousands of Facebook users’ data was sold to 
the analytics company, and allowing fake news to spread virtually unchecked. During the Australian 
Federal election campaign in 2019 the company failed to remove fake news posts about a supposed 
‘death tax’ which a labour government would bring in if elected. The competition regulator chairman 
accused Facebook of ‘palming off responsibility’ and said the platform was acting as a publisher 
without taking any editorial responsibility.22

Organizations also build social capital by being open and honest and cultivating positive 
social relationships among employees and with outsiders.

Relationships based on self-interest and subterfuge, such as those at Enron, can be devastating 
to a company and these traits even destabilize an entire economy, as was seen in the global financial 
crisis that began in 2007, when a culture of self-interested risk-taking became the norm in countless 
financial institutions across North America and Europe, plunging the world into its worst economic 
crisis since the Great Depression of the 1930s. Social capital is a relevant concept for both corporate 
culture and ethics, which is the subject matter of this chapter.

ONLINE 
COUNTERPOINT 11.2

social capital (the networking capacities of the people 
in an organization). Without human capital, economic 
capital will be under- utilized; machinery will not be 
properly maintained or deployed, high-tech compa-
nies will not develop new applications for sale, etc. But 
even with ample economic capital and human capital, 
companies will not succeed unless they can make the 
necessary connections. Things like building supplier 
networks depends on staff with contacts and good 
interpersonal skills. Winning contracts depends on 
credibility. Dealing with government regulators effec-
tively and efficiently means being able to get along and 
resolve different interpretations smoothly and in the 
interests of your organization. These factors are exam-
ples of social capital: hard to measure, but essential to 
success.23 In the end it is a matter of culture.

Different forms of capital?

Until recent years the term ‘capital’ described 
economic capital: financial resources that are 

needed in order to establish and develop a business. 
However, scholars have realized that economic cap-
ital alone is insufficient to succeed. Other inputs are 
needed, including human capital (the education and 
skills managers and employees bring with them) and 

LEADING BY DESIGN

Purpose of this Chapter
This chapter explores ideas about corporate culture and ethical values, and it considers how 
these are influenced by organizations. The first section describes the nature of corporate cul-
ture, its origins and purpose, and how to identify and interpret culture through ceremonies, 
stories and symbols. We then examine how culture can reinforce the strategy and structural 

design to improve effectiveness, and then discuss the important role of culture in organizational 
learning and high performance. Next, the chapter turns to ethical values and social responsibility. 
We consider how managers implement structures and systems that influence ethical and socially 
responsible behaviour. The chapter also discusses how leaders shape culture and ethical values in a 
direction suitable for strategy and performance outcomes. The chapter closes with a brief overview 
of the complex cultural and ethical issues that managers face in an international environment.

65900_ch11_hr_362-401.indd   366 1/9/20   12:12 PM



CHAPTER 11 ORGANIZATIONAL CULTURE AND ETHICAL VALUES 367

COUNTERPOINT 11.1
The idea that everyone in an organization subscribes to a shared set of values, norms, etc. is contentious. 
Within most organizations there is diversity, so the claim of commonality could instead be seen as a form of 
prescriptive control which says: ‘These are the values that you should have or at least display if you are an 
employee of this company’. What is interesting is where the idea of a shared set of values comes from – who 
is it who decides what these are? The probable answer is senior managers (or perhaps consultants hired to 
identify the values) who select and distil from their experience what they believe or would like the values to be.

EXHIBIT 11.1 Levels of Corporate Culture

Underlying values,
assumptions, beliefs,

attitudes, feelings

Observable symbols,
ceremonies, stories, slogans,

behaviours, dress,
physical settings

Organizational Culture
The subject of organizational culture begs a number of questions. Can we identify cultures? Can 
culture be aligned with strategy? How can cultures be managed or changed? The best place to 
start is by defining culture and explaining how it can be identified in organizations.

What Is Organizational Culture?
Organizational culture is the set of values, norms, guiding beliefs and understandings that is shared by 
members of an organization and is taught to new members (see Counterpoint 11.1).24 It represents the 
largely unwritten, feeling part of the organization. Everyone participates in culture, but culture generally 
goes unnoticed. It is often only when organizations try to implement new strategies or programmes that 
go against basic cultural norms and values that they come face to face with the power of culture.

Organizational culture exists in both comparatively superficial and more deeply embedded 
forms, at two levels, as illustrated in Exhibit 11.1. 
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On the surface are visible artifacts and observable behaviour – the ways people dress and 
act and the symbols, stories and ceremonies organization members share. The visible elements 
of culture may reflect or they may mask deeper values in the minds of organization mem-
bers. These underlying values, assumptions, beliefs and thought processes are the less man-
ifest, more deeply engrained aspects of culture.25 For many years, for example, Central and 
Eastern Europe was dominated by the Soviet Union whose Communist government imposed a 
domineering, neo-classical architecture on new buildings that reflected the omnipotence of the 
state. When capitalism re-emerged in these countries in the 1990s, early corporate architecture 
tended to reflect an unimaginative copy of Western-style chrome and glass structures. As a 
native corporate culture has emerged, local companies are beginning to demand buildings that 
reflect their own identities. In Hungary, for example, HungaroControl, the country’s national 
air traffic control company, engaged a Hungarian architect to build a new headquarters which 
has been described as, ‘a blocky, bricky slice of earthiness that departs entirely from the inter-
national model of dumb glazing and pointless form’.26 Architecture is just one way that the 
attributes of culture display themselves as a patterned set of activities carried out through 
social interaction.27 Those patterns can be used to interpret organizational culture.

Emergence and Purpose of Culture
Culture can, for better or worse, provide members with a sense of identity and generate in 
them a commitment to beliefs and values that are larger than themselves. Although ideas that 
become part of culture can come from anywhere within the organization, an organization’s 
culture generally begins, at least, with a founder or early leader who articulates and imple-
ments particular ideas and values as a vision, philosophy or business strategy.

When these ideas and values are identified as a source of success, they tend to be affirmed 
and institutionalized, and an organizational culture emerges that reflects the vision and strat-
egy of the founder or leader.28 For example, Jack Ma, the founder of Alibaba, the successful 
Chinese B2B auction firm, worked night and day during the company’s early phase to build a 
corporate culture different from the hierarchical tradition typical in Chinese firms. ‘Alibaba’s 
culture is no matter what you do, you have to please the customer’, says Ma. At the begin-
ning, he says he slept only two or three hours a day, but now that the company’s culture is 

well embedded in his team, he can play a more strategic role, ‘In the past I carried an axe on the 
battlefield, but now I command my forces on the battlefield’.29, 30

When cultures are purposefully constructed or shaped by managers, they are valued for 
performing at least two functions: (1) to integrate members so that they know how to relate 
to one another, and (2) to facilitate adaptation to the external environment. Internal integration 
means that members develop a collective identity and know-how to work together effectively 
(Counterpoint 11.2). It is culture that guides day-to-day working relationships and determines 
how people communicate within the organization, what behaviour is acceptable or not acceptable, 
and how power and status are allocated. External adaptation refers to how the organization 
meets goals and deals with outsiders. Culture helps guide the daily activities of workers to meet 
certain goals. It can help the organization respond rapidly to customer needs or the moves of a 
competitor. As discussed in this chapter’s Bookmark 11.0, culture plays a key role in transforming 
an organization’s performance from average to truly great.

COUNTERPOINT 11.2
This idea of culture as ‘internal integration’ can also be seen as indoctrination – as, for example, at 
Toyota or IBM. The idea of ‘corporate culture’ is charged with setting out how people should work 
together, communicate with each other, adjudicate what is acceptable and determine how allocations 
of status and power are made. If successful, the outcome is a group of identikit employees – like those 
at Enron, for example – who ‘work together effectively’ but become sect-like in their activities. In the 

ONLINE 
COUNTERPOINT 11.4

ONLINE 
COUNTERPOINT 11.3
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The organization’s culture also guides employee decision-making in the absence of written 
rules or policies.31 Both functions of culture are related to building the organization’s social capital, 
by forging either positive or negative relationships both within the organization and with outsiders.

Interpreting Culture
Some of the typical and important observable aspects of culture are rites and ceremonies, 
stories, symbols and language.32

Rites and Ceremonies Important artifacts for culture are rites and ceremonies, the 
elaborate, planned activities that make up a special event and are often conducted for the 
benefit of an audience. Managers can hold rites and ceremonies to provide dramatic exam-
ples of what a company values. These are special occasions that reinforce specific values, create 
a bond between people for sharing an important understanding, and anoint and celebrate heroes 
and heroines who symbolize important beliefs and activities.33

Four types of rites that appear in organizations are summarized below. Rites of pas-
sage facilitate the transition of employees into new social roles. Rites of enhancement create 
stronger social identities and increase the status of employees. Rites of renewal reflect train-
ing and development activities that improve organization functioning. Rites of integration 
create common bonds and good feelings among employees and increase commitment to the 
organization. The following examples illustrate how these rites and ceremonies are used by 
top managers to reinforce important cultural values.

 ■ In a major bank, election as an officer was seen as the key event in a successful career. A series 
of activities accompanied every promotion to bank officer, including a special method of 
notification, taking the new officer to the officers’ dining room for the first time and the new 
officer buying drinks on the Friday after his or her notification.34 This is a rite of passage.

 ■ Avon, the giant direct sales marketing firm that has made the ‘Avon Lady’ famous in 140 
countries, uses awards ceremonies as a motivating tool for its army of sales consultants. 
For many, Avon work is a first step back into the world of business after taking time out 
to raise families. The company’s recognition of the achievements of its sales workforce 
builds loyalty and commitment. At a recognition ceremony in Birmingham, UK, one 
award- winner, Natalie Ellis, said that, ‘Avon has been a turning point in my life. I’ve never 
seen myself as an entrepreneur before, but that’s exactly what this job has enabled me to 
become. I’ve really surprised myself at how much I’ve achieved’.35

 ■ When Nigeria’s Wema Bank emerged from a period of financial difficulties and necessary 
restructuring, the Bank’s leaders organized a colourful relaunching ceremony, including a tradi-
tional royal chief, Awujale of Ijebuland, and invited key business and community leaders from 
the Lagos region. After the chief’s speech calling for everyone to work together to support the 
relaunched bank, he led the invitees in impromptu dancing.36 This is a rite of renewal.

 ■ When new staff join the Japanese automaker Toyota, they are quickly inculcated in the 
Toyota Way. Everyone in every Toyota enterprise worldwide, from the humblest cleaner 
to the top executives, can articulate the company’s commitment to respect for people and 

absence of diversity, it is difficult to think critically or to innovate except in ways that comply with 
‘the culture’, whatever this is dictated or designed to be. There is little possibility for gaining any 
distance from values that are ostensibly all-embracing and sacrosanct.

External adaptation may also result in striving to respond to others’ demands – ultimately 
shareholders if it is a publicly listed company – without regard to the ethics of what is done. Almost 
any dubious practice can be justified in the name of compliance with ‘the culture’ – either because it is 
deemed to be key to ‘internal integration’ or essential for ‘external adaptation’.

ONLINE 
COUNTERPOINT 11.5

ONLINE BRIEF 11.1
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continuous improvement. Toyota consciously builds a team spirit in which each individual 
feels they are respected as part of a family. From the company song to the plethora of inter-
nal clubs based on sports, hometowns, hobbies, etc.,37 Toyota supports numerous rites of 
integration.38

changes in relationships between organizations and 
people who work for them.

Unlike many workers, Barley and Kunda’s IT  
contractors are not obvious victims of production 
re-engineering. They are in high demand, enjoy high 
earnings and can usually work when and how they 
choose. Nevertheless their work lives are radically 
different from counterparts who have continued to 
work as regular staffers. To begin with, the contrac-
tors’ success depends on different capacities. While 
technical skills are a prerequisite for both groups of 
workers, the contractors need different types of social 
capital in order to succeed (see above in this chapter 
for a discussion of social capital). Whereas an effec-
tive employee or manager in the firm will tend to be 
successful when s/he has strong social capital ties 
within the organization, the contractor will be more 
likely to be successful when s/he has looser but far 
more dispersed networks; what Barley and Kunda call 
networks with structural holes.

Similarly, contractors must guess trends for them-
selves and invest in learning the skills required for 
new IT skills so that they will profit from such trends. 
In short, they must self-manage in the absence of a 
traditional management structure that would in earlier 
times have ensured that a company’s workers had 
up-to-date skills.

The trend to outsourcing IT professional work also 
creates new or expanded employment agencies that 
specialize in matching contractors with companies 
needing IT expertise for specific projects. The tradi-
tional human resource management function, pre-
viously carried out by an in-house department, thus 
also moves outside the organization.

Despite the advantages of greater freedom over 
when and where they carry out their work, the con-
tractors had to assume responsibility for various costs 
that are covered by the employer in the case of the 
regular workforce. They are no longer covered by 
employee-paid benefits such as healthcare and sick 
leave, and it is up to them to keep abreast of new 
technical developments. But the differences don’t 
stop at the financial level. Contractors told Barley 
and Kunda that their whole lives tended to become 

Have you read this book?

Gurus, Hired Guns and Warm 
Bodies

SIMON BARLEY AND GIDEON KUNDA

As we shall see in Chapters 12 and 13, traditional 
organizational structures, with their stable hier-

archies reflected in pyramid-shaped organization 
charts, are being challenged by various business 
process innovations. Technological innovations 
and relaxed regulation of labour markets and of 
trade, permit businesses to extend production pro-
cesses in numerous ways. The traditional work-
place, such as the giant automobile plants pioneered 
by US manufacturers in the 1930s, is being bro-
ken up and dispersed into numerous locales, from 
homes – with teleworking as an increasingly common 
 phenomenon – to across oceans, with service jobs 
shifted to lower cost labour areas.

Changes in the organization of production – 
whether of goods or services – do not merely shift the 
physical location of business activities, but also trans-
form the character of organizations and the relations 
between people involved in production. Organiza-
tions’ core activities, previously carried out by regular 
staff, are to an increasing extent being carried out by 
contractual workers.

In their book Gurus, Hired Guns and Warm Bod-
ies, Barley and Kunda explore the phenomenon of 
contractualization of key tasks in IT firms in Silicon 
Valley, California, the centre of the US software indus-
try. Their study, carried out through in-depth dia-
logue with 71 highly skilled IT professionals working 
as contractors, reveals how the transformation in the 
way production is organized has led to fundamental 

BOOKMARK 11.0
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Stories Stories are narratives based on events that are frequently shared among organi-
zational employees and told to new employees to inform them about an organization. Many 
stories are about company heroes who serve as models or ideals for serving cultural norms 
and values. Some stories are considered legends because the events are historic and may have 
been embellished with fictional details. Other stories are myths, which are consistent with 
the values and beliefs of the organization but are not supported by facts.40 Stories keep alive 
the primary values of the organization and provide a shared understanding among all employees 
(see Counterpoint 11.3). Examples of how stories shape culture are as follows:

 ■ Stephen Denning was a manager in the African division of the World Bank, a global insti-
tution that finances development in poorer countries. He became frustrated that, while 
Bank staff had extensive knowledge about development issues, this was rarely dissemi-
nated to the grassroots where development workers faced challenges like the explosion of 
HIV/ AIDS cases. After banging his head against the wall trying to make himself heard, he 
attended a storytelling workshop where he learned how important it is to paint pictures 
that people can visualize. He started telling the (true) story of how a health worker in 
Zambia needed some information about AIDS, but unaware of the World Bank, which had 
lots of expertise located both in-country and globally, she connected to the internet and 
eventually downloaded information from the Centers for Disease Control in the United 
States. Most grassroots workers wouldn’t have the initiative or technology to go that far 
in search of information. The story struck a chord with Bank senior staff, and within a 
couple of years the World Bank had set up a global Knowledge Management division, 
headed by Denning, that made it its business to ensure that Bank knowledge is effectively 
disseminated.41

 ■ At 3M Corp., the story is told of a vice president who was fired early in his career for 
persisting with a new product even after his boss had told him to stop because the boss 
thought it was a stupid idea. After the worker was fired, he stayed in an unused office, 
working without a salary on the new product idea. Eventually he was rehired, the product 
was a success, and he was promoted to vice president. The story symbolizes the 3M value 
of persisting in what you believe in.42

ONLINE 
COUNTERPOINT 11.6

monetized. Because they chose when to work or not, 
they could put an exact price on the times they wer-
en’t working; spending time with their children, watch-
ing a sports game, etc. As a result, ‘many contractors 
exercised their flexibility by working long hours and 
forgoing vacations for years at a time’. In addi-
tion, contractors tended to invest heavily in building 
social capital through intensive networking, another 
time-consuming activity on which regular employees 
focused much less attention.

Barley and Kunda’s study suggests that the 
nature of work and organizations has changed 
drastically over the past generation, with the flat-
tening of hierarchies, and complex organizations 
being dismantled in favour of leaner structures 
relying on short-term networks and alliances with 

‘free agent’ consultants. This new approach does 
release skilled consultants from a strict 9 to 5 reg-
imen, but ironically the self-employed consultants 
tended to impose far more onerous working condi-
tions on themselves than their previous employers 
had done. This phenomenon of self-management 
appears to be a common feature in contempo-
rary organizations; Willmott amongst others has 
noted the tendency for organizational discipline to 
be manifested through the construction of a self- 
motivating corporate culture rather than through the 
exercise of hierarchical discipline as was the case in 
the industrial era.39

Gurus, Hired Guns and Warm Bodies, by Simon Barley and 
Gideon Kunda is published by Princeton University Press.
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Symbols Another tool for interpreting culture is the symbol. A symbol is something that 
represents another thing. In one sense, ceremonies, stories, slogans and rites are all symbols. They 
symbolize deeper values of an organization. Another symbol is a physical artifact of the organiza-
tion. Physical symbols are powerful because they focus attention on a specific item.

In recent years many Korean companies have shifted from bold, aggressive symbols, often 
based on the company’s Roman alphabet initials, towards softer and gentler images designed to 
communicate a caring company. For example, the Hanwha conglomerate (formerly Hankook) 
started in the chemicals industry and developed product lines including military equipment and 
weapons. It has recently expanded into service industries including solar energy, and has adopted 
a new ‘friendly’ logo (which can be found online) with three hand-drawn circles over the company 

name printed in gentle, rounded letters.45, 46

Symbols can also represent negative elements of corporate culture. At Enron, premium 
parking spots were symbols of power, wealth and winning at any cost. At the company’s 
London office, executives submitted blind email bids for the limited spaces. One top manager 
paid £4000 to use a well-placed company spot for a year.47

Language The final medium for influencing culture is language. Many companies use a 
specific saying, slogan, metaphor, motto or other form of language to convey special meaning to 
employees. Slogans can be readily picked up and repeated by employees as well as customers of the 
company. The Canadian company Rocky Mountain Soap built its image around the slogans, ‘Be 
Kind, Be Real, Be Natural’, more recently sharpening the environmental edge in the new corporate 
motto, ‘Cleaner Bodies, Cleaner World’. There is a synergy between the company’s motto and its 
founders’ philosophy. Unlike other firms that often misuse words and images of the great out-
doors in selling standard industrial products, Rocky Mountain Soap goes to tremendous lengths to 

COUNTERPOINT 11.3
One problem with corporate storytelling is that while myths can be powerful and motivate 
commitment and change, they can also (sometimes at the same time) be misleading and obscure 
alternative explanations as well as deeper underlying issues. In the case of the World Bank cited 
above, for example, Stephen Denning’s storytelling undoubtedly played a key role in the Bank’s 
decision to invest heavily in ‘knowledge management’. The Bank even started to present itself as ‘the 
Knowledge Bank’. But many observers have argued that the information disseminated by the Bank 
was often little more than self-serving propaganda designed to make the organization seem interested 
in eradicating global poverty, while the Bank’s fiscal programmes that make up the great bulk of 
its development activity lead to deskilling and disinvestment in developing countries, thus actually 
increasing poverty.43

It can also be risky to follow the prescriptions of corporate mythmakers. The Harley-Davidson 
motorbike is famous for having turned around its image from being a heavy, unreliable monster 
ridden by thugs and leaking oil all over US highways, to one of the few truly global icons of cool. 
Harley-Davidson executives naturally like to take credit for the turnaround, telling a story of how 
they had focused on quality, befriended Harley owners’ groups and listened to customers’ concerns, 
and even taken to riding the bikes themselves to understand where they could be improved. Douglas 
Holt convincingly argues that – whether the myth had any basis in truth or not – the actions of 
executives had nothing to do with Harley’s sudden success. Rather, by chance, Harley became a 
cultural icon through popular culture’s mythologization of outlaw culture in movies like Easy Rider. 
Professionals with greying temples and plenty of disposable income saw an opportunity to recapture 
some of their fading glamour by riding these outlaw machines, and, by fluke, Harley-Davidson 
Company benefited from a windfall of sales and profits, even though neutral observers say the 
company was still badly mismanaged. The company’s claim to have masterminded its success might 
seem harmless enough, except that when executives in other companies try to copy Harley executives’ 
story, they typically end up failing, because that story did not account for the company’s success and 
offers no useful lessons for other companies.44

ONLINE 
COUNTERPOINT 11.7
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remain true to the slogan. Products are developed in the company’s small Rocky Mountain head-
quarters rather than in a distant laboratory. Only genuine natural ingredients including mountain 
glacier water are used, and advertising is low key and personal, such as sending customers a free 
bar of soap on their birthday.48 Their environmental policy is particularly impressive and in keep-
ing with products that are 100 per cent natural. The products are biodegradable and do not harm 
watersheds or eco systems; there is minimal use of packaging, which is selected with sustainability 
as a priority; they return to the electricity grid an equivalent amount of wind power for whatever 
is used in their workshop and stores, and staff are incentivized to use car-pools or bicycles.49 The 
company also engages in environmental campaigns that fit with Rocky Mountain Soap’s philos-
ophy and business practices. For example, in 2012, company co-founder Karina Birch became a 
key organizer for the Environmental Defence NGO’s ‘Just Beautiful’ campaign, which calls for 
toxic ingredients to be removed from all personal care products. Birch says, ‘Our company’s core 
purpose is to remove toxins from the world. What better organization could we partner with as 
we pursue this never ending quest than Environmental Defence and their Just Beautiful campaign? 
Our goals align perfectly and my hope is that by working together we can rally enough consumers 
around our cause to finally propel the change that we need to see in Canada’s regulations’. The 
company is not perfect but does try to make its environmental footprint as small as possible. How 
many other companies, or indeed people, could come anywhere close to making that claim? One 
company attempting to reach a similar pinnacle is Waitrose. In 2019 the supermarket announced 
a packaging-free trial in its Oxford shops in a drive to eliminate unnecessary plastics in packaging. 
Customers can take their own containers to fill from dispensers and refill stations with products 
including wine, beer, rice and cleaning products.50 After documentaries such as Blue Planet rein-
forced public interest in environmental issues, many retailers were criticized for not acting quickly 
enough to reduce plastic usage. Whether this is a genuine concern for the environment or pander-
ing to public interest is debatable, but some would argue that the reason is irrelevant as long as 
the result is to become more environmentally friendly.

Another example of companies getting involved in social causes could be the brands support-
ing the LGBT community. Skittles produced a white pack of sweets to celebrate Pride in 2017. Its 
message was, ‘during Pride, only one rainbow matters. So we’ve given up ours to show support’.51 
This led to both support and criticism with some applauding the company’s support for Pride 
month and some claiming it would lead to Pride becoming more ‘white/capitalist’.52

Other significant uses of language to shape culture are as follows:

 ■ Before it was acquired by Oracle in a hostile takeover, which had initially been blocked by 
the US Department of Justice on the grounds that it would break anti-trust laws, PeopleSoft 
Inc. prided itself on a close-knit, family-like culture. Employees called themselves People-
People, shopped at the company PeopleStore, and munched on company-funded People-
Snacks. The use of this special lingo reinforced the distinctive cultural values. The loss of 
the culture was painful for employees, many of whom were laid off after the takeover.53

 ■ Metaphors are often used in order to ‘domesticate’ corporate activities. For example, when 
Daimler and Chrysler merged at the end of the twentieth century, phrases such as 
‘a marriage of equals’ and ‘a match dictated by chemistry’ were used to describe the 
arrangement, encouraging staff to think positively about the merger as one built on 
attraction, compatibility and mutual respect. Such use of language can undoubtedly 
help smooth corporate restructuring, although it always runs the risk of being sub-
verted by disaffected staff; in fact the merger was effectively a Daimler takeover, and 
some disgruntled Chrysler employees were heard commenting that it was ‘more like a 
shotgun marriage’.54, 55

Recall that culture comprises underlying values and assumptions and visible artifacts 
and observable behaviour. The slogans, symbols and ceremonies just described are artifacts 
that articulate underlying company values. These visible artifacts and behaviours can be used 
(and abused) by managers to shape company values and to strengthen organizational culture.

ONLINE 
COUNTERPOINT 11.8
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Innocent Smoothies in the UK was sold to Coca Cola in 2013. The company is known for its 
healthy and natural products, with a goal of ‘getting healthy drinks to people to help them live 
well and die old’. The company started as a small business run by three students from Cambridge, 
UK.56 There was therefore a negative reaction to the news of the sale as the Coca Cola brand 
image is somewhat different, a huge global conglomerate providing fizzy drinks.57 However, Inno-
cent has since continued its lines, adding a vegetable-based ready meal range and becoming a 
founder member of the new plastic initiative ‘The UK plastics pact’ as well as producing new 
smoothie bottles made from 50 per cent recycled plastic and 15 per cent plant plastic, with an 
aim for all their products to be made from renewable materials by 2022.58 Though Innocent has 
bounced back from the reaction of customers to the sale, this shows the dangers of a company 
setting a distinctive image; that image must be maintained or updated to continue its success.

Organization Design and Culture
A synergistic culture can be assessed along many dimensions, such as the extent of collaboration 
versus isolation among people and departments, the importance of control and where control is 
concentrated, or whether the organization’s time orientation is short range or long range.59 Here, 
we will focus on two specific dimensions: (1) the extent to which the competitive environment 
requires flexibility or stability; and (2) the extent to which the organization’s strategic focus and 
strength are internal or external. Four categories of culture associated with these differences, as 
illustrated in Exhibit 11.2, are adaptability, mission, clan and bureaucratic.60

EXHIBIT 11.2 Relationship of Environment and Strategy to Corporate Culture

Source: Based on Daniel R. Denison and Aneil K. Mishra, ‘Toward a Theory of Organizational Culture and Effectiveness’, Organization Sci-
ence 6, no. 2 (March–April 1995), 204–223; R. Hooijberg and F. Petrock, ‘On Cultural Change: Using the Competing Values Framework to 
Help Leaders Execute a Transformational Strategy’, Human Resource Management 32 (1993), 29–50; and R. E. Quinn, Beyond Rational 
Management: Mastering the Paradoxes and Competing Demands of High Performance (San Francisco: Jossey-Bass, 1988).
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Clan Culture 

Primary Goal: human resource
 development

Subgoals: cohesion, morale, 
 training

Adaptability Culture

Primary Goal: growth, resource
 acquisition

Subgoals: flexibility, readiness, 
 external evaluation

Mission Culture
Primary Goal: productivity, 
 efficiency, profit

Subgoals: planning, goal setting

Bureaucratic Culture
Primary Goal: stability, 
 equilibrium

Subgoals: information
 management
 communication

These four categories relate to the fit among cultural values, strategy, structure and the envi-
ronment. Each can be successful, depending on the needs of the external environment and the 
organization’s strategic focus.
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The Adaptability Culture
The adaptability culture is characterized by strategic focus on the external environment through 
flexibility and change to meet customer needs. The culture encourages entrepreneurial values, 
norms and beliefs that support the capacity of the organization to detect, interpret and trans-
late signals from the environment into new behaviour responses. This type of company, however, 
doesn’t just react quickly to environmental changes – it actively creates change. Innovation, crea-
tivity and risk-taking are valued and rewarded.

Technology companies need to have an adaptability culture. The pace of change is so fast 
that any company failing to adapt quickly to competitive innovations will soon be a casualty left 
behind on the information superhighway. The concept of the ‘real time enterprise’ emerged from 
the high-tech sector and reflects the goal of responding instantly to emerging issues. Partly this is 
possible through technology; BTexact (now part of BT Design)61 started off as British Telecom’s 
internal business support division but quickly became a major money-earner, helping companies 
reorganize their back-office functions to save money. That involves smart use of new technology 
to monitor blockages in processes, such as delays in transferring patient data between doctors’ 
surgeries and hospitals. But success also requires an adaptability culture; there is no point spend-
ing money on high-tech fixes if staff are unwilling to change. Much of BTexact’s work involves 
working with staff in institutions such as the National Health Service, training them both to use 
new technology and work more flexibly and efficiently.

Business models are increasingly built upon flexibility. The low-cost carrier in the airline 
industry is a good example, so successful indeed that traditional full-service airlines are being 
priced out of short-haul and medium-haul air travel all over the world. At companies like Ire-
land’s Ryanair, Hungary’s WizzAir and Britain’s easyJet, routes are started up as soon as a 
business opportunity is sensed, and shut down again just as quickly if revenues don’t meet 
expectations. Every possible service except the right to a random seat on the plane is ‘unbun-
dled’ and charged separately, from baggage to seat selection to refreshments. A small staff team 
is responsible for multiple functions, with as many ancillary services outsourced as possible. The 
model works well in keeping down fares, although it often doesn’t do as much for the companies’ 
employees, who always need to be prepared for possible retrenchment.62 Most e-commerce compa-
nies, such as Alibaba, Amazon and Google, as well as companies in the marketing, electronics and 
cosmetics industries, use this type of culture because they must move quickly to satisfy customers. 
There is also the issue in the twenty-first century of workers attached to the ‘gig economy’. An 
article in UK newspaper The Guardian reported that the widow of a worker who had died, after 
skipping hospital appointments, was being evicted from her home. Her husband’s work had no 
pension or life insurance for his wife Ruth Lane to claim, and DPD – the company he had worked 
at for 19 years, provided no form of support for her.63

Mr Lane missed the appointments after being fined by the company for taking time off to 
attend one.64 A DPD spokesperson explained that the worker had been self-employed and there-
fore it was inappropriate for it to comment on his wife’s financial situation.65

This is an example of the rights issues which gig economy workers are facing. Although they 
can be employed by the same company for a number of years the company can claim they are not 
employees but independent contractors and therefore deny them any of the normal rights such 
as paid time off, pension schemes or sick days. In the future, companies and the law will have to 
adjust to this new way of working.

The Mission Culture
An organization concerned with serving specific customers in the external environment, but 
without the need for rapid change, is suited to the mission culture. The mission culture is 
characterized by emphasis on a clear vision of the organization’s purpose and on the achieve-
ment of goals, such as sales growth, profitability or market share, to help achieve the purpose. 

ONLINE 
COUNTERPOINT 11.10
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Individual employees may be responsible for a specified level of performance, and the organization 
promises specified rewards in return. Managers shape behaviour by envisioning and communicat-
ing a desired future state for the organization. As the environment is stable, they can translate the 
vision into measurable goals and evaluate employee performance for meeting them. In some cases, 
mission cultures reflect a high level of competitiveness and a profit-making orientation.

Sports teams aim to build a mission culture; for their fans, success is easily measured in 
terms of trophies won, which in turn builds the value of the organization. Languishing teams 
will make special efforts to create enthusiasm and determination throughout the organization. 
Where they have failed to live up to their fans’ expectations (which are typically on the outer 
limits of realism!) teams will frequently try to ‘reinvent’ themselves, both by calling upon a 
storied past and attempting to build a convincing story for the future. Cardiff City, the Welsh 
capital’s football team, was once a major football power, but for over 50 years had languished 
in the lower divisions of British football. After several near misses at getting into the top flight 
Premier League, and losing out in several Cup Final games, Cardiff City was bought in 2010 
by Malaysian businessman Vincent Tan. In 2012 the club’s team colours were controversially 
changed from their historic blue to red, designed in part to appeal to Asian audiences where 
red is believed to be a lucky colour. The new image (along with a large investment in new 
 players – see Counterpoint 11.4) didn’t seem to do the club any harm on the field; in 2013 they 
finally made it to the Premier League. However, fan discontent marred the team’s stay in the 
Premier League and they were relegated after only a year. Eventually Tan relented and in 2015 
the team’s home colours reverted to the traditional blue and white. A reinvention still needs to 
connect with an organization’s roots and tradition.66

cater to an ever greyer and staider  clientele. This is 
an image perhaps encapsulated when the country’s 
redoubtable 1980s Prime Minister,  Margaret Thatcher, 
declared that M&S was where she liked to shop for 
her underwear. The company remained well enough 
loved in the UK, but when executives attempted 
to replicate the model overseas, the result was a 
resounding thud. Just because foreigners liked to 
watch reruns of Fawlty Towers and Yes Minister did 
not mean they wanted to dress in the same clothes as 
the shows’ lead characters. When CEO, Stuart Rose, 
took over in 2004, the company was bleeding red ink 
and had retreated wounded from its forays overseas. 
Rose soon revamped the company’s image, sharp-
ening the pencil on prices and targeting a younger 

Marks & Spencer

Marks & Spencer is a venerable British brand, but 
for the past few decades it has often had an 

image not dissimilar from that of its home country: a 
formerly great power whose best days seemed to be 
behind it. While upstart high street chains captured 
the imagination of Britain’s youth, M&S seemed to 

IN PRACTICE

COUNTERPOINT 11.4
The other, ‘overlooked’ key ingredient for success in the English Premier League is the financing 
of the club. Although teams such as Leicester City, who broke the stranglehold of the ‘big four’ when 
they won the Premier League in 2016, Stoke City and Swansea have demonstrated that the money of 
Manchester City and Chelsea is not the sole key to success, the capacity to buy in the best players in 
the world certainly helps. That said, the capacity to win or draw a football match is not dependent 
upon individual players but the ability of a team, including the coach, to identify and exploit the 
weaknesses of its opponents, in addition to the balance of good fortune in benefiting from flukes, 
inattentive referees, deflections and so on.
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The Clan Culture
The clan culture has a primary focus on the involvement and participation of the organization’s 
members and on rapidly changing expectations from the external environment. More than any 
other, this culture focuses on the needs of employees as the route to high performance. Involve-
ment and participation create a sense of responsibility and ownership and, hence, greater commit-
ment to the organization.

In a clan culture, an important value is taking care of employees and making sure they have 
whatever they need to help them be satisfied as well as productive. Companies in the fashion 
and retail industries often adopt this culture because it releases the creativity of employees to 
respond to rapidly changing tastes. Wegmans, the New York-based chain of supermarkets, has 
succeeded with a clan culture. Employee commitment and satisfaction are considered key to 
success. Wegmans pays good wages, sends employees on learning trips and offers university 
scholarships for both full- and part-time employees. Employees are empowered to use their 
own initiative and creativity in serving customers.69 Wegmans consistently comes near the top 
in polls of the best companies to work for in the United States, and manages at the same time 
to  consistently make good profits.70

The Bureaucratic Culture
The bureaucratic culture has an internal focus and a consistency orientation for a sta-
ble environment. This organization has a culture that supports a methodical approach 
to doing business. Symbols, heroes and ceremonies support cooperation, tradition and 
follow established policies and practices as ways to achieve goals. Personal involvement 
is somewhat lower here, but that is outweighed by a high level of consistency, conformity 
and collaboration among members. This organization succeeds by being highly integrated 
and efficient.

For many years, bureaucratic cultures have suffered a bad press as the corporate environment 
has favoured flexibility and continuous reinvention. With the global economic troubles that began 
in 2008, however, some commentators began to re-evaluate this perspective. For example, in Brit-
ain, the cautious and conservative building societies – mutual associations that take in depos-
its from mainly small investors and lend out to home buyers – have mainly been in the decline 
since the 1980s, when financial services were liberalized. Many building societies converted them-
selves to banks. The old-time building societies operated according to strict – and ‘bureaucratic’ – 
income criteria to decide whether a person would be given a mortgage to buy a house. In contrast, 
the new banks lent at ever-higher income ratios, sometimes even handing out mortgage loans of 
over 100 per cent of the value of the houses on which they were secured, and then went out onto 

ONLINE 
COUNTERPOINT 11.11

Morrison’s supermarkets. While the company weath-
ered the crisis and continued building its international 
footprint, its fashion business constantly has to rein-
vent itself as fresh while retaining its core market of 
middle class, middle aged shoppers. In 2016 a new 
model connection with Alexa Chung reinvigorated its 
fashion credentials, but still fashion writers pan the 
company’s range as dowdy: ‘these hideous clothes 
are all still pretty expensive, so the idea that they’re 
for your average, style-averse sixty something woman 
doesn’t fly’. Changing organizational culture and 
linked market image is extraordinarily difficult.67, 68

clientele to compete with chains like H&M. Exclusive 
designers were hired, such as Patricia Field, who had 
styled the clothes for the successful Sex and the City 
TV series. The 1960s model Twiggy came back to 
model a range of trendy clothes for mature women. 
By 2008, profits were once again above £1 billion, 
and Rose started to carefully plan another overseas 
venture, with the company opening its first store in 
mainland China in October of that year. Unfortunately 
that coincided with that autumn’s financial and stock 
market meltdown. Rose left to be replaced by another 
prominent retail executive, Marc Bolland, formerly of 
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the global money markets in search of cheap, but ‘hot’, short-term funding for those mortgages. 
All seemed to work well as house prices continued to rise, but when problems developed in the US 
financial markets and credit dried up in 2008, several of the new banks such as Northern Rock 
quickly went to the wall, and disaster was only averted by enormous and costly government bail-
outs.71 Similar stories of the transformation of banking into a version of high stakes gambling 
occurred in many countries around the world.

Culture Strength and Organizational Subcultures
Culture strength refers to the degree of agreement among members of an organization about the 
importance of specific values. If widespread consensus exists about the importance of those val-
ues, the culture is cohesive and strong; if little agreement exists, the culture is weak.72

A strong culture is typically associated with the frequent use of ceremonies, symbols, sto-
ries, heroes and slogans. Oceania in Orwell’s novel 1984 offers a vivid example. Such elements 
are seen to increase employee commitment to the values and strategy of a company. Managers 
who want to create and maintain strong corporate cultures often give emphasis to the selection 
and socialization of employees.73 TechTarget, a Massachusetts, US online media company, uses 
a painstaking hiring process to find the kind of employees who will mesh with the company’s 
unique values. TechTarget has an ‘open-leave’ policy, meaning that employees are free to come 
and go as they please. The culture emphasizes individual autonomy and personal responsibility; 
founder and Chairman, Greg Strakosch, tries to hire people who are independent, achievement 
oriented, conscientious and capable of managing their own time.74 With this approach, TechTar-
get has managed to stay ahead of the curve despite the incredibly rapid pace of  innovation in 
the internet industry, emphasizing the use of ‘big data’ – the strategic use of computing power 
to crunch vast amounts of data to help understand markets and customers. The company con-
tinues to grow and expand internationally with a 2018 revenue of $121.3 million;75 in 2013 
Strakosch was inducted into the ‘Digital Hall of Fame’ at the annual Best of the Web awards.76

Culture is rarely uniform throughout the organization, particularly in large companies. Even 
in organizations that have strong cultures, there may be several sets of subcultures. Subcultures 
develop to reflect the common problems, goals and experiences that members of a team, depart-
ment or other unit share. An office, branch or unit of a company that is physically separated from 
the company’s main operations may also take on a distinctive subculture.

companies – and the ships are of many different sizes, 
doing all kinds of different things, all over the place’.

Whereas other companies have focused on the 
biggest markets in the wealthiest countries, Unilever, 
with its origins in the colonial era, has been selling in 
developing countries since the beginning. Given wildly 
different consumer tastes and different-sized wallets, 
the only way to succeed was to give the company’s 
national subsidiaries considerable autonomy, allow-
ing them to develop internal cultures and business 
strategies suitable to the environments in which they 
were operating. Now that many developing countries 
are becoming more affluent ‘emerging markets’, the 
company’s attention to these formerly small markets is 
paying off in spades; 59 per cent of the company’s rev-
enues came from emerging markets in 2019,77, 78 more 
than all of Europe. India’s Hindustan Unilever, for exam-
ple, is that emerging giant’s largest consumer products 

Unilever Plc

Unilever products are available in every country 
of the world, and one household in every two 

across the globe has at least one Unilever product in 
the home. This global reach is in itself an indication 
of the company’s success, which has been built on a 
far more decentralized corporate strategy than most 
other large multinationals. Back in 1963, Chairman 
George Cole put it succinctly: ‘Unilever is not a ship, 
it is a fleet – several fleets, several hundred subsidiary 

IN PRACTICE
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COUNTERPOINT 11.5
This assumes that management is, or should be, in a position to control culture as if it were 
something that exists independently of their own activities. It may be that ‘poor management’ is itself 
a facet of the culture of the company, and one that cannot necessarily be corrected by changing the 
management. Ultimately, the effectiveness of ‘systems of internal control’, for example, will depend 
upon the perceived legitimacy – something that is culturally dependent.

A mission culture may be dominant, but various departments may reflect characteristics of 
adaptability, clan or bureaucratic cultures. The manufacturing department of a large organization 
may thrive in an environment that emphasizes order, efficiency and obedience to rules, whereas 
the research and development (R&D) department may be characterized by employee empower-
ment, flexibility and customer focus. This is similar to the concept of differentiation described in 
Chapter 5, where employees in manufacturing, sales and research departments studied by Paul 
Lawrence and Jay Lorsch87 developed different values with respect to time horizon, interpersonal 
relationships and formality in order to perform the job of each particular department most effec-
tively. Differentiation is particularly common – and necessary – in multinational corporations, 
where companies need to respond to differing market conditions, cultural differences, regulatory 
environments and business climates in their operations around the world. When differentiation 
succeeds, whether in a national or multinational company, it can leverage maximum productivity 
and revenues from the different capacities within the company. Poorly managed, however, it can 
result in culture clash or in the loss of proper systems of internal control (see Counterpoint 11.5). 
Where the required culture within a particular corporate subdivision varies too greatly from the 
corporate norm, there may be a case for spinning off that subsidiary into a separate company. The 
Anglo-Dutch company Unilever, featured in the In Practice text box above, is famous for diversity 
in its products, its corporate culture and its geographic reach, which at different times has proven 
both a help and a hindrance to the company’s success.

Subcultures typically include the basic values of the 
dominant organizational culture plus additional values 
unique to members of the subculture. However, sub-
cultural differences can sometimes lead to conflicts 
between departments, especially in organizations that 
do not have strong overall corporate cultures. When 
subcultural values become too strong and outweigh 
the corporate cultural values, conflicts may emerge 
and hurt organizational performance. Conflict will be 
discussed in detail in Chapter 14.

Unilever is continuing to make new acquisitions 
including the Graze snack box company in Febru-
ary 2019. However, the company has also sold its 
margarine and spreads division as a ‘declining seg-
ment’.84 In 2019 Alan Jope became the new CEO 
and during the same year Unilever announced a 
sustainable business agenda, warning that brands 
which didn’t contribute positively to the planet or 
society would be culled from the company.85 As soci-
ety becomes more concerned with the environment, 
many companies have begun to move towards more 
environmentally friendly business plans, for example 
IKEA and Panasonic.86

company, with an enormous reservoir of goodwill built 
up over three-quarters of a century of operations. 
Many of India’s top executives cut their teeth at Hindu-
stan Unilever, and the company was chosen fifth-best 
company in the world for leadership development in 
2013 in a Fortune/Hewitt Associates survey.79

Nevertheless, Unilever’s overall financial perfor-
mance has been relatively sluggish compared with 
more centralized competitors like Procter & Gamble, 
due in part, claim critics, to an inability to draw the line 
between creative differentiation and local inefficiencies. 
Patrick Cescau, who took over as CEO in 2005, saw 
greater corporate coherence as one of his top priori-
ties, ‘We have to be culturally relevant, but delivering to 
a global strategy’. When Cescau retired in 2008, Uni-
lever’s board chose for the first time to hire its leader 
from outside the company, selecting as top executive 
Paul Polman, with a background from Procter & Gam-
ble, further sign that the balance between differen-
tiation and global coordination would continue to be 
tilted in the latter direction.80 Results have been very 
positive, with sales over €60 billion in 2018, as well as 
profits continuing to grow to over $11 billion.81, 82, 83
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worked closely with its home base Chiangi airport 
to become the first airline to effectively use biomet-
rics to speed a passenger through check-in, baggage 
drop and security, and on to their flight within a few 
minutes.

As one of a handful of world-class Singaporean 
enterprises, SIA makes it its business not merely 
to practise CSR but to be at its forefront. The air-
line operates a number of charitable projects in the 
Asia–Pacific Region, such as supporting schooling 
for children from low-income families in the Philip-
pines, as well as various projects such as visiting for 
the elderly within Singapore. On a more strategic level, 
the company is invariably represented on committees 
for national activities such as the Singapore Compact 
for CSR, which ties in with the United Nations’ Global 
Compact, and offers comprehensive CSR training for 
smaller and midsize Singaporean companies.89 Like 
many projects in the country, the Singapore Compact 
is a tripartite (government, company, union) initiative. 
SIA itself is majority-owned by Temasek Holdings, the 
Singapore government’s investment holding vehicle. 
The biggest corporate image challenge being faced by 
SIA, along with other world airlines, is climate change 
and the argument that air travel is a significant con-
tributor to the problem. Once again, Singapore Airlines 
was out in front of the issue, producing an annual envi-
ronmental responsibility report for the past seven years 
and rejuvenating its fleet.90 The company was the first 
in the world to acquire the huge A380 Airbus, which 
uses less fuel per passenger than smaller planes, but 
which is viewed with mixed feelings by environmental 
campaigners because of the additional runway infra-
structure needed to support its enormous weight.

Singapore Airlines’ combination of adaptive culture 
and attention to social and environmental values con-
sistently push the company to the top of global rank-
ings. The company has been ranked best airline in the 
world by the World Airline Awards three times in the 
past decade, and between 2007 and 2018 was never 
outside the top three.91, 92

In 2018 the company won the ‘Airline of the Year’ 
award at the Skytrax World Airline Awards as well as 
various other categories such ‘World’s Best First Class’, 
‘Best Airline in Asia’ and ‘Best First Class Airline seat’.93

Singapore Airlines operates in a different social 
environment than Western companies, Singaporean 
society is directed by government to a much greater 
extent than in most Western countries, and this gives 
the company some advantages. For example, in the 

Singapore Airlines

Singapore is one of Asia’s many great success 
stories, and Singapore Airlines (SIA) is a jewel 

in the crown of the successful city-state located at 
the southern tip of the Malay Peninsula. Visitors to 
 Singapore today almost invariably comment on its 
affluence, sparkling cleanliness and sense of order, 
but Singapore’s success, like that of its flagship 
 airline, is built on careful planning and rigorous dis-
cipline. Singapore Airlines was created in 1972, a 
few years after the country achieved independence 
from Malaysia. From its earliest days, SIA managers 
focused on building the airline’s competitive edge 
as offering uniquely high levels of customer service, 
building on south-east Asia’s reputation for hospitality 
with the carefully imaged ‘Singapore girl’ cabin crew. 
At the same time, the company has always operated 
at a profit, unlike most other airlines in a highly vola-
tile and competitive industry, demonstrating what one 
research report describes as the ability to be ‘hard’ 
while also being ‘soft’. SIA aims to be at the forefront 
of technological change and innovation in the indus-
try, and has been first to introduce many services 
that later became industry norms, such as internet 
booking, web and SMS check-in and a whole range 
of high-end services to attract and keep the lucrative 
business executive traveller. At the same time, the 
company has responded to changing social mores. 
As women have assumed a larger and more equal role 
in society, SIA faced increasing criticism from wom-
en’s groups that SIA’s Singapore girl was a sexist and 
even insulting stereotype of women. Despite denying 
that it was bowing to pressure, in 2007 the company 
put out a tender for an image revamp designed to 
create a more formally professional image for its cabin 
crew.88 SIA is in many ways, therefore, an excellent 
example of a company working on its ethical behav-
iour and of the adaptive organization discussed earlier 
in this chapter. This adaptive approach also extends 
to the company’s activities in corporate social respon-
sibility (CSR) and environmental responsibility. In the 
post-September 11, 2001 world, Singapore Airlines 

LEADING BY DESIGN
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Organizational Culture, Learning and Performance
Culture can play an important role in creating a climate that enables learning and innovative responses 
to challenges, competitive threats or new opportunities. A culture that encourages adaptation and 
change may enhance performance by energizing and motivating employees, unifying key people 
around goals and guiding employee behaviour so that actions are aligned with strategic priorities.

Singapore Airlines, described in the Leading by Design box (above), has achieved phenomenal 
success partly because of its strong adaptive culture.96 In Corporate Culture and Performance, Kotter 
and Heskett provided evidence that companies that intentionally managed cultural values outper-
formed similar companies that did not. Until recently, the culture of South Korean companies, such 
as Samsung, were typically hierarchical and male-dominated. This reflected a society that had been 
dominated for many years by the country’s military and paternalistic business leaders. But as the 
country has democratized and opened to the world, values are changing along with corporate needs. 
With success in global markets, Korean companies have recruited international talent. Workforces 
are becoming more diverse, with many more women and young people in management positions. 
Excessive formality in addressing managers has been eliminated, salary and promotion are based 
on performance rather than longevity. Effective campaigns have been implemented against sexual 
harassment, with even senior officials disciplined. ‘If men insist on the old way, they’ll be in trouble’, 
said Cho Yoon Hee, 28, who works at Hyundai Capital, ‘we women won’t take it any more’.97, 98

The #MeToo movement has brought to light the extent of sexual misconduct throughout the 
Western world. In 2017 the hashtag went viral on social media after high profile sexual abuse 
allegations were made against Hollywood producer Harvey Weinstein. After this, allegations 
against powerful men in other industries flooded in and were followed by other issues of gender 
inequality.99

In the United States it led to the #Time’sUp movement in which 300 leading women in 
Hollywood launched an initiative to change the way Hollywood worked in terms of sexual har-
assment, pay disparity and discrimination.100 In the UK companies must declare the gender pay 
gap among employees although some organizations have dragged their feet in doing so despite 
regulations being in place.101 London was the worst UK region in 2019 for the disparity, with men 
being paid roughly a third more than women.102 In other industries it led to the analysis of the 
gender split in top company positions. In April 2019 board member positions of the largest listed 
companies across the EU were split 28 per cent women and 72 per cent men.103 This was a signif-
icant improvement from 2010 when women held only 12 per cent of board member positions.104 
However, the rise is slow and France remains the only EU member state with at least 40 per cent 
of each gender on company boards with more than 500 employees.105 In many areas of Europe 
the figure is still less than a third; Italy, Germany, Belgium, Estonia and Greece among these.106

A danger for many successful organizations is that the culture can become set, making it hard 
for the company to adapt as the environment changes, as we saw in the chapter-opening example 
of Boots, and the discussion later in this chapter on Marks and Spencer. When organizations are 
successful, the values, ideas and practices that helped attain success become institutionalized. As 
the environment changes, these values may become detrimental to, rather than productive for, 
future performance. The impact of a strong culture is not always positive.

high rankings for both customer service and social 
and environmental responsibility are well justified.

In 2019 Singapore Airlines opened its digital inno-
vation lab, known as KrisLab. This is part of the SIA 
Group’s significant investment programme aimed at 
making it the world’s leading digital airline.95

mid-1990s, when pilots were threatening industrial 
action, they were warned by Lee Kuan Yew, the by 
then ‘retired’ founder of Singapore, not to step too 
far out of line. One of the union leaders, who is not 
a Singaporean citizen, even had his residency permit 
revoked.94 Nevertheless, overall, Singapore Airlines’ 
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EXHIBIT 11.3 Sources of Ethical Principles and Actions

Adapted from an Exhibit provided by Susan H. Taft and Judith White. We thank them for furnishing it.

History

Religion, Philosophy,
Geographic Environment,

Nationality, Society, Culture

Local Environment

Organizations,
Geographic Regions/Community,

Family/Clan

Individual Ethics and Actions

Society

Societal Norms
and Values

Laws, Codes
and Regulations

Ethical Values and Social Responsibility
Corporate accounting scandals, allegations that top managers of some organizations made per-
sonal use of company funds, and charges of insider trading have blanketed the media in recent 
years. Top corporate managers are under scrutiny from the public as never before, and even small 
companies are finding a need to put more emphasis on ethics to restore trust among their custom-
ers and the community. As a consequence, of the values that make up an organization’s culture, 
ethical values are now considered among the most important.

Sources of Individual Ethical Principles
Ethical values set standards as to what is good or bad in conduct and decision-making.107 In any 
given group, organization or society there are many areas of consensus about what constitutes eth-
ical behaviour (see Exhibit 11.3).108 National culture, religious heritage, historical background and 
so forth lead to the development of societal morality, or society’s view of what is right and wrong. 
Societal morality is often reflected in norms of behaviour and values about what makes sense for 
an orderly society. Some principles are codified into laws and regulations, such as laws against 
drink driving, robbery or murder. In the light of the social moralities, including organizational 
conceptions of what is right and wrong, people develop their own ethical values – for example, by 
conforming doggedly to them, by completely rejecting them, or by critically engaging with them.

Laws, as well as unwritten societal norms and values, form important elements of the local 
environment including community, family and place of work.

It is important to acknowledge the personal quality of ethics, as ethics involves a decision to 
act or the failure to take action (e.g. to take action to expose or challenge the wrongdoing of oth-
ers). Organizational culture can exert considerable influence on such decisions and so can encour-
age or impede ethical actions or promote unethical and socially irresponsible behaviour.
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Managerial Ethics and Social Responsibility
Many of the recent scandals in the news have dealt with people and corporations that broke the 
law. But it is important to remember that ethics goes far beyond behaviour governed by law.109 
The rule of law arises from a set of codified principles and regulations that describe how people 
are required to act, that are generally accepted in society and that are enforceable in the courts.110

The relationship between ethical standards and legal requirements is illustrated in 
Exhibit 11.4. Ethical standards for the most part apply to behaviour not covered by the law, 
and the rule of law applies to behaviour not necessarily covered by ethical standards.  Current 
laws often reflect moral judgements, but not all moral judgements are codified into law. The 
morality of aiding a drowning person, for example, is not specified by law, and driving on the 
left- or right-hand side of the road has no moral basis; but in acts such as robbery or murder, 
rules and moral standards overlap.

EXHIBIT 11.4 Relationship between the Rule of Law and Ethical Standards

Source: LaRue Tone Hosmer, The Ethics of Management, 2d ed. (Homewood, IL: Irwin, 1991).

Ethical
Standards

Legal
Requirements
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Ethically dubious conduct in organizations is widespread. More than 54 per cent of human 
resource (HR) professionals polled by the US-headquartered Society for Human Resource Manage-
ment and the Ethics Resource Center reported observing employees lying to supervisors or co-work-
ers, falsifying reports or records, or abusing drugs or alcohol while on the job.111 Many people 
believe that if you are not breaking the law, then you are behaving in an ethical manner, but this is 
incorrect. Many deviant behaviours have not been legally codified, and managers must be sensitive 
to emerging norms and values about those issues. It can even be the case that complying with a law 
(particularly in an undemocratic regime) may breach a manager’s ethical standards. For example, the 
former apartheid government in South Africa mandated discrimination against the majority black 
population in various ways including through banning black people from holding certain skilled 
positions.112 A manager who administered such an offensive and discriminatory policy would, in 
the assessment of many people, be ethically responsible but she/he would not be legally culpable for 
its impact on the black majority population (it might even be illegal in a certain jurisdiction not to 
discriminate). Managerial ethics are principles that guide the decisions and behaviour of managers 
with regard to whether they are right or wrong. The notion of social responsibility is an example of 
managerial ethics insofar as its ascribes an obligation to managers to make choices and take action 
so that the organization contributes to the welfare and interest of all organizational stakeholders, 
such as employees, customers, shareholders, the community and the broader society.113

Examples of ethical issues are as follows:114

 ■ Top executives are considering promoting a rising sales manager who consistently brings in 
$70 million a year and has cracked open new markets in places like Brazil and Turkey that 
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are important to the organization’s international growth. However, female employees have 
been complaining for years that the manager is verbally abusive to them, tells offensive 
jokes and throws temper tantrums if female employees don’t do exactly as he says.

 ■ The manager of a beauty supply store is told that she and her salespeople can receive large 
bonuses for selling a specified number of boxes of a new product, a permanent-wave solu-
tion that costs nearly twice as much as what most of her salon customers typically use. She 
orders the salespeople to store the old product in the back and to tell customers there’s been 
a delay in delivery.

 ■ The project manager for a construction planning project wondered whether some facts 
should be left out of a report because the community where the facility would be built 
might object if they discovered certain environmental aspects of the project.

 ■ A US manufacturer operating abroad was asked to make cash payments (a bribe) to gov-
ernment officials and was told it was consistent with local customs and the practices of 
firms from some European countries, despite being illegal in the United States.

As these examples illustrate, ethics and social responsibility are about making decisions. 
Managers make choices every day about whether, for example, to be honest or deceitful with 
suppliers, to treat employees with respect or disdain, and to be a good or a harmful corpo-
rate citizen. Some issues are exceedingly difficult to resolve and often represent ethical dilem-
mas. An ethical dilemma arises in a situation concerning right and wrong in which values 
are in conflict.115 For example, for a salesperson at the beauty supply store, the value conflict 
is between being honest with customers and adhering to the boss’s expectations. The man-

ufacturing manager may feel torn between following local customs and being competitive with 
practices of a European firm, or adhering to US laws concerning bribes. When faced with such a 
dilemma, the temptation is to ‘go along’ with what others are doing, perhaps by saying, ‘if I don’t 
do it, then they will’ or by justifying a personally unethical action by reference to the responsibil-
ities of parenthood, etc. which might be jeopardized by acting ethically or ‘blowing the whistle’.

One of the best known examples of this was the Wikileak’s scandal in 2010 when a US Army 
analyst leaked 750,000 classified documents to Wikileaks which were then published on its 
website.116 The documents revealed unethical and illegal activity by the US army in the Iraq and 
Afghanistan wars through army reports, classified cables from the US embassies with blunt views 
of the United States, their allies and enemies as well as records from Guantanamo Bay revealing 
many prisoners had been cleared for release long ago but remained detained.117

Does It Pay to Be Good?
As discussed earlier in the chapter, companies with high levels of social capital are more 
likely to enjoy long-term organizational success. One way that companies can accumulate 
social capital is through building a reputation for honesty, fairness and doing the right thing. 
Researchers have found that people prefer to work for companies that demonstrate a high 
level of ethics and social responsibility, so these companies can attract and retain high-quality 
employees.118 Many companies now evaluate their top executives not only on the financial 
bottom line but also on their effectiveness in demonstrating the corporation’s social respon-

sibility.119 Particularly in fast-growing economies, such as China, retaining capable, committed 
employees can be a challenge, and large firms such as Standard Chartered and Manulife Financial 
stress corporate integrity and social responsibility in recruitment campaigns.120, 121

Many customers pay attention, too, and gear their purchases to companies they view as eth-
ical. However, research shows that while most consumers will state that they have a preference 
for doing business with ethical companies, not all will translate that preference into actual pur-
chasing habits, and companies designing social responsibility initiatives with a view to attracting 
and retaining customers would need to identify those segments of the purchasing public likely to 
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be motivated by specific strategies.122 At the same time, there is some research evidence that 
many consumers are relatively sceptical about corporations’ motives for engaging in ethical 
activities; overall, consumers are more likely to support companies they believe have a genu-
ine, uncompromising commitment to social responsibility rather than those that they suspect 
simply view it as a marketing ploy.123, 124

During the Asian economic crisis of the late 1990s, PT Denpoo Mandiri Indonesia (DMI), 
an Indonesian appliance manufacturer, had a tough decision to make. The crisis led to a dramatic 
drop in the value of the Indonesian currency, the rupiah, and made appliances much more expen-
sive to manufacture. As a result, contracts that had been signed with retailers suddenly became 
money-losing. Many Indonesian firms reneged on their contracts, which saved money in the short 
term. DMI, however, decided to bite the bullet. ‘As a brand name, we must be trustworthy’, 
says Yeane Keet, DMI’s marketing director, ‘Even though we had to sell our products at a loss, 
we continued to honour orders already placed’. As a result, she said, the trust of retailers’ in 
the company grew, and their loyalty to customers repaid the short-term losses many times. As 
the crisis eased in the mid-2000s, DMI was able to expand its production and sales overseas 
and is now a big player in several countries in southeast Asia.125, 126 In 2017 DMI was continu-
ing its plans for growth and aiming to increase its sales volume by 10 per cent.127

Sources of Ethical Values in Organizations
Ethics in organizations is a personal as well as an organizational matter. The standards for ethical or 
socially responsible conduct are embodied within each employee as well as within the organization itself. 
In addition, external stakeholders can influence standards of what is ethical and socially responsible.

Personal Ethics
Personal values and the moral reasoning that translates these values into behaviour are an impor-
tant aspect of ethical decision-making in organizations.128

As we discussed earlier, the historical, cultural, family, religious and community backgrounds 
of managers shape their personal values and provide principles by which they carry out business. 
Managers’ behaviour is influenced by more or less conscious ethical frameworks that guide their 
decisions. Utilitarian theory, personal liberty and distributive justice are three examples of such 
frameworks. Utilitarian theory argues that ethical decisions should be made to generate the great-
est benefits for the largest number of people. This framework is often consistent with business 
decisions because costs and benefits can be calculated in dollars, although some costs may be 
externalized (e.g. consumption of fossil fuels for future generations). The personal liberty frame-
work argues that decisions should be made to ensure the greatest possible freedom of choice and 
liberty for individuals. Liberties include the freedom to act on one’s conscience, freedom of speech, 
due process of law and the right to privacy, although this pays little attention to the unintended 
consequences of the protection of such liberties for public goods (e.g. unpolluted air and water). 
The distributive justice framework holds that moral decisions are those that promote equity, fair-
ness and impartiality with respect to the distribution of rewards and the administration of rules, 
which are essential for social cooperation, although this begs the question of who is to determine 
what ‘fairness’, for example, means, and what kind of ‘fairness’ is likely to foster cooperation.129

Organizational Culture
Rarely can ethical or unethical business practices be attributed entirely to the personal ethics 
of a single manager or employee. Such practices also reflect the values, attitudes and behaviour 
patterns of a wider national or organizational culture. The British surfwear company Finisterre 
makes ethics and environmental friendliness central to its business model. Founder Tom Kay sells 
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only renewable or recyclable fabrics, and has pulled production out of China because of that 
country’s human rights issues, preferring to obtain his products from sources such as nuns in 
Colombia and a women’s self-help project.130 The company’s I-spy initiative allows customers to 
follow the entire value chain process from design through manufacturing, to see which materials 
are being used with what environmental impacts, and which contractors are producing goods and 
in which locations with what human rights records.

Despite strong ethical commitment, small and medium-sized companies like Finisterre are 
constantly faced with challenges to maintain their principles in a tough economic climate. Fin-
isterre, for example, needed a capital injection in 2010, but the investor demanded the company 
slash costs by moving some production to India. ‘We went to India in February 2011. It wasn’t the 
place we’d hoped for, ethically or in quality’, says Finisterre marketing director Ernest Capbert. 
‘But to get the ball rolling, it seemed necessary’. The investor kept demanding a bigger and bigger 
chunk of the company, with more and more demands that went against Finisterre’s ethos. Finally 
Finisterre had enough, and pulled out of the deal, as well as moving production back to Europe 
from India. It has not been an easy ride, but the company has continued to thrive while remaining 
true to its principles.131 Since 2014 it has expanded into casual ‘apres-surf’ gear including jeans 
and sweaters, managing to catch the hipster wave.132

Organizational culture can exert a powerful impact on personal ethics because it helps to guide 
employees in making daily decisions. When the culture sanctions or turns a blind eye to what 
employees personally regard as wrongdoing, it is much easier for employees to accommodate it or 
normalize it. One young Enron employee explained how he slid into unethical decisions and prac-
tices in his job: ‘It was easy to get into. Well, everybody else is doing it, so maybe it isn’t so bad’.133

Organizational Systems
Many companies have established formal ethics programmes, sometimes after facing bad 
publicity. For example, the British defence firm, BAE Systems, has been widely criticized for 
unethical conduct in various arms deals, including accusations that it paid bribes to foreign 
government officials to secure business. While BAE has denied acting unlawfully, it attempted 
to address the criticism by appointing a former Chief Justice to conduct an ethical review of 
the company’s activities. Lord Woolf made 23 recommendations for a comprehensive ethics 
programme, including a comprehensive register of all the hospitality provided by the company 
to its clients and third parties, as well as a regular external audit of the ethics of its business 
activities. BAE’s new CEO promised to implement all 23 recommendations within three years. 
The company has, however, continued to receive criticism for failing to address past conduct, 
demonstrating how hard it is to rebuild reputations that have been deeply damaged.134, 135 In 
2017 this image was further affected by an article claiming that BAE had sold mass surveillance 
technology to six Middle Eastern governments which were known to repress their citizens.136 
The BBC obtained documents recording the sale of equipment to Saudi Arabia, UAE, Oman and 
Qatar among others.137 The equipment would allow the government to spy on email and phone 
records for large numbers of people.138 Human rights campaigners claimed it would be used to 
silence and imprison dissidents.

External Stakeholders
Managerial ethics and social responsibility are influenced by a variety of external stakeholders, 
groups outside the organization that have a stake in the organization’s performance. Ethical and 
socially responsible decision-making recognizes that the organization is part of a larger commu-
nity and considers the impact of a decision or action on all stakeholders.139 Important external 
stakeholders include government agencies, customers and special-interest groups such as those 
concerned with the natural environment.
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Companies are legally obliged to operate within the limits of government regulations, including 
environmental protection requirements, workers’ health and safety rules, and many other laws and 
regulations. Numerous companies have come under investigation by financial regulatory bodies such 
as the Securities and Exchange Commission (SEC) in the United States and the various similar finan-
cial oversight authorities around the world for violating laws related to financial controls and account-
ing practices. In the wake of the global financial meltdown of 2008, the SEC launched more than 50 
investigations into the subprime mortgage industry in the United States, which collapse sparked world-
wide financial panic. Nevertheless, there was widespread criticism that the SEC, and even more so the 
European regulatory authorities, acted only after the full-blown crisis had emerged.140

Customers, another important stakeholder group, are primarily concerned about the quality, 
safety and availability of goods and services. For example, fast-food restaurants such as  McDonald’s, 
Burger King and Kentucky Fried Chicken have been pressured to reduce or eliminate the presence 
of trans-fatty acids in their products to address growing customer concerns about health risks. Some 
jurisdictions such as New York in the United States and Calgary in Canada have entirely banned 
trans fats in response to pressure from consumers and the medical profession, and in 2015 the 
United States mandated the phase-out of trans fats nationally by 2018, although this hasn’t hap-
pened countrywide yet as an extension was given by the FDA in 2018.141, 142, 143 The UK, in 2012, 
chose a voluntary approach of working with food companies, but this has been strongly criticized 
by the medical profession as unlikely to be effective. In 2018 the WHO urged all countries to elim-
inate trans fats from their foods by 2023 after it found that the fat leads to the deaths of half a mil-
lion people per year, mostly in low and middle income countries.144 Denmark was the first country 
to officially ban industrially produced trans fats in foods in 2003. Since then, others such as Swit-
zerland, Austria, Hungary, Iceland, Norway, New York City and California have also brought in a 
ban.145 Canada brought in a ban on artificial trans fats being used in the food supply nationwide in 
2018.146 Government regulation is a crucial aspect in framing corporate ethical expectations.147

Special-interest groups endeavour to voice stakeholder concerns, notably about employee rights 
and the natural environment. The concept of sustainable development, a dual concern for eco-
nomic growth, human well-being and environmental sustainability, has become an increasing focus 
of attention for business leaders. The public is no longer comfortable with organizations focusing 
solely on profit at the expense of the natural environment. Environmental sustainability is formally 
a part of strategy for companies like Canon, Unilever, Toyota, Nike and IKEA, although substan-
tively their practices may depart dramatically from such commitment. In 2006 Toyota announced 
that it was committed to becoming a carbon-neutral company and producing zero emissions, and 
other carmakers such as BMW quickly followed suit, but none has yet to come close to that goal, 
which many argue is pure marketing hype, as even electric cars, which do not themselves emit any 
emissions, produce emissions in their manufacture.148, 149 However, one such company, Volkswa-
gen, suffered a blow to its reputation internationally in 2014 when it was discovered that new car 
models had been intentionally programmed to cheat the emissions tests to appear environmentally 
cleaner than they were. The company had used the promise of low emissions cars as a marketing 
strategy in an attempt to overtake Toyota as the world number one carmaker.150 This led to numer-
ous consequences for the company. In Germany they were ordered to pay a €1 billion fine; in the 
United States by 2018 it had paid $25 billion in fines and restitution, and legal prosecutions were 
brought against some of its engineers and executives.151, 152 In 2016 it also announced it would be 
cutting 30,000 jobs to financially recover, most of these job losses in Germany.153

How Leaders Shape Culture and Ethics
Values can be communicated in a number of ways – speeches, company publications, policy 
statements and, especially, personal actions. The introduction of formal ethics codes and training 
programmes, as exemplified by Enron, is however worthless if leaders do not demonstrate high 
standards of ethical conduct.154
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Values-based Leadership
Leaders may strive to influence cultural and ethical values by clearly articulating a vision for 
organizational values that employees can believe in, communicating the vision throughout the 
organization and institutionalizing the vision through everyday behaviour, rituals, ceremonies 
and symbols, as well as through organizational systems and policies (see Counterpoint 11.6). 

Anita Roddick, the founder of the Body Shop beauty product chain who sadly died suddenly in 
2007, was the pioneer of corporate social activism. Her business was phenomenally successful, with 
over 2000 stores in 55 countries. However, she never deviated from her commitment to sell only 
natural products that had not been tested on animals and to campaign for her belief in a fairer 
world. She sought to operationalize her values through the company; the Body Shop was one of the 
first companies in the world to report regularly and comprehensively on its performance in meeting 
its ethical and social responsibility goals. Roddick also espoused radical politics – she had no hesi-
tation in joining protestors who shut down World Trade Organization meetings in Seattle in 1999, 
and was active in several campaigning NGOs including Greenpeace. Roddick’s success and popular-
ity helped to popularize corporate social responsibility in the UK and internationally.155

COUNTERPOINT 11.6
This presumes that employees are seeking values or a vision they can believe in. Might they not already 
have their own values and visions? If they are ‘ethically developed’, then it is probable that they will be 
sceptical about leaders’ efforts to ‘institutionalize’ values which they may feel are being imposed upon 
them. The outcome is as likely to ferment resentment or compliance as it is to increase commitment.

Companies that fall victim to large scale employee wrongdoing are typically found to lack 
ethical leadership. At Société Générale, the major French bank, a junior ‘rogue trader’ lost nearly 
€5 billion in 2008 through unauthorized trades. Société Générale CEO, Daniel Bouton, initially 
called the errant trader a ‘terrorist’. Bouton was eventually forced to step down when government 
and independent investigators found that internal controls were lax. The accused trader claimed 
that he was under pressure to deliver large trading profits, that company officials knew what he 
was doing, and that other traders routinely made similar financial bets. At the same time, Société 
Générale executives were embroiled in a court case involving alleged money laundering between 
Israel and France. The story was familiar to Nick Leeson, the trader whose failed financial market 
gambles caused the collapse of Baring’s Bank 13 years earlier. Leeson claims that because of the 
huge profits he seemed to be making, he became a celebrity at Baring’s: ‘The management of the 
bank holds you up as an example of how they want things to be done’. British financial journalist 
Jules Stewart summarizes the problem: ‘Due to corporate greed … the people who should have 
known better turned a blind eye to what were obvious danger signals’.156

Employees learn about values, beliefs and goals from watching managers, just as students learn 
which topics are important for an exam and how to get a good grade from their teachers. To be effec-
tive values-based leaders, executives often use symbols, ceremonies, speeches and slogans that match 
the values. Siemens, the giant German technology group, was shaken by a bribery scandal uncovered 
in 2006. Apparently, for many years and in many different countries, the company had been provid-
ing illegal bribes and kick-backs to win contracts; it was a way of doing business that had become 
ingrained. It was crucial that Siemens act decisively to restore faith in the company. Although the 
previous CEO and other top managers denied wrongdoing, they stepped down. The board hired a 
top New York law firm as outside investigators of the scandal; their independence made it possible 
to dig into what had happened over a period of many years, thus fostering transparency.

In 2007 Siemens appointed Austrian Peter Loescher as its new CEO, the first time the company 
had chosen a non-German leader, another sign that the board was determined to mark a break 
with an inward-looking and self-justifying corporate culture that had hitherto marked Siemens 
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and German industry as a whole. Loescher, former head of pharmaceutical giant Merck, quickly 
took several decisive steps to draw a line under the scandal. To begin with, he made clear the new 
rule by which Siemens was going to play: ‘From Day One, what I have clearly communicated to 
everyone is that we have a Zero Tolerance policy; that there is absolutely no grey zone, and that 
Siemens stands for clean business everywhere, and at all times. So you establish this principle, and 
you clearly lead it from the top. And this is what both my colleagues and myself are doing every 
day, reinforcing this leadership principle in the organization’. Loescher also appointed a general 
counsel at management board level, which is responsible for compliance. All control functions 
were centralized (many of the bribery accusations came from different national subsidiaries), and 
the company’s global operations in general were placed under strong central leadership, rather 
than the previous decentralized model that may have encouraged a ‘hear no evil, see no evil’ 
attitude towards national subsidiaries at corporate headquarters.157 Loescher emphasized that it 
was not a matter of ‘either’ profits ‘or’ ethics; in fact, cleaning up the bribery scandal provided 
an opportunity to put the company on a more solid and sustainable business footing at the same 
time. By 2012 the company had been judged most ethical firm in its industry category five years in 
a row, while also steadily increasing profits even in the economic crisis. ‘The speed of change’, said 
Loescher, ‘was only possible because we were able to use [the bribery scandal] at the same moment 
to reposition the whole company’.158 However, Siemens’ improved image went along with stagnat-
ing profits and in 2013 Loescher was replaced by German executive Joe Kaeser. While the decade 
old corruption scandal continued to wind its way through various courts, Kaeser attracted new 
criticism in 2014 for visiting Vladimir Putin in Moscow, while Russia was invading neighbouring 
Ukraine. Was Siemens reverting to a profits before ethics policy?159 (see Counterpoint 11.7)

Doping in sports events among top athletes has become a big issue. In 2016 Russia was 
accused of implementing a state-sponsored doping programme across the ‘vast majority’ of winter 
and summer sports. The same year the World Anti-Doping Agency released a report claiming that 
1000 Russian athletes had benefited from the doping scheme.160 The IOC banned Russia from the 
2018 winter Olympics in South Korea. The IAAF has upheld this suspension ever since.161

In the UK, there was negative publicity surrounding the cyclist Sir Bradley Wiggins and Team 
Sky connected to doping. Team Sky claimed it was a decongestant to relieve hay fever symptoms 
not performance enhancing drugs. The DCMS committee report stated that it believed Team Sky 
was using drugs to enhance performance rather than for medical needs and that it had crossed an 
ethical line if not a legal one.162 Wiggins and Team Sky strongly refuted these claims and Wiggins 
stated, ‘I find it so sad that accusations can be made, where people can be accused of things they 
have never done, which are then regarded as facts’.163

Lance Armstrong in 2012 admitted to doping throughout his highly successful career during 
which he won seven Tour De France titles. A 2012 document released by the US Anti-Doping 
Agency stated Armstrong had led ‘the most sophisticated, professionalized and successful doping 
program that sport has ever seen’.164 Three former cycling team doctors were charged for possess-
ing and administering the drugs.165 In his subsequent trial Armstrong was allowed to use a defence 
argument based on ‘everyone was cheating’.166 This case highlights the culture of silence in some 
organizations and brings into question the ethics of prosecuting only one person when many peo-
ple are involved.

Formal Structure and Systems

Structure Managers can assign responsibility for ethical values to a specific position, as 
was the case with Siemens, noted above. This not only allocates organization time and energy 
to the problem but also symbolizes to everyone the importance of ethics. This significance 
may be institutionalized in a high-level ethics committee, which is a cross-functional group 
of executives who oversee company ethics. The committee provides rulings on questionable 
ethical issues and assumes responsibility for disciplining wrongdoers.
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Many large organizations have ethics departments that manage and coordinate all corpo-
rate ethics activities. These departments are headed by a chief ethics or chief compliance officer, 
a high-level company executive who oversees all aspects of ethics, including establishing and 
broadly communicating ethical standards, setting up ethics training programmes, supervising the 
investigation of ethical problems and advising managers on the ethical aspects of corporate deci-
sions.167 This position was almost unheard of 20 years ago, but recent ethical and legal problems 
have created a growing demand for these specialists. Between 1992 and 2016, membership of the 
Ethics and Compliance Association, a US-based trade group with membership on six continents, 
soared from only 12 companies to over 1300. There are similar business ethics associations based 
in Europe and Asia, as well as a global network of organizations promoting business ethics.168, 169

Ethics offices sometimes also work as counselling centres to help employees resolve difficult 
ethical dilemmas. The focus is as much on helping employees make the right decisions as on disci-
plining wrongdoers. Many ethics offices have confidential ethics hotlines that employees can use to 
seek guidance as well as report questionable behaviour. One organization calls its hotline a ‘Guide 
Line’ to emphasize its use as a tool for making ethical decisions as well as reporting lapses.170 Some 
organizations such as Singapore International Airlines (SIA) operate their ethics hotline in-house. 
SIA’s ethics hotline can be reached by telephone or email 24 hours a day, and is for staff, vendors, 
suppliers and anyone else who deals with the airline. Other organizations such as Japan’s Pioneer 
Corporation electronics group contract with outside organizations to run their hotline; Pioneer’s is 
an email service originally run by Integrex, a Japanese firm that specializes in running ethics hot-
lines and similar services. The hotline at Pioneer feeds into a high-level Business Ethics Committee 
chaired by the company President and CEO and includes among its members company officers, 
division managers, board members including outside directors and corporate auditors.171

Disclosure Mechanisms A confidential hotline is an important mechanism for 
employees to voice concerns about ethical practices. Holding organizations accountable 
depends to some degree on individuals who are willing to speak up if they suspect illegal, dan-
gerous or unethical activities. Organizations can establish policies and procedures to support 
and protect whistle-blowers. Whistle-blowing is employee disclosure of illegal, immoral or ille-
gitimate practices on the part of the organization.172 One value of corporate policy is to protect 

whistle-blowers so they will not be transferred to lower-level positions or fired because of their 
concerns. A policy can also encourage whistle-blowers to stay within the organization – for instance, 
to quietly blow the whistle to responsible managers.173 As ethical problems in the corporate world 
increase, many companies are looking for ways to protect whistle-blowers as they can provide an 
early warning of trouble that can be addressed internally before it escapes into the media. At the 
same time, calls are increasing for stronger legal protection for those who report illegal or unethical 
business activities.174 When there are no protective measures, whistle-blowers suffer and the com-
pany may do little or nothing to discover and root out unethical or illegal practices.

Many whistle-blowers suffer financial and personal loss to maintain their personal ethical 
standards. Katherine Gun, a translator at Britain’s secretive General Communications Headquar-
ters (GCHQ) was fired when she leaked an email, said to come from US authorities, that discussed 
a plan to arrange illegal wiretapping of United Nations delegates in order to support the US plan 

ONLINE BRIEF 11.5
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COUNTERPOINT 11.7
Recognizing the significance of ethics within the structure of a company can signal their importance. 
But it can also be a substitute, rather than an impetus, for reflection upon the institutionalized ethics 
of a company. To what extent do ethics codes, committees and hotlines actively encourage scrutiny of 
the ethics of the company’s treatment of its employees or its impact upon the environment? Or could 
it be that these elements are introduced mainly to ensure that the company minimizes its exposure to 
exceptional recklessness or bad publicity?
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to invade Iraq. Gun was initially charged with breaching Britain’s Official Secrets Act. The British 
government eventually dropped the charges. Gun went on to form the Truth-Telling Coalition, an 
international association devoted to protecting whistle-blowers in similar situations.175

Wikileaks is a similar organization, though it has not always been successful in protecting 
whistleblowers. The founder Julian Assange has also suffered personally and professionally after 
the rapid success of Wikileaks. This was mainly linked to the 2010 leaks of secret reports from 
the US army mentioned earlier in the chapter. Assange has since been accused of risking lives and 
refusing to redact the names of informers. Indeed Chelsea Manning the original informant was 
arrested and received a 35-year prison sentence in America for her part in the leak, this was later 
commuted by President Obama.176

Assange was also accused by The Guardian and The New York Times of behaving callously 
towards those named in the documents. The newspapers claimed that they had wished to redact 
but Assange refused as it would have delayed publishing.177 However, recently Mark Davies, film-
ing a documentary about Wikileaks as the story broke, has claimed that Assange redacted over 
10,000 names himself from the documents before he allowed them to be published and that his 
partners in this, The Guardian and The New York Times were unwilling to help though he asked 
them to.178

Once published, five human rights organizations, including Amnesty International and the 
International Crisis Group, wrote to WikiLeaks to request redaction of all names included in the 
documents. They claimed that the exposure of civilians and sympathizers with the US army could 
lead to assassinations in some areas.179 Assange requested that the groups help him redact the 
names as WikiLeaks didn’t have the capital or workforce to do so and claimed to have already 
asked the US government to help him in this.180 WikiLeaks also withheld 15,000 reports to pro-
tect informants.181 This case highlights the issues whistleblowing organizations such as WikiLeaks 
and others face when trying to bring to light evidence of organized illegal activity.

Corporate whistle-blowers are often in an even weaker situation than those in the pub-
lic sector. Corporations can often claim that whistle-blowers have damaged their commercial 
interests and/or failed to pursue all avenues within the company, even where the whistle-blower 
legitimately fears that complaining internally about some unethical practice will merely result 
in the company covering up the misdeed and getting rid of the whistle-blower. Sherron Watkins, 
a former executive with Enron, complained to CEO Kenneth Lay about the huge holes in com-
pany finances that were being covered up.182 An internal enquiry was held that largely dismissed 
her claims, which were of course justified when the company collapsed a few months later.

Whistle-blowers are better protected in the United States than in most other countries; the 
Sarbanes-Oxley Act of 2002, which was enacted in the wake of Enron and other corporate scandals, 
provides for severe criminal penalties against anyone victimizing a whistle-blower. Increasingly, com-
panies will blow the whistle on each other when they realize that they have engaged in illegal activ-
ity, such as price-fixing, that is likely to come to light. This is because the corporate whistle-blower is 
often granted immunity in return for testifying against their competitors and erstwhile price-fixers.  
In 2007, Virgin Atlantic, Britain’s second largest long-haul airline, approached the government’s 
Office of Fair Trading with details of a scheme it had been running with British Airways, the 
country’s biggest airline, to set the fuel surcharge charged by the two airlines, which operate a 
near duopoly on many routes. In return for blowing the whistle on its competitor, Virgin avoided 
a fine and criminal prosecution of participating executives. British Airways, on the other hand, 
was fined £271.5 million and four executives were charged with criminal price-fixing.183

Despite the obvious temptation to cover up scandal, many companies do strive to create a 
climate and a culture in which employees feel free to point out problems and managers take swift 
action to address concerns about unethical or illegal activities.

Code of Ethics By the late 2000s, 86 per cent of the Fortune Global 200 companies had 
corporate codes of ethics, including 100 per cent of US-based firms, 80 per cent of European 
firms and over half of Asian-headquartered firms.184 A code of ethics is a formal statement of the 
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company’s values concerning ethics and social responsibility; it clarifies to employees what the 
company stands for and its expectations for employee conduct. At Toyota, for example, the code 
of ethics is contained in two interlinked documents, the Guiding Principles of Toyota, which sets 
out the company’s broad long-term goals, and the Toyota Code of Conduct, which outlines what 
is expected of employees on a daily basis; the first clause of the latter document requires employ-
ees to, ‘honor the language and spirit of the law of every nation and undertake open and fair 
corporate activities to be a good corporate citizen of the world’.185 The code specifies the types of 
behaviour expected to honour the Guiding Principles of Toyota, and encourages employees to use 
available company resources to help make ethical choices and decisions.186 Codes of ethics may 
cover a broad range of issues, including statements of the company’s guiding values, guidelines 
related to issues such as workplace safety, the security of proprietary information or employee 
privacy, and commitments to environmental responsibility, product safety and other matters of 
concern to stakeholders. Research comparing companies’ ethics codes has found that European 
companies are more likely than North American ones to have ethics codes that go beyond strict 
legal compliance and mandate compliance with broader norms of ethical responsibility.187

Written codes of ethics clarify and formally state the company’s values and expected ethical 
behaviour. However, it is essential that top managers support and reinforce the codes through their 
actions, including rewards for compliance and discipline for violations. Otherwise, a code of ethics 
makes no substantive contribution to ethical behaviour and indeed may act as a smokescreen that 
fuels employee disaffection and cynicism. Indeed, one study found that companies with a written 
code of ethics are just as likely as those without a code to be found guilty of illegal activities, which 
suggests that, on their own, codes, committees and hotlines are not particularly effective in engen-
dering ethical conduct.188 Many companies that run into trouble with regulatory authorities and 
the formal legal system had well-developed codes of ethics. For example, the US firm Halliburton, 
which is accused of having bribed officials to win contracts in Nigeria, and having overcharged the 
US government for goods and services in Iraq, has a comprehensive code of business conduct, as 
does British Airways, despite its involvement in the price fixing scandal mentioned above.189

Training Programmes To ensure that ethical issues are considered in daily decision-mak-
ing, companies can supplement a written code of ethics with employee training programmes.190 At 
GlaxoSmithKline, for example, new employees receive ethics information and training as part of 
their induction.191, 192

Ethics programmes typically include some reference to frameworks for ethical decision-mak-
ing, such as the approaches described earlier in this chapter. These formal framework systems and 
structures can be highly effective. However, they alone are not sufficient to establish and sustain 
ethical decision-making by company executives and staff.

Corporate Culture and Ethics in a Global Environment
Corporate culture and national culture are intertwined and the global diversity of many of 
today’s companies presents a challenge to managers trying to build or preserve a strong organ-
izational culture. Employees who come from different countries often have diverse attitudes 
and beliefs that can make it difficult to establish a sense of community and cohesiveness based 
on the corporate culture. This tends to be borne out by research which suggests that national 
culture has a greater impact on employees than does corporate culture.193 For example, a study 
of effectiveness and cultural values in Russia found that flexibility and collectivism (working 
together in groups), which are key values in the national culture, are considerably more impor-
tant to organizational effectiveness than they are for employees working in most US-based 
companies.194 Another recent study found that differences in national cultural values and 
preferences also create significant variance in ethical attitudes among people from different 
countries.195
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Some companies have been successful in developing a broad global perspective that permeates 
the entire organizational culture. For example, Omron, a global electronics company that invented 
electronic ticket access gates, headquartered in Kyoto, Japan, has offices on six continents. Until 
a few years ago, Omron had always assigned Japanese managers to head them. Today, it relies 
on local expertise in each geographical area and blends the insights and perspectives of local 
managers into a global whole. Global planning meetings are held in offices around the world. In 
addition, Omron established a global database and standardized its software to ensure a smooth 
exchange of information among its offices worldwide. It takes time to develop a broad cultural 
mind-set and spread it throughout the company, but firms such as Omron try to bring a multicul-
tural approach to every business issue.196

Building such a global culture based upon multiculturalism is a challenging task. Research has 
indicated that even though organizational cultures may vary widely, there are specific components 
that characterize a global culture. These include an emphasis on multicultural rather than national 
values, basing status on merit rather than nationality, being open to new ideas from other cultures, 
showing excitement rather than trepidation when entering new cultural environments and being 
sensitive to cultural differences without being limited by them.197

One way to foster global values is through the social audit, which measures and reports the eth-
ical, social and environmental impact of a company’s operations.198 While many companies carry 
out one or other type of social audit, Social Accountability International, an NGO, has established 
a standardized measure, the Social Accountability 8000, or SA8000,199 which provides a degree of 
consistency in measuring corporate social impact, focusing particularly on working conditions. The 
system is designed to work like the ISO 9000 quality-auditing system of the International Stand-
ards Organization. ISO itself has an ISO 26000 social responsibility standard, which measures 
many of the same social impacts as part of a broader social and environmental impact standard.

Many companies are taking steps to ensure that their factories and suppliers meet SA8000 stand-
ards, especially where they operate in developing countries where formal corporate regulation may 
be weak or non-existent. While most companies seeking SA8000 audits are multinationals, domestic 
firms in emerging markets are starting to make use of the audits. China First Division Construc-
tion and Development Company, a state-owned enterprise in China which in 2012 was assessed the 
world’s biggest construction firm,200 became the first construction company in the country to achieve 
the standard. However, the standard has been criticized as a ‘facade’ considering that independent 
workers’ organizations are not allowed in China and some other major emerging economies.201, 202, 203

Summary and Interpretation
This chapter has explored the importance of cultural and ethical values and how these are rele-
vant for managing organizations. The chapter highlighted the importance of social capital and has 
shown how particular values contribute to it.

Organizational cultures can shape and support how employees relate to one another and learn 
to adapt their productive capabilities to the external environment. Culture is enacted through a 
variety of media and associated practices including rites and ceremonies, stories and heroes, sym-
bols and language.

Organizational culture may reflect and reinforce, or be in tension with, corporate strategy 
and structure members’ efforts to adapt to, or control, aspects of the environment. Ethical deci-
sion-making in organizations is shaped by many factors: personal characteristics, which include 
personal beliefs, moral development and reflection on the relevance of ethical frameworks for 
decision-making; organizational culture, which is the extent to which values, heroes, traditions 
and symbols inspire or subvert ethical decision-making; organizational systems, which pertain to 
the formal structure, policies, codes of ethics and reward systems that also focus or obscure eth-
ical or unethical choices; and the concerns and priorities of external stakeholders, which include 
government agencies, customers and special interest groups.
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As part of organizational culture, values-based leadership can assist in institutionalizing 
ethical behaviour, as may the existence of an ethics committee, disclosure mechanisms for whis-
tle-blowing, ethics training programmes, social audits, a code of ethics, etc. However, it is salutory 
to recall that Enron had introduced many of these formal mechanisms including visionary leader-
ship that proclaimed its ethicality, not least through charitable giving.

As business increasingly crosses geographical and cultural boundaries, leaders face difficult 
challenges in establishing ethical values which employees can readily accept. Organizations which 
aspire to develop global cultures face the challenge of embracing multicultural values, emphasiz-
ing merit rather than nationality, and remaining open to ideas from other cultures in a manner 
that is sensitive to, and respectful of, their contextual meaning.

adaptability culture
bureaucratic culture
chief ethics officer
clan culture
code of ethics
culture
culture strength
ethical dilemma

ethics
ethics committee
ethics hotlines
external adaptation
heroes
internal integration
language
legends

managerial ethics
mission culture
myths
organizational culture
rites and ceremonies
rule of law
social audit
social capital

social responsibility
stories
subcultures
symbol
values-based leadership
whistle-blowing

KEY CONCEPTS

Discussion Questions
1 Describe observable symbols, ceremonies, dress or 

other aspects of culture and the underlying values they 
represent for an organization where you have worked.

2 What might be some of the advantages of having 
several subcultures within an organization? The 
disadvantages?

3 Explain the concept of social capital. Name an organ-
ization currently in the business news that seems 
to have a high degree of social capital and one that 
seems to have a low degree.

4 Do you think a bureaucratic culture would be less 
employee oriented than a clan culture? Discuss.

5 Why is values-based leadership so important to the 
influence of culture? Does a symbolic act commu-
nicate more about company values than an explicit 
statement? Discuss.

6 Are you aware of a situation in which either you or 
someone you know was confronted by an ethical 
dilemma, such as being encouraged to inflate an 
expense account? Do you think the person’s decision 
was affected by individual moral development or by 
the accepted values within the company? Explain.

7 Why is equality an important value to support learning 
and innovation? Discuss.

8 What importance would you attribute to leadership 
statements and actions for influencing ethical values 
and decision-making in an organization?

9 How do external stakeholders influence ethical 
decision-making in an organization? Discuss why 
globalization has contributed to more complex ethical 
issues related to external stakeholders.

10 Codes of ethics have been criticized for transferring 
responsibility for ethical behaviour from the organiza-
tion to the individual employee. Do you agree? Do you 
think a code of ethics is valuable for an organization?

11 Top executives at numerous technology companies, 
including Nortel Networks, Sun Microsystems and 
Cisco, made millions of dollars from the sale of stock 
during the ‘bubble years’ of 1999–2001. When the 
bubble burst, ordinary investors lost 70 to 90 per cent 
of their holdings. Do you see anything wrong with this 
from an ethical standpoint? How do you think this 
affects the social capital of these organizations?
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Chapter 11 Workbook Shop ’til You Drop: Corporate  
Culture in the Retail World
To understand more about corporate culture, visit two retail stores and compare them according to var-
ious factors. Go to one discount or low-end store, such as Lidl or Primark, and to one high-end store, 
such as Harrod’s or Waitrose, or their equivalents in your country. Do not interview any employees, but 
instead be an observer or a shopper. Spend at least two hours in each store on a busy day and be very 
observant.

Questions
1 How does the culture seem to influence employee behaviour in each store?

2 What effect does employees’ behaviour have on customers?

3 Which store was more pleasant to be in? How does that relate to the mission of the store?

Copyright 1996 by Dorothy Marcic. All rights reserved.

Chapter 11 Workshop The Power of Ethics
This exercise will help you to better understand the concept of ethics and what it means to you.

1 Spend about five minutes individually answering the questions below.

2 Divide into groups of four to six members.

3 Have each group try to achieve consensus with answers to each of the four questions. For question 
3, choose one scenario to highlight. You will have 20 to 40 minutes for this exercise, depending on the 
instructor.

4 Have groups share their answers with the whole class, after which the instructor will lead a discussion on 
ethics and its power in business.

Questions
1 In your own words, define the concept of ethics in one or two sentences.

2 If you were a manager, how would you motivate your employees to follow ethical behaviour? Use no 
more than two sentences.

3 Describe a situation in which you were faced with an ethical dilemma. What was your decision and 
behaviour? How did you decide to do that? Can you relate your decision to any concept in the chapter?

4 What do you think is a powerful ethical message for others? Where did you get it from? How will it influ-
ence your behaviour in the future?

Adapted by Dorothy Marcic from Allayne Barrilleaux Pizzolatto’s ‘Ethical Management: An Exercise in Understanding Its 
Power’,  Journal of Management Education 17, no. 1 (February 1993), 107–109.
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Culture and Values
The Edam Corporation and the Edam Foundation

From its very beginnings the Edam Corporation has 
been a company committed to developing corpo-

rate social responsibility; building schools and houses 
as well as setting up sports clubs and training for its 
employees and the communities they live in. Since 
the 1970s, environmental sustainability has been high 
on the agenda and the organization constantly seeks 
ways of improving its operations, products and supply 
chains.

Today, the Edam Corporation drives sustainable 
innovation by considering the needs of people and 
the ecological needs of the planet. A leading propo-
nent of the circular economy,1 the Edam Corporation 
is committed to helping improve the lives of people in 
developing countries with the formation of the Edam 
Foundation in 2015 being a natural extension of this.

The Edam Foundation is a new initiative dedicated 
to helping enable lasting social change in disadvan-
taged communities through the provision and appli-
cation of innovation, talent and resources provided by 
the Edam Corporation. Together with key non-profit 
partners, the Edam Foundation seeks to identify chal-
lenges where a combination of Edam expertise and 
partner experience can be used to create meaningful 
solutions that improve people’s lives. The Edam Foun-
dation provides the vehicle for the corporate social 
responsibility and social investment programme of the 
Edam Corporation and is incorporated in its docu-
ment ‘Edam Corporate Strategy 2015-20’.

During 2015, the Foundation developed its strategy, 
governance and operational structure. It established 
its first strategic partnerships with the International 
Red Cross and UNICEF with the aim of co-creating 
innovative solutions for disaster relief and community 
development and supporting social entrepreneurship. 
In addition to programmes with these global part-
ners, the Edam Foundation funds local projects run by 
organizational sub-divisions serving diverse markets 
that are in line with the Foundation strategy. The Foun-
dation also stepped up to coordinate Edam’s contri-
bution to the fight against malaria, and provided the 

opportunity for employees to make a donation to sup-
port the work of the Red Cross in Africa.

The Edam Foundation is also committed to 
improving people’s lives in disadvantaged communi-
ties wherever these are located. It mobilizes Edam’s 
expertise, innovations and global partnerships to 
the benefit of young and underprivileged people and 
communities around the world. 

The Edam Foundation uses Edam’s expertise and 
knowledge to benefit fragile parts of society, build val-
uable new knowledge and networks, and drive social 
innovation. It aims to take knowledge and experience 
from a community level in one country and apply them 
across multiple communities in numerous countries. 
It believes in the power of collaboration to support 
positive social changes towards a healthier and more 
sustainable future for all. 

The Edam Foundation knows that when a disaster 
occurs, acting fast and intelligently is vital. It provides 
medical equipment, devises on the ground solutions 
as well as providing funds (in the event of a large-
scale disaster) to regions affected as quickly as possi-
ble. It donates people, products and funds to support 
relief efforts for natural and humanitarian disasters. 

The Foundation identifies projects where Edam’s 
expertise and innovations can make a real difference 
in local communities. Together with partners, the 
Foundation uses the Edam’s technology, service and 
delivery innovation model and applies it solely for the 
facilitation of social change. The Edam Foundation 
is passionate about giving people the tools to build 
a healthier, better future for themselves. It works to 
provide grants, training and products that drive social 
innovation and enable entrepreneurship. 

Questions

1 How would you evaluate the social performance 
of the Edam Foundation?

2 The Edam Corporation has separated some of its 
corporate social responsibility activities from its 
mainstream business activities. Do you think that 
this is necessary and/or desirable?

3 Can managerial ethics and corporate social 
responsibility sometimes be in conflict?

CASE FOR ANALYSIS 11.1

1. For an explanation of the circular economy, see www.ellenmacarthurfoundation.org/circular-economy. 
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from the beginning, product development teams 
made up of manufacturing and product engineers, 
designers, marketers and suppliers hold regular 
face-to-face brainstorming sessions. New software 
programmes, including the product life cycle man-
agement software discussed in Chapter 9, also 
make it possible for these cross-functional teams 
to collaborate digitally, viewing product design 
changes and associated costs. That way, if a 
designer makes a change that conflicts with manu-
facturing’s needs or a supplier’s capability, it can be 
noted and adjusted immediately.

With all of these cutting edge approaches, and a 
strong corporate culture of improvement, the com-
pany’s sudden fall from grace in the latter 2000s 
seems hard to fathom. It all began with growing 
numbers of reports of sudden uncontrolled accel-
eration. Toyota drivers claimed that the accelerator 
pedal would get stuck, with sometimes catastrophic 
results. One particularly horrific accident in San 
Diego in 2009 brought the issue to the front pages 
of newspapers. However, Toyota was slow to act 
despite evidence that the problem was caused by 
floor mats getting stuck under the pedal. Further-
more, the company appeared defensive in deal-
ings with the US safety authorities investigating the 
problem, resting on its earlier reputation as being 
renowned for build quality and safety.

Problems just seemed to pile on. The company 
had to recall 3.8 million vehicles over the floor mat 
problem in 2009, and in 2010 another 1.66 million for 
other, different problems. By 2010, the company lost 
its first place in global auto sales to the resurgent GM, 
and in 2011 it dropped to third place behind Germa-
ny’s Volkswagen.

However, Toyota then demonstrated its capacity 
for both technical and organizational responsiveness. 
The company restructured to emphasize corporate 
social responsibility and the ability to respond quickly 
to crises like the floor mat issue, and for the first time, 
outside experts were brought in to provide advice on 
safety and quality control. Safety technologies were 
completely reworked with five new accident avoid-
ance systems introduced in its cars. Most importantly, 
perhaps, the company refocused its goals away from 
short-term sales and profit towards long-term sustain-
able growth. By 2012, Toyota was once again top of 
the world in terms of vehicle sales, and has remained 
among the top three ever since, with sales topping 
9.6 million vehicles in 2019.1, 2, 3, 4 However, the recalls 
continue: 5.8 million cars were recalled in 2016 and 

Toyota Motor Corporation

Toyota’s roller-coaster ride in the car-making indus-
try since the 2010s demonstrates both the impor-

tance of innovation and the necessity of staying on 
top of the game across the entire corporation.

For many years, Toyota seemed to be on an 
unstoppable journey to the top. From small begin-
nings before the Second World War, and despite 
Japan’s defeat in the war, the company gradually 
established a strong domestic position, and then in 
1957 made a cautious entry into the US market. In 
the early years the company specialized in low-end 
compact vehicles. In the early 1980s Toyota entered 
into the NUMMI joint venture with General Motors; for 
Toyota it was its first US-based plant and for General 
Motors, an effort to learn from Toyota’s innovative lean 
manufacturing production system. Indeed, the basis 
of Toyota’s inexorable rise to the top of the world 
motor industry was its steady stream of technologi-
cal and product innovation. Toyota executives created 
the doctrine of kaizen, or continuous improvement, 
and the company applied it relentlessly. By the mid-
2000s Toyota had taken over from General Motors as 
the world’s biggest vehicle manufacturer.

Although big design innovations like the Prius 
hybrid car (see Chapter 14) can be important, Toyota 
knows that sweating the details is just as critical for 
driving innovation. Consider this: several years ago, 
Toyota made a small change to its production lines by 
using a single master brace to hold automobile frames 
in place as they were welded, instead of the dozens 
of braces used in a standard auto factory. It seemed 
almost insignificant in the context of the company’s 
complex manufacturing system, yet it was a radical 
manufacturing innovation. That one change, referred 
to now as the Global Body Line system, slashed 75 
per cent off the cost of retrofitting a production line 
and made it possible for Toyota to produce different 
car and truck models on a single line. The result has 
been billions of dollars in annual cost savings.

For developing new models, Toyota applies the 
concept of obeya, which literally means ‘big room’. 
To make sure all the critical factors are considered 

A LOOK INSIDE
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Every company must change and innovate to survive. New discoveries and inventions quickly 
replace standard ways of doing things. Organizations like Toyota, Google, Apple and Unile-

ver are searching for any innovative edge they can find. Some companies, like 3M, the maker of 
Post-it Notes, Thinsulate insulation, Scotch-Brite scouring pads and thousands of other products, 
are known for innovation. 3M’s culture supports a risk-taking and entrepreneurial spirit that 
keeps it bubbling over with new ideas and new products. However, many large, established com-
panies have a hard time being entrepreneurial and continually look for ways to encourage change 

and innovation to keep pace with changes in the external environment.
The pace of change is revealed in the fact that the parents of today’s college-age students grew 

up without contactless payment, music and video streaming services, iPads, self-service supermar-
ket checkout systems, smart phones and ‘the cloud’. The idea of communicating instantly and for 
almost no cost with people around the world was unimaginable to most people a few decades ago.

Purpose of this Chapter
This chapter will explore how organizations change and how managers direct the innovation and 
change process. The next section describes the difference between incremental and radical change, 
the four types of change – technology, product, structure, people – occurring in organizations, and 
how to manage change successfully. The organization structure and management approach for 
facilitating each type of change is then discussed. Management techniques for influencing both the 
creation and implementation of change are also covered.

Innovate or Perish: The Strategic Role of Change
If there is one theme or lesson that emerges from previous chapters, it is that organizations run fast to 
keep up with changes taking place all around them. Large organizations find ways to act like small, 
flexible organizations. Manufacturing firms reach out for new, flexible manufacturing technology 
and service firms for new information technology (IT). Today’s organizations position themselves to 
innovate and change, merely to survive, let alone prosper, in a world of increased competition.6 As 
illustrated in Exhibit 12.1, a number of environmental forces condition major organizational change. 
Powerful forces associated with advancing technology, international economic integration, the matur-
ing of domestic markets and the shift to capitalism in formerly communist countries have brought 
about a globalized economy that affects every business, from the largest to the smallest, creating more 
threats as well as more opportunities. To recognize and manage the threats and take advantage of the 
opportunities, today’s companies are undergoing dramatic changes in all areas of their operations.

As we have seen in previous chapters, many organizations are responding to global forces by 
adopting self-directed teams and more horizontal structures that enhance communication and col-
laboration, streamlining supply and distribution channels and overcoming barriers of time and place 
through IT and e-business. Others become involved in joint ventures or consortia to exploit oppor-
tunities and extend operations or markets internationally. Some adopt structural innovations such 
as the virtual network approach to focus on their ‘core competencies’, while outside specialists han-
dle other activities. In addition, today’s organizations face a need for dramatic strategic and cultural 
change and for rapid and continuous innovations in technology, services, products and processes.

ONLINE 
COUNTERPOINT 12.1

potentially deadly Takata airbags (Takata is a major 
supplier to the car industry). So more improvements 
or innovations are needed.5

then in 2018, over 1 million cars including the Prius 
hybrid were recalled due to a potential fire risk. In 
2019 another 1.7 million cars were recalled due to 
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Incremental versus Radical Change
The changes undertaken to adapt to the environment can be evaluated according to scope – that 
is, the extent to which changes are incremental or radical for the organization.7 As summarized in 
Exhibit 12.2, incremental change represents a series of continual progressions that maintain the 
organization’s general equilibrium and often affect only one organizational part. Radical change, 
by contrast, breaks the frame of reference for the organization, often transforming the entire organ-
ization. For example, an incremental change is the implementation of sales teams in the marketing 
department, whereas a radical change is shifting the entire organization from a vertical to a hori-
zontal structure, with all employees who work on specific core processes brought together in teams 
rather than being separated into functional departments such as marketing, finance, production and 
so forth. Although bold, transforming change receives much attention and can be powerful for an 
organization, recent research indicates that incremental change – the constant implementation of 
small ideas – more often results in a sustainable competitive advantage. At the Danish subsidiary of 
textile manufacturer Milliken & Co., for example, a machine supplier discovered that his compa-
ny’s looms were running four times faster and producing more varied products than the engineers 
believed was possible. The advances came via the implementation of hundreds of small changes 
suggested by the textile maker’s front-line employees.8  California-based Google is another company 
that encourages continuous incremental change, as described in the Leading by Design box.

Source: Based on John P. Kotter, The New Rules: How to Succeed in Today’s Post-Corporate World (New York: The Free Press, 1995).

EXHIBIT 12.1 Forces Driving the Need for Major Organizational Change
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For the most part, incremental change occurs through the established structure and manage-
ment processes, and it may include technology improvements – such as the introduction of flex-
ible manufacturing systems – or product improvements – such as the two global laundry giants 
Unilever and Procter & Gamble moving to concentrated detergents that wash at lower tempera-
tures, saving energy and reducing washing costs.9 Radical change involves the creation of a new 
structure and new management processes.

One example of radical change is Apple, which has transformed itself from a personal computer 
(PC) manufacturer to a dominant force in the digital entertainment business. By creating the iPod and the 
iTunes online store, giving people easy, legal access to lots of songs, Apple changed the rules of the game 
in consumer electronics, entertainment and software.10 Apple didn’t sit on its laurels, next introducing 
the iPhone and iPad; its innovation continues – in 2019 iTunes was to be phased out and replaced 
with three new app services. Corporate transformations and turnarounds, such as Sergio Marchionne’s 
turnaround of Fiat11 or Jorma Ollila’s transformation of Nokia from a manufacturer of rubber boots and 
toilet paper to the world’s biggest mobile phone manufacturer until it lost out to Samsung and Apple, 
are also considered radical changes. Major turnarounds involve changes in all areas of the organization, 
including structure, management systems, culture, technology and products or services.

It’s important not to confuse radical and rapid forms of change, although they are sometimes 
needed at the same time. Nokia’s transformation from a sprawling multidivisional company to a 
cutting edge mobile telephony business took over 30 years, but it was definitely a radical transfor-
mation.12 The company’s failure to adapt quickly enough to the emergence of smartphones as the 
leading mobile phone market category required the company to transform once again in order to 
survive. In September 2013 the company announced the prospective takeover of its core mobile 
phone business by Microsoft, a $7 billion dollar deal that closed in 2014. The residual company 
focuses on network hardware and software especially 5G technology.13

EXHIBIT 12.2 Incremental versus Radical Change

Source: Based on Alan D. Meyer, James B. Goes, and Geoffrey R. Brooks, ‘Organizations in Disequilibrium: Environmental Jolts and Indus-
try Revolutions’, in George Huber and William H. Glick, eds, Organizational Change and Redesign (New York: Oxford University Press, 
1992), 66–111; and Harry S. Dent, Jr, ‘Growth through New Product Development’, Small Business Reports (November 1990), 30–40.
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Strategic Types of Change
Managers can focus on four types of change within organizations to achieve strategic advan-
tage. These four types of change are summarized in Exhibit 12.3 as products and services, 
strategy and structure, culture and technology. We touched on overall leadership and organ-
izational strategy in Chapter 3 and in the previous chapter on corporate culture. Each com-
pany has a unique configuration of products and services, strategy and structure, culture and 
technologies that can be focused for maximum impact upon the company’s chosen markets.14

Leadership
Vision

The Market

Technology
Products

and Services
Strategy

and Structure Culture

International
Environment

EXHIBIT 12.3 The Four Types of Change Provide a Strategic Competitive Wedge

Source: Joseph E. McCann, ‘Design Principles for an Innovating Company’, Academy of Management Executive 5 (May 1991), 76–93.

ONLINE BRIEF 12.1
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Technology changes are those in an organization’s production process, including its knowledge and 
skill base, that enable distinctive competence. These changes are typically designed to make production 
more efficient or to produce greater volume. Changes in technology involve the techniques for making 
products or services such as work methods, equipment and workflow. For example, a technology change 
at the global courier firm DHL automatically returns details of a package’s progress from handheld 
scanners to the company database, via Wi-fi and mobile data technology, so that vendors can instantly 
tell a package has been delivered and customers may track their parcel via a smartphone app.15, 16

Product and service changes involve the product or service outputs of an organization. New prod-
ucts include small adaptations of existing products or entirely new product lines. New products and 
services are normally designed to increase the market share or to develop new markets, customers, or cli-
ents. Toyota’s Hilux truck was a new product introduced to increase market share, whereas Apple’s iPad 
was a new product that created a new market for the company. An example of a new service designed to 
reach new markets and customers is Korean mobile phone operator SK Telecom’s introduction of tech-
nology permitting customers to view and record television programmes on their telephones.17, 18

Strategy and structure changes pertain to the administrative domain in an organization. The 
administrative domain involves the supervision and management of the organization. These changes 
include changes in organization structure, strategic management, policies, reward systems, labour 
relations, coordination devices, management information and control systems, and accounting and 
budgeting systems. Structure and system changes are usually top-down, that is, mandated by top 
management, whereas product and technology changes may often come from the bottom up. 
A system change instituted by management in a university might be a new merit pay plan. Corpo-
rate downsizing and the shift to horizontal teams are other examples of top-down structure change.

Culture changes refer to changes in the values, attitudes, expectations, beliefs, abilities and 
behaviour of employees. Culture changes pertain to changes in how employees think; these are 
changes in mind-set rather than technology, structure or products.
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to integrate its search engine into their own applica-
tions. The download is easy and the licence is free. It 
sounds crazy to some businesses, but Google says it 
‘turns the world into Google’s development team’.

Google’s organic approach to innovation has been 
highly successful. Indeed, the company is no longer 
just a hugely successful search engine. Google has 
evolved into a diverse information technology company 
that has put Microsoft into the shade. While Microsoft 
has been struggling to catch up in the game of search, 
Google has launched many new products ranging 
from Google Maps and Gmail to cutting edge mobile 
phones and tablets, and virtual reality devices and 
applications. In 2019 Google entered into the lucrative 
gaming market by launching a cloud platform called 
Google Stadia.19 Google has ploughed resources into 
numerous IT startups, while acquiring major internet 
firms like YouTube. In 2015, Google restructured itself 
to better manage its diverse portfolio of investments, 
creating a holding company called Alphabet, with 
subsidiaries in numerous areas including biotech, life 
sciences, home automation and robotics. The new 
organizational structure is designed to give the Google 
empire greater flexibility in acquiring and divesting 
investments. Its diversification continues today 
indicating that an organic approach to innovation helps 
to maintain the firm’s success as it enters the 2020s.

As for Marissa Mayer, in 2012 she jumped to rival 
Yahoo! as CEO. Unfortunately Yahoo! hasn’t been able 
to match Google’s midas touch, with many of its initia-
tives ending in failure. By 2016 Yahoo! was in the throes 
of massive losses and staff cutbacks, and in 2017, it 
was absorbed into Verizon. (See Counterpoint 12.1) 
After leaving Yahoo! in 2017, Mayer announced that 
she would be setting up a new startup incubator, Lumi 
Labs, with former colleague Enrique Munoz Torres. The 
company, based in Palo Alto, focuses on building con-
sumer applications through artificial intelligence.

Source: Fara Warner, ‘How Google Searches Itself’, 
Fast Company (July 2002), 50–52; Fred Vogelstein, 
‘Search and Destroy’, Fortune (May 2, 2005), 72–82; 
and Keith H. Hammonds, ‘How Google Grows … and 
Grows … and Grows’, Fast Company (Apri l 2003), 
74. www.businessinsider.com/verizon-acquires-ya-
hoo-2016-7?r=US&IR=T; www.businessinsider.com/
verizon-acquires-yahoo-2016-7?r=US&IR=Tnytimes.
com/2018/04/18/business/marissa-mayer-corner-of-
fice.html; yourstory.com/2018/04/yahoo-marissa-may-
er-startup-incubator-lumi-labs; yourstory.com/2018/04/
yahoo-marissa-mayer-startup-incubator-lumi-labs.

Google

Google quickly became the most popular search 
engine on the internet with its smarter and faster 

approach to providing users with what they are look-
ing for. But to maintain that success, managers knew 
the company needed to continuously innovate.

Then product manager Marissa Mayer suggested 
that the company come up with new ideas the same 
way as its search engine scours the web. To provide 
users with the best web search experience possible, 
Google searches far and wide, combing through bil-
lions of documents. Then it ranks the search results 
by relevance and quickly provides them to the user. 
The idea search process works in much the same 
way by casting a wide net across the organization. 
The process begins with an easy-to-use intranet. 
Even employees with limited technology expertise can 
quickly set up a page of ideas. ‘We never say, This 
group should innovate and the rest should just do 
their jobs’, says Jonathan Rosenberg, vice president 
of product management. ‘Everyone spends a fraction 
of [the] day on R&D.’ The intranet has also tapped into 
more ideas from technologically savvy Google employ-
ees who may not be very vocal or assertive in meet-
ings. Mayer says some engineers had lots of good 
ideas but were shy about putting them forth in open 
meetings. Now, employees can post their ideas on the 
intranet and see what kind of response they get.

Mayer searched the site each day to see which 
ideas were generating the most excitement and com-
ments. Once a week, she sat down with a team to 
review the ideas and flesh out at least six or seven that 
could be fast-tracked into development. In addition to 
the internal search process, users continue to play a 
key role in innovation. Ten full-time employees read and 
respond to user emails and pass along ideas to project 
teams, who are constantly tweaking Google’s service. 
Engineers work in teams of three and have the author-
ity to make any changes that improve the quality of the 
user experience and get rid of anything that gets in the 
way. Moreover, Google allows any software developer 

LEADING BY DESIGN
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The four types of change in Exhibit 12.3 are interdependent – a change in one often means a 
change in another. New products may require changes in the production technology, or a change 
in structure may require new employee skills. For example, when Jong-Yung Yun took over as 
President and CEO of Samsung Electronics in 1996, he found the company’s product division 
structure stood in the way of taking advantage of technological convergence. A typical case was 
the company’s refrigerators, which had been simple machines but now included specialized sem-
iconductors, made by another division that was not in tune with the white goods department. 
Over the subsequent years Yun restructured the company to bring core divisions together.20 The 
structural change was an outgrowth of the technology change.

ONLINE BRIEF 12.2

WWW

COUNTERPOINT 12.2
Sequential models can be helpful in simplifying what is often a complex and even chaotic process. 
Innovation and change are frequently contested and resisted as they may be promoted and welcomed 
by some groups but viewed as a threat by others. Processes of change and innovation are often lumpy 
and recursive. Developments occur in fits and starts; and stages of ‘awareness’ and ‘evaluation’ are 
revisited as new understandings emerge and re-assessments are made.

COUNTERPOINT 12.1
One issue that Google will need to address, like Toyota, is the issue of corporate social responsibility. 
Google is undoubtedly an innovative company, but some of its approaches to its tax affairs innovate 
in ways that allow it to avoid paying a fair share of taxes in the jurisdictions where it operates.

In 2012 and 2013 the company was widely criticized for structuring its business affairs so as to 
avoid taxes. In the world of digital services, national taxation systems can often be easily circumvented. 
In Google’s case, it paid only 0.1 per cent in corporate taxes on UK sales of £11.5 billion, by 
channelling revenues through its offices in Ireland. It further reduced its UK tax exposure by asserting 
that most of the value of the services it provides is added in the company’s headquarters in California, 
USA. In response to growing criticism, Google did a deal in 2016 to pay up to £130 million pounds in 
extra tax. While the UK government hailed the deal as a breakthrough against tax avoidance, critics 
quickly picked apart the deal as inadequate, and pressure is mounting for a global tax regime that 
shuts off the use of offshore arrangements Following discussions at a G7 meeting in July 2019, it is 
hoped that new international tax rules will be developed through negotiations at the OECD which 
ensure fair taxation of multinationals including large technology companies such as Google.21, 22

Innovation is one of the strong points of today’s fast-moving business world. It’s important that 
such innovation is in the public interest.23

Elements for Successful Change
Regardless of the type or scope of change, it can be analyzed as a series of stages of innova-
tion which may overlap (see Counterpoint 12.2).24 In the research literature on innovation, 
organizational change is considered the adoption of a new idea or behaviour by an organi-
zation.25 Organizational innovation, in contrast, is the adoption of an idea or behaviour that is 
new to the organization’s industry, market or general environment.26 The first organization to intro-
duce a new product is considered the innovator, and organizations that copy it are considered to 
adopt changes. For purposes of managing change, however, the terms innovation and change will be 
used interchangeably because the change process within organizations tends to be similar whether a 
change is early or late with respect to other organizations in the environment. Innovations typically 
are assimilated into an organization through a series of steps or elements. Organization members 
first become aware of a possible innovation, evaluate its appropriateness and then evaluate and 
choose the idea.27 The key elements of successful change are summarized in Exhibit 12.4.
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 1 Ideas. No company can remain competitive without new ideas; change is the outward 
expression of those ideas.28 An idea is a new way of doing things. It may be a new prod-
uct or service, a new management concept or a new procedure for working together in 
the organization. Ideas can come from within or from outside the organization. Internal 
creativity is a dramatic element of organizational change. Creativity is the generation 
of novel ideas that may meet perceived needs or respond to opportunities. As discussed 
earlier, Google Corporation allows its engineers to spend 20 per cent of their time on 
projects that interest them. This has generated numerous ideas for new services, includ-
ing Google Moderator, an idea management system that allows virtual collaboration 
on project brainstorming and idea testing.29 At Samsung’s India subsidiary, employees 
were offered rewards for interesting innovative ideas, with extra bonuses if the innova-
tion was implemented. The concept was so popular that the company’s 300 employees 
generated 1800 ideas a month.30, 31

 2 Need. Ideas are generally not seriously considered unless there is a perceived need for 
change (see Counterpoint 12.3). A perceived need for change occurs when managers see 
a gap between actual performance and desired performance in the organization. Manag-
ers try to establish a sense of urgency so that others will understand the need for change. 
Sometimes a crisis provides an undoubted sense of urgency. In many cases, however, 
there is no crisis, so managers have to recognize a need and communicate it to others.32 
A study of innovativeness in industrial firms, for example, suggests that organizations 
that encourage close attention to customers and market conditions and support for 
entrepreneurial activity produce more ideas and are more innovative.33 Jeffrey Immelt, 
former CEO of US-headquartered General Electric (GE), focused on creating just those 
conditions at the sprawling industrial giant, which had grown largely through acqui-
sition. By combining an emphasis on marketing, a renewed basic research effort and a 
company-wide focus on learning and sharing ideas, Immelt recharged GE into a house 
of technological innovation, calling for constant reinvention to generate more growth 
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EXHIBIT 12.4 Sequence of Elements for Successful Change
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from internal operations. The company has regularly been named one of the world’s most 
innovative and invests heavily in green technologies.34, 35

 3 Adoption. Adoption occurs when decision-makers choose to go ahead with a proposed 
idea. Key managers and employees need to be in agreement to support the change. For a 
major organizational change, the decision might require the signing of a legal document by 
the board of directors. For a small change, adoption might occur with informal approval by 
a middle manager.

 4 Implementation. Implementation occurs when organization members actually use a new 
idea, technique or behaviour. Materials and equipment may have to be acquired, and 
workers may have to be trained to use the new idea. Implementation is of course the most 
important step because without it, previous steps are to no avail. Implementation of change 
is often the most difficult part of the change process. Until people use the new idea, no 
change has actually taken place.

 5 Resources. Human energy and activity are required to bring about change. Change 
does not happen on its own; it requires time, resources and energy, for both creating 
and implementing a new idea. Someone must develop a proposal and provide the time 
and effort to implement it. Moreover, such innovations often require special fund-
ing. To this end, some companies use innovation programmes to focus resources 
while others set up seed funds or venture funds that employees with the most 
promising ideas can apply for. Ericsson developed an ‘ideaboxes’ programme to 
encourage employees with an idea to submit it. Ideas are voted on before being 
selected for development.36

COUNTERPOINT 12.3
The ‘need for change’ is something that may not be perceived by all managers or employees. Some 
may well prefer the status quo, not just because it is familiar but because it is tried and tested. Change 
in itself is not necessarily a ‘good thing’. It may be ill-thought through and it may have unanticipated 
and deleterious consequences. All too often, changes are introduced to ‘make an impact’, often led by 
a CEO who may have moved on before the full effects have been felt.

Change may be supported by ‘key managers’ without them agreeing that it is desirable if they 
anticipate that their jobs or credibility are put at risk by challenging the proposals. If this occurs, 
then adoption may be conditional or half-hearted. The outcome may be that the proposed change is 
incompletely or inadequately implemented. This may not necessarily be a ‘bad thing’ if the proposed 
idea is itself poorly thought through or if it has the effect of undermining established strengths.

One point about Exhibit 12.4 is especially important. Needs and ideas are listed simulta-
neously at the beginning of the change sequence. Either may occur first. Many organizations 
adopted the computer, for example, because it seemed a promising way to improve efficiency. The 
search for a vaccine against the AIDS virus, on the other hand, was stimulated by a severe need.

Technology Change
In today’s business world, any company that isn’t continually developing, acquiring or adapt-
ing new technology will likely be struggling to survive within a few years. However, organ-
izations face a contradiction when it comes to technology change, because the conditions 
that promote new ideas are not generally the best for implementing those ideas for routine 
production. An innovative organization is often characterized by flexibility and empowered 
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employees and the absence of rigid work rules.37 As discussed earlier in this book, an organic, 
free-flowing organization is typically associated with change and is considered the most effective 
organization form for adapting to a highly volatile or chaotic environment.

The flexibility of an organic organization is attributed to opportunities to be creative and 
introduce new ideas. Organic organizations encourage a bottom-up innovation process. Ideas bub-
ble up from middle- and lower-level employees when they have the freedom to propose ideas and 
to experiment. A mechanistic structure, in contrast, tends to inhibit innovation with its emphasis 
on rules and regulations, even though it may be the best structure for efficiently producing rou-
tine products. The challenge for managers is to combine organic and mechanistic characteristics 
within the organization to achieve both innovation and efficiency. To attain both aspects of tech-
nological change, an ambidextrous approach may be developed.

The Ambidextrous Approach
Recent thinking has refined the idea of organic versus mechanistic structures with respect to innovation 
creation versus innovation utilization. An organic structure may generate innovative ideas but is not 
necessarily the most effective structure for using those ideas.38 In other words, the initiation and the 
utilization of change are different kinds of processes. Organic characteristics such as decentralization 
and employee freedom are conducive for initiating ideas; but these same conditions can make it hard 
to implement a change, for example, because employees are unwilling to comply. Decentralization 
and a generally loose structure may mean that employees can ignore the innovation.

How do executives solve this dilemma? One remedy is for the organization to use an ambidex- 
trous approach – that is, to incorporate structures and management processes appropriate to both 
the creation and the implementation of innovation.39 Another way to think of the ambidextrous 
approach is to consider design elements important for exploring new ideas versus the design elements 
that are most suitable for exploiting current capabilities. Exploration means encouraging creativity 
and developing new ideas, whereas exploitation means implementing those ideas to produce routine 
products. The organization can be designed to behave in an organic way for exploring new ideas, 
and in a mechanistic way to exploit and use the ideas. Exhibit 12.5 illustrates how one department 
is structured organically to explore and develop new ideas, while another department is structured 
mechanistically for routine implementation of innovations. Research has shown that an ambidex-
trous approach is significantly more successful in launching innovative new products or services.40

Expand capabilities –
Explore and develop
    new ideas

Exploit capabilities –
Routine application
    of new ideas

General
Manager

Creative Department

(Organic structure)

Using Department

(Mechanistic structure)

EXHIBIT 12.5 Division of Labour in the Ambidextrous Organization

For example, a study of long-established Japanese companies such as Honda and Canon that 
have succeeded in breakthrough innovations found that these companies use an ambidextrous 
approach.41 To develop ideas related to a new technology, the companies assign teams of young 
staff members who are not entrenched in the ‘old way of doing things’ to work on the project. The 
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teams are headed by an esteemed elder and are charged with doing whatever is needed to develop 
new ideas and products, even if it means breaking rules that are important in the larger organiza-
tion for the process of implementing the new ideas.

Techniques for Encouraging Technology Change
Some of the techniques used by companies to maintain an ambidextrous approach are switching 
structures, creating separate creative departments, establishing venture teams and fostering corpo-
rate entrepreneurship.

Switching Structures Switching structures occurs when, for example, managers in a pre-
dominantly mechanistic organization create an organic structure for the initiation of new ideas.42 
Some of the ways organizations have switched structures to achieve the ambidextrous approach 
are as follows:

 ■ Electrolux, the Swedish home appliance maker, was facing declining sales. Its products, 
typically designed by the engineering department, were taking too long to get to mar-
ket and were failing to capture consumers’ attention. CEO Hans Straberg knew the 
problem needed a radical solution, and called in the chief of the Consumer Innovation 
division, Johan Hjertonsson. Hjertonsson had developed a reputation for radical solu-
tions when facing up to the challenge of cheaper Chinese-made goods in the late 1990s. 
His approach was to abandon engineer-driven product development and instead set up 
cross-functional innovation teams made up of designers, engineers, marketers and sales-
people working together to come up with products that excite consumers even if they 
are more expensive than the bog-standard imported competition. The entire company’s 
strategy has now been revamped in order to focus on higher end, higher profit margin 
products, de-emphasizing lower priced, ‘commoditized’ products. The product develop-
ment system keeps employees engaged and helps them to avoid ‘silo’ thinking where they 
become focused only on the culture and dynamics of their own divisions.43 The company 
continues to perform well, and in 2011 became a big player in the emerging South Amer-
ican market through a buyout of the Chilean home appliance manufacturer CTI. While 
its ambition to take over GE’s appliance business was thwarted in 2015 by US regulators 
who feared the combined firm would dominate the market, sales revenue continued to 
grow into 2018.44, 45

 ■ In 2007, the Japanese car maker Nissan opened a new innovation facility, the Nissan 
Advanced Technology Centre (NATC), designed to bring together R&D teams from 
around the company to work together more closely and more collaboratively in product 
development. The Centre was physically designed to encourage not only cross-functional 
collaboration but also to involve external engineers and visiting academics and researchers. 
Engineers from production factories from around the world are seconded to the Centre, 
providing them with a different perspective on the company’s business, and ensuring that 
nuts and bolts production issues are addressed early in the development process. The whole 
Centre is physically designed with an ‘open’ concept, for example, including ‘collaboration 
rooms’ that can accommodate up to 200 people, fitted with vehicle lifts. The facility inte-
rior was designed to permit an unobstructed view from much of the building of the testing 
going on in the vehicle pit-lane on the first floor, again contributing to the collaborative 
process. NATC is at the core of Nissan’s R&D efforts, which in 2019 were focused on four 
priority areas: vehicle electrification, vehicle intelligence/autonomous driving, zero emis-
sions and zero fatality.46, 47

Both of these organizations found creative ways to be ambidextrous, establishing organic 
conditions for developing new ideas in the midst of more mechanistic conditions for implement-
ing and using those ideas.
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Creative Departments In many large organizations the initiation of innovation is 
assigned to separate creative departments.48 Staff departments, such as research and development 
(R&D), engineering, design and systems analysis, create changes for adoption in other depart-
ments. Departments that initiate change are organically structured to facilitate the generation of 
new ideas and techniques. Departments that then use those innovations tend to have a mechanis-
tic structure more suitable for efficient production.

One example of a creative department is the research lab at Otsuka Pharmaceutical  
Company, which develops and manufactures both medicines and so-called nutraceuticals, food 
and drink designed to promote well-being, like its well-known sports drink Pocari Sweat. Although 
most big Western drug firms have switched to using robots and other high-tech tools to perform 
large-scale drug experiments, Japanese companies such as Otsuka are achieving success by con-
tinuing to emphasize human creativity. To get the kind of creative spirit that is willing to try new 
things and look for the unexpected, Otsuka’s president Tatsuo Higuchi says its research labs ‘put a 
high value on weird people’.49 However, in its department that manufactures drugs, where routine 
and precision are important, a pharmaceutical company probably favours the employment of less 
unusual people who are comfortable following rules and standard procedures.

Another type of creative department is the idea incubator, an increasingly popular way to 
facilitate the development of new ideas within the organization. An idea incubator provides a 
safe harbour where ideas from employees throughout the organization can be developed without 
interference from company bureaucracy or politics.50 The incubator gives people throughout the 
organization a place to go, rather than having to pitch a new idea all over the company and hope 
someone will pay attention. Companies as diverse as Intel India, Microsoft and Netherlands-based 
Philips NV use incubators to support the development of creative ideas.51

Venture Teams Venture teams are a technique used to give free rein to creativity within 
organizations. Venture teams are often given a separate location and facilities so they are not 
constrained by organizational procedures. A venture team is like a small company within a large 
company. Numerous organizations have used the venture team concept to free creative people from 
the bureaucracy of a large corporation (see Counterpoint 12.4). Shell established its GameChanger unit 
to increase innovation within the company’s exploration business, providing a vehicle that channels 
promising employee ideas into projects funded with the parent company’s capital. One of the earliest 
and most successful venture units is Innovacom, set up by France Telecom in 1988. Innovacom was 
for many years France Telecom’s in-house venture capital-plus outfit, until it was eventually spun off 
as an independent business in 2012. It provides capital to early-stage inventors and entrepreneurs in 
the fields of telecom hardware, telecom software, enterprise software and internet content and services. 
Innovacom was behind the start-up of such well-known internet-era companies as Kelkoo and Last 
Minute.com, as well as a host of less well-known but equally successful businesses.52, 53

COUNTERPOINT 12.4
A cautionary tale about the importance of setting up venture teams early, and the need to think ‘outside-
the-box’ of the parent business, comes from the newspaper business. Newspapers around the world have 
been rocked by the challenge of the internet, where information is often available free – and instantaneously. 
Developing an internet strategy is a matter of survival for the industry, and in most cases companies have 
set up internet-based operations as venture teams to explore and develop the new technology. One major 
challenge has been to find ways for internet operations to replace revenues from declining paper sales as 
readers shifted to online access. Many papers like Canada’s Globe and Mail, the New York Times, and the 
Irish Times tried to charge for internet content by forcing readers to buy a subscription in the same way that 
they had paid for their paper copies. However, they quickly found out that the internet is a different kind 
of business. Readers simply went elsewhere for their news, with the result that online newspapers were in a 
vicious cycle of declining subscription revenues and falling readership, leading to lower advertising revenues. 
One by one they abandoned this approach, usually returning to an advertising-based revenue stream. 
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One type of venture team is called a skunkworks.56 A skunkworks is a separate, small, informal, 
highly autonomous and often secretive group that focuses on breakthrough ideas for the business. 
The original skunkworks was created by the US’s Lockheed Martin aerospace manufacturer more 
than 50 years ago and is still in operation. The essence of a skunkworks is that highly talented people 
are given the time and freedom to let creativity reign. Michelin set up a skunkworks in Switzerland 
to go one step further than the Toyota Prius and develop a zero pollution car, the Hy-Light, which 
had electric motors based in each wheel. Plans by innovative Monaco sports car manufacturer Ven-
turi to put the vehicle into production came to nothing, but Michelin continues to innovate through 
its Michelin Incubators programme which encourages teams within Michelin – ‘intrapreneurs’ – to 
develop new ideas, whether innovative products like the Tweel airless tractor tyre, or existing pro-
cess improvements. In 2015, 25,000 ‘progress ideas’ were implemented, worth €15 million. In 2019, 
the programme covered projects linked to three of the company’s strategic fields: services and solu-
tions, mobility experiences and high-tech materials.57

A variation of the venture team concept is the new-venture fund, which provides financial 
resources for employees to develop new ideas, products or businesses. In order to tap into its employ-
ees’ entrepreneurial urges, Lockheed Martin allows workers to take up to two years’ unpaid leave to 
explore a new idea, using company labs and equipment and paying company rates for health insur-
ance. If the idea is successful, the corporation’s venture fund invests about $250,000 in the start-up 
company. One successful start-up was Genase, which created an enzyme that ‘stone-washes’ denim.58

Corporate Entrepreneurship Corporate entrepreneurship attempts to develop an inter-
nal entrepreneurial spirit, philosophy and structure that will produce a higher-than-average num-
ber of innovations. Corporate entrepreneurship may involve the use of creative departments and 
new venture teams, but it also attempts to release the creative energy of all employees in the 
organization. Managers can create systems and structures that encourage entrepreneurship. For 
example, at the giant oil company BP, top executives establish contracts with the heads of all BP’s 
business units. The unit managers are given free rein to deliver on the contract in whatever way 
they see fit, within clearly identified constraints.59

An important outcome of corporate entrepreneurship is to facilitate idea champions. These go 
by a variety of names, including advocate, intrapreneur, or change agent. Idea champions provide 
the time and energy to make things happen. They fight to overcome natural resistance to change 
and to convince others of the merit of a new idea.60 Idea champions need not be within the organ-
ization. Some companies have found that fostering idea champions among regular customers can 
be a highly successful approach.61 An example is Britain’s Anglian Water, where every innovation 
project has a sponsor or champion who is a customer seeking a solution to a specific problem.62 
Anglian’s approach has been formalized through its Water Innovation Network, where companies 
are invited to a Dragon’s Den type session to pitch ideas to solve challenges facing the company. 
At a session in 2013, for example, companies were asked to come up with innovative approaches 
to deal with sewer flooding, with Anglian choosing the most promising approach for further 
development.63 The business strategy of Johor Corporation (JCorp), a Malaysian state-owned 

However, advertising revenues are much lower than the revenues that paper sales used to generate, so it’s a 
dilemma internet newspaper venture groups will have to resolve soon, as the printed versions of newspapers 
sell fewer and fewer copies. The UK’s Telegraph group manages to get 20 per cent of its advertising revenues 
from the internet, but it was one of the first major papers to go online in 1994. In recent years more and 
more online newspapers are going back behind paywalls again, notably led by the UK’s Times and Financial 
Times, and the US New York Times.54 Faced with a bleak outlook in 2015, The Guardian newspaper in the 
UK turned to its readers for financial support to sustain it by way of voluntary contributions. The move 
seems to have paid off. In 2019, the newspaper’s parent company reported that it had hit financial break-
even helped by growth in digital revenues (which were 56 per cent of total revenue, up from 39 per cent in 
2016) and increased contributions from readers.55
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regional economic development company, is built around ‘intrapraneurship’ with a social goal 
of increasing entrepreneurship among the ethnic Malay population. JCorp executives are encour-
aged to develop and implement business ideas in partnership with outside entrepreneurs, and can 
access venture funds from JCorp, which usually takes a majority ownership stake in the venture. 
The ventures have turned a profit overall for both JCorp and its intrapreneurs.64, 65

Idea champions usually come in two types. The technical champion, or product champion, is 
the person who generates or adopts and develops an idea for a technological innovation and is 
devoted to it, even to the extent of risking position or prestige. The management champion acts 
as a supporter and sponsor to shield and promote an idea, such as a new project or a change of 
structure, within the organization.66 The management champion sees the potential application 
and has the prestige and authority to get the idea a fair hearing and to allocate resources to it. 
Numerous studies have identified the importance of idea champions as a factor in the success of 
new products. US fabric and clothing manufacturer, W.L. Gore, featured in the In Practice box 
that follows, is a leading example of a company that fosters and benefits from idea champions.67

New Products and Services
Although the ideas just discussed are important to product and service as well as technology 
changes, other factors are also important. In many ways, new products and services are a special 
case of innovation because they are used by customers outside the organization. Since new prod-
ucts are designed for sale in an uncertain environment, doubts about the suitability and success of 
an innovation are high.

New Product Success Rate
Research has explored the enormous uncertainty associated with the development and sale of new 
products.68 To understand what this uncertainty can mean to organizations, just consider such flops 
as Sony’s Betamax video recording format, which lost out to VHS after an epic 25-year battle,69 or 
IPC publishing company’s Nova women’s magazine which actually failed twice. It had been an iconic 
UK fashion title in the 1960s that lost readership and stopped publication in 1975, only to be revived 
in 2000 before failing again less than 12 months later.70 Swiss drug manufacturer Novartis dropped 
$235 million in development costs for the Aurograb antibiotic before it failed its second round of 
clinical tests.71 Developing and producing products that fail is a part of business in all industries. 
Companies spend billions on R&D for new products such as Canada’s Dr Care aerosol toothpaste 
(that parents feared would be too popular with their children), Blue Circle Cement’s abortive entry 
into the lawnmower market, and IBM’s doomed attempt to take on Microsoft Windows with its 
OS/2 operating system.72 Thousands of new products and service concepts fail each year.

in areas as diverse as guitar strings, dental floss, 
fuel cells and medical devices. Everyone at Gore is 
expected to become an idea champion at some time 
in their career with the company. Gore provides the 
environment for that to happen by letting employees 
figure out what they want to do.

Gore’s employees, known as associates, don’t 
have job titles or bosses. Rather than being assigned 
to tasks, people make commitments to work on pro-
jects where they think they can make the biggest 
contribution. That means employees tend to be ‘very 
passionate about what they’re doing’, says Jeff Kolde 

W.L. Gore

W.L. Gore, a privately held US company best 
known as the maker of Gore-Tex fabric, is so 

good at innovating that it has become a major player 

IN PRACTICE
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COUNTERPOINT 12.5
Similar figures are regularly cited for failures of organizational innovation where change programmes 
fail to deliver their promises. Change may be regarded as a necessity, but it is also very frequently 
ineffective or abandoned.

■ Two-thirds of Total Quality Management (TQM) programmes fail, and re-engineering initia-
tives fail 70 per cent of the time (Senge, 1999, pp. 5–6).77

 ■ A seminal study found a 64 per cent failure rate among new technological innovations intro-
duced into municipal public service programmes (Yin, 1978, p. vi).78

 ■ Change initiatives crucial to organizational success fail 70 per cent of the time (Miller, 2002,  
p. 360).

 ■ Major corporate investments in technology are not used as intended or abandoned within six 
months 80 per cent of the time (Gartner Group in Miller, 2002, p. 360).79

 ■ Leaders of the corporate re-engineering movement report that the success rate for Fortune  
1000 companies is below 50 per cent, possibly only 20 per cent (Strebel, 1996, p. 86).80

A survey some years ago examined 200 projects in 19 chemical, drug, electronics and petro-
leum laboratories to learn about success rates.81 To be successful, the new product had to pass 
three stages of development: technical completion, commercialization and market success. On 
average, only 57 per cent of all projects undertaken in the R&D laboratories achieved technical 
objectives, which means all technical problems were solved and the projects moved on to produc-
tion. Of all projects that were started, fewer than a third (31 per cent) were fully marketed and 

own ideas. A senior colleague serves as a mentor 
and guide; if the idea is promising and the associ-
ate is passionate about it, the mentor becomes a 
management champion to make sure the project 
gets the attention and resources needed to pursue 
it. Gore has found that having associates recruit vol-
unteers to work on projects turns out to be a pretty 
good indication of whether an innovation is likely to 
succeed. An example of Gore ‘intrapreneurship’ was 
the development of the Elixir guitar strings from an 
idea by Gore associate Dave Myers to coat strings 
with a polymer. The strings last longer than ordinary 
strings and have become a profitable niche product 
line for W.L. Gore.73,74 The company’s success with 
innovative products is not limited to its people or on 
a small basis, but it has a first class innovative culture 
and capability.75

from Gore. Kolde himself is an excellent example of 
an idea champion. Gore researchers had developed 
an improved kind of ionic membrane that separates 
positive and negative ions, but the company wasn’t 
sure what to do with it. Kolde got excited about the 
potential use in the fuel cell industry and began send-
ing out prototypes. The fuel cell industry got really 
excited too. W.L. Gore became the first commercial 
supplier of membrane-electron assemblies (MEAs), a 
critical technology for fuel cells. But Kolde first had to 
convince others that the project was worth their time 
and effort, no easy task in a new area like fuel cells. 
His passion for the project enabled him to recruit peo-
ple from around the company, including two employ-
ees with PhDs.

Gore research associates get to spend 10 per 
cent of their time as ‘dabble time’, developing their 

Experts estimate that about 80 per cent of new products fail upon introduction and another 
ten per cent disappear within five years (see Counterpoint 12.5). Considering that, depending on 
the product and the market, it can be hugely costly to successfully launch a new product, new 
product development is a risky, high-stakes game for organizations. Nevertheless, without new 
product development, companies will inevitably wither and die, and so most large, successful 
corporations devote energy and resources to developing new products.76
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commercialized. Several projects failed at this stage because production estimates or test market 
results were unfavourable.

Finally, only 12 per cent of all projects originally undertaken achieved economic success. Most 
of the commercialized products did not earn sufficient returns to cover the cost of development 
and production. This meant that only about one project in eight returned a profit to the company.

Reasons for New Product Success
The next question to be answered by research was, ‘Why are some products – both physical prod-
ucts and service – more successful than others? Why has the United Arab Emirates-headquartered 
Thuraya satellite phone service remained profitable while US-based Iridium and Globalstar both 
had to declare Chapter 11 bankruptcy protection, with Motorola-backed Iridium described as 
one of ‘The 10 Biggest Tech Failures of the Last Decade’ in 200982 (although they have both been 
restructured and continue to offer services)? Why did Sony’s Blu-Ray format for high density data 
disks succeed while rival Toshiba’s HD-DVD standard fall by the wayside?83 Further studies indi-
cated that innovation success is often related to collaboration between technical and marketing 
departments. Successful new products and services seem to be technologically sound and also 
carefully tailored to customer needs.84 A study called Project SAPPHO examined 17 pairs of new 
product innovations, with one success and one failure in each pair, and concluded the following:

 1 Successful innovating companies had a much better understanding of customer needs and 
paid much more attention to marketing.

 2 Successful innovating companies made more effective use of outside technology and outside 
advice, even though they did more work in-house.

 3 Top management support in the successful innovating companies was from people who 
were more senior and had greater authority.

Thus, there is a distinct pattern of tailoring innovations to customer needs, making effective 
use of technology, and having influential top managers support the project. These ideas taken 
together indicate that the effective design for new product innovation is associated with horizon-
tal coordination across departments.

Horizontal Coordination Model
The organization design for achieving new product innovation involves three components 
– departmental specialization, boundary spanning and horizontal coordination. These com-
ponents are similar to the horizontal coordination mechanisms discussed in Chapter 4, such 
as teams, taskforces and project managers, and the differentiation and integration ideas dis-
cussed in Chapter 5. These components can be viewed in the horizontal coordination model.

Specialization The key departments in new product development are R&D, marketing and 
production. The specialization component means that the personnel in all three of these depart-
ments are highly competent at their own tasks. The three departments are differentiated from each 
other and have skills, goals and attitudes appropriate for their specialized functions.

Boundary Spanning This component refers to how those departments involved with new 
products have excellent linkage with relevant sectors in the external environment. R&D personnel 
are linked to professional associations and to colleagues in other R&D departments. They are aware 
of recent scientific developments. Marketing personnel are closely linked to customer needs. They 
listen to what customers have to say, and they analyze competitor products and suggestions by 
distributors. For example, Charles Rolls and Tim Warrilow launched UK-based Fever-Tree in 2001 

ONLINE BRIEF 12.4

WWW
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when they observed that the big drinks mixer manufacturers were focusing on high volume mixers 
based on cheap, artificial ingredients: the victory of company laboratories and accountants over 
consumer focus. Fever-Tree is named after the trees found in the Democratic Republic of Congo that 
are the source of the quinine that forms the basis of tonic water and is a cure for malaria. The com-
pany developed six premium drink mixers based on natural ingredients, and distributed through 
high-end bars and premium supermarkets such as the UK’s Waitrose.85 By 2019 Fever-Tree’s range 
had expanded to 14 different mixers and it was selling over 500 million bottles and cans in over 70 
countries with revenues of £237m, built on a marketing pitch that emphasizes the exotic, dangerous 
places the founders personally visit to source high-quality, natural ingredients.86, 87

Horizontal Coordination This component refers to how technical, marketing and pro-
duction people share ideas and information. Research people inform marketing of new technical 
developments to learn whether the developments are applicable to customers. Marketing people 
provide customer complaints and information to R&D to use in the design of new products. Peo-
ple from both R&D and marketing coordinate with production because new products have to fit 
within production capabilities so costs are not exorbitant. The decision to launch a new product 
is ultimately a joint decision between all three departments. Horizontal coordination, using mech-
anisms such as cross-functional teams, increases both the amount and the variety of information 
for new product development, enabling the design of products that meet customer needs and cir-
cumventing manufacturing and marketing problems.88

Companies such as Unilever (see next In Practice box) and W.L. Gore routinely turn to 
customers and other organizations for advice. Gore worked with physicians to develop its 
thoracic graft, which is used to strengthen an artery.89 During development of new planes 
such as the Airbus A380, engineers from Airbus and the purchasing airlines worked closely 
with flight attendants, pilots and frequent flyers, to make sure the plane was designed for 
maximum functionality and customer satisfaction.90, 91

ONLINE 
COUNTERPOINT 12.2

share to Procter & Gamble’s products on the latter’s 
home turf.

The key to Unilever’s recent successes in product 
innovation has been to emphasize consumer-driven 
product development. As noted earlier in this chap-
ter, consumers are becoming increasingly sensitive 
to environmental issues. For example, breakthroughs 
have been achieved in concentrated liquid detergent 
such as Persil Small and Mighty, which saves energy 
that would have been wasted transporting the excess 
water in traditional more diluted detergents, as well as 
making it easier for the consumer to haul the prod-
uct home from the supermarket.93 Unilever is work-
ing to achieve recognition for many of its products as 
environmentally sound. The company is a major tea 
producer, and is working with the Rainforest Alliance, 
an environmental NGO, to have all its tea plantations 
in East Africa certified as environmentally and socially 
sustainable.94

The company has also successfully leveraged its 
decentralized structure; its products and 400 brands 
are present in over 190 countries, and product 

Unilever

Unilever is one of the two giants of the global 
consumer products industry, along with the US 

Procter & Gamble. However, like many long-estab-
lished and successful firms, by the beginning of the 
twenty-first century, Unilever was in a downward cycle 
of tired brands and declining profits. In 2005 then 
CEO Patrick Cescau launched a turnaround strategy 
that focused on eliminating declining brands, reducing 
layers of bureaucracy, investing in the more profitable 
emerging markets and making the company far more 
nimble in developing product innovations and bringing 
them to market.92 Unilever sold off its North American 
laundry products, which had consistently lost market 

IN PRACTICE
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Innovation failures – such as Kellogg’s initial efforts to introduce cornflakes to India or 
Chrysler Corporation’s early (and in retrospect, patronizing) effort to market to women with the 
‘LaFemme’ model car100 – usually violate the horizontal linkage model. Employees fail to connect 
with customer needs and market forces, or internal departments fail to adequately share needs 
and coordinate with one another. Recent research has confirmed a connection between effective 
boundary spanning that keeps the organization in touch with market forces, smooth coordination 
among departments and successful product development.101

Achieving Competitive Advantage: The Need for Speed
The rapid development of new products is becoming a major strategic weapon in the shifting 
international marketplace.102 To remain competitive, companies are learning to develop ideas into 
new products and services incredibly quickly. Whether the approach is called the horizontal link-
age model, concurrent engineering, companies without walls, the parallel approach, or simultane-
ous coupling of departments, the point is the same – get people working together simultaneously 
on a project rather than in sequence. Many companies are learning to sprint to market with new 
products.

Time-based competition means delivering products and services faster than competitors, 
giving companies a competitive edge. Tekes, the Finnish government technology agency, set up 
RAPID, a special programme to help the country’s major corporations develop products and put 
them on the market more quickly, essential in rapidly changing global markets. Most of the coun-
try’s major corporations have benefited from the programme. Finland has been a leader in the 
high-tech sector, with companies regularly outstripping competitors in speed to market and thus 
capturing and protecting market share in highly competitive markets.103

development occurs all over the globe. Whereas pre-
viously national units of Unilever worked almost 
independently, Cescau worked to encourage local 
innovation and take greater advantage of locally 
developed innovations.95 One of a number of suc-
cesses in this area has been high-calcium ice cream, 
which was first developed in Asian markets and then 
successfully introduced in Europe.96

Unilever has also worked closely with its adver-
tising agencies to ensure they are producing cut-
ting edge campaigns for Unilever, whose products 
had tended to be supported by cautious, conserv-
ative advertising. Unilever long-time Chief Market-
ing Officer, Simon Clift, said the company and its 
advertising agencies were once ‘a bit like a married 
couple who had great sex … just not with each 
other’. In other words, Unilever had great products 
that were not always backed up by great advertis-
ing campaigns, while its advertising agencies ran 
great campaigns, just not necessarily for Unilever. 
By shifting some of its accounts and restructuring 
its relationships with other advertising agencies, the 
company has produced an edgier advertising image 
that has brought several Cannes Grand Prix awards 

and delivered higher sales for several products. The 
approach also involves careful analysis of markets. 
Whereas European consumers tend to appreciate 
racy advertisements, the same may not be true in the 
United States, for example. A campaign for its Axe 
male grooming line implies that young women will 
lose sexual inhibition when they smell Axe products 
being worn by their male friends; Unilever delayed 
introducing its Axe line in the United States at the 
cost of several hundred million dollars in potential rev-
enues, partly because ‘we find this overt sexual refer-
ence in advertising might not go down too well in the 
Bible Belt’.97 Eventually, though, the company took 
the risk and introduced Axe and its ‘sexy’ marketing 
pitch in the United States. Axe’s macho image built a 
successful brand for a number of years, but as mas-
culine roles have become more self-aware in 2016 
Unilever decided to relaunch the brand emphasizing 
individuality over macho stereotypes.98, 99

Sources: www.irishtimes.com/business/unilever-s-exit-from-
london-is-loaded-with-brexit-symbolism-1.3637479; www.
independent.co.uk/topic/Unilever; www.unilever.com/about 
/who-we-are/; www.unilever.com/Images/unilever-annual- 
report-and-accounts-2018_tcm244-534881_en.pdf.
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Some companies use what are called fast cycle teams as a way to support highly important 
projects and deliver products and services faster than competitors. A fast cycle team is a multifunc-
tional, and sometimes multinational, team that works under stringent timelines and is provided 
with high levels of company resources and empowerment to accomplish an accelerated product 
development project.104, 105 By using the internet to collaborate on new designs among various 
functional departments and with suppliers, teams at the US-headquartered plumbing accessory 
manufacturer Moen take a new kitchen or bath tap from drawing board to store shelf in only 16 
months. The time savings mean Moen’s teams can work on three times as many projects as previ-
ously and introduce up to 15 new designs a year for today’s fashion-conscious consumers.106 Sim-
ilarly, as we noted in Chapter 9, Toyota used a variety of innovative team approaches to develop 
the innovative Prius in only 15 months, in comparison with an industry standard of four years for 
the development of a new car model.107

Another critical issue is designing products that can compete on a global scale and successfully 
marketing those products internationally. Companies such as the ice cream maker Häagen-Dazs 
are trying to improve horizontal communication and collaboration across geographical regions, 
recognizing that they can pick up winning product ideas from customers in other countries. A new 
Häagen-Dazs flavour, dulce de leche, developed primarily for sale in Argentina, quickly became a 
favourite in the rest of the world.108, 109

Many new product development teams today are global teams in order to develop products 
that will meet diverse needs of consumers all over the world.110 Unilever, profiled earlier in this 
chapter, has R&D centres globally, located in the UK, the United States, Netherlands, China and 
India, which tackle challenges like how to get more mayonnaise out of a jar, a problem addressed by 
the 2015 launch of an Easy-Out bottle that reduces mayo left in the bottle from 13 to 3 per cent.111

Strategy and Structure Change
The preceding discussion focused on new production processes and products, which are based in 
the technology of an organization. The expertise for such innovation lies within the technical core 
and specialist staff groups, such as research and engineering. This section turns to an examination 
of strategy and structure changes.

In the past, when the environment was relatively stable, most organizations focused on 
small, incremental changes to solve immediate problems or take advantage of new opportunities. 
However, since the 2000s with globalization and technological innovations upending traditional 
organizational models, companies throughout the world have sought to make radical changes 
in strategy, structure and management processes to adapt to new competitive demands.112 Many 
organizations are cutting out layers of management and decentralizing decision-making. There is 
a shift towards more horizontal structures, with teams of front-line workers empowered to make 
decisions and solve problems on their own. Some companies are breaking away from traditional 
organization forms and shifting towards virtual network strategies and structures. Numerous 
companies are reorganizing and shifting their strategies as the expansion of e-business changes the 
rules. Global competition and rapid technological change will likely lead to further strategy-struc-
ture realignments in the 2020s. These types of changes are the responsibility of the organization’s 
top managers, and the overall process of change is typically different from the process for innova-
tion in technology or new products.

The Dual-Core Approach
The dual-core approach to organizational change compares administrative and technical 
changes. Organizations – schools, hospitals, city governments, welfare agencies, govern-
ment bureaucracies and many business firms – can be conceptualized as having two cores: ONLINE BRIEF 12.5
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a technical core and an administrative core. Each core has its own employees, tasks and environ-
mental domain. Innovation can originate in either core.

The responsibility of the administrative core includes the structure, control and coordina-
tion of the organization itself and concerns the environmental sectors of government, financial 
resources, economic conditions, human resources and competitors. The technical core is concerned 
with the transformation of raw materials into organizational products and services and involves 
the environmental sectors of customers and technology.113 The point of the dual-core approach is 
that many organizations – especially not-for-profit and government organizations – must adopt 
frequent administrative changes and need to be structured differently from organizations that rely 
on frequent technical and product changes for competitive advantage.

Organization Design for Implementing Administrative Change
The findings from research comparing administrative and technical change suggest that a mech-
anistic organization structure is appropriate when there are frequent administrative changes, 
including changes in goals, strategy, structure, control systems and personnel.114 In many gov-
ernment organizations that are bureaucratically structured, administrative changes in policy, 
regulations or control systems are more critical than technical changes. Organizations that suc-
cessfully adopt many administrative changes often have a larger administrative ratio, are larger 
in size, and are centralized and formalized compared with organizations that adopt many tech-
nical changes.115 The reason is the top-down implementation of changes in response to changes 
in the government, financial or legal sectors of the environment. Research into civil service 
reform found that the implementation of administrative innovation was extremely difficult in 
organizations that had an organic technical core. The professional employees in a decentral-
ized agency could resist civil service changes. By contrast, organizations that were considered 
more bureaucratic in the sense of high formalization and centralization adopted administrative 
changes more readily.116

The innovation approaches associated with administrative versus technical change are sum-
marized in Exhibit 12.6. Technical change, such as changes in production techniques and inno-
vation technology for new products, is facilitated by an organic structure, which allows ideas to 
bubble upward from lower- and middle-level employees. Organizations that must adopt frequent 
administrative changes, in contrast, tend to use a top-down process and a mechanistic structure. 
For example, policy changes, such as the adoption of no-smoking policies, sexual harassment poli-
cies or new safety procedures, are usually implemented through a top-down approach. Downsizing 
and restructuring are nearly always managed top down, for example when Danish wind-turbine 
manufacturer Vestas had to deal with a combination of low-cost Chinese competition and reduc-
tions in renewable energy subsidies in Western countries between 2011 and 2016. However, by 
remaining lean and innovative, and focusing on growing new markets for its turbines, particularly 
in the United States, Vestas has been able to bounce back, regaining its position as the world’s 
largest wind turbine manufacturer and realising profits of €683 million in 2018.117, 118

What about business organizations that are normally technologically innovative in bottom-up 
fashion but suddenly face a crisis and need to reorganize? Or a technically innovative, high-tech 
firm that must reorganize frequently to accommodate changes in production technology or the 
environment? Technically innovative firms may suddenly have to restructure, reduce the number 
of employees, alter pay systems, disband teams or form a new division.119 One answer is to use a 
top-down change process. In a top-down process, the authority for strategy and structure change 
lies with top management, who initiate and implement the new strategy and structure to meet 
environmental circumstances. This was the situation facing the Anglo- Australian mining giant, 
Rio Tinto Group (see next In Practice), when world commodity prices fell sharply in the 2008 
slump.
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Type of Innovation Desired
Administrative

Structure Technology

Top-down
Strategy
Downsizing
Structure

Mechanistic

Bottom-up
Production

techniques
Workflow
Product ideas
Organic

Administrative
Core

Technical
Core

EXHIBIT 12.6 Dual-Core Approach to Organization Change

fuelled both by commodity prices and a hostile takeo-
ver bid from rival BHP Billiton.

Suddenly, however, the bottom fell out of the 
market for Rio Tinto’s main products. Between 
January and December 2008, the price of both 
copper and aluminium dropped by two-thirds, and 
iron ore by one-third. Rio Tinto’s own stock price 
also plunged; between May and December 2008 the 
company’s shares declined by almost 90 per cent. 
BHP withdrew its bid for Rio Tinto. The company’s 
near $40 billion debt, mainly accumulated from the 
Alcan purchase, worried investors. Former Rio CEO 
Tom Albanese needed to do something quickly to 
reduce overcapacity, rein in costs, reduce debt, 
restage capital investments to the longer term and 
thus improve investor confidence. In December 2008 
he announced a wide-ranging package including 
14,000 redundancies worldwide, a cut of more than 
50 per cent in planned spending during 2009 including 
putting several mine projects on hold, a freeze on 
dividends and an asset sale to raise cash. Albanese 
commented, ‘By taking these tough decisions now 
we will be well positioned when the recovery comes’. 
The immediate reaction of stock markets was positive, 
but employees and communities around the world 
were worried. Continuing economic uncertainty and 

Rio Tinto Group

Rio Tinto is one of the storied names in world mining. 
The company dates back to 1873 when Rothschild 

family companies in London and Paris came together to 
buy the Spanish government’s Rio Tinto copper mines 
in southern Spain (hence the company’s name). By 
2008 the company was a major miner of various min-
erals, including bauxite, iron ore, copper and diamonds. 

As the long global boom that began in the 1990s 
reached a crescendo in the first years of the twenty- 
first century, the commodities produced by Rio Tinto 
ballooned in value. Rapidly expanding economies 
like China and India were consuming ever-increasing 
quantities of metals and other minerals, and increased 
demand fed into higher prices. Rio Tinto expanded 
aggressively, including purchase of the major Cana-
dian aluminium producer Alcan in 2007. Rio Tinto 
shares seemed on a one-way upwards escalator, 

IN PRACTICE
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A study of successful corporate transformations, which frequently involve painful 
changes, found that managers followed a fast, focused approach. When top managers spread 
difficult changes such as downsizing over a long time period, employee morale suffers more 
and the change is much less likely to lead to positive outcomes. While analysts were surprised 
at the severity of Rio Tinto’s cutbacks, Albanese will have been aware of best practices in 
corporate restructuring, and thus decided to get the bad news out of the way quickly so that 
morale could be rebuilt quickly and the organization could move forward.123

Top managers should also remember that top-down change means initiation of the idea 
occurs at upper levels and is implemented downward. It does not mean that lower-level employees 
are not educated about the change or allowed to participate in it.

Culture Change
Organizations are made up of people and their relationships with one another. Changes in strat-
egy, structure, technologies and products do not happen on their own, and changes in any of these 
areas involve changes in people as well. Employees must learn how to use new technologies, or 
market new products, or work effectively in a team-based structure. Sometimes achieving a new 
way of thinking requires a focused change in the underlying corporate cultural values and norms. 
Changing corporate culture fundamentally shifts how work is done in an organization and gener-
ally leads to renewed commitment and empowerment of employees and a stronger bond between 
the company and its customers.124

Forces for Culture Change
A number of recent trends have contributed to a need for cultural makeovers at companies such 
as Marks & Spencer, IBM and DHL. Some of the primary changes requiring a shift in culture 
and employee mind-set are re-engineering and the move towards horizontal forms of organizing, 
greater employee and customer diversity, and the shift to the learning organization.

Re-engineering and Horizontal Organizing As described in Chapter 4, re-engineer-
ing involves redesigning a vertical organization along its horizontal workflows. This changes the 
way managers and employees need to think about how work is done and requires greater focus 
on employee empowerment, collaboration, information sharing and meeting customer needs. In 
his book The Re-engineering Revolution, Michael Hammer refers to people change as ‘the most 
perplexing, annoying, distressing and confusing part’ of re-engineering.125 Managers may confront 
powerful emotions as employees react to rapid, massive change with fear or anger.

In the horizontal organization, managers and front-line workers need to understand and embrace 
the concepts of teamwork, empowerment and cooperation. Managers shift their thinking to view 
workers as colleagues rather than cogs in a wheel; and workers learn to accept not only greater free-
dom and power but also the higher level of responsibility that comes with them. Mutual trust, risk 
taking and tolerance for mistakes become key cultural values in the horizontal organization.

One of the biggest challenges in re-engineering is the shift underway in China and sev-
eral other formerly communist countries in Asia, which have now adopted capitalist models. 

volatile commodities prices suggest that Albanese’s 
strategy was wise, though he personally didn’t survive 
the downturn, being asked to resign in 2013. In 2016 
iron ore prices, a major determinant of Rio Tinto stock 
prices, were still down 65 per cent from a 2011 peak, 

mainly as a result of decreased demand from China. 
CEO Jean-Sebastien Jacques saw a strong start to 
2019, helped by surging prices for iron ore, which 
compensated for operational setbacks in other parts 
of the business.120, 121, 122

ONLINE 
COUNTERPOINT 12.3
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Traditionally, organizations were very hierarchical, and staff had limited opportunities to provide 
their input to decisions. Ironically the first generation of capitalist business leaders may even have 
exacerbated this attitude, as they built companies based on their own charisma and capacity to 
act decisively. However, as organizations mature and become more complex, effective information 
sharing and making best use of all the talents in the company becomes crucial. Louis Liu, a Hong 
Kong-based human resource management consultant, says, ‘There are a lot of brilliant business-
men in the mainland. They are brilliant at doing business, but they don’t even know how to hold 
a meeting properly. They ask their colleagues to give their report, then give each of them some ver-
bal instructions and call that a meeting’. Gradually, though, a new generation of human resource 
managers is helping to foster contemporary management skills, drawing attention to the subtleties 
of organizational culture and not only the short-term bottom line.126

Diversity In many organizations, managers are engaged in implementing new recruiting, 
mentoring and promotion methods, diversity training programmes, tough policies regarding sex-
ual harassment and racial discrimination and new benefits programmes that respond to a more 
diverse workforce. Organizations are moving beyond the concept of ‘managing diversity’, which 
emphasizes the difficulties associated with a diverse workforce, towards ‘diversity leadership’, 
where companies take a lead in fostering and supporting diversity both within and outside the 
organization. The Toronto, Canada office of accounting major EY is actively involved in commu-
nity programmes to support minority and immigrant youth to succeed in employment. Jeanine 
Pereira, the firm’s team development leader, says this pays off for EY, ‘We recruit worldwide, and 
if you can show that you help immigrants integrate into Canadian society, it is a lot easier for you 
to attract and retain skilled accountants from around the world’.127

The Learning Organization The learning organization involves breaking down bound-
aries both within and between organizations to create companies that are focused on knowledge 
sharing and continuous learning. Recall from Chapter 1 that shifting to a learning organization 
involves changes in a number of areas. For example, structures become horizontal and involve 
empowered teams working directly with customers. There are few rules and procedures for 
performing tasks, and knowledge and control of tasks are located with employees rather than 
supervisors. Information is broadly shared rather than being concentrated with top managers. In 
addition, employees, customers, suppliers and partners all play a role in determining the organiza-
tion’s strategic direction. Clearly, all of these changes require new values, new attitudes and new 
ways of thinking and working together. A learning organization cannot exist without a culture 
that supports openness, equality, adaptability and employee participation.

As noted above, many Chinese organizations are in the process of cultural change, instituting 
internal reforms aimed at creating a learning organization. Zhujiang Iron and Steel Company, fea-
tured in the next In Practice box, is a case in point.128

Organization Development Culture Change Interventions
Managers use a variety of approaches and techniques for changing corporate culture, some of 
which we discussed in Chapter 11. One method of quickly bringing about culture change is 
known as organization development (OD), which focuses on the human and social aspects of 
the organization as a way to improve the organization’s ability to adapt and solve problems. 
OD emphasizes the values of human development, fairness, openness, freedom from coercion 
and individual autonomy that allows workers to perform the job as they see fit, within reasonable 
organizational constraints.129 In the 1970s, OD evolved as a separate field that applied the behav-
ioural sciences in a process of planned organization-wide change, with the goal of increasing organ-
izational effectiveness. Today, the concept has been enlarged to examine how people and groups can 
change to a learning organization culture in a complex and turbulent environment. Organization 
development is not a step-by-step procedure to solve a specific problem but a process of fundamen-
tal change in the human and social systems of the organization, including organizational culture.130

ONLINE BRIEF 12.6
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more efficient production; and to employees through 
remuneration and advancement opportunities tied to 
performance. The company introduced longer-term 
agreements with suppliers, a professionalized HR 
team, a more engaged middle management and a 
better system for cross-functional coordination. One 
of the most important innovations was investing time 
and resources in better understanding the customer. 
This paid off handsomely, as ZISCo found it could 
substantially reduce production waste by planning for 
steel offcuts to be used to make smaller parts that its 
customers needed, rather than just being thrown in 
the scrap bin.

In 2006, Zhang was promoted to president of 
Guangzhou Iron and Steel Enterprises (GISE), ZISCo’s 
parent company. The prospects for ZISCo looked 
good, but Zhang was aware that he had personally 
driven many of the management innovations. It would 
be crucial in the next phase of corporate development 
for the whole management team to adopt a strate-
gic orientation. The value creation approach was one 
step towards systematizing strategic thinking, but 
Zhang and his senior colleagues at GISE would need 
to ensure that this became a principle underlying con-
tinuous learning, rather than just a mantra repeated to 
satisfy senior management. The need for innovative 
strategic management would grow stronger as the 
Chinese construction industry was hit by the global 
slowdown, and with steel demand and prices at a 
10-year low in 2016, steel companies across China 
ran up large losses.131, 132

ZISCo

Zhujiang Iron and Steel Company (ZISCo) is a spe-
cialist steel producer, set up by the Chinese state 

in 1997 as part of its industrial upgrading programme 
in the country’s ninth Five Year Plan. Although the 
company was established long after the Communist 
era and was organized on business rather than polit-
ical lines, its operations still reflected a productivist 
orientation. In other words, there was an emphasis 
on production quantity rather than price and profit 
margins, and efforts to improve the bottom line were 
usually made through cost reduction rather than 
improvements to quality, leading to increased reve-
nues. The company tended to be driven by its engi-
neers rather than professional managers. Typically 
as in other Chinese firms, human resources was an 
underdeveloped area.

Ruoshen Zhang, president of ZISCo between 
2003 and 2006 (an MBA-educated professional man-
ager), was well aware of modern management tech-
niques and quickly built a reform strategy around the 
concept of value creation, with three elements. These 
were: creating value to customers through higher 
quality and better marketing; to the company through 

IN PRACTICE

OD uses knowledge and techniques from the behavioural sciences to create a learning envi-
ronment through increased trust, open confrontation of problems, employee empowerment and 
participation, knowledge and information sharing, the design of meaningful work, cooperation 
and collaboration between groups and the full use of human potential.

OD interventions involve training of specific groups or of everyone in the organization. For 
OD interventions to be successful, senior management in the organization must see the need for 
OD and provide enthusiastic support for the change. Techniques used by many organizations for 
improving people skills through OD include the following.

Large Group Intervention Most early OD activities involved small groups and focused 
on incremental change. However, in recent years, there has been growing interest in the application 
of OD techniques to large group settings, which are more attuned to bringing about transforma-
tional change in organizations operating in complex environments.133 The large group interven-
tion approach134 brings together participants from all parts of the organization – often including 
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key stakeholders from outside the organization as well – in an off-site setting to discuss problems 
or opportunities and plan for change. A large group intervention might involve 50 to 500 people 
and last for several days. The off-site setting limits interference and distractions, enabling partici-
pants to focus on new ways of doing things. General Electric’s ‘Work Out’ programme, an ongo-
ing process of solving problems, learning and improving, begins with large-scale off-site meetings 
that get people talking across functional, hierarchical and organizational boundaries. Hourly and 
salaried workers come together from many different parts of the organization and join with cus-
tomers and suppliers to discuss and solve specific problems.135 The process forces a rapid analysis 
of ideas, the creation of solutions and the development of a plan for implementation. Over time, 
‘Work Out’ creates a culture where ideas are rapidly translated into action and positive business 
results.136

Team Building Team building promotes the idea that people who work together can 
work as a team. A work team can be brought together to discuss conflicts, goals, the deci-
sion-making process, communication, creativity and leadership. The team can then plan to 
overcome problems and improve results. Team-building activities are also used in many com-
panies to train task forces, committees and new product development groups. These activities 
enhance communication and collaboration and strengthen the cohesiveness of organizational 
groups and teams.

Interdepartmental Activities Representatives from different departments are 
brought together in a mutual location to expose problems or conflicts, diagnose the causes 
and plan improvements in communication and coordination. This type of intervention has 
been applied to union–management conflict, headquarters–field office conflict, interdepart-
mental conflict and mergers.137 A box-storage business, which stores archieved records for 
other companies, found interdepartmental meetings to be a key means of building a culture 
based on team spirit and customer focus. People from different departments met for hour-long 
sessions every two weeks and shared their problems, told stories about their successes, and 
talked about things they had observed in the company. The meetings helped people under-
stand the problems faced in other departments and see how everyone depended on each other 
to do their jobs successfully.138

One current area in which OD can provide significant value is in spurring culture change 
towards valuing diversity.139 In addition, today’s organizations are continuously adapting to envi-
ronmental uncertainty and increasing global competition, and OD interventions can respond to 
these new realities as companies strive to create greater capability for learning and growth.140

Strategies for Implementing Change
Managers and employees can think of inventive ways to improve the organization’s technol-
ogy, creative ideas for new products and services, fresh approaches to strategies and structures 
or ideas for fostering adaptive cultural values, but until the ideas are put into action, they are 
worthless to the organization. Implementation is the most crucial part of the change process, 
but it is also the most difficult. Change is frequently disruptive and uncomfortable for manag-
ers as well as employees. This chapter’s Bookmark 12.0 explores how managers can improve 
change implementation by understanding the emotional aspects of the change process. Change 
is complex, dynamic and messy, and implementation requires strong and persistent leadership. 
In this final section, we briefly discuss the role of leadership for change, some reasons for 
resistance to change, and techniques that managers can use to overcome resistance and suc-
cessfully implement change.
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Leadership for Change
One style of leadership, referred to as transformational leadership, is particularly suited for bring-
ing about change. Top leaders who use a transformational leadership style enhance organizational 
innovation both directly, by creating a compelling vision, and indirectly, by creating an environ-
ment that supports exploration, experimentation, risk taking and sharing of ideas.141

change process. Emotions range from excitement 
and hopefulness to anxiety and betrayal. Everyone 
is jittery and distracted.

 ■ Implementation. This phase is the actual tactical start 
of the change journey, and as such is the longest and 
typically the most painful. There is an explosion of 
emotions, both positive and negative, in the organ-
ization. During this phase, employees often feel in 
limbo. Everything has changed, and yet the changes 
haven’t been solidified. Many people feel uncertain 
about their ability to function in the new environment.

 ■ Determination. During this period, Duck says, the 
change monster is roaming the hallways, ready to 
do its worst damage. Many managers think the 
change has been accomplished and turn their 
attention elsewhere right at the time when rein-
forcement is most needed. People often exhibit 
retroactive resistance, a sort of change fatigue 
and a desire to revert to the old familiar patterns.

 ■ Fruition. Ahhhh … the time when all the hard 
work pays off at last. In this phase, the changes 
have become a part of the accepted way of doing 
things. The whole organization may feel new and 
different. Employees have gained confidence and 
are optimistic and energized. The change monster 
has been corralled.

Coming Full Circle
It is the goal of every change initiative to reach fruition. 
But Duck cautions that a new period of stagnation is 
just around the corner. When an organization accom-
plishes a major change, people need to take time to 
bask in the success. But managers must be on guard 
that basking doesn’t turn to napping. Managers can 
teach their organizations how to perpetually adapt 
and help them muster the will to do so. ‘When an 
organization sees itself as a hearty band of monster 
slayers, change becomes a challenge they’re ready to 
meet rather than a threat that signals retreat.’

The Change Monster: The Human Forces That Fuel or Foil 
Corporate Transformation and Change, by Jeanie Daniel 
Duck, is published by Crown Business.

Have you read this book?

The Change Monster: The Human 
Forces That Fuel or Foil Corporate 
Transformation and Change

BY JEANIE DANIEL DUCK

The change monster is lurking in every organization 
just waiting to gobble up unsuspecting managers 

who are striving to implement new strategies, accom-
plish reorganizations, or complete mergers. Jeanie 
Daniel Duck uses the term change monster in her 
book by the same name to refer to all the complex 
human emotions and social dynamics that emerge 
during major change efforts. Many managers, she 
says, simplify or ignore the people issues of change, a 
sure prescription for failure.

Mastering the Change Curve
Duck says that major organizational change typically 
follows a change curve – a roller-coaster ride that brings 
out myriad unexpected and conflicting emotions.

 ■ Stagnation. This is the period during which the 
organization has lost direction or is moving in the 
wrong direction. The change monster is generally 
quiet – people feel comfortable and safe. How-
ever, it is the job of managers to recognize stagna-
tion and create a sense of urgency for change.

 ■ Preparation. In this stage, Duck says, ‘the change 
monster is rudely awakened from its hibernating 
slumber and stretches itself, causing all kinds 
of emotional tremors’. This is the period during 
which change leaders define and refine their vision 
for change and begin to involve others in the 

BOOKMARK 12.0
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Successful change can happen only when employees are willing to devote the time and energy 
needed to reach new goals, as well as endure possible stress and hardship (see Counterpoint 12.6). 
Having a clearly communicated vision that embodies flexibility and openness to new ideas, meth-
ods and styles sets the stage for a change-oriented organization and helps employees cope with the 
chaos and tension associated with change.142 Leaders also build organization-wide commitment 
by taking employees through three stages of the change commitment process.143 In the first stage, 
preparation, employees hear about the change through memos, meetings, speeches or personal 
contact and become aware that the change will directly affect their work. In the second stage, 
acceptance, leaders should help employees develop an understanding of the full impact of the 
change and the positive outcomes of making the change. When employees perceive the change 
as positive, the decision to implement is made. In the third stage, the true commitment process 
begins. The commitment stage involves the steps of installation and institutionalization. Installa-
tion is a trial process for the change, which gives leaders an opportunity to discuss problems and 
employee concerns and build commitment to action. In the final step, institutionalization, employ-
ees view the change not as something new but as a normal and integral part of organizational 
operations. The change curve, illustrated in Exhibit 12.7, is the psychological process people go 
through during a significant change.

EXHIBIT 12.7 The Change Curve

Source: Based on ‘Gartner Hype Cycle: Interpreting Technology Hype’, Gartner Research, www.gartner.com/technology/research/
methodologies/hype-cycle.jsp; ‘The Change Equation and Curve’, 21st Century Leader, web.archive.org/web/20111223225301/21stcen-
turyleader.co.uk/change_equation; David M. Schneider and Charles Goldwasser, ‘Be a Model Leader of Change’, Management Review 
(March 1998), 41, 45; and Daryl R. Conner, Managing at the Speed of Change (New York: Villard Books, 1992).
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COUNTERPOINT 12.6
Sadly, the way companies handled large-scale layoffs in the severe global economic recession 
that began in 2007 revealed that many have failed to learn the lessons outlined in this chapter 
about how to deal with difficult restructuring decisions. In 2008, Ford emailed about 500 
Canadian staff who had recently been hired, telling them that their new jobs no longer existed.144 
In the United States, RadioShack laid off 400 workers in 2007, also notifying them by email.145 
In 2008, Citigroup in the UK fired all its personal loans staff during a conference call.146 Robbs, 
a shop in the British market town of Hexham, set off a fire alarm and once the workforce had 
assembled in the car park, informed them they no longer had jobs.147 Few, however, could top the 
management consultancy PwC, however, which in 2003 sent a text message to 2400 employees of 
failed UK insurance company, The Accident Group, telling them they would not be paid and that 
they had lost their jobs.148 Are such examples indicative of incompetence or simply a failure to be 
professional by adopting ‘best practice’? An alternative interpretation is that they are symptomatic 
of managerial distance from, and perhaps indifference to, employees. Or it may be interpreted 
as managers’ unwillingness to deal with the face-to-face responses of employees to such news. In 
another twist, the global greetings cards company Hallmark found a way to make business out of 
layoffs; in 2011 it launched a line of layoff sympathy cards.149

The pressures on organizations to change will probably increase over the next few decades. 
Leaders must develop the personal qualities, skills and methods needed to help their companies 
remain competitive. Indeed, some management experts argue that to survive the upheaval of the 
early twenty-first century, managers must turn their organizations into change leaders by using 
the present to actually create the future – breaking industry rules, creating new market space and 
routinely abandoning outmoded products, services and processes to free up resources to build the 
future.150

Barriers to Change
Leaders should expect to encounter resistance as they attempt to take the organization through 
the three stages of the change commitment process. It is normal for people to resist change in 
situations where they feel vulnerable, and many barriers to change exist at the individual and 
organizational levels.151

 1 Excessive focus on costs. Management may possess the mind-set that costs are all-important  
and may fail to appreciate the importance of a change that is not focused on costs – for  
example, a change to increase employee motivation or customer satisfaction.

 2 Failure to perceive benefits. Any significant change will produce both positive and negative 
reactions. Education may be needed to help managers and employees perceive more pos-
itive than negative aspects of the change. In addition, if the organization’s reward system 
discourages risk taking, a change process might falter because employees think that the risk 
of making the change is too high.

 3 Lack of coordination and cooperation. Organizational fragmentation and conflict often 
result from the lack of coordination for change implementation. Moreover, in the case of 
new technology, the old and new systems must be compatible.

 4 Uncertainty avoidance. At the individual level, many employees fear the uncertainty asso-
ciated with change. Constant communication is needed so that employees know what is 
going on and understand how it affects their jobs.

 5 Fear of loss. Managers and employees may fear the loss of power and status – or even their 
jobs. In these cases, implementation should be careful and incremental, and all employees 
should be involved as closely as possible in the change process.
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Implementation can typically be designed to overcome many of the organizational and indi-
vidual barriers to change (see Counterpoint 12.7).

COUNTERPOINT 12.7
Careful attention to implementation can reduce avoidable resistance but it is unlikely to ‘overcome’ it. 
A more realistic approach is to anticipate that change programmes will be partial in their effectiveness 
and will result in unintended consequences – negative as well as positive. In many situations it will 
simply not be possible – because of lack of resources, skills and climate – to introduce the measures 
suggested below under technique 5.

Techniques for Implementation
Top leaders articulate the vision and set the tone, but managers and employees throughout 
the organization are involved in the process of change. A number of techniques can be used 
to successfully implement change.152

 1 Establish a sense of urgency for change. Once managers identify a true need for 
change, they need to thaw resistance by creating a sense of urgency that change is really 
needed. Organizational crises can help unfreeze employees and make them willing to 
invest the time and energy needed to adopt new techniques or procedures. For example, 
British Airways, like all other airlines, was badly affected by the decline in air travel and 
oppressive security measures put in place after the September 11, 2001, terrorist attacks. 
Managers worked with the whole staff in order to implement necessary downsizing, and 
BA emerged from the crisis relatively stronger than many of its competitors.153 However, 
in many cases there is no public crisis and managers have to make others aware of the 
need for change.

 2 Establish a coalition to guide the change. Change managers have to build a coalition 
of people throughout the organization who have enough power and influence to 
steer the change process. For implementation to be successful, there must be a shared 
commitment to the need and possibilities for change. Top management support is 
crucial for any major change project, and lack of top management support is one of 
the most frequent causes of implementation failure.154 In addition, the coalition should 
involve lower-level supervisors and middle managers from across the organization. 
For smaller changes, the support of influential managers in the affected departments is 
important.

 3 Create a vision and strategy for change. Leaders who have taken their companies through 
major successful transformations often have one thing in common: they focus on formu-
lating and articulating a compelling vision and strategy that will guide the change process. 
Even for a small change, a vision of how the future can be better and strategies to get there 
are important motivations for change.

 4 Find an idea that fits the need. Finding the right idea often involves search procedures 
– talking with other managers, assigning a task force to investigate the problem, 
sending out a request to suppliers or asking creative people within the organiza-
tion to develop a solution. The creation of a new idea requires organic conditions. 
This is a good opportunity to encourage employee participation, because employees 
need the freedom to think about and explore new options.155 Proximus Group (for-
merly Belgacom), Belgium’s largest telecom company, introduced special idea man-
agement software encouraging employees to come up with ideas for new products 
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and services, as well as more efficient practices. Wim De Meyer, then Strategy and 
 Business Development Director at the company’s landline department said, ‘[We] 
wanted to develop a corporate culture of innovation where anyone in any job func-
tion – sales, support, field service, administration – can share their ideas and help 
shape the future of the company. An intelligent and creative workforce is one of 
[our] most valued assets’.156

 5 Develop plans to overcome resistance to change. Many good ideas are never used because 
managers failed to anticipate or prepare for resistance to change by consumers, employ-
ees or other managers. No matter how impressive the performance characteristics of 
an innovation, its implementation will conflict with some interests and jeopardize 
some alliances in the organization. To increase the chance of successful implementa-
tion, management must acknowledge the conflict, threats and potential losses perceived 
by employees. Several strategies can be used by managers to overcome the resistance 
problem:

 ■ Alignment with needs and goals of users. The best strategy for overcoming resistance is 
to make sure change meets a real need. Employees in R&D often come up with great 
ideas that solve non-existent problems. This happens because initiators fail to consult 
with the intended users. Resistance can be frustrating for managers, but moderate resist-
ance to change is good for an organization. Resistance provides a barrier to frivolous 
changes and to change for the sake of change. The process of overcoming resistance to 
change normally requires that the change be good for its users.

 ■ Communication and training. Communication means informing users about the need for 
change and the consequences of a proposed change, preventing rumours, misunderstand-
ing and resentment. In one study of change efforts, the most commonly cited reason for 
failure was that employees learned of the change from outsiders. Top managers concen-
trated on communicating with the public and shareholders but failed to communicate 
with the people who would be most intimately involved with and most affected by the 
change – their own employees.157 Open communication often gives management an 
opportunity to explain what steps will be taken to ensure that the change will have no 
adverse consequences for employees. Training is also needed to help employees under-
stand and cope with their role in the change process.

 ■ An environment that affords psychological safety. Psychological safety means that 
people feel a sense of confidence that they will not be embarrassed or rejected by 
others in the organization. People need to feel secure and capable of making the 
changes that are asked of them.158 Change requires that people be willing to take 
risks and do things differently, but many people are fearful of trying something new 
if they think they might be embarrassed by mistakes or failure. Managers support 
psychological safety by creating a climate of trust and mutual respect in the organ-
ization. ‘Not being afraid someone is laughing at you helps you take genuine risks’, 
says Andy Law, one of the founders of St Luke’s, an advertising agency based in 
London.159

 ■ Participation and involvement. Early and extensive participation in a change should be 
part of implementation. Participation gives those involved a sense of control over the 
change activity. They understand it better, and they become committed to successful 
implementation. One study of the implementation and adoption of technology systems 
at two companies showed a much smoother implementation process at the company 
that introduced the new technology using a participatory approach.160 The team-building 
and large group intervention activities described earlier can be effective ways to involve 
employees in a change process.
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 ■ Forcing and coercion. As a last resort, managers may overcome resistance by threatening 
employees with the loss of jobs or promotions or by firing or transferring them. In other 
words, management power is used to overwhelm resistance. In most cases, this approach 
is not advisable because it leaves people angry at change managers, and the change may 
be sabotaged. However, this technique may be needed when speed is essential, such as 
when the organization faces a crisis. It may also be required for needed administrative 
changes that flow from the top down, such as downsizing the workforce.161

 6 Create change teams. Throughout this chapter the need for resources and energy to make 
change happen has been discussed. Separate creative departments, new-venture groups and 
ad hoc teams or task forces are ways to focus energy on both creation and implementation. 
A separate department has the freedom to create a new technology that fits a genuine need. 
A task force can be created to see that implementation is completed. The task force can be 
responsible for communication, involvement of users, training and other activities needed 
for change.

 7 Foster idea champions. One of the most effective weapons in the battle for change 
is the idea champion. The most effective champion is a volunteer champion who is 
deeply committed to a new idea. The idea champion sees that all technical activi-
ties are correct and complete. An additional champion, such as a manager sponsor, 
may also be needed to persuade people about implementation, even using coercion 
if necessary.

Summary and Interpretation
Organizations face a dilemma. Managers prefer to organize day-to-day activities in a predicta-
ble, routine manner. However, change – not stability – is the order of things, especially in today’s 
global environment. Thus, organizations need to build in change as well as stability, to facilitate 
innovation as well as efficiency.

Most change in organizations is incremental, but there is a growing emphasis on the need for 
radical change. Four types of change – technology, products and services, strategy and structure, 
and culture – may give an organization a competitive edge, and managers can make certain each 
of the necessary ingredients for change is present.

For technical innovation, which is of concern to most organizations, an organic structure 
that encourages employee autonomy works best because it encourages a bottom-up flow of ideas. 
Other approaches are to establish a separate department charged with creating new technical 
ideas, establish venture teams or idea incubators and encourage idea champions. New products 
and services generally require cooperation between several departments, so horizontal linkage is 
an essential part of the innovation process.

For changes in strategy and structure, a top-down approach is typical. These innovations are 
in the domain of top administrators who take responsibility for restructuring, for downsizing and 
for changes in policies, goals and control systems.

Culture changes are also generally the responsibility of top management. Some recent 
trends that may create a need for broad-scale culture change in the organization are re- 
engineering, the shift to horizontal forms of organizing, greater organizational diversity and 
the learning organization. All of these changes require significant shifts in employee and man-
ager attitudes and ways of working together. One method for bringing about this level of cul-
ture change is organization development (OD). OD focuses on the human and social aspects of 
the organization and uses behavioural science knowledge to bring about changes in attitudes 
and relationships.
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Discussion Questions
1 How is the management of radical change likely 

to differ from the management of incremental 
change?

2 How are organic characteristics related to 
changes in technology? To administrative 
changes?

3 Describe the dual-core approach. How does 
administrative change normally differ from tech-
nology change? Discuss.

4 Why do organizations experience resistance 
to change? What steps can managers take to 
overcome this resistance?

5 ‘Bureaucracies are not innovative’. Discuss.

6 A noted organization theorist said, ‘Pressure for 
change originates in the environment; pressure 
for stability originates within the organization’. Do 
you agree? Discuss.

7 Of the five elements required for successful 
change, which element do you think managers 
are most likely to overlook? Discuss.

8 How do the underlying values of organization 
development compare to the values underly-
ing other types of change? Why do the values 
underlying OD make it particularly useful in shift-
ing to a learning organization?

9 The manager of R&D for a drug company said 
that only 5 per cent of the company’s new 
products ever achieve market success. He also 
said the industry average is 10 per cent and 
wondered how his organization might increase 
its success rate. If you were acting as a consult-
ant, what advice would you give him concerning 
organization structure?

ambidextrous approach
change process
creative departments
creativity
culture changes
dual-core approach
horizontal coordination 

model

idea champion
idea incubator
incremental change
large group intervention
management champion
new-venture fund
organization development
organizational change

organizational innovation
product and service 

changes
radical change
skunkworks
strategy and structure 

changes
switching structures

team building
technical champion
technology changes
time-based competition
venture teams

KEY CONCEPTS

Chapter 12 Workbook Innovation Climate
In order to examine differences in the level of innovation encouragement in organizations, you will be asked to rate two 
organizations. The first should be an organization in which you have worked, or the university. The second should be 
someone else’s workplace, that of a family member, a friend or an acquaintance. You will have to interview that person 
to answer the questions below.

Questions
1 What comparisons in terms of innovation climates can you make between these two organizations?

2 How might productivity differ between a climate that supports innovation and a climate that does not?

3 Where would you rather work? Why?

 Adapted by Dorothy Marcic from Susanne G. Scott and Reginald A. Bruce, ‘Determinants of Innovative Behaviour: A Path Model of 
Individual Innovation in the Workplace’, Academy of Management Journal 37, no. 3 (1994), 580–607.
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John Deere

Established in 1837, US firm John Deere is known 
for making tractors and other machinery relating to 

the land such as that used in construction, forestry and 
landscaping. It has always followed current technologi-
cal developments and is now embracing the latest tech-
nology that falls under the umbrella term of industry 4.0. 
This term encompasses elements such as the Internet 
of Things (IoT), sensors, 3D-printing, big data, drones, 
robots, augmented reality and cloud computing. 

IoT sensors  will revolutionize industries such as 
agriculture, making it easier to grow more crops with 
fewer resources. Similarly, technology such as drones 
and robots are increasing the amount of automation 
in the sector. You might not consider tractor maker 
John Deere as a leading technology company, but 
this well-established manufacturer is working hard to 
become just that.

The company transformed itself in 2018 with 
products which are sensor-loaded, data-fuelled, 
AI-powered agritech platforms making farming 
smarter and more efficient. Currently farming is largely 
about managing all the plants in one field in the same 
way, but in the future, farm managers will be able to 
diagnose on a more precise basis by using computer 
vision, AI and smart machines. For example, it will be 
feasible to diagnose that a certain plant is responding 
to the soil type in a certain way – and subsequently to 
prescribe the necessary treatment required – a capa-
bility entitled ‘precision agriculture’.

John Deere has also become more data driven as a 
result of its acquisition of NavCom Technology in 1999 
and then Blue River Technology (a machine learning 
start-up)  in 2018. In the early 2000s, the company 
began installing high-precision GPS receivers into its 
tractors, which enabled them to steer themselves. A 
spokesperson for the company explains the benefits: 
‘this automated way of driving tractors means more 
accurate lines within fields and less overlap, as well as 
enabling farmers to work for longer without being as 
tired at the end of the day’. 

In addition, smart-spraying technology from Blue 
River uses computer vision to identify weeds in among 
a crop and spray individual weeds resulting in the use 
of less herbicide, lower costs for the farmer and a 
more environmentally friendly approach. 

To improve its use of data, John Deere began con-
necting machines to its own cloud platform and provides 
a service for farmers via its Operations Center which 
receives and stores data from telematically enabled 
machinery. Farmers can monitor and operate machin-
ery, check the health of crops, as well as keep an eye 
on environmental conditions. They can also connect to 
onboard telematic sensors which offer predictive mainte-
nance on the company’s machines, all of which aims to 
reduce the incidence of costly downtime on machinery. 

The John Deere platform also has an API or ‘appli-
cation programming interface’ that companies can 
plug into and link with the data being generated from 
the farm. John Deere has over 70 partner companies 
connected into the Operations Center, ranging from 
small start-ups to large companies such as Monsanto 
and Du Pont. As a spokesperson says, ‘we cannot do 
it alone. No one can no matter what industry. Walls 
and silos inside as well as outside companies are not 
the future. You have to make sure the platform has 
access and interoperability with others’. 

It may be satellite imagery, drone integration, or 
visualization tools, farmers can use the data to make 
more informed decisions and manage their farming 
operations more efficiently. With new technology such 
as this, it is possible for farmers to improve and opti-
mize their management, and potentially manage a 
larger area if they wish to expand in the future.

In 2017 Deere opened its own  innovation lab  in 
San Francisco – John Deere Labs. The new lab is a 
sign of the firm’s effort to change the company from 
simply acquiring technology companies to develop-
ing and honing its own talent. In doing so, the firm 
finds that it has had to convince technology devel-
opers that John Deere is not old-fashioned but is, in 
fact, working on leading technology to solve agricul-
tural issues and  improving food availability through 
the use of AI and other technologies. Deere hopes 
that the talent at the new labs will come to be inte-
grated into the main part of the company and they will 
work collaboratively with each other.

Questions
1 The John Deere case explains how the new dig-

ital technology revolution has changed the com-
pany. By using Exhibit 12.3, explain the changes 
initiated through the use of new technology. 

2 Another important thing is to make sure you have 
all the elements for successful change. By using 

CASE FOR ANALYSIS 12.1
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Exhibit 12.4, explain how the elements go hand in 
hand in the John Deere case.

3 All changes in an organization have something 
to do with the right techniques for implementa-
tion. At the end of the chapter, seven steps as 
‘techniques for implementation’ are described. By 
using the seven steps, imagine how you would 
change the company. 

Sources:

www.deere.com

www.idgconnect.com/idgconnect/interviews/1000204/
tractor-seller-john-deere-technology-company?connect_
token=cHJlbWl1bV9hcnRpY2xlMTU2MzY5ODk0Mg==

www.sfchronicle.com/business/article/John-Deere-
drives-into-SF-looking-for-farm-tech-12239025.php
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board, first as a management consultant with  Boston 
Consulting Group working on the restructuring, then 
directly as group CEO. The company focused on 
the strong Oroton and Polo/Ralph Lauren brands, 
while a tough decision was made to sell off Aldo and 
Morrissey.

Internally, several Lane family members stepped 
down from the board, and Ross Lane moved up to 
Chairman, leaving day-to-day decisions in Macdon-
ald’s hands. Headquarters staff were cut significantly 
in line with the focused, slimmed-down company. A 
performance-based pay structure was introduced, 
and several lower performing stores closed, but a new 
flagship shop in Sydney was opened, along with an 
online sales portal. Despite the tough decisions, inno-
vative thinking was encouraged in the company, with 
improved communication and a less hierarchical struc-
ture. Headquarters was redesigned on an open plan 
concept, and a 360-degree staff feedback system 
introduced.

Early results were promising. The company was 
back in profit in 2007 despite the upheaval. In FY 
2007–2008 profits doubled to A$16 million. Like-
for-like sales were up 20 per cent in the Oroton 
stores and 17 per cent at Polo/Ralph Lauren. Prof-
its continued to rise, reaching almost A$40 million in 
2012/2013. New international licensing agreements 
were signed for the Oroton bags, including in the 
lucrative Japanese market. However, restructuring 
is no cure for a bleak overall business environment. 
With its share price already affected by stagnating 
profits, they tumbled by 20 per cent when the com-
pany lost its licence to sell Polo/Lauren goods in 
Australia in 2013. The Lauren business represented 
almost half of the company’s sales. Despite generally 
positive assessments of her seven years at the helm, 
Sally Macdonald stepped down, to be replaced by 
Mark Newman, perhaps ironically formerly head of 
the Polo/ Ralph Lauren department. 

It was a difficult transition and the difficulties con-
tinued throughout the rest of the 2010s. The com-
pany has appointed new members to the board as 
well as to the management group.

When the market is difficult it can be a tough time 
for decision-making. At times like this it is important 
to consider how the company makes decisions, 
which often comes down to the individual style of the 
CEO.1

Oroton Group

Every Australian woman, and most of their partners, 
knows about Oroton handbags. Founded in Syd-

ney 80 years ago by Boyd Lane, Oroton became a 
household fashion name in the early 1950s with the 
introduction of its iconic mesh handbags. The com-
pany continued to expand in the intervening years, 
selling through the major Australian department store 
David Jones, opening a chain of more than 30 com-
pany stores in Australia and New Zealand and even 
briefly venturing into the US market. Oroton grad-
ually expanded its range of fashion accessories, 
selling jewellery, watches, purses and wallets and 
make-up accoutrements. Oroton also began accu-
mulating Australian franchises of global retail brands, 
including the Canadian shoe outlet Aldo and the US 
preppie clothiers Polo/Ralph Lauren. In addition, the 
company picked up several well-respected Australian 
brand outlets such as Morrissey, named after Peter 
Morrissey, the country’s best known fashion designer, 
and designer of uniforms to Australia’s flagship airline 
Qantas. Although Oroton group went public in 1987, 
the Lane family continued to play a key management 
role, with the founder’s grandson Ross Lane holding 
managing director and CEO positions until 2006.

Despite the value of the Oroton brand in Austral-
asia, the company’s efforts at expansion enjoyed 
mixed success. Oroton pulled out of the US market 
back in 1997 after poor trading results. From the 
early 2000s, Aldo shoe stores performed poorly, and 
results were disappointing at Morrissey. In 2006, as 
the Australian retail market tightened, the company 
dipped into the red, and the board realized something 
needed to be done. A strategic review was ordered, 
which concluded that the company’s different brands 
lacked synergy, and management focus was dissi-
pated between too many different endeavours. The 
company underwent a significant restructuring and 
downsizing. Sally Macdonald, a Harvard MBA, former 
executive with US retailer, Banana Republic, came on 

A LOOK INSIDE
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Every organization grows, prospers or fails at least in part as a result of decisions by its man-
agers, and decisions can be risky and uncertain, without any guarantee of success. Some-

times, decision-making is a trial-and-error process, in which top managers continue to search 
for appropriate ways to solve complex problems. At Oroton, the management team continues 
to evaluate the market environment and adjust the company’s strategies to deal with the envi-
ronment. Decision-making is carried out amid constantly changing factors, unclear information 
and conflicting points of view. The 2002 decision to merge two US IT giants Hewlett-Packard 
(HP) and Compaq, for example, was highly controversial. Former HP CEO Carly Fiorina and 
her supporters believed it was essential for HP’s future success, but other managers and board 
members argued that it was insane to risk HP’s printer business and move the company more 
deeply into the highly competitive computer world. Fiorina’s side ultimately won out, but results 
of the merger were disappointing. Hewlett-Packard’s board ousted Fiorina in early 2005, partly 
due to issues related to the Compaq merger. Her replacement as CEO, Mark Hurd, faced his own 
challenges, with managers, consultants and observers offering different, often conflicting, views 
of what was needed to get HP back on track. He had to take tough decisions, initially cutting the 
company’s workforce by 10 per cent and in late 2008 announcing a further 24,600 redundancies 
worldwide over the following three years in a bid to improve the company’s focus and bottom 
line.2, 3 Nevertheless, by 2010, even though HP was selling more personal computers than any 
other company worldwide,4 Hurd was forced out in a sexual harassment scandal. The company 
brought in former eBay chief Meg Whitman to put the company back on track.5 Dion Weisler 
became CEO in 2015 and increased the company’s share price from $12 to $19, but announced in 
2019 he would step down due to a family health matter. Subsequently Enrique Lores, a long-time 
executive, took over.6

Many organizational decisions turn out to be serious mistakes. The acquisition of Britain’s 
venerable BHS department store chain by TopShop owner Sir Philip Green in 2000 ended in him 
selling out for £1 in 2015, but not before more than £423 million had been paid out in divi-
dends. The company collapsed only a year after Green sold out, with huge pension liabilities, and 
sparked off government and parliamentary enquiries.7

Britain’s RBS banking group, for example, embarked on a highly ambitious expansion strat-
egy under CEO Fred Goodwin. Under Goodwin’s leadership what had been a mid-size Scottish 
bank briefly made it into the ranks of the world’s ten largest banks. Through a combination 
of acquisitions, including the much larger NatWest Bank, and ruthless cost-cutting (for which 
he earned the title Fred the Shred), RBS became fast-growing, highly profitable but also highly 
leveraged. The final chapter in the expansion was the £46 billion buyout in 2007 of Dutch bank-
ing major ABN-Amro, in alliance with Belgium’s Fortis and Spain’s Santander banks. Goodwin 
announced that the deal had catapulted his bank, ‘to the top of the premier league’, but the US 
subprime mortgage crisis was already beginning to shake credit markets, and it was not long 
before he was being openly criticized. RBS shares slumped from over £7 in early 2007 to less than 
50 pence by the time the company was forced to accept partial nationalization by the UK govern-
ment in late 2008 in order to avoid total collapse. Goodwin was forced to resign, telling share-
holders he was ‘extremely sorry’ for the errors he and fellow managers had made.8, 9 Eventually, in 
2012, the British government made the highly unusual decision to strip him of the knighthood he 
had been awarded in 2004 for services to banking.10

The problems at RBS and much of the rest of the British banking sector pale in comparison 
with problems in the Icelandic business sector that emerged in 2008. All major Icelandic banks 
collapsed as a result of being heavily over-leveraged when the credit crunch hit in 2008. In 2007 
alone they had made loans equivalent to nine times the size of the entire Icelandic economy, and 
it was anticipated that the failure of the banks would cost the Icelandic state more than 80 per 
cent of the country’s annual GDP. Furthermore, the crisis badly hit several business empires that 
had grown enormously in an era of easy credit and infectious ambition among Iceland’s business 
leaders. Largest among these groups is Baugur, a retail empire with worldwide holdings, but con-
centrated in the UK, where it owned all or part of many household names including House of 
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Fraser, Iceland supermarkets, Hamley’s and Moss Bros. Britain’s Financial Times describes Bau-
gur’s plight: ‘The Icelandic banks highly leveraged their borrowings to holding companies [such as 
Baugur] to make leveraged acquisitions of companies that were dependent on leveraged consum-
ers and that’s why it unravelled so quickly’. By the end of 2008, much of Baugur’s once mighty 
retail empire was on the selling block, a victim of overambition, and in early 2009 Baugur had to 
seek bankruptcy protection.

Yet managers also make many successful decisions every day. NXP Electronics, a chip 
manufacturer spin-off from Philips, built its business during 2008 despite the global slow-
down, through a series of astute partnerships and product development strategies, particu-
larly expanding into the fast-growing wireless technology sector.11 Meg Whitman made eBay 
a model of what an internet company should be, by keeping the company focused on nurtur-
ing its community of buyers and sellers; as noted above, she has faced new challenges since 
then. During her time at HP she split the company into two, and has since become CEO of 
Quibi, a short-form video platform, and invested in an e-sports company.12 At Japan’s Nissan, 
Carlos Ghosn implemented structural, management and product changes that transformed the 
company from being directionless and debt-ridden into one of the most dynamic and profitable 
carmakers in the world, among other things introducing in 2010 the Nissan Leaf, the world’s first 
mass-produced zero-emissions car.13 And Ed Robinson and Matt Smith of Britain’s Viral Factory 
pioneered the viral advertising concept, successfully skating the boundaries of the permissible in 
edgy ads for companies such as Diesel jeans and Trojan condoms.14

Purpose of this Chapter
At any time, members of an organization may be engaged in identifying problems and implement-
ing alternatives for hundreds of decisions. Managers and organizations somehow muddle through 
these processes.15 The purpose here is to analyze these processes to learn what decision-making is 
actually like in organizational settings. Decision-making processes can be thought of as the brain 
and nervous system of an organization. Decision-making is the end use of the information and 
control systems described in Chapter 9. Major decisions are made about organization strategy, 
structure, innovation and acquisitions. This chapter explores how organizations can and should 
make decisions about these issues.

The first section defines decision-making. The next section examines how individual manag-
ers make decisions. Then several models of organizational decision-making are explored. Each 
model is used in a different organizational situation. The final section in this chapter combines the 
models into a single framework that describes when and how they should be used and discusses 
special issues, such as decision mistakes.

Definitions
Organizational decision-making is formally defined as the process of identifying and solving prob-
lems. The process has two major stages. In the problem identification stage, information about 
environmental and organizational conditions is monitored to determine if performance is satisfac-
tory and to diagnose the cause of shortcomings. The problem solution stage is when alternative 
courses of action are considered and one alternative is selected and implemented.

Organizational decisions vary in complexity and can be categorized as programmed or 
non-programmed.16 Programmed decisions are repetitive and well defined, and procedures 
exist for resolving the problem. They are well structured because criteria of performance are 
normally clear, good information is available about current performance, alternatives are 
easily specified and there is relative certainty that the chosen alternative will be successful. 
Examples of programmed decisions include decision rules, such as when to replace an office 
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photocopier, when to reimburse managers for travel expenses or whether an applicant has suffi-
cient qualifications for an assembly-line job. Many companies adopt rules based on experience 
with programmed decisions. For example, a rule for large hotels staffing banquets is to allow 1 
server per 30 guests for a sit-down function and 1 server per 40 guests for a buffet.17

Non-programmed decisions are novel and poorly defined, and no procedure exists for 
solving the problem. They are used when an organization has not seen a problem before and 
may not know how to respond. Clear-cut decision criteria do not exist. Alternatives are fuzzy. 
There is uncertainty about whether a proposed solution will solve the problem. Typically, 
few alternatives can be developed for a non-programmed decision, so a single solution is  
custom-tailored to the problem.

ONLINE 
COUNTERPOINT 13.2

COUNTERPOINT 13.1
It may be potentially misleading to say that non-programmed decisions are always novel or poorly 
defined: they may have been seen before; they may be amenable to definition. What makes them 
‘non-programmed’ is the absence of any predetermined, systematic way of proceeding. That may be 
because there is no strong inclination to develop a procedure or because there is a conflict, manifest 
or latent, over how to proceed.

Many non-programmed decisions involve strategic planning, because uncertainty is great and 
decisions are complex. One example is the situation faced by water utility organizations both in 
the private and public sectors. The pipes and other infrastructure have to be replaced on a regular 
basis, and every utility has an upgrading schedule. However, unexpected problems such as pipe 
breaks can occur at any time, even where company projections suggest the infrastructure is not 
due for repair or renewal. The problem may be a single fault due, for example, to poor installa-
tion, which can simply be repaired with focus then restored to planned upgrading elsewhere in 
the system. Alternatively it could reflect a bigger problem that will require diversion of resources 
from previously planned upgrading. Utility and other companies responsible for complex infra-
structure need to have strategies for dealing with unexpected difficulties which are inevitable in 
complex systems.18 The Metronet consortium that was contracted by London Underground to 
rehabilitate and maintain part of London’s ageing Underground system was hit by numerous 
non-programmed issues ranging from ballooning staffing costs to unexpectedly difficult engineer-
ing challenges. The company had inadequately planned for such unforeseen challenges and folded, 
resulting in losses both for its investors and the state-owned Transport for London organization 
that had contracted the private–public partnership (PPP) project.19, 20

Particularly complex non-programmed decisions have been referred to as ‘wicked’ decisions, 
because simply defining the problem can turn into a major task. Wicked problems are often asso-
ciated with manager conflicts over objectives and alternatives, rapidly changing circumstances 
and unclear linkages among decision elements. Managers dealing with a wicked decision may hit 
on a solution that merely proves they failed to correctly define the problem to begin with.21

Today’s managers and organizations are dealing with a higher percentage of non-programmed 
decisions because of the rapidly changing business environment. As outlined in Exhibit 13.1, 
today’s environment has increased both the number and complexity of decisions that have to 
be made and has created a need for new decision-making processes. Managers in fast-changing 
e-business departments, for example, often have to make quick decisions based on very limited 
information. Another example is the impact of globalization. The trend towards business pro-
cess outsourcing to low-wage countries has managers in most Western countries struggling with 
complex decisions concerning the advantages and disadvantages of moving part or all of their 
operations offshore. These decisions include not only strict cost benefit analysis but also ethical 
considerations about working conditions in developing countries and the impacts of job losses in 
the company’s home environment. These issues can reflect poorly on the company’s image. For 

65900_ch13_hr_442-485.indd   446 12/9/19   4:33 PM



CHAPTER 13 DECISION-MAKING PROCESSES 447

Individual Decision-Making
Individual decision-making by managers can be described in two ways. First is the rational 
approach, which suggests how managers should try to make decisions. Second is the bounded 
rationality perspective, which describes how decisions actually have to be made under severe time 
and resource constraints. The rational approach is an ideal managers may work towards but 
never reach.

Rational Approach
The rational approach to individual decision-making stresses the need for systematic analysis 
of a problem followed by choice and implementation in a logical, step-by-step sequence. The 
rational approach was developed to guide individual decision-making because many managers 
were observed to be unsystematic and arbitrary in their approach to organizational decisions.

Although the rational model is an ideal not fully achievable in the real world of uncer-
tainty, complexity and rapid change highlighted in Exhibit 13.1, the model does help man-
agers think about decisions more clearly and rationally. Managers should use systematic 

 Must be made faster 
 No one individual has all information 

needed 
 Require more cooperation 
 Rely less on hard data 
 There is less certainty about outcomes 
 Evolve through trial and error 

Greater Complexity

Today’s Business Environment

Rapid Change

New Decision-Making
Requirements

Uncertainty

EXHIBIT 13.1 Decision-Making in Today’s Environment

Source: Based on John P. Kotter, Leading Change (Boston, MA: Harvard Business School Press, 1996), p. 56.

example, the sports apparel company Reebok has been sharply criticized in Canada – where ice 
hockey has the same exalted status as football in much of the rest of the world – for moving pro-
duction of hockey jerseys to China and other low-cost Asian countries. In 2016, however, Reebok 
announced it was bringing some production back to the United States, opening a factory in Rhode 
Island in collaboration with AF Group Inc.22 It released the first shoe from this factory in 2018 
and has since announced more to come.23

ONLINE 
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procedures to make decisions whenever possible. When managers have a deep understanding 
of the rational decision-making process, it can help them make better decisions even when 
there is a lack of clear information. Military organizations typically aim to use rational deci-
sion-making in order to handle complex problems quickly and decisively, although paradox-
ically, the decision of a state’s leaders to go to war is frequently an irrational decision with 
disastrous consequences.

COUNTERPOINT 13.2
What the rational approach struggles to model is the complex interdependency and interaction of 
different factors. It also tends to assume a non-dynamic context so that seemingly ‘ideal’ solutions are 
calculated for circumstances that, as a consequence of change, no longer exist. Often so-called tacit 
knowledge based upon experience can be more instructive than additional amounts of information 
that can simply flood the process. A sub-optimal quick decision is often more effective than a delayed 
decision that is accompanied by increased uncertainty and lack of direction.

According to the rational approach, decision-making can be broken down into eight steps, as 
illustrated in Exhibit 13.2.24

 1 Monitor the decision environment. In the first step, a manager monitors internal and exter-
nal information that will indicate deviations from planned or acceptable behaviour. He or 
she talks to colleagues and reviews financial statements, performance evaluations, indus-
try indices, competitors’ activities and so forth. Increasingly, environmental monitoring 
is supported by specialist software. For example, Switzerland’s Cablecom was becoming 
increasingly concerned by the proportion of customers it was losing. As Federico Cesconi, 
Cablecom’s then director of business intelligence noted: ‘It’s very difficult to win back cus-
tomers after they’ve left you. And in Europe, the win-back rate is only about 10 per cent to 
15 per cent. So, our intent was to assess the satisfaction of every single customer’.

 2 Define the decision problem. The manager responds to deviations by identifying essential 
details of the problem: where, when, who was involved, who was affected and how cur-
rent activities are influenced. For Cablecom, this might mean defining whether customers 
are lost early in their relationship with the company, what groups have customers with the 
highest and lowest levels of ‘churn’, etc. Cablecom’s data analysis found that complaints to 
customer contracts started rolling in after about nine months on average, and customers 
were mostly lost in the 12- to 14-month period.

 3 Specify decision objectives. The manager determines what performance outcomes should be 
achieved by a decision.

 4 Diagnose the problem. In this step, the manager digs below the surface to analyze the cause of 
the problem. Additional data might be gathered to facilitate this diagnosis. Understanding the 
cause enables appropriate treatment. For Cablecom, the problem seemed to be a combination 
of excessively pressuring sales pitches and a lack of follow-up response to complaints.

 5 Develop alternative solutions. Before a manager can move ahead with a decisive action 
plan, he or she must have a clear understanding of the various options available to 
achieve desired objectives. The manager may seek ideas and suggestions from other peo-
ple. Cablecom’s options included ensuring sales pitches also incorporated attractive new 
product offers, and following up customer complaint calls to see if the customer was now 
satisfied.

 6 Evaluate alternatives. This step may involve the use of statistical techniques or personal 
experience to gauge the probability of success. The merits of each alternative are assessed, 
as well as the probability that it will reach the desired objectives.

ONLINE 
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CHAPTER 13 DECISION-MAKING PROCESSES 449

 7 Choose the best alternative. This step is the core of the decision process. The manager uses 
his or her analysis of the problem, objectives and alternatives to select a single alternative 
that has the best chance for success. At Cablecom, decisions were made both to roll out 
new product offerings such as personal video recorders (PVR) and an online video library 
that could be delivered through cable’s superfast broadband connection.

 8 Implement the chosen alternative. Finally, the manager uses managerial, administrative and 
persuasive abilities and gives directions to ensure that the decision is carried out. The moni-
toring activity (step 1) begins again as soon as the solution is implemented. For Cablecom’s 
former director Federico Cesconi, the decision cycle is a continuous process, with new deci-
sions made daily, based on monitoring the environment for problems and opportunities.25

The first four steps in this sequence are the problem identification stage, and the next four 
steps are the problem solution stage of decision-making, as indicated in Exhibit 13.2. A manager 
normally goes through all eight steps in making a decision, although each step may not be a dis-
tinct element. Managers may know from experience exactly what to do in a situation, so one or 
more steps will be minimized. The next In Practice illustrates how the rational approach is used to 
make a decision about a personnel problem.

In the Roeban Consulting In Practice example below, issuing the final warning to Joe DeFoe 
was a programmed decision. The standard of expected behaviour was clearly defined, information 
on the frequency and cause of DeFoe’s absence was readily available and acceptable  alternatives 

EXHIBIT 13.2 Steps in the Rational Approach to Decision-Making
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and procedures were described. The rational procedure works best in such cases, when the 
 decision-maker has sufficient time for an orderly, thoughtful process. Moreover, Roeban 
 Consulting had mechanisms in place to implement the decision, once made.

When decisions are non-programmed, ill-defined and piling on top of one another, 
the individual manager should still try to use the steps in the rational approach, but he 
or she often will have to take shortcuts by relying on intuition and experience (see 
Counterpoint 13.3). Deviations from the rational approach are explained by the bounded 
rationality perspective.

COUNTERPOINT 13.3
‘Intuition’ and ‘experience’ are not helpfully characterized as ‘short cuts’. It might be more relevant to 
call rational decision-making ‘long-winded’ and ‘clunky’.

ONLINE 
COUNTERPOINT 13.5

(3) Issue a warning and accuse Muir of being an 
alcoholic to let him know you are aware of his 
problem. (4) Talk with Muir to see if he will dis-
cuss his drinking. If he admits he has a drinking 
problem, delay the final warning and suggest that 
he enrol in Roeban’s new employee assistance 
programme for help with personal problems, 
including alcoholism. (5) Talk with Muir to see if 
he will discuss his drinking. If he does not admit 
he has a drinking problem, let him know that the 
next absence will cost him his job.

6 Evaluate alternatives. The cost of training a 
replacement is the same for each alternative. 
Alternative 1 ignores cost and other criteria. 
Alternatives 2 and 3 do not adhere to company 
policy, which advocates counselling where 
appropriate. Alternative 4 is designed for the 
benefit of both Muir and the company. It might 
save a good employee if Muir is willing to seek 
assistance. Alternative 5 is primarily for the 
benefit of the company. A final warning might 
provide some incentive for Muir to admit he has 
a drinking problem. If so, dismissal might be 
avoided, but further absences will no longer be 
tolerated.

7 Choose the best alternative. Muir does not admit 
that he has a drinking problem. Choose alterna-
tive 5.

8 Implement the chosen alternative. Write up the 
case and issue the final warning.26

Roeban Consulting
1 Monitor the decision environment. It is Monday 

morning, and Joe Muir, Roeban’s accounts 
receivable supervisor, is absent again.

2 Define the decision problem. This is the fourth 
consecutive Monday Muir has been absent. 
 Company policy forbids unexcused absenteeism, 
and Muir has been warned about his excessive 
absenteeism on the last two occasions. A final 
warning is in order but can be delayed, if warranted.

3 Specify decision objectives. Muir should attend 
work regularly and establish the invoice collection 
levels of which he is capable. The time period for 
solving the problem is two weeks.

4 Diagnose the problem. Discreet discussions with 
Muir’s co-workers and information gleaned from 
Muir indicate that Muir has a drinking problem. 
He apparently uses Mondays to dry out from 
weekend benders. Discussion with other com-
pany sources confirms that Muir is a problem 
drinker.

5 Develop alternative solutions. (1) Fire Muir.  
(2) Issue a final warning without comment.  

IN PRACTICE
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Bounded Rationality Perspective
The point of the rational approach is that managers should try to use systematic procedures to 
arrive at good decisions. When organizations are facing little competition and are dealing with 
well-understood issues, managers generally use rational procedures to make decisions.27 Yet research 
into managerial decision-making shows that managers often are unable to follow an ideal proce-
dure. Many decisions must be made very quickly. Time pressure, a large number of internal and 
external factors affecting a decision, and the ill-defined nature of many problems make systematic 
analysis virtually impossible. Managers have only so much time and mental capacity and, hence, 
cannot evaluate every goal, problem and alternative. The attempt to be rational is bounded (limited) 
by the enormous complexity of many problems. There is a limit to how rational managers can be. 
For example, an executive in a hurry may have a choice of 50 ties on a rack but will take the first or 
second one that matches his suit. The executive doesn’t carefully weigh all 50 alternatives because 
the short amount of time and the large number of plausible alternatives would be overwhelming. 
The manager simply selects the first tie that solves the problem and moves on to the next task.

Constraints and Trade-offs Not only are large organizational decisions too com-
plex to fully comprehend, but several other constraints impinge on the decision-maker, as 
illustrated in Exhibit 13.3. For many decisions, the circumstances are ambiguous, requir-
ing social support, a shared perspective on what happens and acceptance and agreement. 
For example, the decision to outsource production to low labour cost countries is typically 
based on a limited cost benefit analysis of savings that can be realized by replacing high cost 
in-house staffing with lower cost contracted labour overseas. However, moving parts of the 
business process not only outside the company but also outside the home country business 
environment greatly increases the unknowns.28

Trust between the contracting parties is typically limited, especially in the critical early 
stages of outsourcing, and can rarely be fully replaced by comprehensive contract terms and 
conditions. Trust is built up over time through close working interaction which is difficult to 
replicate in distant outsourced units.

ONLINE 
COUNTERPOINT 13.6

ONLINE BRIEF 13.2
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EXHIBIT 13.3 Constraints and Trade-offs during Non-programmed Decision-Making

Source: Adapted from Irving L. Janis, Crucial Decisions (New York: Free Press, 1989); and A.L. George, Presidential Decision Making in Foreign Policy: 
The Effective Use of Information and Advice (Boulder, CO: Westview Press, 1980).
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Numerous other unknowns can impinge on the outcomes of an outsourcing strategy, ranging 
from currency exchange risk (for example, the British pound lost 10 per cent of its value against 
the US dollar immediately after the country’s electorate surprisingly voted to leave the European 
Union in June 2016) to end-user resistance (particularly in the case of outsourced call centres). 
Finally, some analysts argue that outsourcing leads inherently to asymmetric power relationships, 
with the supplier often in the ascendancy over the outsourcing organization. UK academic Chris 
Lonsdale believes that it is ‘risible’ to think that British National Health Service (NHS) commer-
cial managers, for example, each responsible for managing hundreds of service contracts, can 
effectively foresee issues likely to arise in each of the contracts. In contrast, the supplier companies 
to the NHS are often multinationals with highly professional sales and marketing teams able to 
structure advantageous contracts and skate over potential pitfalls.29

Even in cases where the outsourcing strategy is well-planned and generally successful, such as 
Danish medical supplies company Coloplast, which decided to outsource volume production to 
Hungary in the mid-2000s, managers can be surprised by the number of unexpected challenges 
that arise. At Coloplast, these ranged from inefficiencies caused by the location of the distribu-
tion warehouse close to the Danish headquarters, meaning goods produced in Hungary had to be 
transported all the way to northern Europe for centralized distribution, to the complexity of trans-
ferring tacit knowledge underpinning the production process.30 Managerial decisions, small and 
large, are made in the context of imperfect knowledge, and of bounded rationality.31 Nevertheless, 
a well-managed firm like Coloplast can adapt to the unexpected. By 2013, Coloplast’s Hungarian 
plants accounted for two-thirds of the company’s profits and the company was also ranked among 
the world’s best employers. In 2015 Forbes ranked Coloplast the 33rd most innovative company in 
the world, while the company continued to expand its manufacturing base in Hungary.32, 33

Corporate culture and ethical values also influence decision-making, as discussed in 
Chapter 11. In the best cases, such as at the late Anita Roddick’s Body Shop, companies have 
primary goals of improving the world while enhancing the lives of employees and customers. 
Managers also often make decisions within a context of trying to please upper managers, 
people who are perceived to have power within the organization, or others they respect and 
want to emulate.34 Personal constraints – such as decision style, work pressure, desire for 
prestige, or simple feelings of insecurity – may constrain either the search for alternatives or 

the acceptability of an alternative. All of these factors constrain a perfectly rational approach that 
should lead to an obviously ideal choice.35 Even seemingly simple decisions, such as selecting a job 
on graduation from college, can quickly become so complex that a bounded rationality approach 
is, in practice, used. Graduating students have been known to search for a job until they have two 
or three acceptable job offers, at which point their search activity rapidly diminishes. Hundreds of 
firms may be available for interviews, and two or three job offers are far short of the maximum 
number that would be possible if students made the decision based on perfect rationality.

The Role of Intuition The bounded rationality perspective is often associated with intu-
itive decision processes. In intuitive decision-making, experience and judgement rather than 
sequential logic or explicit reasoning are used to make decisions.36 Intuition is not arbitrary or 
irrational because it is based on years of practice and hands-on experience, often stored in the 
subconscious. When managers use their intuition based on long experience with organizational 
issues, they more rapidly perceive and understand problems, and they develop a gut feeling or 
hunch about which alternative will solve a problem, speeding the decision-making process.37 
The value of intuition for effective decision-making is supported by a growing body of research 

from psychology, organizational science and other disciplines.38 Indeed, many universities 
are offering courses in creativity and intuition so business students can learn to understand 
and use these processes.

In a situation of great complexity or ambiguity, previous experience and judgement are 
needed to incorporate intangible elements at both the problem identification and problem 
solution stages.39 A study of manager problem-finding showed that 30 of 33 problems were 
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COUNTERPOINT 13.4
It may be a mistake to conflate a sense of ‘what is right’ with ‘gut feeling’. ‘Gut feeling’ is as likely to 
be accommodating of self-interest or with staying in the comfort zone as it is with taking decisions 
that turn out to be ‘right’.

ambiguous and ill-defined.40 Bits and scraps of unrelated information from informal sources 
resulted in a pattern in the manager’s mind. The manager could not prove a problem existed but 
knew intuitively that a certain area needed attention. A too-simple view of a complex problem is 
often associated with decision failure.41 Intuition plays an increasingly important role in problem 
identification in today’s fast-paced and uncertain business environment.

Intuitive processes are also used in the problem solution stage. Executives frequently make deci-
sions without explicit reference to the impact on profits or to other measurable outcomes.42 As we 
saw in Exhibit 13.3, many intangible factors – such as a person’s concern about the support of other 
executives, fear of failure and social attitudes – influence selection of the best alternative. These fac-
tors cannot be quantified in a systematic way, so intuition guides the choice of a solution. Managers 
may make a decision based on what they sense to be right rather than on what they can document 
with hard data. A 2018 study has shown that experienced CEOs tend to make decisions based on 
inferential intuition. This is where they once would have used analytical decision-making processes, 
but they now have enough experience to intuit the answer they would have arrived at after going 
through the analytical process.43

Take the case of Austrian motorbike manufacturer KTM Fahrrad GmbH. Stefan Pierer took 
over in 2002 as CEO of the company after it emerged from bankruptcy. Once he had put the 
company back on its feet he took a leap into the unknown, steering KTM, long famous for its 
off-road models, into the competitive world of street bikes. The gut decision has been a huge suc-
cess; by 2015 KTM was Europe’s biggest motorbike manufacturer on the back of two decades of 
consistent revenue growth.44 Street bikes now make up almost a third of KTM’s revenues. Pierer 
says, ‘When it comes to really serious business decisions I ultimately rely on my intuition. It’s 
sometimes the case that rational arguments speak for or against something, but then somehow 
the decision still won’t leave me in peace. I wake up in the night and have the feeling that I should 
do it differently after all’.45 Pierer has continued to make bold decisions. He is moving emphasis 
towards fast-growing Asian markets through a partnership with Indian bike manufacturer Baja, 
which has a 48 per cent stake in the firm. It is a partnership that has been a great success, and 
the joint venture announced plans to focus on expansion in Indonesia, a huge motorbike market, 
in 2016.46 At the same time KTM purchased high-end BMW subsidiary Husqvarna of Sweden, 
acquiring a valuable marque and top-notch engineering.47 However, there are also many examples 
of intuitive decisions that turned out to be complete failures.48 This chapter’s Bookmark 13.0 
discusses how managers can give their intuition a better chance of leading to successful decisions.

Managers may walk a fine line between making arbitrary decisions without careful study, and 
relying obsessively on numbers and rational analysis.49 Remember that the bounded rationality 
perspective and the use of intuition apply particularly to non-programmed decisions. The novel, 
unclear, complex aspects of non-programmed decisions mean hard data and logical procedures are 
not available. One study of executive decision-making found that managers simply could not use 
the rational approach for non-programmed decisions, such as when to buy a computed tomog-
raphy (CT) scanner for an osteopathic hospital, or whether a city had a need for and could rea-
sonably adopt an enterprise resource planning system.50 In those cases, managers had limited time 
and resources, and some factors simply couldn’t be measured and analyzed. Trying to quantify 
such information could cause mistakes because it may oversimplify decision criteria. Intuition can 
also balance and supplement rational analysis to help organization leaders make better decisions. 

65900_ch13_hr_442-485.indd   453 12/9/19   4:33 PM



454 PART 5 MANAGING DYNAMIC PROCESSES

Geoff Travis, founder of Rough Trade, the British indie record label, relied on his intuition, his 
innate feel for ‘the next thing’ in music, to build a successful label that also freed young musicians 
from the suffocating control of the big record companies.51

Organizational Decision-Making
Organizations are composed of managers who make decisions using both rational and intuitive 
processes; but organization-level decisions are not usually made by a single manager. Many organ-
izational decisions involve several managers. Problem identification and problem solution involve 
many departments, multiple viewpoints and even other organizations, which are beyond the scope 

of an individual manager.
The processes by which decisions are made in organizations are influenced by a number 

of factors, particularly the organization’s own internal structures and the degree of stability 
or instability of the external environment.52 Research into organization-level decision-mak-
ing has identified four primary types of organizational decision-making processes: the man-
agement science approach, the Carnegie model, the incremental decision process model and 
the garbage can model.

ONLINE BRIEF 13.3
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‘rapid cognition’, provides room for both amazing 
insight and grave error. Here are some tips for improv-
ing rapid cognition:

 ■ Remember that more is not better. Gladwell 
argues that giving people too much data and 
information hampers their ability to make good 
decisions. He cites a study showing that emer-
gency room doctors who are best at diagnosing 
heart attacks gather less information from their 
patients than other doctors do. Rather than 
overloading on information, search out the most 
meaningful parts.

 ■ Practise thin-slicing. The process Gladwell 
refers to as thin-slicing is what harnesses the 
power of the adaptive unconscious and enables 
us to make smart decisions with minimal time 
and information. Thin-slicing means focusing 
on a thin slice of pertinent data or information 
and allowing your intuition to do the work for 
you. Gladwell cites the example of a Pentagon 
war game, in which an enemy team of com-
modities traders defeated a US Army that had 
‘an unpredented amount of information and 
intelligence’ and ‘did a thoroughly rational and 
rigorous analysis that covered every conceivable 
contingency’. The commodities traders were 
used to making thousands of instant decisions 
an hour based on limited information. Managers 

Have you read this book?

Blink: The Power of Thinking 
without Thinking

BY MALCOLM GLADWELL

Snap decisions can be just as good as – and some 
times better than – decisions that are made cau-

tiously and deliberately. Yet they can also be seriously 
flawed or even dangerously wrong. That’s the premise 
of Malcolm Gladwell’s Blink: The Power of Thinking 
without Thinking. Gladwell explores how our ‘adaptive 
unconscious’ arrives at complex, important decisions 
in an instant – and how we can train it to make those 
decisions good ones.

Sharpening Your Intuition
Even when we think our decision-making is the result 
of careful analysis and rational consideration, Gladwell 
says, most of it actually happens subconsciously in 
a split second. This process, which he refers to as 

BOOKMARK 13.0
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Management Science Approach
The management science approach to organizational decision-making is the analogue to the 
rational approach by individual managers. Management science came into being during the Sec-
ond World War.53 At that time, mathematical and statistical techniques were applied to urgent, 
large-scale military problems that were beyond the ability of individual decision-makers.

Mathematicians, physicists and operations researchers used systems analysis to develop artil-
lery trajectories, antisubmarine strategies and bombing strategies such as salvoing (discharging 
multiple shells simultaneously). Consider the problem of a battleship trying to sink an enemy ship 
several miles away. The calculation for aiming the battleship’s guns should consider distance, wind 
speed, shell size, speed and direction of both ships, pitch and roll of the firing ship and curvature 
of the earth. Methods for performing such calculations using trial and error and intuition are not 
accurate, take far too long and may never achieve success.

This is where management science came in. Analysts were able to identify the relevant vari-
ables involved in aiming a ship’s guns and could model them with the use of mathematical equa-
tions. Distance, speed, pitch, roll, shell size and so on could be calculated and entered into the 
equations. The answer was immediate, and the guns could begin firing. Factors such as pitch and 
roll were soon measured mechanically and fed directly into the targeting mechanism. Today, the 
human element is completely removed from the targeting process. Radar picks up the target, and 
the entire sequence is computed automatically.

Management science yielded success for many military problems. This approach to deci-
sion-making diffused into corporations and business schools, where techniques were studied and 
elaborated. Today, many corporations have assigned departments to use these techniques. The 
computer department develops quantitative data for analysis. Operations research departments 
use mathematical models to quantify relevant variables and develop a quantitative representa-
tion of alternative solutions and the probability of each one solving the problem. These depart-
ments also use such devices as linear programming, Bayesian statistics, PERT charts and computer 
simulations.

Management science is an excellent device for organizational decision-making when prob-
lems are analyzable and when the variables can be identified and measured. Mathematical models 
can contain a thousand or more variables, each one relevant in some way to the ultimate outcome. 
Management science techniques have been used to correctly solve problems as diverse as finding 
the right spot for a church camp, test-marketing the first of a new family of products, drilling for 
oil and radically altering the distribution of telecommunications services.54 The next In Practice 
example page describes how Germany’s Labour Agency, the Bundesagentur für Arbeit used man-
agement science techniques to set up its Virtual Labour Market (VAM).

can practise spontaneous decision-making until 
it becomes second nature.

 ■ Know your limits. Not every decision should be 
based on intuition. When you have a depth of 
knowledge and experience in an area, you can 
put more trust in your gut feelings. Gladwell also 
cautions to beware of biases that interfere with 
good decision-making. Blink suggests that we can 
teach ourselves to sort through first impressions 
and figure out which are important and which are 
based on subconscious biases such as stereo-
types or emotional baggage.

Conclusion
Blink is filled with lively and interesting anecdotes, 
such as how firefighters can ‘slow down a moment’ 
and create an environment where spontaneous deci-
sion-making can take place. Gladwell asserts that a 
better understanding of the process of split-second 
decision-making can help people make better deci-
sions in all areas of their lives, as well as help them 
anticipate and avoid miscalculations.

Blink: The Power of Thinking without Thinking, by Malcolm 
Gladwell, is published by Little, Brown.
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Despite the positive outcomes, VAM’s development had its share of controversy, which is very 
common in a complex system. Cost overruns in the final development phase led to allegations of 
corruption in awarding contracts. An enquiry showed this was not the case but that more could 
have been done to keep costs closer to original estimates.58

Management science can accurately and quickly solve problems that have too many explicit 
variables for human processing. This system is at its best when applied to problems that are ana-
lyzable, are measurable and can be structured in a logical way. Increasingly sophisticated com-
puter technology and software programmes are allowing the expansion of management science to 
cover a broader range of problems than ever before. For example, most large retailers, including 
Zara, Marks & Spencer and Gap, use software to analyze current and historical sales data and 
determine when, where and how much to mark down prices. Airlines and hotel chains now use 
yield management software to set prices according to factors such as passenger load and occu-
pancy rates, respectively. The success of European low-cost carrier Ryanair is based to a signifi-
cant extent on sophisticated use of yield management systems. Passengers booking well in advance 
for unseasonal destinations, such as seaside resorts in midwinter, can snag rock-bottom fares of a 
few euros, but those wishing to travel at short notice on well-subscribed flights can expect to pay 
top prices.59 Former Ryanair executives Jim McMahon and Seamus Moriarty set up an aviation 

 producing singles by new artists. Rough Trade records 
was born two years later in 1978, with early successes 
like The Fall and Stiff Little Fingers. The first band 
Rough Trade chaperoned to the big time was The 
Smiths, and by 2008 some of the names featuring on 
the label’s 30-year anniversary tour were The Strokes, 
Belle & Sebastian, Arcade Fire and Jarvis Cocker.

Rough Trade has seen its ups and downs. In the 
early 1990s the distribution arm of the business folded, 
and Travis sold off the record label in order to ensure 
artists, who risked losing desperately needed record 
sales revenues in the bankruptcy, would be paid. But 
after working for another label for a while, Travis bought 
Rough Trade back and relaunched it in 2000. Since then 
the company has picked some up-and-coming indie 
bands like British Sea Power, Palma Violets, Warpaint, 
Sleaford Mods and Alabama Shakes, while continuing 
as home to bands like The Strokes, Jarvis Cocker and 
Pulp. Record stores have come back into vogue with 
the hipster generation, and Rough Trade has highly 
successful record stores-cum-concert venues located 
in East and West London, Nottingham (opened 2014), 
Bristol (opened 2017) and also one in New York – but 
equally, other stores have opened and closed in the 
past (e.g. San Francisco, Tokyo, Paris).55 Underpinned 
by Travis’s firm commitment to choose bands accord-
ing to his intuition, rather than a prepackaged marketing 
formula, Rough Trade looks set to continue plough-
ing its own furrow for years to come.56, 57 Even though 
Travis is good at using his intuition he has also closed 
down venues faster than at the beginning in 1976.

Rough Trade

It all started because Geoff Travis couldn’t find the 
Rough Trade records that he liked, back in 1976 when 

big labels were king and if you didn’t fit their formula 
you didn’t have a chance. Travis set up a small record 
store and stocked it with his kind of music, alternative, 
edgy material. He freely admits he was lucky, because 
musical taste was on the cusp of a revolution. The 
musical lull of the early 1970s was about to be shaken 
up by the advent of punk. Travis started by selling his 
huge collection of alternative music records he had 
bought while hitchhiking across the United States the 
previous year, where bands like the Ramones had 
already started to shake things up. His West London 
location turned out to be at the epicentre of the Euro-
pean scene. ‘The Clash lived up the road, and The Sex 
Pistols would come in trying to sell us all the records 
they’d nicked from somewhere else’, Travis recalls.

It wasn’t long before Travis’s friends who owned 
similar stores across London started to source 
 hard-to-find music through him, and soon he formed 
the core of a national network of independent record 
stores and the myriad fledgling labels that were 

LEADING BY DESIGN
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consultancy that specializes in helping other airlines to take best advantage of yield management 
systems to maximize their seat revenues.60,61 Yield management pricing is now being used in many 
different sectors from car rentals to do-it-yourself equipment rental. Railway companies across 
Europe now use yield management with positive results; France’s state-owned SNCF railway com-
pany first introduced the system for its high-speed TGV trains and then extended the approach to 
its regional TER services.62

Companies often seek to address potential negative customer sentiment when considering 
using yield management.63 This can take various forms. Customers who have paid top prices for 
a holiday package may well feel ripped-off if they find that fellow travellers who booked at the 
last minute paid far less than they did. Further, customers are aware that costs to provide a ser-
vice such as a hotel room tend to be similar despite tariffs varying widely according to load fac-
tors. Loyal customers who always use a particular company may object if they suddenly find 
they have to pay an exorbitant rate for a service because they are using it at a popular time, and 
will be more likely to ‘counter-attack’ by searching for a cheaper alternative with another com-
pany. Finally, yield management introduces a complexity to travel planning that can be irritating; 
SNCF’s yield management has been widely criticized on these grounds by French rail passengers.64 
Yield management can thus damage customer loyalty, another important weapon in a company’s 
competitive arsenal.65

Management science has, to go along with its successes, produced many failures.66 In recent 
years, many banks have begun using computerized scoring systems to rate those applying for 
credit, but some argue that human judgement is needed to assess an individual’s real creditwor-
thiness. Many analysts place part of the responsibility for the global credit system meltdown of 
2007–2008 on banks’ withdrawal from personal relationships with their clients in favour of 
outsourced models where companies – frequently based in offshore locations such as India or 
elsewhere – were paid to identify potential borrowers through telephone canvassing. Although 
a rudimentary financial qualification assessment was conducted, usually on the telephone, the 
loan-originating companies were most interested in getting their fee for finding a customer. Banks 
and other financial institutions then ‘securitized’ these loans by packaging them up in bundles 
which were then assigned a market value based on the supposed solidity of the underlying security 
– such as customers’ houses. These financial instruments were then swapped between the banks 
and sold off to various investors in an increasingly complex series of arrangements. The complex-
ity of the system was such that banks and other investors lost track of the underlying value of 
the securities. Investors and banks panicked when it became clear that the house price boom in 
countries like the United States and the UK was coming to an end and that significant numbers 
of customers could not afford to repay their loans and mortgages. Banks knew that many of the 
bundled loans and mortgages they held were sure to be worthless, but did not know which ones. 
The credit explosion turned overnight into a credit freeze and numerous financial institutions in 
Europe, the USA and the rest of the world, either went bankrupt or had to be bailed out at enor-
mous cost to taxpayers.67 The computerized infrastructure that managed the credit system, from 
customer credit assessment through to loan bundling and securitization, appeared sophisticated 
but obscured the absence of adequate internal and external oversight.

The dangers of complex, poorly understood, poorly regulated, computerized financial mar-
kets are also demonstrated by the collapse of Bernard L. Madoff Investment Securities in late 
2008.68 Madoff, a former chairman of the NASDAQ stock exchange and highly regarded figure 
in US financial circles, concocted a scheme in which he purported to manage investors’ funds 
using a complex and secretive computerized investment model. In fact it appears he paid exist-
ing investors their dividends using new investors’ resources, as well as leaching off substantial 
amounts of money to his own account. The US Securities and Exchange Commission, which 
should have  overseen his activities, failed to detect the fraud despite numerous tip-offs. Once 
the final tallies were made, losses were expected to exceed $25 billion, and the incident sent 
shockwaves through stock markets already depressed by the impacts of the credit meltdown 
described above.69, 70
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Apart from complexity and the consequent tendency for lack of transparency, another prob-
lem with the management science approach is that quantitative data are not rich and do not 
convey tacit knowledge, as described in Chapter 9. Informal cues that indicate the existence of 
problems have to be sensed on a more personal basis by managers.76 The most sophisticated math-
ematical analyses are of limited value if the important factors cannot be quantified and included 

positively with the previous system where personnel 
files were held by individual counsellors, with informa-
tion frequently being lost when counsellors changed 
or the jobseeker moved.

The internet side of the VAM provides new services 
both to employers and jobseekers. Employers can 
directly enter information about positions available, 
and for the first time job seekers can access a nation-
wide database of positions available, either from 
home through an internet connection, or at one of the 
terminals located in all BfA offices. The system helps 
job seekers take greater control over their job search, 
and reduces the time BfA workers have to devote to 
each case.

The new system is part of labour market reforms 
that the German government has put in place in an 
effort to reduce long-term unemployment. It is linked 
to training and social benefits databases and thus 
helps ensure people receive the benefit to which 
they are entitled. The more efficient matching service 
gets people back into the workforce more quickly, 
thus improving government finances. But the most 
important aspect of the system is the help it pro-
vides for people seeking rewarding work. Markus 
Michel, formerly unemployed, worked with his BfA 
placement agent to find his current job using the sys-
tem’s enhanced matching technology – it is a position 
requiring skills which he had acquired by self-study 
but for which he had no formal qualification: ‘I would 
have fallen through the cracks [before] because the 
only possible job search would have been the search 
for a job title’. 

Germany’s dynamic approach to tackling unem-
ployment has reaped dividends. By June 2019 the 
country had the second lowest overall level of unem-
ployment in the EU at 3.1 per cent, a 38 year low, 
as well as youth unemployment of 5.5 per cent com-
pared with 15 per cent in 2005. This despite the 
global recession that hit in 2008 and led to record 
youth unemployment in many EU countries and an 
average EU rate of 6.3 per cent in 2019.72, 73, 74 The 
virtual labour market concept has been adopted in 
other countries, including the UK.75

Germany’s Virtual Labour 
Market71

Despite the successes of the German economy in 
the post-war period, by the mid-2000s the coun-

try was still faced with stubbornly high levels of unem-
ployment, particularly among youth. At the same time, 
as in most countries, employers continued to say 
that they could not find the right people to fill certain 
positions. The German government labour agency 
responsible for helping unemployed people to be 
matched with work opportunities, the Bundesagentur 
fur Arbeit (BfA), set about developing an IT-based sys-
tem that would match workers with available oppor-
tunities. The new system consists of internal and 
external online portals, with links to private firms’ HR 
departments, as well as commercial and government 
employment services. VerBIS, the intranet (internal) 
portal, supports the 100,000 counsellors and place-
ment workers located in BfA’s employment offices 
throughout Germany. These internal users make 
about 40 million hits on the portal every day.

VAM has helped BfA to improve the quality and 
efficiency of its work. Its centralized database of all job 
opportunities in Germany makes it a useful resource 
not only for the unemployed but for employed work-
ers seeking better jobs. The system has substantially 
reduced the time taken to match qualified candi-
dates against available employment opportunities, 
with about 800,000 jobs posted and 5.5 million job 
seekers registered at any one time. Over 2 million 
job matches are identified every week. In addition, 
the system maintains updated records of all work-
ers seeking employment, which can be accessed by 
any BfA counsellor across the country. This contrasts 

IN PRACTICE
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in the model. Such things as competitor reactions, consumer tastes and product warmth are qual-
itative dimensions. In these situations, the role of management science is to supplement manager 
decision-making. Quantitative results can be given to managers for discussion and interpretation 
along with their informal opinions, judgement and intuition. The final decision typically includes 
both qualitative factors and quantitative calculations.

Carnegie Model
The Carnegie model of organizational decision-making is based on the work of Richard Cyert, 
James March and Herbert Simon, who were all associated with Carnegie-Mellon University 
in Pittsburgh, USA.77 Their research helped formulate the bounded rationality approach to 
individual decision-making, as well as provide new insights into organizational decisions.

Until their work, research in economics assumed that business firms made decisions as 
a single entity, as if all relevant information were funnelled to the top decision-maker for 
a choice. Research by the Carnegie group indicated that organization-level decisions involved 
many managers and that a final choice was based on a coalition among those managers. A  
coalition is an alliance among several managers who agree about organizational goals and prob-
lem priorities.78 It could include managers from line departments, staff specialists and even exter-
nal groups, such as powerful customers, bankers or union representatives.

Management coalitions are needed during decision-making for two reasons. First, organizational 
goals are often ambiguous, and operative goals of departments are often inconsistent. When goals are 
ambiguous and inconsistent, managers will naturally tend to disagree about problem priorities. They 
must bargain about problems and build a coalition around the question of which problems to solve.

ONLINE BRIEF 13.4

WWW

COUNTERPOINT 13.5
While attention to coalition building is undoubtedly important, it requires a close appreciation of 
what enables coalitions to be built. How, for example, are credibility and legitimacy established? 
To what extent do coalitions represent the outcome of established power relations? What kinds 
of ‘solutions’ are simply never contemplated because those occupying privileged positions have 
effectively closed them off? Coalition building does not mean that the resulting decisions are better 
ones, only that they have been agreed by a dominant coalition. What is probable is that the decision 
broadly reflects the preconceptions, fears, hopes and values of the coalition members.

The second reason for coalitions is that individual managers intend to be rational but func-
tion with human cognitive limitations and other constraints, as described earlier. Managers do 
not have the time, resources or mental capacity to identify all dimensions and to process all infor-
mation relevant to a decision. These limitations lead to deliberative, coalition-building behav-
iour. Managers talk to each other and exchange points of view to gather information and reduce 
ambiguity. People who have relevant information or a stake in a decision outcome are consulted. 
Building a coalition will lead to a decision that is supported by interested parties.

The process of coalition formation has several implications for organizational decision behav-
iour. First, decisions are made to satisfice rather than to optimize problem solutions. Satisficing means 
accepting a satisfactory rather than a maximum level of performance, enabling managers to achieve 
several goals simultaneously. In decision-making, the coalition will accept a solution that is perceived 
as satisfactory to all coalition members. Second, managers are concerned with immediate problems 
and short-run solutions. They engage in what Cyert and March called problemistic search.79

Problemistic search means managers look around in the immediate environment for a solu-
tion to quickly resolve a problem. Managers don’t expect a perfect solution when the situation 
is ill-defined and conflict-laden. This contrasts with the management science approach, which 
assumes that analysis can uncover every reasonable alternative. The Carnegie model says that 
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search behaviour is just sufficient to produce a satisfactory solution and that managers typically 
adopt the first satisfactory solution that emerges. Third, discussion and bargaining are especially 
important in the problem identification stage of decision-making. Unless coalition members per-
ceive a problem, action will not be taken.

The decision process described in the Carnegie model is summarized in Exhibit 13.4. The 
Carnegie model points out that building agreement through a managerial coalition is a major part 
of organizational decision-making. This is especially true at upper management levels. Discus-
sion and bargaining are time consuming, so search procedures are usually simple and the selected 
alternative satisfices rather than optimizes problem solution. When problems are programmed 
– are clear and have been seen before – the organization will rely on previous procedures and 
routines. Non-programmed decisions, however, require bargaining and conflict resolution. The 
consequences of failing to build a coalition are illustrated by the next In Practice case of Encyclo-
paedia Britannica. The Carnegie model is particularly useful at the problem identification stage. 
However, a coalition of key department managers is also important for smooth implementation of 
a decision, particularly a major reorganization.

ONLINE BRIEF 13.5

WWW

EXHIBIT 13.4  Choice Processes in the Carnegie Model

Coalition Formation

Search

Satisficing Decision Behaviour

Uncertainty

Conflict

Incremental Decision Process Model
Henry Mintzberg and his associates at McGill University in Montreal, Canada, have 
approached organizational decision-making from a different perspective. They identified 25 
decisions made in organizations and traced the events associated with these decisions from 
beginning to end.80 Their research identified each step in the decision sequence. This approach 
to decision-making, called the incremental decision process model, places less emphasis on the 
political and social factors described in the Carnegie model, but tells more about the struc-

tured sequence of activities undertaken from the discovery of a problem to its solution.81

Sample decisions in Mintzberg’s research included choosing which jet aircraft to acquire for a 
regional airline, developing a new supper club, developing a new container terminal in a harbour, 
identifying a new market for a deodorant, installing a controversial new medical treatment in 
a hospital and firing a star radio announcer.82 The scope and importance of these decisions are 
revealed in the length of time taken to complete them. Most of these decisions took more than a 
year, and a third of them took more than two years. Most of these decisions were non-programmed 
and required custom-designed solutions.

65900_ch13_hr_442-485.indd   460 12/9/19   4:33 PM



CHAPTER 13 DECISION-MAKING PROCESSES 461

One discovery from this research is that major organization choices are usually a series of 
small choices that combine to produce the major decision. Thus, many organizational decisions 
are a series of nibbles rather than a big bite. Organizations move through several decision points 
and may hit barriers along the way. Mintzberg called these barriers decision interrupts. An inter-
rupt may mean an organization has to cycle back through a previous decision and try something 
new. Decision loops or cycles are one way the organization learns which alternatives will work. 
The ultimate solution may be very different from what was initially anticipated.

advisers. The team immediately coalesced around the 
important problem of establishing a presence in the world 
of electronic media. With this goal, the company rushed 
out a revamped, lower-cost CD-ROM package and 
launched the Britannica.com website, which allows users 
to call up encyclopaedia entries online as well as get a list 
of links to related websites. The team also created a sep-
arate digital media division to focus on new product devel-
opment, such as for wireless web technology. Managers 
are looking towards the wireless web as the best route to 
a successful future and have teamed up with numerous 
wireless carriers and licensed Britannica’s content to other 
websites. In 2012, Britannica made the final leap, announc-
ing it was to abandon print publication altogether. The 
company has shifted to an online subscriber model, both 
for 50,000 customers who pay $70 a year, and 450,000 
who are subscribed through services bundled through tel-
ecom and internet providers. The company is successful, 
but still has to worry both about free competitors (nota-
bly Wikipedia), and the rapidly changing systems of deliv-
ering knowledge online. The company has expanded its 
on-site advertising, with subscriber revenue dropping from  
95 per cent to 75 per cent of Britannica’s income between 
2012 and 2014.83

Building a coalition focused on common goals 
rather than having managers pushing and pulling in 
different directions got Britannica off the critical list 
by helping it cross the bridge to the digital era. Now, 
managers are in the process of evaluation to see what 
new decisions need to be made to help the company 
thrive in the digital world.84, 85

Another major distinction between Britannica and 
Wikipedia is that Britannica relies on internal develop-
ment and commitment as just described whereas Wiki-
pedia relies on collaboration with a community outside 
the company. This alters not only the responsiveness of 
the company but also how decisions are made.

In 2018 Encyclopaedia Britannica challenged 
search engines and Wikipedia by releasing a Chrome 
extension that displays detailed listings on the right-
hand side of Google searches.86

Encyclopaedia Britannica

For most of its 231-year history, the Encyclopaedia 
Britannica has been viewed as an illustrious repos-

itory of cultural and historical knowledge. Generations 
of students and librarians relied on the Britannica – but 
that was before CD-ROMs and the internet became 
the study tools of choice. Suddenly, the 32-volume 
collection of encyclopaedias, stretching four feet on 
a bookshelf and costing as much as a personal com-
puter, seemed destined to fade into history.

When Swiss-based financier Joseph Safra bought 
Britannica, he discovered one of the reasons. For nearly 
a decade, managers had bickered over goals and priori-
ties. Some top executives believed the company needed 
to invest more in electronic media, but others supported 
Britannica’s traditional directto-home sales force. Even-
tually, the company’s Compton unit, a CD-ROM pioneer 
now being used by millions of consumers, was sold, 
leaving Britannica without any presence in the new mar-
ket. In the 1980s, Microsoft had approached Britannica 
to develop a CD-ROM encyclopaedia; when it didn’t 
work out, Microsoft went with Funk & Wagnalls and 
developed Encarta. Microsoft arranged to have Encarta 
preinstalled on PCs, so the CD-ROM was essentially 
free to new PC buyers. When Britannica finally came 
out with its CD-ROM version, however, it was priced at 
a staggering $1200. The squabbling among managers, 
owners and editors about product development, pricing, 
distribution and other important decisions contributed to 
the company’s decline.

The first step in Safra’s turnaround strategy was to install 
a new top management team, led by one of his longtime 

IN PRACTICE
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The pattern of decision stages discovered by Mintzberg and his associates is shown in 
Exhibit 13.5. Each box indicates a possible step in the decision sequence. The steps take place in 
three major decision phases: identification, development and selection.

Identification Phase The identification phase begins with recognition. Recognition means 
one or more managers becoming aware of a problem and the importance of making a decision. 
Recognition is usually stimulated by a problem or an opportunity. A problem exists when ele-
ments in the external environment change or when internal performance is perceived to be below 
standard. In the case of firing a radio announcer, comments about the announcer came from 

listeners, other announcers and advertisers. Managers interpreted these cues until a pattern 
emerged that indicated a problem had to be dealt with.

The second step is diagnosis, in which more information is gathered if needed to define 
the problem situation. Diagnosis may be systematic or informal, depending upon the severity 
of the problem. Severe problems do not allow time for extensive diagnosis; the response must 
be immediate. Mild problems are usually diagnosed in a more systematic manner.

Development Phase In the development phase, a solution is shaped to solve the problem 
defined in the identification phase. The development of a solution takes one of two directions. 
First, search procedures may be used to seek out alternatives within the organization’s repertoire 
of solutions. For example, in the case of firing a star announcer, managers asked what the radio 
station had done the last time an announcer had to be let go. To conduct the search, organization 
participants may look into their own memories, talk to other managers or examine the formal 
procedures of the organization.

The second direction of development is to design a custom solution. This happens when 
the problem is novel so that previous experience has no value. Mintzberg found that in these 
cases, key decision-makers have only a vague idea of the ideal solution. Gradually, through a 
 trial-and-error process, a custom-designed alternative will emerge. Development of the solution is 
a groping, incremental procedure, building a solution brick by brick.

Selection Phase The selection phase is when the solution is chosen. This phase is not 
always a matter of making a clear choice among alternatives. In the case of custom-made solu-
tions, selection is more an evaluation of the single alternative that seems feasible.

Evaluation and choice may be accomplished in three ways. The judgement form of selection 
is used when a final choice falls upon a single decision-maker, and the choice involves judgement 
based upon experience. In analysis, alternatives are evaluated on a more systematic basis, such as 
with management science techniques. Mintzberg found that most decisions did not involve sys-
tematic analysis and evaluation of alternatives. Bargaining occurs when selection involves a group 
of decision-makers. Each decision-maker may have a different stake in the outcome, so conflict 
emerges. Discussion and bargaining occur until a coalition is formed, as in the Carnegie model 
described earlier.

When a decision is formally accepted by the organization, authorization takes place. The deci-
sion may be passed up the hierarchy to the responsible hierarchical level. Authorization is often 
routine because the expertise and knowledge rest with the lower-level decision-makers who iden-
tified the problem and developed the solution. A few decisions are rejected because of implications 
not anticipated by lower-level managers.

Dynamic Factors The lower part of the chart in Exhibit 13.5 shows lines running back 
towards the beginning of the decision process. These lines represent loops or cycles that take place 
in the decision process. Organizational decisions do not follow an orderly progression from recog-
nition through authorization. Minor problems arise that force a loop back to an earlier stage. These 
are decision interrupts. If a custom-designed solution is perceived as unsatisfactory, the organization 
may have to go back to the very beginning and reconsider whether the problem is truly worth solving.  

ONLINE 
COUNTERPOINT 13.9
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464 PART 5 MANAGING DYNAMIC PROCESSES

Feedback loops can be caused by problems of timing, politics, disagreement among managers, 
inability to identify a feasible solution, turnover of managers or the sudden appearance of a new 
alternative. For example, when a small Canadian airline made the decision to acquire jet aircraft, 
the board authorized the decision, but shortly afterwards, a new chief executive was brought in 
who cancelled the contract, recycling the decision back to the identification phase. He accepted 
the diagnosis of the problem but insisted upon a new search for alternatives. Then a foreign airline 
went out of business and two used aircraft became available at a bargain price. This presented an 
unexpected option, and the chief executive used his own judgement to authorize the purchase of 

the aircraft.
As most decisions take place over an extended period of time, circumstances change. 

Decision-making is a dynamic process that may require a number of cycles before a problem 
is solved. An example of the incremental process and cycling that can take place is illustrated 
by the decision of global razor manufacturer Gillette (since 2005 a Procter & Gamble 
subsidiary) to create a new razor.

At Gillette, the identification phase occurred because executives were aware of the need 
for a new razor and became alert to the idea of using three blades to produce a closer shave. 

The development phase was characterized by the trial-and-error custom design leading to the 
Mach3. During the selection phase, certain approaches were found to be unacceptable, causing 
Gillette to cycle back and redesign the razor, including using thinner, stronger blades. Advancing 
once again to the selection phase, the Mach3 passed the judgement of top executives and board 
members, and manufacturing and marketing budgets were quickly authorized. This decision took 
more than a decade. Gillette’s decision-making process for its new razors is discussed in the next 
In Practice.

The Learning Organization
At the beginning of this chapter, we discussed how the rapidly changing business environment is 
creating greater uncertainty for decision-makers. Managers in organizations that are particularly 
affected by this trend are often attracted to the learning organization concept. These organizations 
are marked by much uncertainty at both the problem identification and problem solution stages. 
Two approaches to decision-making have evolved to help managers cope with this uncertainty 
and complexity. One approach is to combine the Carnegie and incremental process models just 
described. The second is an alternative approach called the garbage can model.

Combining the Incremental Process and Carnegie Models
The Carnegie description of coalition building is especially relevant for the problem identification 
stage. When issues are ambiguous, or if managers disagree about problem severity, discussion, 
negotiation and coalition building are appropriate. Once agreement is reached about the problem 
to be tackled, the executives can move towards a solution.

The incremental process model tends to emphasize the steps used to reach a solution. After 
managers agree on a problem, the step-by-step process is a way of trying various solutions to see 
what will work. When problem solution is unclear, a trial-and-error solution may be designed. For 
example, in 1999, executives from three of the world’s largest music companies formed a coalition 
to provide online consumers with a legal alternative to the digital piracy of internet song-swapping 
services. Making the joint venture MusicNet an appealing choice was a challenge. As originally con-
ceived, the service didn’t provide music lovers with the features they wanted, so managers took an 
incremental approach to try to make MusicNet more user-friendly. After a brief period of success, 
MusicNet, now part of MediaNet Digital, fell back in the face of increased competition. The music 
industry is still casting about for effective responses to illegal file-sharing. For several years music 
companies tried a combination of negotiating legal file-sharing contracts and legal action against 

ONLINE 
COUNTERPOINT 13.10
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CHAPTER 13 DECISION-MAKING PROCESSES 465

people illegally sharing their files through ‘torrent’ software, however, this created bad publicity 
and was fairly ineffective. Instead, the US and European music industry shifted its focus to internet 
service providers (ISPs), who can issue warnings and even cut abusers’ internet service altogether. 
The music and film industries have backed up the pressure on ISPs by obtaining court injunctions to 
block filesharing services, though ISPs often push back against too much regulation.91, 92 In 2007, the 
whole debate became redundant when Spotify officially launched, allowing free music streaming, 
though it is contentious among musicians for being poor on paying them royalties. Arguably, record 
companies threw away their USP by allowing Spotify to create such a service. In April 2019 the ser-
vice reached 100 million paid subscribers, well ahead of Apple Music.93 Streaming now comprises 
75 per cent of the revenue reported by The Recording Industry Association of America and Spotify 
continues to pursue aggressive strategies to stay ahead of other music streaming platforms.94

The two models do not disagree with one another. They describe how managers make 
decisions when either problem identification or solution is uncertain. The application of 
these two models to the stages in the decision process is illustrated in Exhibit 13.6. When 
both parts of the decision process are simultaneously highly uncertain, which is often the 
case in learning organizations, managers find themselves in a difficult position. Decision pro-
cesses in that situation may be a combination of Carnegie and incremental process models, 
and this combination may evolve into a situation described in the garbage can model.

the company’s best-selling razor at the time. How-
ever, Gillette’s CEO insisted that the razor had to 
have a radically new blade edge so the razor could 
use thinner blades (internal interrupt), so engineers 
began looking for new technology that could produce 
a stronger blade (search, screen). Eventually, the new 
edge, known as DLC for diamond-like carbon coat-
ing, would be applied atom by atom with chip-making 
technology (design).

The board gave final approval for production of 
the Mach3 to begin in the fourth quarter of 1997. The 
new razor was introduced in the summer of 1998 and 
began smoothly sliding off the shelves. Gillette recov-
ered its huge investment in record time. Gillette then 
started the process of searching for the next shaving 
breakthrough all over again, using new technology that 
can examine a razor blade at the atomic level and high-
speed video that can capture the act of cutting a single 
whisker. The company has continued to move ahead 
in increments and rolled out its five-bladed Fusion 
in 2006. Fusion became Procter & Gamble’s fastest 
growing brand ever, while Mach3 in its various permu-
tations, as well as the earlier Sensor, continue to sell 
well to loyal consumers unwilling to pay the premium 
prices for Gillette’s newest products, and tempted by 
increasing publicity for lower-cost alternatives. At the 
same time, the company has continued to expand at 
the top end with innovations like 2014’s ProGlide Flex-
ball and in 2019 are still launching new products in 
order to stay ahead in blade innovation..87, 88, 89, 90

Gillette Company

The Gillette Company (now a Procter and Gamble 
subsidiary) uses incremental decision-making to 

perfect the design of razors such as the Mach3 family 
of razors. While searching for a new idea to increase 
sales in Gillette’s mature shaving market, researchers 
at the company’s British research lab came up with 
a bright idea to create a razor with three blades to 
produce a closer, smoother, more comfortable shave 
(recognition and diagnosis). Ten years later, the Mach3 
reached the market, after thousands of shaving tests, 
numerous design modifications and a development 
and tooling cost of $750 million, roughly the amount 
a pharmaceutical firm invests in developing a block-
buster drug.

The technical demands of building a razor with 
three blades that would follow a man’s face and also 
be easy to clean, had several blind alleys. Engineers 
first tried to find established techniques (search, 
screen), but none fitted the bill. Eventually a proto-
type called Manx was built (design), and in shaving 
tests it greatly outperformed Gillette’s Sensor Excel, 

IN PRACTICE

ONLINE BRIEF 13.6
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Garbage Can Model
The garbage can model is not directly comparable to the earlier models because it deals with the 
pattern or flow of multiple decisions within organizations, whereas the incremental and Carnegie 
models focus on how a single decision is made. The garbage can model assists in considering the 
whole organization and the frequent decisions being made by managers throughout.

Organized Anarchy The garbage can model was developed to explain the pattern of deci-
sion-making in which managers experience extremely high uncertainty. Michael Cohen, James 
March and Johan Olsen, the originators of the model, called the highly uncertain conditions an 
organized anarchy, which is an extremely organic organization.95 Organized anarchies do not rely 
on the normal vertical hierarchy of authority and bureaucratic decision rules. They result from 
three characteristics:

 1 Problematic preferences. Goals, problems, alternatives and solutions are ill-defined. Ambi-
guity characterizes each step of a decision process.

 2 Unclear, poorly understood technology. Cause-and-effect relationships within the organiza-
tion are difficult to identify. An explicit database that applies to decisions is not available.

 3 Turnover. Organizational positions experience turnover of participants. In addition, 
employees are busy and have only limited time to allocate to any one problem or decision. 
Participation in any given decision will be fluid and limited.

An organized anarchy is characterized by rapid change and a collegial, non-bureaucratic envi-
ronment. No organization fits this extremely organic circumstance all the time, but many organ-
izations exhibit such features from time to time and executives find themselves in positions of 
making decisions under unclear, problematic circumstances. The garbage can model is useful for 
understanding the pattern of these decisions.

Streams of Events The unique characteristic of the garbage can model is that the decision 
process is not seen as a sequence of steps that begins with a problem and ends with a solution. 
Indeed, problem identification and problem solution may not be connected to one an other. An 
idea may be proposed as a solution when no problem is specified. A problem may exist and never 
generate a solution. Decisions are the outcome of independent streams of events within the organ-
ization. The four streams relevant to organizational decision-making are as follows:

 1 Problems. Problems are points of dissatisfaction with current activities and performance. 
They represent a gap between desired performance and current activities. Problems are 
perceived to require attention. However, they are distinct from solutions and choices. A 
problem may lead to a proposed solution or it may not. Problems may not be solved when 
solutions are adopted.

EXHIBIT 13.6  Decision Process when Problem Identification and Problem Solution  
Are Uncertain

Problem Identification Problem Solution

l ll
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 2 Potential solutions. A solution is an idea somebody proposes for adoption. Such ideas form 
a flow of alternative solutions through the organization. Ideas may be brought into the 
organization by new personnel or may be invented by existing personnel. Participants may 
simply be attracted to certain ideas and push them as logical choices regardless of problems. 
Attraction to an idea may cause an employee to look for a problem to which the idea can be 
attached and, hence, justified. The point is that solutions exist independently of problems.

 3 Participants. Organization participants are employees who come and go throughout the 
organization. People are hired, reassigned and fired. Participants vary widely in their ideas, 
perception of problems, experience, values and training. The problems and solutions recog-
nized by one manager will differ from those recognized by another manager.

 4 Choice opportunities. Choice opportunities are occasions when an organization usually 
makes a decision. They occur when contracts are signed, people are hired or a new product 
is authorized. They also occur when the right mix of participants, solutions and problems 
exists. Thus, a manager who happened to learn of a good idea may suddenly become aware 
of a problem to which it applies and, hence, can provide the organization with a choice 
opportunity. The matching of problems and solutions often results in decisions.

With the concept of four streams, the overall pattern of organizational decision-making takes 
on a random quality. Problems, solutions, participants and choices all flow through the organiza-
tion. In one sense, the organization is a large garbage can in which these streams are being stirred, 
as illustrated in Exhibit 13.7. When a problem, solution and participant happen to connect at one 
point, a decision may be made and the problem may be solved; but if the solution does not fit the 
problem, the problem may not be solved.

EXHIBIT 13.7  Illustration of Independent Streams of Events in the Garbage Can Model of 
Decision-making
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Consequences There are four specific consequences of the garbage can decision process 
for organizational decision-making:

 1 Solutions may be proposed even when problems do not exist. A manager might be sold on 
an idea and might try to sell it to the rest of the organization. An example was the adoption 
of computers by many organizations during the 1970s. The computer was an exciting solu-
tion and was pushed by both computer manufacturers and systems analysts within organ-
izations. The computer did not solve any problems in those initial applications. Indeed, 
some computers caused more problems than they solved, although eventually, of course, 
computers became integral to most business processes.

 2 Choices are made without solving problems. A choice such as creating a new department 
may be made with the intention of solving a problem; but, under conditions of high uncer-
tainty, the choice may be incorrect. Moreover, many choices just seem to happen. People 
decide to quit, the organization’s budget is cut, or a new policy bulletin is issued. These 
choices may be oriented towards problems but do not necessarily solve them.

 3 Problems may persist without being solved. Organization participants get used to certain 
problems and give up trying to solve them; or participants may not know how to solve 
certain problems because the technology is unclear. A university in Canada was placed on 
probation by the American Association of University Professors because a professor had 
been denied tenure without due process. The probation was a nagging annoyance that the 
administrators wanted to remove. Fifteen years later, the non-tenured professor died. The 
probation continues because the university did not acquiesce to the demands of the heirs of 
the association to re-evaluate the case. The university would like to solve the problem, but 
administrators are not sure how, and they do not have the resources to allocate to it. The 
probation problem persists without a solution.

 4 A few problems are solved. The decision process does work in the aggregate. In computer 
simulation models of the garbage can approach, important problems were often resolved. 
Solutions do connect with appropriate problems and participants so that a good choice is 
made. Of course, not all problems are resolved when choices are made, but the organization 
does move in the direction of problem reduction.

The effects of independent streams and the rather chaotic decision processes of the garbage 
can model can be seen in many organizational processes, including the ways United Nations 
peacekeeping missions are agreed upon and organized, as discussed in the next In Practice box.

COUNTERPOINT 13.6
The garbage can model illustrates the messy, disorderly quality of much complex decision-
making. What it does not do is account for the role of power brokering in the process of 
proposing solutions, making choices and even ensuring that decisions are not made or 
indefinitely deferred. In other words, in common with other decision-making approaches 
discussed in this chapter, including the Carnegie school, it does not shed much light on how 
power operates to define what and how problems are identified or ignored, and what possible 
solutions are considered or excluded.

Thus, when viewing the organization as a whole and considering its high level of uncertainty, 
one sees problems arise that are not solved and solutions tried that do not work. Organization 
decisions are disorderly and not the result of a logical, step-by-step sequence. Events may be so 
ill-defined and complex that decisions, problems and solutions act as independent events. When 
they connect, some problems are solved, but many are not (see Counterpoint 13.6).96
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In the exceptionally complex environment of global governance, a garbage can decision- 
making model is likely to develop. However, the fact that it has worked passably well for inter-
national peacekeeping in recent years is no guarantee it will succeed in the future. Success is 
dependent on a combination of a fluid decision-making environment, openness to policy alterna-
tives, and effective policy ‘champions’ or entrepreneurs. As the international environment shifts 
and the United Nations changes over time, the decision-making arena may be less open to experi-
mentation, or worse, policy entrepreneurs may pull less positive options out of the ‘primeval pol-
icy soup’, as was the case with US neoconservatives’ attempts to enforce democratic transitions in 
the Middle East through US military power.97

Contingency Decision-Making Framework
This chapter has covered several approaches to organizational decision-making, including man-
agement science, the Carnegie model, the incremental decision process model and the garbage can 
model. It has also discussed rational and intuitive decision processes used by individual manag-
ers. Each decision approach is a relatively accurate description of the actual decision process, yet 
all differ from each other. Management science, for example, reflects a different set of decision 
assumptions and procedures than does the garbage can model.

One reason for having different approaches is that they appear and have purchase in different 
organizational situations. Two characteristics of organizations that condition the use of decision 
approaches are (1) problem consensus and (2) technical knowledge about the means to solve 
those problems.98 Analyzing organizations along these two dimensions suggests which approach 
will be used to make decisions.

conflicting parties, and primarily involved monitoring 
of the situation. Between 1947 and 1988 only 13 
missions were undertaken.

As the Cold War ended, the UN became much 
more active, and much more proactive, stretching tra-
ditional peacekeeping principles of consent, neutral-
ity and limited use of force. In only seven years after 
1988, 27 missions were organized, more than dou-
ble the total in the previous 30 years. Furthermore, 
the new, ‘second generation’ missions tended to get 
directly involved in the enforcement of peace agree-
ments. The UN started to take an active role in build-
ing state institutions after conflict.

Although the change in the UN’s role has been 
generally welcomed as preferable to the Cold War 
era when human suffering through conflict often went 
unaddressed because of the stand-off between the 
United States and the USSR, until recently there has 
been little analysis of how this change actually came 
about. Michael Lipson, a Montreal academic, ana-
lyzed the processes underlying the shift to second 
generation peacekeeping and found that the ‘garbage 
can model’ provided a good explanation.

United Nations 
Peacekeeping

The United Nations organization was created in 
the aftermath of the Second World War as a 

means to ensure international cooperation, thus 
avoiding the bloody military disasters of the two 
great wars of the twentieth century. The UN has 
many different functions and agencies, dealing with 
issues as diverse as child poverty, economic devel-
opment, democratic governance and the environ-
ment. However, the UN is perhaps most famous for 
its ‘blue helmet’ peacekeeping operations in various 
troubled parts of the world. During the Cold War, 
peacekeeping missions were relatively infrequent, 
small scale, emphasized neutrality between the 

IN PRACTICE
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As discussed above, the garbage can model 
applies in situations of ‘organized anarchy’. The UN, 
with its 190-plus member states and complex deci-
sion-making processes, is a classic organized anar-
chy. During the Cold War this anarchy was tempered, 
because many states owed allegiance to one or other 
of the superpowers, meaning that the balance of 
forces in decision-making was fairly consistent.99 As 
the Soviet bloc disintegrated, this certainty of voting 
patterns disappeared. Although the United States 
expected to assume a dominant role, this didn’t 
happen, as states realized they no longer needed 
the protective umbrella of a superpower, and made 
their choices more independently. The UN organiza-
tion itself is not a unitary actor, with its various com-
missions, agencies and authorities each having their 
own missions, mandates and particular interests. The 
UN as a whole, therefore, encounters problematic 
preferences.

The UN also has to deal with unclear technology 
(remember that technology in organization science 
refers to the way decisions are made). Although in 
theory an organizational chart could be drawn, in 
practice decisions are made through ever-chang-
ing processes and alliances. Boutros Boutros-Ghali, 
former UN Secretary-General, admitted that he did 
not really understand the intricate workings of the 
organization. Finally, the UN in recent years has had 
very fluid participation. The number of state-mem-
bers of the UN increased significantly as countries 
like the former USSR, Yugoslavia and others broke 
up into smaller units, each with a UN seat. Within 
the UN administration, waves of internal restruc-
turing have continually changed the bureaucratic 
dynamics, so that a clear hierarchical decision-mak-
ing process is absent.

When deciding what to do about conflicts in vari-
ous parts of the world, the ‘organized anarchy’ of the 
UN has been faced with ambiguity on several levels, 
in which ‘alternative interpretations or perspectives on 
the situation are available, and the basis for choosing 
among them is unclear’. UN decision-makers were 
unsure about ‘the nature and causes of interstate, 
ethnic and civil conflicts, the nature of post-Cold War 
order, the role of the United Nations, and the impli-
cations for peacekeeping’.100 Although the number of 
conflicts globally has not increased since the end of 

the Cold War, the expectation that the UN will deal 
effectively with them has increased greatly.

In the absence of a rational method for deciding 
how to act effectively, UN policy makers dipped into 
what one analyst calls the ‘policy primeval soup’, 
or multiple streams approach, and which has many 
similarities with the four ingredients of the garbage 
can model.101 This soup is made up of all the differ-
ent peacekeeping options that have been tried, or 
even proposed and discarded in the past, of inter-
national organizations. For example, in planning for 
the first ‘second generation’ peacekeeping effort in 
post-apartheid Namibia at the end of the 1980s, offi-
cials looked back as far as the United Nations’ pre-
decessor, the League of Nations, which had been 
given a mandate to govern the disputed Saar region 
between France and Germany after the First World 
War. They also explored ambitious earlier UN peace-
keeping missions such as in the Congo in the 1960s.

Whereas most of these efforts had been classified 
as failures, post-Cold War optimism about the pos-
sibilities for peace and democratic transformation 
meant that a mutation and recombination of ideas 
from the ‘policy soup’ could be tried by the UN’s Tran-
sition Assistance Group (UNTAG) for Namibia. The 
successful outcome of the Namibia transition was 
an impetus for further peacekeeping interventions 
that included activities like overseeing disarmament, 
demobilization and reintegration (DD&R), humanitarian 
relief and working to develop the political foundations 
for new state institutions like governments and parlia-
ments. In the late 1980s and early 1990s, these new 
peacekeeping approaches were tried in various coun-
tries including Cambodia, Nicaragua, Haiti, El Salva-
dor and Angola.

Not all the ’second-generation’ peacekeeping ini-
tiatives tried by the UN have been successful; the 
long-running failure to establish a stable government 
in Somalia, and the inability to bring about sustainable 
peace in the eastern Democratic Republic of Congo 
are cases in point. However, on the whole, a more 
active and intense involvement of the UN in not only 
monitoring peace agreements but also through help-
ing in rehabilitation and building stable post-conflict 
institutions, has reduced the dangers of violence reig-
niting, and has improved the lives of people affected 
by conflict.
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Problem Consensus
Problem consensus refers to the agreement among managers about the nature of a problem or 
opportunity and about which goals and outcomes to pursue. This variable ranges from com-
plete agreement to complete disagreement. When managers agree, there is little uncertainty – the 
problems and goals of the organization are clear, and so are standards of performance. When 
managers disagree, organization direction and performance expectations are in dispute, creating 
a situation of high uncertainty. Problem uncertainty frequently occurs over competing visions 
for the use of scarce natural resources. For example, several different interests conflicted over use of 
a mountainous area in Switzerland. Recreational users wanted access to skiing and hiking opportuni-
ties, which would generate tourism revenues. The area was also the site of an important international 
highway, and there was pressure from road planners and users to expand the road. Finally, environ-
mentalists felt that this fragile area with unique biodiversity needed to be left alone to protect its hab-
itat. Advocates for all three positions could be found within the local government.102

Problem consensus tends to be low when organizations are differentiated, as described in 
Chapter 5. This would apply where different departments within the same government have dif-
ferent missions, as in the Swiss case above. Recall that uncertain environments cause organiza-
tional departments to differentiate from one another in goals and attitudes to specialize in specific 
sectors. This differentiation leads to disagreement and conflict, so managers must make a special 
effort to build coalitions during decision-making. For example, the US space agency NASA has 
been criticized for failing to identify problems with the Columbia space shuttle that might have 
prevented the February 2003 disaster. Part of the reason was high differentiation and conflicting 
opinions between safety managers and scheduling managers, in which pressure to launch on time 
overrode safety concerns. In addition, after the launch, engineers three times requested – and were 
denied – better photos to assess the damage from a piece of foam debris that struck the shuttle’s 
left wing just seconds after launch. Investigations now indicate that the damage caused by the 
debris may have been the primary physical cause of the explosion. Mechanisms for hearing dis-
senting opinions and building coalitions can improve decision-making at NASA and other organ-
izations dealing with complex problems.103

Problem consensus is especially important for the problem identification stage of deci-
sion-making. When problems are clear and agreed on, they provide clear standards and expecta-
tions for performance. When problems are not agreed on, problem identification is uncertain and 
management attention must be focused on gaining agreement about goals and priorities.

Technical Knowledge about Solutions
Technical knowledge refers to understanding and agreement about how to solve problems and 
reach organizational goals. This variable can range from complete agreement and certainty to 
complete disagreement and uncertainty about cause–effect relationships leading to problem solu-
tion. For example, international organization managers disagreed with each other about how to 
achieve some of the Millennium Development Goals, as discussed in Chapter 3. On the universal 
education goals, World Bank and International Monetary Fund managers argue that the problem 
is that teachers are too costly, and they have put pressure on developing country governments 
to introduce low-priced contract teachers. Experts at UN agencies like the United Nations Chil-
drens Fund (UNICEF) and UNESCO believe that this will be counterproductive in producing 
more education but of a lower standard, and that holistic approaches employing community 
empowerment and lifelong learning strategies will have a better long-term result.104 The disa-
greement about causes and solutions has led to conflicting policy implementation in developing 
countries.

ONLINE 
COUNTERPOINT 13.11
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When means are well understood, the appropriate alternatives can be identified and cal-
culated with some degree of certainty. When means are poorly understood, potential solutions 
are ill-defined and uncertain. Intuition, judgement, and trial and error become the basis for 
decisions.

Contingency Framework
Exhibit 13.8 describes the contingency decision-making framework, which brings together the 
two dimensions of problem consensus and technical knowledge about solutions. Each cell repre-
sents an organizational situation that is appropriate for the decision-making approaches described 
in this chapter.

Cell 1 In cell 1 of Exhibit 13.8, rational decision procedures are used because problems are 
agreed on and cause–effect relationships are well understood, so there is little uncertainty. Deci-
sions can be made in a computational manner. Alternatives can be identified and the best solution 
adopted through analysis and calculations. The rational models described earlier in this chapter, 
both for individuals and for the organization, are appropriate when problems and the means for 
solving them are well defined.

Cell 2 In cell 2, there is high uncertainty about problems and priorities, so bargaining and 
compromise are used to reach consensus. Tackling one problem might mean the organization 
must postpone action on other issues. The priorities given to respective problems are decided 
through discussion, debate and coalition building.

Managers in this situation should use broad participation to achieve consensus in the deci-
sion process. Opinions should be surfaced and discussed until compromise is reached. The organ-
ization will not otherwise move forward as an integrated unit. In the Swiss mountain region 
case, a strategy was developed so that the interests of the different users of the area could be 
reconciled.

The Carnegie model applies when there is dissension about organizational problems. When 
groups within the organization disagree, or when the organization is in conflict with constituencies 
(government regulators, suppliers, unions), bargaining and negotiation are required. The bargain-
ing strategy is especially relevant to the problem identification stage of the decision process. Once 
bargaining and negotiation are completed, the organization will have support for one direction.

Cell 3 In a cell 3 situation, problems and standards of performance are certain, but alternative 
technical solutions are vague and uncertain. Techniques to solve a problem are ill defined and 
poorly understood. When an individual manager faces this situation, intuition will be the decision 
guideline. The manager will rely on past experience and judgement to make a decision. Rational, 
analytical approaches are not effective because the alternatives cannot be identified and calcu-
lated. Hard facts and accurate information are not available.

The incremental decision process model reflects trial and error on the part of the organiza-
tion. Once a problem is identified, a sequence of small steps enables the organization to learn a 
solution. As new problems arise, the organization may recycle back to an earlier point and start 
over. Eventually, over a period of months or years, the organization will acquire sufficient experi-
ence to solve the problem in a satisfactory way.

The UK-based Pret A Manger fast food chain, featured in Chapter 8, provides an example of a 
cell 3 situation. Co-founders Julian Metcalfe and Sinclair Beecham didn’t know exactly what for-
mat would work best. They wanted something more flexible than a traditional plate service, and 
eventually came up with a winning idea, the boxed take-out, an approach long popular in Japan 
with its ‘Bento boxes’. They also tried all kinds of different fillings before realizing that, actually, 
customers wanted a lot of choice, unlike many fast-food chains that focus on a few staples.105
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The situation in cell 3, of senior managers agreeing about problems but not knowing how to 
solve them, occurs frequently in business organizations. If managers use incremental decisions in 
such situations, they will usually eventually acquire the technical knowledge to accomplish goals 
and solve problems.

Cell 4 The situation in cell 4, characterized by high uncertainty about both problems and solu-
tions, is difficult for decision-making. An individual manager making a decision under this high 
level of uncertainty can employ techniques from both cell 2 and cell 3. The manager can attempt 
to build a coalition to establish goals and priorities and use judgement, intuition, or trial and error 
to solve problems. Additional techniques, such as inspiration and imitation, also may be required. 
Inspiration refers to an innovative, creative solution that is not reached by logical means. Inspira-
tion sometimes comes like a flash of insight, but – similar to intuition – it is often based on deep 
knowledge and understanding of a problem that the unconscious mind has had time to mull over.106 
Imitation means adopting a decision tried elsewhere in the hope that it will work in this situation.

For example, in one university accounting department, faculty members were unhappy with their 
current circumstances but could not decide on the direction the department should take. Some faculty 
members wanted a greater research orientation, whereas others wanted greater orientation towards 
business firms and accounting applications. The disagreement about goals was compounded because 
neither group was sure about the best technique for achieving its goals. The ultimate solution was 
inspirational on the part of the dean. An accounting research centre was established with funding 
from major accounting firms. The funding was used to finance research activities for faculty inter-
ested in basic research and to provide contact with business firms for other faculty. The solution pro-
vided a common goal and unified people within the department to work towards that goal.

When an entire organization is characterized by high uncertainty regarding both prob-
lems and solutions, as in learning organizations, elements of the garbage can model will appear. 
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EXHIBIT 13.8 Contingency Framework for Using Decision Models
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Managers may first try techniques from both cells 2 and 3, but logical decision sequences starting 
with problem identification and ending with problem solution will not occur. Potential solutions 
will precede problems as often as problems precede solutions. In this situation, managers should 
encourage widespread discussion of problems and idea proposals to facilitate the opportunity to 
make choices. Eventually, through trial and error, the organization will solve some problems.

Research has found that decisions made following the prescriptions of the contingency  
decision-making framework tend to be more successful. However, the study noted that nearly six 
out of ten strategic management decisions failed to follow the framework, leading to a situation in 
which misleading or missing information decreased the chance of an effective decision choice.107 
Managers can use the contingency framework in Exhibit 13.8 to improve the likelihood of suc-
cessful organizational decisions.

Different Types of Decision-Making Approaches
The approaches discussed in this chapter relate to different types and levels of decision- 
making. Some approaches are geared to the individual manager and others apply to an 
organization as a whole. Some approaches are prescriptive; in other words an approach is 
recommended that a manager or an organization could adopt and apply in suitable circum-
stances. Other decision-making models are descriptive. They are not models that a company 
should adopt, but simply describe how decisions are made in certain circumstances. To give 
a couple of examples, a rational decision-making model applies to an individual and is pre-

scriptive; it is a model a manager can choose to follow. On the other hand, the garbage can model 
applies to an organization and is descriptive; organizations do not choose to apply a garbage can 
model; it just happens, as discussed in the example of United Nations peacemaking operations. 
Exhibit 13.9 categorizes the different models we have discussed in this chapter according to the 
individual/organization and prescriptive/descriptive criteria.

ONLINE 
COUNTERPOINT 13.12

Approach

Rational

Bounded rationality

Management Science

Carnegie

Incremental

Combining Carnegie

and incremental

Garbage can

Contingency

Individual or Organizational

Individual

Individual

Organizational

Mainly organizational

Organizational

Organizational

Organizational

Individual

Prescriptive or descriptive

Prescriptive

Descriptive

Prescriptive

Descriptive

Descriptive

Descriptive

Descriptive

Prescriptive

Dirk Akkermans, Assistant Professor, Department of International Economics and Business, Faculty of Economics and Business, University 
of Groningen, the Netherlands.

EXHIBIT 13.9 Summary of decision-making models

Special Decision Circumstances
In a highly competitive world beset by global competition and rapid change, decision-making seldom 
fits the traditional rational, analytical model. Today’s managers have to make high-stakes decisions 
more often and more quickly than ever before in an environment that is increasingly less predictable. 

65900_ch13_hr_442-485.indd   474 12/9/19   4:33 PM



CHAPTER 13 DECISION-MAKING PROCESSES 475

For example, interviews with CEOs in high-tech industries found that they strive to use some type of 
rational process, but the uncertainty and change in the industry often make that approach impossible 
or unsuccessful. The way these managers actually reach decisions is through a complex interaction 
with other managers, subordinates, environmental factors and organizational events.108

Three issues of particular concern for today’s decision-makers are coping with high- 
velocity environments, learning from decision mistakes and avoiding escalating commitment.

High-Velocity Environments
In some industries today, the rate of competitive and technological change is so extreme that 
market data are either unavailable or obsolete, strategic windows open and shut quickly, perhaps 
within a few months, and the cost of poor decisions is company failure. Research has exam-
ined how successful companies make decisions in these high-velocity environments, especially 
to understand whether organizations abandon rational approaches or have time for incremental 
implementation.109

A comparison of successful with unsuccessful decisions in high-velocity environments found 
the following patterns:

 ■ Successful decision-makers tracked information in real time to develop a deep and intuitive 
grasp of the business. Two to three intense meetings per week with all key players were 
usual. Decision-makers tracked operating statistics about cash, scrap, backlog, work in 
 process and shipments to constantly feel the pulse of what was happening. Unsuccessful 
firms were more concerned with future planning and forward-looking information, with 
only a loose grip on immediate happenings.

 ■ During a major decision, successful companies began immediately to build multiple 
 alternatives. Implementation of alternatives sometimes ran in parallel before they finally 
settled on a final choice. Companies that made decisions slowly developed just one  
alternative, moving to another only after the first one failed.

 ■ Fast, successful decision-makers sought advice from everyone and depended heavily on one 
or two savvy, trusted colleagues as counsellors. Slow companies were unable to build trust 
and agreement among the best people.

 ■ Fast companies involved everyone in the decision and tried for consensus; but if consensus 
did not emerge, the top manager made the choice and moved ahead. Waiting for everyone 
to be on board created more delays than was warranted. Slow companies delayed decisions 
to achieve a uniform consensus.

 ■ Fast, successful choices were well integrated with other decisions and the overall strategic 
direction of the company. Less successful choices considered the decision in isolation from 
other decisions; the decision was made in the abstract.110

When speed matters, a slow decision is as ineffective as the wrong decision. As we dis-
cussed in Chapter 12, speed is a crucial competitive weapon in a growing number of indus-
tries, and companies can learn to make decisions quickly. To improve the chances of a good 
decision under high-velocity conditions, some organizations stimulate constructive conflict 
through a technique called point–counterpoint, which divides decision-makers into two 
groups and assigns them different, often competing responsibilities.111 The groups develop 
and exchange proposals and debate options until they arrive at a common set of under-
standings and recommendations. Groups can often make better decisions because multiple and 
diverse opinions are considered. In the face of complexity and uncertainty, the more people who 
have a say in the decision-making, the better. At the leading computer chip maker Intel Corp., the 
 decision-making process typically involves people from several different areas and levels of hierar-
chy, ‘jousting with one another about the pros and cons of this or that’, says Craig Barrett, board 
chairman of Intel from 1998-2005.112
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In group decision-making, a consensus may not always be reached, but the exercise gives 
everyone a chance to consider options and state their opinions, and it gives top managers a 
broader understanding. Typically, those involved support the final choice. Once a decision has 
been made at Intel, for example, it is everyone’s responsibility to be involved and commit, even 
if they disagree. As Barrett says, ‘No backbiting, no second-guessing. We make a decision, we 
charge ahead’.113

Decision Mistakes and Learning
Organizational decisions result in many errors, especially when made in conditions of great uncer-
tainty. Managers simply cannot accurately determine or predict which alternative will solve a 
problem. In these cases, the organization must make the decision – and take the risk – often in the 
spirit of trial and error. If an alternative fails, they can learn from it and try another alternative 
that better fits the situation. Each failure provides new information and insight. The point for 
managers is to move ahead with the decision process despite the potential for mistakes. ‘Chaotic 
action is preferable to orderly inaction’.114

In some organizations, managers are encouraged to instil a climate of experimentation to 
facilitate creative decision-making. If one idea fails, another idea should be tried. Failure often 
lays the groundwork for success, such as when technicians at 3M developed Post-it Notes based 
on a failed product – a not-very-sticky glue.

Stanley Kalms (properly speaking, Lord Kalms of Edgware), whose Dixons Carphone (for-
merly Dixon’s Retail, and before 2010, DSGi) group is the largest electronics retailer in Europe, 
freely acknowledges that many of his efforts have fallen flat. Since his dad started out with 
a single small photography shop in Southend, UK, the evolving family-led company has con-
stantly tried new business angles. Many of his initiatives worked, but others haven’t. Kalms was 
the first retailer to focus heavily on marketing products from the burgeoning Asian electronics 
industry back in the 1970s, when sturdy but costly German brands like Leica and Grundig still 
ruled European markets. Freeserve, his early entry into internet service providers (ISPs), also 
paid off handsomely when he sold out to French giant Wanadoo in 2000 for £1.65 billion. But 
the 1987 purchase of Silo, one of the early US ‘big box’ retailers, was a failure, and he bailed 
out in 1993 shortly before the US chain went under.115 The acquisition of the UK’s biggest 
electronics chain, Curry’s, in 1984, has been a success, but the shift to online purchasing in 
the early 2000s forced Dixons Retail to cut back on its retail presence and try to quickly build 
online success against internet specialists like Amazon. The Europe-wide recession that began 
in 2008 hit Dixons Retail hard, with the company running up substantial losses in four of the 
five years between 2008 and 2012. However, the company looks to be weathering the storm 
and in the process has seen off two major competitors; US chain Best Buy, which tried to break 
into the UK market, but gave up in 2011, while long-term rival Comet went bankrupt in 2012. 
In 2014 Dixons merged with mobile phone retailer Carphone Warehouse, creating a dominant 
technology retailer. Initial results were positive, with profits of £77 million announced in 2015. 
Kalms has stepped aside from day-to-day involvement in the company while remaining Honor-
ary President, but the Dixons empire still seems to be staying true to his motto: ‘Bend the rules! 
Rules are for bending. There are only two rules that should never be bent: say what you mean, 
mean what you say; and don’t steal’.116, 117, 118

Only by making mistakes can managers and organizations go through the process of 
decision learning and acquire sufficient experience and knowledge to perform more effectively 
in the future. Sinclair Beecham of Pret A Manger says, ‘It’s important not to kill ideas in the 
making. We’ve made zillions of mistakes, yet making and recognizing mistakes is the way we’ve 
gone forward’.
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Escalating Commitment
A much more dangerous mistake is to persist in a course of action when it is failing, a ten-
dency referred to as escalating commitment. Research suggests that managers often continue 
to invest time and money in a solution despite strong evidence that it is not working. Two 
explanations are given for why managers escalate commitment to a failing decision. The first 
is that they block or distort negative information when they are personally responsible for a 
negative decision. In some cases, they continue to throw good money after bad even when a 
strategy seems incorrect and goals are not being met.119

A second explanation for escalating commitment to a failing decision is that consistency and 
persistence are valued in contemporary society. Consistent managers are considered better leaders 
than those who switch around from one course of action to another. Even though organizations 
learn through trial and error, organizational norms value consistency. These norms may result in 
a course of action being maintained, resources being squandered and learning being inhibited. 
Escalating commitment is a common issue where a company has already sunk a lot of money, 
and particularly managers’ passion, into a business idea. Guy Laliberté, founder of the world 
famous Cirque du Soleil circus in Québec, Canada, had long dreamed of having an iconic head-
quarters building in the circus’s home town of Montreal.120 In conjunction with the provincial 
lottery agency, Loto Quebec, Laliberté drew up plans for a huge Cirque-themed casino and hotel, 
which would be the centrepiece of a redevelopment of the city’s rundown waterfront area. How-
ever, the proposal drew strong criticism from anti-poverty groups, whose objections included fears 
the casino would worsen gambling problems among the poor. Cirque du Soleil had no financial 
downside on the project, but the bad publicity was one of the first big threats to the company’s 
positive reputation. Despite strong backing from Montreal’s business community, after a couple 
of years of wrangling, Laliberté decided to pull out. It was a big blow to the company’s devel-
opment strategy and to Laliberté’s ego; he had even restructured Cirque and hired a top private 
sector manager to execute the company’s shift beyond a circus into an operator of entertainment 
complexes. But ultimately, Laliberté had identified a dangerous escalating commitment to a losing 
project, and pulled the plug in time.

Failure to admit a mistake and adopt a new course of action is far worse than an attitude that 
tolerates mistakes to encourage learning. The next time Cirque du Soleil had a chance to develop 
an entertainment complex, this time in Miami, they quickly identified the same type of barriers 
that they had seen in Montreal, and decided to end their involvement much earlier in the process.

Based on what has been said about decision-making in this chapter, one can expect companies 
to be ultimately successful in their decision-making by adopting a learning approach towards 
solutions. They will make mistakes along the way, but they will resolve uncertainty through the 
trial-and-error process.

Summary and Interpretation
The most important idea in this chapter is that most organizational decisions are not made in 
a logical, rational manner. Most decisions do not begin with the careful analysis of a problem, 
followed by systematic analysis of alternatives, and finally implementation of a solution. On the 
contrary, decision processes are characterized by conflict, coalition building, trial and error, speed 
and mistakes. Managers operate under many constraints that limit rationality; hence, intuition 
and hunch often are the criteria for choice.

Another important idea is that individuals make decisions, but organizational decisions are 
not made by a single individual. Organizational decision-making is a social process. Only in rare 
circumstances do managers analyze problems and find solutions by themselves. Many problems 
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are not clear, so widespread discussion and coalition building take place. Once goals and priorities 
are set, alternatives to achieve those goals can be tried. When a manager does make an individual 
decision, it is often a small part of a larger decision process. Organizations solve big problems 
through a series of small steps. A single manager may initiate one step but should be aware of the 
larger decision process to which it belongs.

The greatest amount of conflict and coalition building occurs when problems are not agreed 
on. Priorities must be established to indicate which goals are important and what problems should 
be solved first. If a manager attacks a problem other people do not agree with, the manager will 
lose support for the solution to be implemented. Thus, time and activity should be spent build-
ing a coalition in the problem identification stage of decision-making. Then the organization can 
move towards solutions. Under conditions of low technical knowledge, the solution unfolds as a 
series of incremental trials that will gradually lead to an overall solution.

A novel and challenging decision-making approach is the garbage can model. This model 
describes how decision processes can seem almost random in highly organic organizations. Deci-
sions, problems, ideas and people flow through organizations and mix together in various combi-
nations. Some problems may never be solved, but many are, and this enables the organization to 
move towards maintaining and improving its level of performance.

Finally, decisions may have to be taken quickly, which means staying in immediate touch with 
operations and the environment. In an uncertain world, mistakes will be made, through processes 
of trial and error. Encouraging trial-and-error incrementalism can facilitate organizational learn-
ing. Unwillingness to change from a failing course of action can, on the other hand, have serious 
negative consequences for an organization. Norms for consistency and the desire to prove one’s 
decision correct can lead to continued investment in a useless course of action.

bounded rationality 
perspective

Carnegie model
coalition
contingency  

decision-making 
framework

decision learning
escalating commitment

garbage can model
high-velocity 

environments
imitation
incremental decision 

process model
inspiration
intuitive decision-making

management science 
approach

non-programmed 
decisions

organizational 
decision-making

organized anarchy
point–counterpoint
problem consensus

problem identification
problem solution
problemistic search
programmed decisions
rational approach
satisficing
technical knowledge

KEY CONCEPTS

Discussion Questions
1 When you are faced with choosing between 

several valid options, how do you typically make 
your decision? How do you think managers typi-
cally choose between several options? What are 
the similarities between your decision process 
and what you think managers do?

2 A professional economist once told his class, 
‘An individual decision-maker should process all 

relevant information and select the economically 
rational alternative’. Do you agree? Why or why 
not?

3 Do you think intuition is a valid way to make 
important business decisions? Why or why not? 
Can you think of a time when you used intuition 
to make a decision?
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4 The Carnegie model emphasizes the need for a 
political coalition in the decision-making process. 
When and why are coalitions necessary?

5 What are the three major phases in Mintzberg’s 
incremental decision process model? Why might 
managers recycle through one or more phases 
of the model?

6 An organization theorist once told her class, 
‘Organizations never make big decisions. They 
make small decisions that eventually add up 
to a big decision’. Explain the logic behind this 
statement.

7 How would you make a decision to select a 
building site for a new waste-treatment plant in 

the Philippines? Where would you start with this 
complex decision, and what steps would you 
take? Explain which decision model in the chap-
ter best describes your approach.

8 Why should managers in high-velocity environ-
ments be encouraged to worry more about the 
present than the future? Discuss.

9 Describe the four streams of events in the gar-
bage can model of decision-making. Do you 
think those streams are independent of each 
other? Why?

10 Why are decision mistakes usually accepted in 
organizations but penalized in college courses 
and exams that are designed to train managers?

Chapter 13 Workbook Decision Styles
Think of some recent decisions that have influenced your life. Choose two significant decisions that you made and two 
decisions that other people made. Fill out the following table, using Exhibit 13.8 to determine decision styles.

Questions
1 How can a decision approach influence the outcome of the decision? What happens when the approach fits the 

decision? When it doesn’t fit?

2 How can you know which approach is best?

Adapted by Dorothy Marcic from ‘Action Assignment’ in Jennifer M. Howard and Lawrence M. Miller, Team Management (Miller Con-
sulting Group, 1994), 205.
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Policy Models, Rationality, 
Deliberative Approaches 
and Co-production 
in Government 
Decision-making

Governments globally are concerned about the 
ways in which public policy decisions are taken 

and are often placed in a dilemma between mak-
ing the best use of public funds through rational 
 decision-making and the need to maintain the pop-
ular support of the public through consensus seeking 
decision-making.

Policy models help to promote a better under-
standing of the nature of policy. If policy-makers  
pursued and were capable of complete rational-
ity they would produce ‘perfect’ policies. However, 
most  policy-makers are not capable of complete 
rationality, and many have developed more incre-
mental approaches to policy-making. A useful 
approach to policy models is to divide them into three  
types:

a. Ideal Type
This does not exist in real life, but can help under-
standing and explanation by exploring underlying 
ideas or concepts (such as ‘rationality’).

b. Descriptive Model
This relates to a real-life situation, and its pur-
poses are those of description, exploration and 
understanding.

c. Prescriptive Model
This relates to what is desirable. It is concerned with 
what ought to be rather than with what is.

Most policy theorists employ models which 
emphasize the process of policy making and the cycli-
cal nature of that process over time. Some models are 
prescriptive, some are descriptive. Certain theorists 
use a ‘mixed model’ which combines both descrip-
tive and prescriptive elements. Simon’s approach is to 
consider rationality as a prescriptive idea but then to 
argue that more policy makers should move towards 
the rational policy model. Lindblom believes that 

incrementalism is the way policy is formulated, and 
argues that it should remain so.

The value of public policy models is that they 
are based on studies of decision-making in a public 
services context, unlike many of the contemporary 
‘business-like’ management decision-making tech-
niques. Government decision-takers try to combine 
the best of public policy analysis with business-like 
approaches contextualized for the public sector.

The concept of evidence-based policy and deci-
sion is now a standard of best practice in Govern-
ment. Increased public scrutiny and accountability 
has created a heightened awareness of the need for 
politicians and decision makers to have a range of evi-
dence to support policy development and decision-
making in the public sector.

Deliberative methods are commonly described as 
a hybrid between consultation and research. They aim 
to involve stakeholders in decision-making in a mean-
ingful way by providing an opportunity for participants 
to find out more about an issue, consider relevant 
evidence and discuss this evidence with other par-
ticipants before presenting their views. Involvement 
in deliberative methods has been seen as potentially 
more satisfying and beneficial for participants. In 
addition, there is an increasing interest in openness, 
accountability, stakeholder involvement and co-own-
ership of governmental decisions.

Common methods include Citizens Juries or 
Panels where Jurors or Panelists hear from a variety 
of experts and cross-examine them about the topic 
and present their findings as a report and/or an oral 
presentation at the end of the event. Consensus 
Conferences also facilitate discussion between the 
public and experts and usually last for several days. 
The media play a key part in this decision-making pro-
cess and are invited to attend the event. Delibera-
tive Workshops are similar to focus groups although 
there is more time devoted to the deliberation of the 
decision. Another approach is Deliberative Polling, 
which is a quantitative assessment of people’s opin-
ions before the deliberation. Participants are then pro-
vided with in-depth information on the subject matter, 
participate in discussions and have the opportunity to 
ask questions. After deliberation participants’ opin-
ions are measured once again and any differences 
between the two are highlighted. Deliberative Map-
ping combines quantitative and qualitative meth-
ods to assess how participants rate different policy 
options against a set of defined criteria. The emphasis 

CASE FOR ANALYSIS 13.1
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of the process is not on integrating expert and public 
voices but understanding the different perspectives 
each offers to a policy process.

Co-production is a relationship where professionals 
and citizens share power to design, plan and deliver 
support together, recognizing that both partners 
have vital contributions to make in order to improve 
quality of life for people and communities. Genuine 
co- production is not involvement, consultation and 
engagement – it goes further than seeking people’s 
advice or asking their opinion and then reverting back 
to the state to deliver. 

Co-production relates to the generation of human 
and social capital and to strengthening the ‘core 
economy’, and sees these aims as the central roles 
of all public services. It therefore has potentially 

transformative implications for the way public services 
are delivered and how the public sector thinks about 
power, resources, responsibility, accountability and 
outcomes. 

Questions

1 Is governmental decision-making programmed or 
non-programmed? Explain your answer.

2 What would be the disadvantages of pure 
 rationality in government decision-making?

3 What are the advantages and  disadvantages 
of public involvement in governmental 
decision-making?
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hand, Chinese executives felt their US colleagues 
tended to wastefully hog meeting time: ‘The Ameri-
cans would just talk and talk’, says Qiao Jian, a vice 
president of human resources, ‘Then they’d say “How 
come you don’t want to add value to this meeting?”’

Lenovo brought in William Amelio, a top US 
computer executive, as CEO in an effort to convince 
US corporate purchasers that nothing had changed 
from the old days when it was famously said that 
‘Nobody ever got fired for buying IBM’. Amelio, himself 
a former 18-year IBM veteran, had previously been Dell 
VP for the Asia region. Along with company president, 
Yang Yanqing, he decided to tackle the cultural issues 
head-on, organizing a cultural audit of employees. As 
they suspected, they found that former IBM employees 
often didn’t really trust their new Lenovo colleagues, 
while the Lenovo managers found the new US staff 
undisciplined, used to being let off the hook too easily 
for missing targets or blowing deadlines.

Problems often originated in communication. 
‘Westerners tend to speak first, then listen and East-
erners tend to listen, then speak’, said the compa-
ny’s head of HR, Ken diPietro. But while the former 
IBM executives said they valued straight talk and 
communicating openly, the Chinese staff didn’t see 
things that way. A Chinese colleague told Mr Amelio: 
‘You know what straight talk really means in China? 
It means an excuse for Westerners to be rude’. The 
incident helped bring home to Amelio that trust is 
required for effective communication. A workshop, 
dubbed ‘East Meets West’, was organized which 
addressed topics including Western and Eastern 
history and religion. It was a great success and has 
been expanded into a four-day programme for all 
Lenovo managers.

A problem of differing attitudes to targets and 
deadlines was addressed by delving into different 
management practices in the two firms. ‘The China 
side was a rigorous, metrics-driven, fact-based 
organization – very edgy’, said Amelio. ‘They would 
put goals in place and do whatever it took to achieve 
them. They would argue hard at the start as to where 
the goal post should be. But once the goal post was 
set, they would make sure commitments were kept.’ 
On the other hand, in the old IBM business, ‘Typi-
cally, the finance department would hand targets to 

Lenovo

In 2005, the Chinese computer manufacturer Lenovo 
shocked the IT world when it purchased IBM’s per-

sonal computer business for about $1.3 billion. IBM, 
which was focused increasingly on IT consulting ser-
vices, had been losing market share to personal com-
puter (PC) manufacturing specialists like Dell. Lenovo, 
which is part-owned by the Chinese state, had been 
growing rapidly since being set up by the Chinese 
Academy of Sciences in 1984. By the time of the IBM 
takeover it was the ninth biggest PC manufacturer in 
the world, while IBM was third biggest. Nevertheless, 
many industry-watchers were sceptical. Lenovo’s 
strength was in the Chinese market where it sold low-
end machines, whereas IBM was best known for its 
high-end machines, particularly the ThinkPad range 
which was popular with high-flying global executives. 
Furthermore, would Lenovo, until the IBM purchase 
almost unknown in the West, be able to hold on to 
IBM’s best employees, who were used to the prestige 
and privileges associated with working for one of the 
top global corporations? Many of the big computer 
firm mergers have faced big problems, as we saw in 
the previous chapter with HP and Compaq, where the 
two firms cannibalized each other’s sales and morale 
and profits plummeted. HP CEO, Carly Fiorino, the 
mastermind of that merger, paid for those problems 
with her job. Indeed, at the beginning, things were 
shaky at Lenovo. Online computer user forums were 
full of stories (probably mainly mythological) about 
how the quality of the ThinkPad machines had gone 
down as soon as Lenovo (or, ‘the Chinese’) took over. 
A major sale of computers to the US defence depart-
ment was scrapped by the US government, suppos-
edly due to security concerns. Former IBM staffers 
were nervous, wondering what corporate culture their 
new bosses would bring along with them.

Indeed, there were huge differences in the ways 
the two firms were managed. The Chinese firm had 
been used to operating with military-like discipline. 
Twice a day calisthenic exercises were broadcast over 
the loudspeaker system at Lenovo with staff expected 

A LOOK INSIDE
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All organizations are a complex mix of individuals and groups with different backgrounds and 
perspectives and pursuing various goals and interests. Conflict is a natural and inevitable out-

come of the close interaction of people who may have diverse opinions and values, pursue differ-
ent objectives and have differential access to information and resources within the organization 
(see Counterpoint 14.1). Individuals and groups will use power and political activity to handle 
their differences and manage conflict.5

ONLINE 
COUNTERPOINT 14.1

COUNTERPOINT 14.1
This conception of conflict could also be seen, however, as reducing it to the opinions and values of 
individuals instead of appreciating how such differences arise – for example, as a consequence of 
occupying different positions in the hierarchy or because they come from different social or cultural 
backgrounds. In other words, individual differences in organizations are often understandable by 
paying attention to differences within and between societies.

Too much conflict can be harmful. However, conflict can also be a positive force because 
it challenges the status quo, encourages new ideas and approaches, and leads to change.6 Some 

degree of conflict occurs in all human relationships – between friends, romantic partners and 
teammates, as well as between parents and children, teachers and students, and bosses and 
employees. Within organizations, individuals and groups frequently have different interests 
and priorities. Managers in all organizations regularly deal with conflict and struggle with 
decisions about how to get the most out of employees, enhance job satisfaction and team 
identification, and realize high organizational performance.

the team that would usually be 120 per cent of what 
was actually do-able. So a culture started to build 
up where if you could explain why you couldn’t do 
120 per cent and 90 per cent was good enough, 
you were OK. But that’s insidious. You don’t keep a 
performance-based culture when that kind of men-
tality starts to seep through an organization’. So the 
whole firm, including the former IBM team, moved to 
a  performance-based culture that sets realistic targets 
but also ensures people are accountable for what 
they say they are going to do.

The salary structure in the merged business was 
also carefully examined. At IBM, sales staff had been 
paid about 80 per cent in base salary, with around 20 
per cent for performance, whereas at Lenovo most 
salary was performance-related. When the compa-
nies were integrated, the Chinese Lenovo managers 
often found they were making far less than staff they 
supervised who had come over from IBM. The salary 
structure was brought into alignment, although this 
had to be balanced against the much lower cost of 
living in China compared with the United States.

Overall, the massive effort put into ironing out 
conflicts and misunderstandings helped to build a 
successful organization. Lenovo continued to grow 
its business and avoided the disastrous mistakes 
of the HP-Compaq merger. However, problems still 
exist. The company still has a dual personality: as 
a mass market, consumer brand in China, and an 
up-market, enterprise-oriented brand in the West. 
Lenovo, like all its competitors, faces tough market 
conditions in the l ight of economic slowdown 
including in its home China market, but the company 
continues to perform well overall and demonstrates 
strategic nimbleness, holding on to the number one 
spot in worldwide computer sales in 2018, albeit in 
a shrinking market. The firm saw industry-leading 
growth in 2019, doubling its year-on-year income 
through ‘strong customer focus and acceleration 
of an intell igent transformation strategy’.1 The 
culture of dialogue and common understanding of, 
and across, cultures both within and beyond the 
company, will remain one of the keys to Lenovo’s 
continuing success.2, 3, 4
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Purpose of this Chapter
In this chapter we discuss the nature of conflict and the operation of power and political tactics to 
manage and reduce conflict among individuals and groups. The notion of conflict has appeared in 
previous chapters. In Chapter 4, we considered horizontal linkages such as task forces and teams 
that encourage collaboration between functional departments. Chapter 5 introduced the concept 
of differentiation, which means that members of different departments may pursue different goals 
and have different attitudes and values. Chapter 11 discussed the emergence of subcultures, and 
in Chapter 13, coalition building was proposed as one way to resolve disagreements between 
departments.

The first sections of this chapter explore the nature of intergroup conflict, some characteris-
tics of organizations that contribute to conflict, and the use of a political versus a rational model 
of organizing to manage conflicting interests. Subsequent sections examine individual and organ-
izational power, the vertical and horizontal sources of power for managers and other employees, 
and how power is mobilized to attain organizational goals. We also discuss some tactics managers 
can use to facilitate collaboration between people and departments.

Intergroup Conflict in Organizations
Intergroup conflict can be analyzed in relation to group identification, observable group dif-
ferences and frustration. First, employees have to perceive themselves as part of an identifiable 
group, such as a department.7 Second, there has to be a group difference of some form. Groups 
may be located on different floors of the building, members may have different social or edu-
cational backgrounds, or members may work in different departments with different respon-
sibilities within the organization. The ability to identify oneself as a part of one group and to 
observe differences in comparison with other groups is a necessary but not sufficient condition 
for conflict.8

The third ingredient is frustration. Frustration means that if one group achieves its goal, 
the other will not; it will be blocked. Frustration need not be severe and only needs to be 
anticipated to set off intergroup conflict. Intergroup conflict will appear when one group tries 
to advance its position in relation to other groups. Intergroup conflict can be defined as the 
behaviour that occurs among organizational groups when participants identify with one group 
and perceive that other groups may block their group’s achievements or expectations.9 In the 
chapter opening A Look Inside, managers from the two halves of the new Lenovo company 
found communication frustrating. This was not merely because of different styles of dialogue 
but also because the two companies had pursued different business strategies and because 
the former Lenovo executives had inferior compensation packages compared with former 
IBM staff, even though the pre-merger Lenovo business had been more profitable than the 
IBM PC operation. Conflict is similar to competition but more severe. Competition is rivalry 
between groups in the pursuit of a common prize, whereas conflict presumes frustration of 
goal achievement.

Intergroup conflict within organizations can occur horizontally across departments or ver-
tically between different levels of the organization.10 The production department of a manu-
facturing company may have a dispute with quality control because new quality procedures 
reduce production efficiency. Teammates may argue about the best way to accomplish tasks 
and achieve goals. Workers may clash with bosses about new working methods, reward sys-
tems or job assignments. Another typical area of conflict is between groups such as unions and 
management, franchise owners and headquarters, and managers and investors. For example, 
Germany’s Deutsche Telekom has been involved in conflicts for several years with staff over 
job cuts and restructuring aimed at making the privatized company more competitive, though 
some recent progress seems to have been made.11 Australia’s Bank of Queensland, which sold 
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off branches to owner-managers as franchises, ended up in court as many of the franchisees 
lost money, even as the Bank itself was turning record profits. Also in Australia, the investor 
Souls Private Equity wrote off the entire value of its A$18.8 million investment in 24 per cent 
of the country’s Krispy Kreme doughnut chain because it felt the company’s aggressive store 
opening policy was unwise given the global recession, even as CEO John McGuigan insisted 
that, ‘We are just getting on with the game and running the business. We have a different 
degree of confidence in current performance’.12

Conflict can also occur between different divisions or business units within an organiza-
tion, such as between the auditing and consulting units of big firms such as PwC and Deloitte.13 
In global organizations, conflicts between regional managers and business division managers, 
between different divisions or between divisions and headquarters are common because of the 
complexities of international business, as described in Chapter 7.

Sources of Conflict
Some specific organizational characteristics can generate conflict. These sources of intergroup 
conflict include goal incompatibility, differentiation, task interdependence and limited resources. 
These characteristics of organizational relationships are determined by the contextual factors of 
environment, size, technology, strategy and goals, and organizational structure, which have been 
discussed in previous chapters. These characteristics, in turn, help shape the extent to which a 
rational model of behaviour, rather than a political model of behaviour, is deployed in accom-
plishing objectives.

Goal Incompatibility Goal incompatibility is probably the greatest cause of intergroup 
conflict in organizations.14 The goals of each department reflect the specific objectives members 
are trying to achieve. The achievement of one department’s goals often interferes with another 
department’s goals. University security staff, for example, have a goal of providing a safe and 
secure campus. They can achieve their goal by locking all buildings on evenings and weekends 
and not distributing keys. Without easy access to buildings, however, progress towards the science 
department’s research goals will proceed slowly. On the other hand, if scientists come and go at all 
hours and security is ignored, the security team’s goals for security will not be met (and valuable 
property of the university might be stolen).

Exhibit 14.1 shows examples of goal conflict between typical marketing and manufactur-
ing departments. Marketing strives to increase the breadth of the product line to meet cus-
tomer tastes for variety. A broad product line means short production runs, so manufacturing 
has to bear higher costs.15 Other areas of goal conflict are quality, cost control and new prod-
ucts or services. Designers of Indian car manufacturer Tata’s Nano car, which was aimed at 
making car ownership affordable for the burgeoning middle classes in developing countries, 
had to cut corners in order to break the 100,000 rupee (about $2500 at the time) barrier. For 
example, the car lacked some basic features which are considered standard and even legally 
required in developed countries, such as air bags, side impact beams and anti-lock brakes. In 
2014, the car achieved zero stars (out of four) in the German Global New Car Assessment 
Programme (Ncap), dealing a potentially fatal blow to plans to expand in to European and 
North American markets.16,17 Not only do these safety issues make it impossible to sell the car 
in countries with higher safety standards than India, they may also create an image problem 
within India, where those moving up from motorbikes to cars want a vehicle that not only 
gets them around but is both safe and not perceived as a cheap alternative to a ‘real’ car. 
By 2015, six years after launch, the Nano’s sales in India were sliding badly and total sales 
since launch of 260,000 were well below initial expectations.18, 19 Production of the Nano was 
halted in January 2019, with no sales in the following month, although it has not been offi-
cially discontinued.20
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Differentiation Differentiation was defined in Chapter 4 as ‘the differences in cognitive and 
emotional orientations among managers in different functional departments’. Departments or 
divisions within an organization often differ, in values, attitudes and standards of behaviour, and 
these subcultural differences lead to conflicts.21 Consider an encounter between a sales manager 
and a research and development (R&D) scientist about a new product:

The sales manager may be outgoing and concerned with maintaining a warm, friendly relationship 
with the scientist. He may be put off because the scientist seems withdrawn and disinclined to talk 
about anything other than the problems in which he is interested. He may also be annoyed that the 
scientist seems to have such freedom in choosing what he will work on. Furthermore, the scientist 
is probably often late for appointments, which, from the salesman’s point of view, is no way to run 
a business. Our scientist, for his part, may feel uncomfortable because the salesman seems to be 
pressing for immediate answers to technical questions that will take a long time to investigate. All 
the discomforts are concrete manifestations of the relatively wide differences between these two 
men in respect to their working and thinking styles.22

A lack of trust within the organization can magnify these natural differences and increase the 
potential for conflict among departments and with top managers, as a new CEO discovered at 
Guidant (now part of Boston Scientific) (see Counterpoint 14.2). Her solution was to build a new 
culture of honesty, as discussed in this chapter’s Leading by Design, although as the subsequent 
Counterpoint shows, the new culture did not necessarily extend to the company’s disclosures to 
doctors and patient users of the company’s devices (see Counterpoint 14.3).

EXHIBIT 14.1 Marketing-Manufacturing Areas of Potential Goal Conflict

Goal Conflict

MARKETING MANUFACTURING

Operative Goal is Customer 
Satisfaction

Operative Goal is Production 
Efficiency

Conflict Area Typical Comment Typical Comment

1. Breadth of product line

2. New product introduction

3. Product scheduling

4. Physical distribution

5. Quality

‘Our customers demand variety.’

‘New products are our lifeblood.’

‘We need faster response. Our 
customer lead times are too long.’
‘Why don’t we ever have the right 
merchandise in inventory?’
‘Why can’t we have reasonable 
quality at lower cost?’

‘The product line is too broad – all we get 
are short, uneconomical runs.’
‘Unnecessary design changes are 
prohibitively expensive.’
‘We need realistic commitments that 
don’t change like wind direction.’
‘We can’t afford to keep huge  
inventories.’
‘Why must we always offer options 
that are too expensive and offer little 
customer utility?’

Source: Based on Benson S. Shapiro, ‘Can Marketing and Manufacturing Coexist?’ Harvard Business Review 55 (September–October 1977), 104–114; 
and Victoria L. Crittenden, Lorraine R. Gardiner, and Antonie Stam, ‘Reducing Conflict between Marketing and Manufacturing,’ Industrial Marketing 
Management 22 (1993), 299–309.

versus

COUNTERPOINT 14.2
Lack of trust is often associated with conflict. Lack of trust indicates a lack of respect for the other 
person or group, which, in turn, indicates doubts about the legitimacy of their claims or even their 
existence. If executives are not willing openly to share all information with employees, what does this 
say about trust? What does it say about divergent or convergent interests?
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COUNTERPOINT 14.3
Organizational culture also affects how a company will behave towards its clients or customers. In 
the case of Guidant there also appear to have been problems in its external conduct. In the mid-2000s 
the company had to defend itself against accusations it did not properly warn doctors and patients of 
flaws in its heart devices, implicated in at least one death. The issue, which led to a large recall, also 
helped force the sale of Guidant to Boston Scientific. In turn Boston Scientific has struggled to resolve 
problems both with Guidant’s devices and the conduct of its sales team. The company had to make an 
out of court settlement with the US federal government to end a lawsuit claiming it had paid kickbacks 
to doctors to use its heart devices, and recalls of devices continued at least until 2009.24 Forbes 
magazine described Boston Scientific’s acquisition of Guidant as ‘the (second) worst deal ever’.

at Guidant in which everyone felt free to tell the truth 
without fear of negative consequences.

Guidant established a number of practices fos-
tering open and honest communications. To start, 
 Graham reversed the top-down communication struc-
ture in an immediately visible way. Each top manager 
was assigned a coach from lower ranks of the organi-
zation. The coaches were trained to ask questions and 
gather specific information from everyone throughout 
the organization about the manager’s openness and 
honest communication skills. Managers met with their 
coaches once a quarter. As it had support from the 
top, the coaching programme worked to close the 
communication gap between managers and employ-
ees. Managers also began sharing all information with 
employees – good and bad – and asking for their help 
in solving company problems. Employees who went 
above and beyond the call of duty to meet organiza-
tional goals were recognized and rewarded.

Rallying everyone around company goals rather than 
departmental goals helped alleviate much of the tension 
and conflict between departments. The war between 
R&D and manufacturing, however, had become so 
entrenched that stronger methods were needed.

Even though it cost the company dearly, Graham 
shut down product development altogether while rep-
resentatives from R&D, manufacturing, clinical and mar-
keting worked with a professional facilitator to confront 
the issues head-on and come up with a new approach 
to product development. The process meant that no 
new products went out of the door for 18 months, 
but the results were worth it. The company repeatedly 
launched innovative new products every year, pro-
duced enough to supply the entire market in a matter of 
weeks, completed clinical studies in record-setting time 
and improved quality while cutting costs.

Source: Ginger L. Graham, ‘If You Want Honesty, Break Some 
Rules’, Harvard Business Review (April 2002), 42–47.

Managing Dynamic 
Processes

Guidant23 (now part of Boston Scientific) was the 
darling of the medical devices industry. The 

company, established by US pharmaceutical giant 
Eli Lilly, reached $100 million in sales within five years 
of launching its first product and revolutionized the 
field of angioplasty by producing one innovation after 
another. But when Ginger Graham took over as pres-
ident and CEO of the medical device manufacturer, 
she realized that something was terribly wrong. Even 
though top managers were still touting Guidant’s 
strong internal and external relationships as key to the 
company’s success, the reality was that these rela-
tionships were increasingly marked by conflict and 
discord rather than harmony and cooperation.

When Graham gave her first address to the com-
pany, she decided to tell the truth: ‘I’ve always heard 
about what a wonderful company Guidant is’, she 
began, ‘but frankly, that’s not what I see. What I see 
is deteriorating morale, disillusioned customers and 
 finger-pointing. I see a place where R&D and man-
ufacturing are practically at war. You folks in sales 
blame manufacturing. R&D blames marketing. We’re 
all so busy blaming each other that nothing gets 
done’. The response of employees – standing and 
cheering their approval – confirmed Graham’s sus-
picions. People just wanted to hear that someone 
at the top knew the truth and was willing to admit it. 
From that moment, Graham began building a culture 

LEADING BY DESIGN
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Task interdependence Task interdependence refers to the dependence of one unit 
on another for materials, resources or information. As described in Chapter 8, pooled interde-
pendence means there is little interaction; sequential interdependence means the output of one 
department goes to the next department; and reciprocal interdependence means that departments 
mutually exchange materials and information.25

Generally, as interdependence increases, the potential for conflict increases.26 In the case of 
pooled interdependence, units have little need to interact. Conflict is at a minimum. Sequential 
and reciprocal interdependence require employees to spend time coordinating and shar-
ing information. Employees must communicate frequently and differences in goals or atti-
tudes will surface. Conflict is especially likely to occur when agreement is not reached about 
the coordination of services to each other. Greater interdependence means departments 
often exert pressure for a fast response because departmental work has to wait on other 
departments.27

Limited Resources Another major source of conflict involves competition between groups 
for what members perceive as limited resources.28 There is limited money, physical facilities, staff 
resources and human resources to share among departments. In their desire to achieve goals or 
expand empires, groups want to increase their resources. This throws them into conflict. Manag-
ers may develop strategies, such as inflating budget requirements or working behind the scenes, to 
obtain a desired level of resources.

Resources symbolize power and influence within an organization. The ability to obtain 
resources enhances prestige. Departments typically believe they have a legitimate claim on addi-
tional resources. However, exercising that claim results in conflict. For example, in almost every 
organization, conflict occurs during the annual budget exercise.

Rational versus Political Model
The sources of intergroup conflict are listed in Exhibit 14.2. The degree of goal incompatibility, 
differentiation, interdependence and conflict over limited resources influences whether a rational 
or political model of behaviour predominates within the organization.

ONLINE BRIEF 14.1

WWW

Rational Model Political Model

Sources of Potential
Intergroup Conflict

EXHIBIT 14.2 Sources of Conflict and Use of Rational versus Political Model
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When goals are in alignment, there is little differentiation; departments are characterized by 
pooled interdependence and resources seem abundant, so managers can rely upon a rational model 
of organization, as outlined in Exhibit 14.2. As with the rational approach to decision-making 
described in Chapter 13, the rational model of organization is not fully achievable in the real 
world. That is because it assumes common agreement on an organization’s objectives, which is 
highly unlikely in all but the smallest organization (see Counterpoint 14.4). In the rational organ-
ization, behaviour is not random or accidental. Goals are clear and choices are made in a logical 
way. When a decision is needed, the goal is defined, alternatives are identified and the choice with 
the highest probability of success is selected.29 The opposite view of organizational processes is 
the political model, also described in Exhibit 14.2. When, as in the political model, groups have 
separate interests, goals and values, disagreement and conflict are normal. Groups will engage in 
the push and pull of debate to decide goals and reach decisions. Information is ambiguous and 
incomplete. Typically, rational and political processes co-exist in organizations. Jeff Bezos, the 
founder and CEO of global online retailer Amazon, emphasizes a rational approach to planning 
and decision-making, based upon evidence rather than opinion, whenever possible. ‘The great 
thing about fact-based decisions’, he says, ‘is that they overrule the hierarchy. The most junior per-
son in the company can win an argument with the most senior person with a fact-based decision.’ 
For decisions and situations that are complex, ill-defined and controversial, however, Bezos uses 
a political model, discussing the issues with people, building agreement among senior executives 
and relying on his own judgement.30

COUNTERPOINT 14.4
For some observers, there is a tendency to regard the rational model as non-political. But if ‘rational’ 
decisions are always guided by assumptions and values that fill in for missing information, don’t they 
shade into political decisions? Also, how often is a rational decision made post hoc? That is to say, 
rationality is invoked to justify the decision rather than to make it. When Bezos says that there are 
‘fact-based decisions’, he is arguably referring to the kinds of facts that he is prepared to recognize 
and endorse – that is, facts that are usable in a way that he judges to be good (e.g. for securing his 
position, or for the profitable growth of the company). Politics is indeed ‘needed to accomplish 
objectives’ and the most potent form of politics is that which appears to be non-political or ‘rational’.

Managers may strive to adopt rational procedures but will find that ‘politics’ is needed to 
accomplish objectives.

Power and Organizations
Power is an intangible force in organizations. It cannot be seen, but its effect can be felt. Power 
is often defined as the potential ability of one person (or department) to influence other people 
(or departments) to carry out orders31 or to do something they would not otherwise have done.32 
Other definitions stress that power is the ability to achieve goals or outcomes that power holders 
desire.33 The achievement of desired outcomes is the basis of the definition used here. Power is the 
ability of one person or department in an organization to influence other people to bring about 
desired outcomes. It is the potential to influence others within the organization with the goal of 

attaining desired outcomes for power holders.
Power exists only in a relationship between two or more people and it can be exercised in 

either vertical or horizontal directions. The source of power often derives from an exchange 
relationship in which one position or department provides scarce or valued resources to 
other departments. When one person is dependent on another person, a power relationship 
emerges in which the person with the resources has greater power (see Counterpoint 14.5).34ONLINE 

COUNTERPOINT 14.2
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As an illustration, consider how power has shifted in the game of football. Seasoned team 
managers, who typically base their decisions on instinct and experience, are losing power to 
wealthy owners who purchase teams and tend both to estimate their own capacities very highly 
and to expect very rapid results (and returns on their investments). For example, venerable Edin-
burgh, Scotland, football team Heart of Midlothian, was purchased in 2005 by Lithuanian multi- 
millionaire Vladimir Romanov. When Romanov took over, the team was riding high in the Scottish 
Premier League. He soon fired the company’s chief executive and replaced him with his own son, 
Roman. Manager George Burley was fired after 12 games in charge despite the team being top 
of the league! In less than ten years, the Romanovs went through ten managers. They also loaded 
the company with debt borrowed from Lithuanian banks that they controlled. By 2012 Hearts 
was in freefall, with players’ wages and government tax bills unpaid. In 2013 the club went into 
administration, and with the points penalty deducted by the Scottish League, fell into the coun-
try’s second division. The next year, the club was bought out of administration by local Edinburgh 
businesswoman Ann Budge, who has put the club back on an even financial and footballing keel; 
the club was immediately promoted back to the Scottish Premier League, and finished third in the 
league its first year back in 2015–2016.

There are numerous examples in British football, and a number of other countries, of  
narcissistic – and sometimes overtly corrupt – owners destroying longstanding and deeply rooted 
clubs. Some consider this phenomenon a particularly visible example of a trend towards unsus-
tainable, crisis-prone and debt-driven business practices in the wider global economy.36

Individual versus Organizational Power
In popular literature, power is often described as a personal characteristic, and a frequent topic 
is how one person can influence or dominate another person.37 You probably recall from an ear-
lier management or organizational behaviour course that managers have five sources of personal 
power.38 Legitimate power is the authority granted by the organization to the formal management 
position a manager holds. Reward power stems from the ability to bestow rewards – a promotion, 
raise or pat on the back – to other people. The authority to punish or recommend punishment is 
called coercive power. Expert power derives from a person’s greater skill or knowledge about the 
tasks being performed. The last, referent power, is derived from personal characteristics: people 
admire the manager and want to be like or identify with the manager out of respect and admira-
tion. Each of these sources may be used by individuals within organizations.

Power in organizations, however, is often the result of structural characteristics.39 Organiza-
tions are large, complex systems that contain hundreds, even thousands, of people. These systems 
have a formal hierarchy in which some tasks are more important regardless of who performs 
them. In addition, some positions have access to greater resources or their contribution to the 

COUNTERPOINT 14.5
It could also be argued that the person or group with the greatest power is the person who is least 
vulnerable to the dependency of others. The person or group who is commonsensically seen to have 
the most power is not ultimately powerful if s/he depends upon others to sustain that power or is 
obliged to ensure others’ subjugation in order to maintain that power. Consider the example of the 
football owners and managers in the following paragraph. The owners are desperate for results and 
silverware. They have the resources. But they are dependent upon managers and ultimately the players 
to realize their dreams.

When power exists in a relationship, the power holders can achieve compliance with their 
requests. Powerful individuals are often able to get bigger budgets for their departments, more 
favourable production schedules and more control over the organization’s agenda.35
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organization is more critical. Thus, the important power processes in organizations reflect larger 
organizational relationships, both horizontal and vertical.

Power versus Authority
Anyone in an organization can exercise power to achieve desired outcomes, though of course 
the amount of power that individuals hold in an organization varies substantially. Toyota exec-
utive, Takeshi Uchiyamada, grasped his opportunity to drive change when he was put in charge 
of organizing the company’s various research centres. He became interested in the possibilities of 
developing a fuel-efficient car and in 1996 was appointed chief engineer of the team developing 
the new Prius, which was released in December 1997. The car has shifted the paradigm of car 
development away from bigger and faster to cleaner and greener.40 As a result, Uchiyamada is 
viewed within Toyota and throughout the global car industry as the leader of a transport revo-
lution.41 In 2013, after Toyota had faced a number of setbacks including major product recalls, 
Uchiyamada was made chairman of the whole company in an attempt to return the company to 
its glory as world number one in terms of both sales and reputation. In 2015 Toyota was back at 
the front of the pack, once again the world’s largest carmaker, and judged to have the best corpo-
rate reputation.42, 43

The concept of formal authority is related to power but is narrower in scope. Authority is also 
a force for achieving desired outcomes, but only as prescribed by the formal hierarchy and report-
ing relationships. Three properties identify authority:

 1  Authority is vested in organizational positions. People have authority because of the 
positions they hold, not because of personal characteristics or resources.

 2  Authority is accepted by subordinates. Subordinates comply because they believe posi-
tion holders have a legitimate right to exercise power.44 In most organizations around the 
world, employees accept that supervisors can legitimately tell them what time to arrive at 
work, the tasks to perform while they’re there and what time they can go home.

 3  Authority flows down the vertical hierarchy.45 Authority exists along the formal chain of 
command and positions at the top of the hierarchy are vested with more formal author-
ity than are positions at the bottom.

Organizational power can be exercised upward, downward and horizontally in organ-
izations. Formal authority is exercised downward along the hierarchy and is the same as 

legitimate power. In the following sections, we will examine vertical and horizontal sources of 
power for employees throughout the organization.

Vertical Sources of Power
All employees along the vertical hierarchy have access to some sources of power. There are four 
major sources of vertical power: formal position, resources, control of decision premises, and 
information and network centrality.46

Formal Position Certain rights, responsibilities and prerogatives accrue to top positions. 
People throughout the organization accept the legitimate right of top managers to set goals, make 
decisions and direct activities. Thus, the power from formal position is sometimes called legitimate 
power.47 Senior managers routinely use symbols and language to perpetuate their legitimate power 
(see Counterpoint 14.6). For example, many large corporations have private jet aircraft for the use of 
their top executives. Canada’s Bombardier, the market leader in corporate and private jets, predicted 
that the global market for corporate jets would almost double from 12,800 to 24,800 jets between 
2007 and 2017. The jets not only allow executives to get around their empires more quickly than by 
commercial carrier but also demonstrate the corporate power and wealth in their control.48

ONLINE 
COUNTERPOINT 14.3

ONLINE BRIEF 14.2

WWW
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The amount of power provided to middle managers and lower-level participants is mainly built 
into the organization’s structural design. The allocation of power to middle managers and staff is 
important because power enables employees to be productive. When job tasks are non-routine and 
when employees participate in self-directed teams and problem-solving task forces, this encourages 
flexibility and the exercise of discretion. Access to powerful people and the development of a relation-
ship with them can, in addition, provide a strong base of influence.50 For example, in some organi-
zations an administrative assistant to the president might have more power than a department head 
because the assistant has access to the senior executive on a daily basis and can act as a gate-keeper.

By designing tasks and interactions along the hierarchy, everyone can exert more influence. 
Winnipeg, Canada-based haulage company Bison Transport has grown over the past 25 years 
from just 18 trucks to over 1700, based on employee empowerment at all levels of the organiza-
tion. ‘Throughout our business we endeavour to train people to make good decisions and we then 
allow and encourage them to make good decisions, so there’s an empowerment for the driver to 
decide when the truck moves’, said Don Streuber, the company’s former president and CEO. The 
company management is committed to genuinely listening to its employees and using their input to 
improve the organization. ‘Our employees have expressed concerns about our commitment to the 
environment’, said Mr Streuber. Management took note and worked with staff to push through 
modifications to vehicles and driving practices. Bison has been recognized with a special award 
from the US Environmental Protection Agency for its commitment to sustainability and environ-
mental responsibility, in addition to being named one of Canada’s 50 best managed companies 
for 15 years consecutively, and a host of other awards, including being voted best large North  
American haulier to drive for in 2016, by the Truckload Carriers Association (TCA).51, 52

Resources Organizations allocate huge amounts of resources. Buildings are constructed, sal-
aries are paid, and equipment and supplies are purchased. Each year, new resources are allocated in 
the form of budgets. These resources are allocated downward from top managers. In most cases, top 
managers control the resources and, hence, can determine their distribution. Resources can be used 
as rewards and punishments, which are additional sources of power. Resource allocation also cre-
ates a dependency relationship. Lower-level participants depend on top managers for the financial 
and physical resources needed to perform their tasks. Top management can exchange resources in 
the form of salaries and bonuses, personnel, promotions and physical facilities for compliance with 
the outcomes they desire. The board of PCCW, Hong Kong’s largest telecommunications firm, was 
concerned that the company’s shares lagged well behind the local Hang Seng stock market index, 
limiting shareholder value. Therefore, a new bonus scheme was drawn up in 2007 that tied execu-
tive directors’ and senior managers’ bonuses to the company’s share value as well as to internal goals 

COUNTERPOINT 14.6
Sometimes the line between legitimate displays of authority and unreasonable excess can be hard to 
define. For example, money managers for the super-rich are expected to show their own style and 
class in order to attract clients and make them feel at ease. Russ Prince, who runs a consultancy 
that studies the habits of the super-rich, says, ‘If you want to deal with the super-rich, it is important 
to have some measure of success of your own. A man in a mansion is not going to take advice 
from a man who lives in a hovel’. Global banking giant Citigroup’s Todd Thomson, who headed 
the company’s wealth management division, took this advice at face value. He had the division’s 
boardroom decked out in marble flooring and polished wood cabinets, and installed a tropical fish 
tank, Persian rugs and a wood-burning fireplace in his 50th floor office overlooking New York’s 
Central Park. Unfortunately for Thomson, by 2007, Citigroup’s finances were already starting to 
tighten in advance of the global credit crunch, and the company’s top managers decided he had gone 
too far, firing him for lack of judgement.49 Thomson’s case was not unique. Merrill Lynch’s CEO, 
John Thain, spent $1.2m of company funds to refurbish his office, including a waste paper basket 
costing over $1000.
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such as numbers of subscribers and revenue per customer. Initial results were positive, with the com-
pany outperforming the Hang Seng during the first half of 2007. However, the shares slumped again 
during 2008, suggesting the stock price-linked bonus scheme had not worked.53

During the global economic downturn beginning in 2007–2008, considerable negative atten-
tion was focused on the impact of bonus schemes, particularly in the financial sector, which 
rewards short-term performance over long-term viability. In the UK, bankers received £13.2 billion 
in bonuses in the first five months of 2008, when only a few months later the UK government 
was forced to implement a huge bailout package including partial privatization of several banks 
in order to avoid the total collapse of the country’s banking system. Richard Lambert, head of 
Britain’s employer association the CBI, singled out the bonus culture as a main cause of the global 
financial crisis, saying that it ‘has encouraged some employees to take spectacular short-term 
risks, confident that if things work out well they will reap huge rewards and that if they don’t they 
won’t be around to pay the price’.54

Control of Decision Premises and Information Control of decision premises 
means that top managers place constraints on decisions made at lower levels by specifying a frame 
of reference and guidelines for decision-making. In one sense, top managers make big decisions, 
whereas lower-level participants make small decisions. Top management decides which goal an 
organization will try to achieve, such as increased market share. Lower-level participants then 
decide how the goal is to be reached. In one company, top management appointed a committee to 
select a new marketing vice president. The CEO provided the committee with detailed qualifica-
tions that the new vice president should have. He also selected people to serve on the committee. 
In this way, the CEO shaped the decision premises within which the marketing vice president 
would be chosen. Top manager actions and decisions such as these place limits on the decisions of 
lower-level managers and thereby influence the outcome of their decisions.55

The control of information can also be a source of power. Managers in today’s organiza-
tions recognize that information is a primary business resource and that by controlling 
what information is collected, how it is interpreted and how it is shared, they can influence 
how decisions are made.56 In many of today’s companies, especially in learning organi-
zations, information is openly and broadly shared, which increases the power of people 
throughout the organization (see Counterpoint 14.7).

COUNTERPOINT 14.7
Even in the most ‘enlightened’ and ‘progressive’ of ‘learning organizations’, it is doubtful that all 
information is openly shared or even available to consult. The limited availability of this information, 
despite the existence of intranets and so on, is perhaps indicative of the limited trust and significant 
social distance that exists between different groups of employees. It is this distance that recurrently 
impedes and undermines cooperation.

Top managers generally have access to more information than other employees do. This informa-
tion can be released as needed to shape the decision outcomes of other people. In one organization, 
Clark Ltd, the senior information technology (IT) manager controlled information given to the board 
of directors and thereby influenced the board’s decision to purchase a sophisticated computer system.57 
The board of directors had formal authority to decide from which company the system would be 
purchased. The management services group was asked to recommend which of six computer manu-
facturers should receive the order. Jim Kenny was in charge of the management services group and he 
disagreed with other managers about which system to purchase. As shown in Exhibit 14.3, other 
managers had to go through Kenny to have their viewpoints heard by the board. Kenny shaped the 
board’s thinking towards selecting the system he preferred by controlling information given to them.

ONLINE 
COUNTERPOINT 14.4
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Control of information can also be used to shape decisions for self-serving, unethical 
and even illegal purposes. For example, at Hollinger International, Inc., which owned major 
newspapers around the world including the UK’s Daily Telegraph, Canada’s National Post, the 
Chicago Sun-Times and Israel’s Jerusalem Post, the board approved a series of transactions that 
allowed Canadian-born CEO, Conrad Black, and his colleagues to improperly draw off millions 
of dollars from the company for personal gain. Although the board has been criticized for its 
lax governance, directors insisted that their decisions were based on false, skewed or misleading 
information provided by Black. Black was eventually convicted of fraud and obstruction of justice 
by a US court and sentenced to six and a half years in prison, fined US$125,000 and ordered to 
pay $6.1 million in restitution.58, 59

Middle managers and lower-level employees may also have access to information that can 
increase their power. A secretary to a senior executive can often control information that other 
people want and will thus be able to influence those people. Top executives depend on people 
throughout the organization for information about problems or opportunities. Middle managers 
or lower-level employees may manipulate the information they provide to top managers in order 
to influence decision outcomes.

Network Centrality Network centrality means being centrally located in the organiza-
tion and having access to information and people that are critical to the company’s success. 
Top executives are more successful when they put themselves at the centre of a communication 
network, building connections with people throughout the company. Sir Howard Stringer, the 
CEO of Sony, is known as a skilled corporate politician who builds trust and alliances across 
different divisions and hierarchical levels. Stringer has been praised for his ability to network 
with almost everyone. He needs these political skills to understand the sprawling Sony empire 
and get the various divisions working together. ‘He’s the only one I know who can manage the 
Japanese [electronics side] and the show-bizzers [entertainment side]’, said a former head of 
Sony Pictures Entertainment.60

EXHIBIT 14.3 Information Flow for Computer Decision at Clark Ltd.

The Board

Turner

Reilly

Kenny

Source: Andrew M. Pettigrew, The Politics of Organizational Decision-Making (London: Tavistock, 1973), 235.
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One of the barriers that women face in moving into middle and senior management is a ten-
dency to be excluded from these traditional work networks that often rotate around male-focused 
activities including drinking, golf and following professional sports. Effective programmes have 
been established in several countries to encourage women to network both within and outside 
their organizations. For example, a pilot partnership between Britain’s Treasury ministry and the 
international accounting and consultancy firm PwC brought together ten middle managers each 
from the two organizations to network together and informally mentor each other. The group 
strategized ways they could build networks where they could demonstrate their capacities within 
their organizations and beyond. The initial pilot was a success and several further rounds were 
launched involving women middle managers from different ministries and private companies. 
Tina Hallett, PwC partner in charge of women-in-work initiatives, who coordinated the firm’s 
participation in the project, chairs PwCwomen, an internal network with 900 members – even 
including some men. Hallett says she got involved in organized networking because, ‘I’d got to a 
reasonably senior level and I wanted to help other people to maximize their potential’.63

Employees may also exercise more power when their jobs are related to current areas of 
concern or opportunity. When a job pertains to pressing organizational problems, power is more 
easily accumulated. For example, managers at all levels who possess crisis leadership skills have 
gained power in today’s world of international tensions and misunderstandings, major natural 
disasters and economic uncertainty.

Employees like Arla’s Finn Hansen (see In Practice box) increase their network centrality 
by becoming knowledgeable and expert about certain activities or by taking on difficult tasks 
and acquiring specialized knowledge that makes them indispensable to managers above them. 
People who show initiative, work beyond what is expected, take on undesirable but important 

Opinion was divided within Arla about what to do. Finn 
Hansen, responsible for international sales, insisted 
that the company needed to respond to the boycott, 
despite executives at Arla and other Danish firms pre-
ferring a lower profile. The company printed two large 
advertisements in Saudi newspapers distancing itself 
from the cartoon publication. Although there was little 
immediate improvement in the situation, a few weeks 
later the International Committee for the Support of the 
Prophet recommended the boycott be lifted, praising 
the measures Arla had taken to distance itself from the 
Prophet Mohammad caricatures. By 2008, Hansen 
was pleased to note that ‘our position is just as good 
as it was before the Mohammad crisis’. There are still 
occasional flare-ups and temporary sales slumps in 
the Middle East whenever the cartoons are reprinted 
by Danish newspapers keen to emphasize the impor-
tance of free speech, but company officials are happy 
to leave the response in Hansen’s steady hands. He 
says that the company now makes a consistent effort 
to communicate with its retailers, consumers and 
employees in the Middle East, so that ‘Everyone knows 
that Arla has nothing to do with these drawings’ and 
boycott talks quickly fade away.61, 62

Arla Foods

Arla Foods, a major Nordic cooperative dairy com-
pany, was unexpectedly caught up in the contro-

versy over publication in a Danish newspaper in 2005 
of cartoons of the Prophet Mohammed that some 
Muslims found offensive. Although Arla had absolutely 
nothing to do with the cartoons, it was drawn into the 
dispute because of its high profile brand identities in the 
Middle East, for example, selling Lurpak, the region’s 
most popular brand of butter. In addition, the company 
is closely identified with Denmark, normally not the 
most controversial of countries, for example, through 
sponsoring the country’s football team. Arla was sub-
jected to a boycott in which 50,000 stores in 20 Mus-
lims countries pulled its products, action that was soon 
costing the company $1.8 million a day in lost sales. 

IN PRACTICE

65900_ch14_hr_486-528.indd   500 11/15/19   12:13 PM



CHAPTER 14 CONFLICT, POWER AND POLITICS 501

projects and show interest in learning about the company and industry often find themselves 
with influence. Physical location also helps because some locations are in the centre of things. 
Central location lets a person be visible to key people and become part of important interaction 
networks.

People Top leaders often increase their power by surrounding themselves with a group of 
loyal executives.64 Loyal managers keep the top leader informed and in touch with events and 
report possible disobedience or troublemaking in the organization. Top executives can use their 
central positions to build alliances and exercise substantial power when they have a management 
team that is fully in support of their decisions and actions.

This works in the opposite direction too. Lower-level people have greater power when they 
have positive relationships and connections with higher-ups. By being loyal and supportive of 
their bosses, employees sometimes gain favourable status and exert greater influence.

Although it is usual for senior executives to surround themselves with loyal employees, and 
for staff to cultivate positive relationships with their superiors, this all too often degenerates into 
sycophancy, where subordinates publicly agree with their superiors even when they privately 
know that errors are being made. Many recent corporate collapses and scandals have their ori-
gins in a culture of top management inability to encourage and accept constructive criticism from 
subordinates.65

At Lenovo, the chapter-opening A Look Inside, a healthier approach was adopted. As we 
saw, senior company officials emphasized building open lines of communication as a means to 
break down barriers between the mainly Chinese continuing Lenovo employees and the former 
IBM staff who joined them after the takeover. An additional positive effect of this approach is 
that staff are encouraged to make constructive criticism of company directions, even when this 
implies criticism of other managers. Then CEO, William Amelio, told his managers, ‘You have to 
make sure you tell me what’s not working well … if I find out later on that something was busted 
and you didn’t include it … we have a problem’. As an example, during one senior management 
meeting in 2008, several participants were shocked that consumer sales boss Liu Jun sharply 
questioned Gerry P. Smith, Lenovo’s head of supply chain, about shortages of the popular new 
netbook PCs. Although the tone was a little inappropriate and Jun later apologized, putting it 
down to poor English, Smith says ‘I sat there and smiled and took it’, and the incident left appar-
ently no hard feelings.66

Horizontal Sources of Power
Horizontal power pertains to relationships across departments or divisions. All vice presidents 
are usually at the same level on the organization chart. Does this mean each department has 
the same amount of power? No. Horizontal power is not defined by the formal hierarchy or 
the organization chart. Each department makes a unique contribution to organizational success. 
Some departments will have greater say and will achieve their desired outcomes, whereas others 
will not. For example, Charles Perrow surveyed managers in several industrial firms.67 He bluntly 
asked, ‘Which department has the most power?’ among four major departments: production, sales 
and marketing, R&D, and finance and accounting. Partial survey results are given in Exhibit 14.4.

In most firms, sales had the greatest power. In a few firms, production was also quite powerful. 
On average, the sales and production departments were more powerful than R&D and finance, 
although substantial variation existed. Differences in the amount of horizontal power clearly 
occurred in those firms. Today, IT departments have growing power in many organizations.

Horizontal power is difficult to measure because power differences are not defined on 
the organization chart. However, some initial explanations for departmental power differ-
ences, such as those shown in Exhibit 14.4, have been found. The theoretical concept that 
explains relative power is called strategic contingencies.68 ONLINE 

COUNTERPOINT 14.5
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Strategic Contingencies Strategic contingencies are events and activities both inside and 
outside an organization that are essential for attaining organizational goals. Departments involved 

with strategic contingencies for the organization tend to have greater power. Departmental 
activities are important when they provide strategic value by solving problems or crises for 
the organization. For example, if an organization faces an intense threat from lawsuits and 
regulations, the legal department will gain power and influence over organizational deci-
sions because it copes with such a threat. If product innovation is the key strategic issue, the 
power of R&D can be expected to be high.

The strategic contingency approach to power is similar to the resource dependence 
model described in Chapters 5 and 6. Recall that organizations try to reduce dependency on the 
external environment. The strategic contingency approach to power suggests that the departments 
most responsible for dealing with key resource issues and dependencies in the environment will 
become most powerful.

Power Sources Jeffrey Pfeffer and Gerald Salancik, among others, have been instrumental 
in conducting research on the strategic contingency theory.69 Their findings indicate that a depart-
ment rated as powerful may possess one or more of the characteristics illustrated in Exhibit 14.5.70 
In some organizations these five power sources overlap, but each provides a useful way to evalu-
ate sources of horizontal power.

EXHIBIT 14.4 Ratings of Power among Departments in Industrial Firms
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Source: Charles Perrow, ‘Departmental Power and Perspective in Industrial Firms,’ in Mayer N. Zald, ed., Power in Organizations (Nashville, 
TN: Vanderbilt University Press, 1970), 64.
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 1 Dependency. Interdepartmental dependency is a key element underlying relative power. 
Power is derived from having something someone else wants. The power of department 
A over department B is greater when department B depends on department A.71 Materi-
als, information and resources may flow between departments in one direction, such as in 
the case of sequential task interdependence (see Chapter 8). In such cases, the department 
receiving resources is in a lower power position than the department providing them. The 
number and strength of dependencies are also important. When seven or eight departments 
must come for help to the engineering department, for example, engineering is in a strong 
power position. In contrast, a department that depends on many other departments is in a 
low power position. Likewise, a department in an otherwise low power position might gain 
power through dependencies. If a factory cannot produce without the expertise of mainte-
nance workers to keep the machines working, the maintenance department is in a strong 
power position because it has control over a strategic contingency.

 2 Financial resources. There’s a new golden rule in the business world: ‘The person with the 
gold makes the rules’.72 Control over resources is an important source of power in organiza-
tions. Money can be converted into other kinds of resources that are needed by other depart-
ments. Money generates dependency; departments that provide financial resources have 
something other departments want. Departments that generate income for an organization 
have greater power. Exhibit 14.4 showed sales as the most powerful unit in most industrial 
firms. This is because salespeople find customers and bring in money, thereby removing 
an important problem for the organization. An ability to provide financial resources also 
explains why certain departments are powerful in other organizations, such as universities.

EXHIBIT 14.5  Strategic Contingencies that Influence Horizontal Power among 
Departments

Dependency

Centrality Department Power

Non-substitutability

Coping with
Uncertainty

Financial
Resources
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  In their study of the budgeting process at the University of Illinois, USA, Pfeffer and Salancik 
concluded that, ‘Power derived from acquiring resources is used to obtain more resources, 
which in turn can be employed to produce more power – the rich get richer’.74 The case of 
the Chinese University, discussed in the above In Practice box, confirms their conclusion, but 
only up to a point. While larger departments were initially in a stronger position to demand 
resources than smaller ones, a determined fightback by the smaller departments, supported 
by students’ and faculty organizations, was able to ensure the pain of budget cuts was spread 
more evenly across the institution than the university administration initially intended.

 3 Centrality. Centrality reflects a department’s role in the primary activity of an organization.75 
One measure of centrality is the extent to which the work of the department affects the final 
output of the organization. For example, the production department is more central and 
usually has more power than staff groups (assuming no other critical contingencies). Cen-
trality is associated with power because it reflects the contribution made to the organization. 
The corporate finance department of an investment bank generally has more power than the 
stock research department. By contrast, in the manufacturing firms described in Exhibit 14.4, 
finance tends to be low in power. When the finance department has the limited task of record-
ing money and expenditures, it is not responsible for obtaining critical resources, nor for 
producing the products of the organization. Today, however, finance departments have greater 
power in many organizations because of the greater need to control costs.

When the Chinese University faced substantial gov-
ernment budget cuts in 2004, the university adminis-
tration decided to take the opportunity to restructure 
the institution, by closing five small departments and 
merging four others. However, the administration’s 
plans did not go as smoothly as it had hoped. Both 
the CUHK Student Union and the Federation of Higher 
Education Staff Associations argued that the plan put 
most of the burden on small departments that were 
perceived as having little clout, while inefficiencies 
within larger departments, including incompetent 
staff, would be unaffected. One faculty member said, 
‘Management is just finding an easy way to cope with 
the budget cuts, picking on staff least likely to put up 
strong opposition. They could have cut the salaries of 
underperforming staff instead.’ After students threat-
ened sit-ins to save their departments, the university 
administration agreed on consultations. When these 
did not address their concerns the students started 
calling for the university’s vice chancellor to resign for 
failing to protect the university from the budget cuts in 
the first place.

Eventually the university’s governing body, the sen-
ate, backed down on many of the changes. Depart-
ments previously under the axe, such as  Japanese 
Studies, were allowed to access external support to 
continue operations, while others slated for merger, 
such as Religion, were allowed to continue offering 
specialized degrees.73

Chinese University of  
Hong Kong

You might expect budget allocation in a university 
to be a straightforward process. The need for 

financial resources can be determined by such things 
as the number of undergraduate students, the num-
ber of graduate students and the number of faculty in 
each department.

In fact, resource allocation at most universities is a 
highly political process. The Chinese University gets 
most of its resources from the state, along with stu-
dents’ fees and some business sponsorship. Beyond 
that, some funds come from research grants. The 
larger departments, that provide the most resources 
to the university, tend to have the most power, but this 
is complicated because some smaller departments, 
like Religion, provide a lot of ’service’ courses to stu-
dents from other departments. In addition, depart-
ments with high quality students bring prestige to the 
institution which is helpful in funding negotiations.

IN PRACTICE
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 4 Non-substitutability. Power is also determined by non-substitutability, which means that a 
department’s function cannot be performed by other readily available resources. Similiarly, 
if an employee cannot be easily replaced, his or her power is greater. If an organization has 
no alternative sources of skill and information, a department’s power will be greater. This 
can be the case when management uses outside consultants. Consultants might be used as 
substitutes for staff people to reduce the power of staff groups.

The impact of substitutability on power was studied for programmers in computer 
departments.76 When computers were first introduced, programming was a rare and special-
ized occupation. Programmers controlled the use of organizational computers because they 
alone possessed the knowledge to programme them. Over a period of about ten years, com-
puter programming became a more common activity. People could be substituted easily, and 
the power of programming departments dropped, although the power of computer network 
planners grew as companies began depending on more and more complex IT systems.

 5 Coping with Uncertainty. Elements in the environment can change swiftly and can be 
unpredictable and complex. In the face of uncertainty, little information is available to 
managers on appropriate courses of action. Departments that reduce this uncertainty 
for the organization will increase their power.77 When market research personnel 
accurately predict changes in demand for new products, they gain power and prestige 
because they have reduced a critical uncertainty. But forecasting is only one technique. 
Sometimes uncertainty can be reduced by taking quick and appropriate action after an 
unpredictable event occurs.

Departments can cope with critical uncertainties by (1) obtaining prior information, (2) pre-
vention, and (3) absorption.78 Obtaining prior information means a department can reduce 
an organization’s uncertainty by forecasting an event. Departments increase their power 
through prevention by predicting and forestalling negative events. Absorption occurs when 
a department takes action after an event to reduce its negative consequences. Consider the 
next In Practice from the UK healthcare industry.

Due to the risks of cost overrun, the contract negotiating and legal teams at the state-run 
National Health Service (NHS) were in a high power position. They coped with a critical uncer-
tainty by obtaining prior information and through prevention. However, room for absorption 
after problems appeared – including cost delays and the pullout of key contracts – was limited, as 
the NHS was caught between ballooning costs and delays on the one hand, and the refusal by the 
contractors to continue working unless their additional costs were covered, on the other.

It is more difficult to know what was happening internally at Accenture and Fujitsu, as pri-
vate corporations’ business matters are closed to public scrutiny. But in all likelihood the political 
attractiveness of gaining these huge and prestigious contracts drove corporate leaders to agree to 
contracts without adequate prior information and prevention. Healthcare IT experts within the 
firms, like Fujitsu’s Andrew Rollerson, probably realized early on that the project would be prob-
lematic and a potential big money loser. The fact Rollerson spoke out publicly about the problems 
and was disciplined suggests his views were not heard within the company early enough. Even-
tually, however, Fujitsu’s beancounters must have put down their feet and insisted on a contract 
renegotiation. When that didn’t happen, Fujitsu reluctantly pulled out.

Horizontal power relationships in organizations change as strategic contingencies change, as 
for example when Fujitsu came to confront the financial black hole the NPfIT project had become.

In a healthcare system dealing with a major health crisis, the communications department 
might gain power, for example, by soothing public fears and keeping people informed about 
the health department’s efforts to control the spread of disease. As another example, in the late 
1990s, the World Bank, which provides developing countries with development financing, faced 
major criticism from civil society activists who said that many of the projects it supported made 
things worse for poor people in developing countries, even though the World Bank’s overall man-
date is to reduce global poverty. The Bank was put into crisis mode until its external relations 
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of IT. The NHS established a special unit, Connect-
ing for Health (CfH), which would be responsible for 
implementing NPfIT. This unit included NHS internal IT 
experts who were very supportive of the project and 
would be responsible for designing the overall system 
architecture. However CfH also contained a Central 
Commercial Team (the ‘beancounters’) responsible 
for drawing up the contracts with outside contractors 
and monitoring their performance.

The relationship between government services and 
outside contractors is often fraught with difficulties, 
especially when, as in the case of the NHS, the systems 
being outsourced are extremely complex and difficult 
to specify. Cost overruns are common, and critics fre-
quently accuse outside contractors of fleecing the pub-
lic purse with unnecessary expenditures and frequent 
demands for contract amendments and increased 
payments.82 These criticisms greatly strengthened the 
power of the beancounters. They ensured that the 
NPfIT contracts were tightly worded, with tough pen-
alties for failure to deliver, and payments made only 
once the patient records and other data systems were 
operational. As the head of NPfIT, Richard Granger, put 
it, the system ‘shifted a vast amount of the risk associ-
ated with the project to service providers, which have to 
demonstrate that their systems work before being paid’. 
Four main contracts were signed with outsourcing con-
sultants, including one with Accenture valued at about 
£2 billion and another with Fujitsu worth about £1 billion.

Perhaps predictably, the project ran into difficulties 
from an early stage. The complexity of the system led 
to difficulty meeting the needs and goals of all stake-
holders. There were more legacy computer systems 
in place than the contractors expected, and folding 
them into the new NPfIT proved very time consuming. 
Integration of the various elements of the new IT sys-
tem was much more complex than had been antici-
pated. Some of the expert IT subcontractors that the 
contractor companies like Accenture and Fujitsu had 
hired were unable to produce operational software.

Due to the tight contracts that had been signed, 
the cost of the implementation delays fell on the con-
tractors and subcontractors. By 2006, Accenture had 

NHS and the National 
Programme for IT80

The UK National Health Service (NHS) is one of the 
longest-operating universal health service systems 

in the world. Every British citizen is entitled to compre-
hensive healthcare coverage, in most cases without 
any charge. Although the NHS is operated as a pub-
lic service, many services have always been provided 
by private contractors, including, for example, groups 
of doctors operating family practice clinics. In recent 
years the process of outsourcing has been expand-
ing with many ancillary services such as IT support 
being tendered to outside companies. So, when the 
NHS decided it needed to establish a new computer 
network for the whole service, including a compre-
hensive patient database that would allow service 
providers anywhere in England to access a patient’s 
full medical records, it decided to outsource the pro-
ject to a number of private service suppliers. The pro-
ject, begun in 2004, is called the National Programme 
for Information Technology (NPfIT). It quickly became 
the world’s largest non-military IT project, with a total 
cost possibly exceeding £20 billion.81

There are a number of different departments and 
interests involved in decision-making for such a pro-
ject. Politicians from outside the NHS had ultimate 
authority over the institution and were clearly enthusi-
astic about the concept of ‘joined-up services’. How-
ever, they were perhaps naïve about the challenges 
involved in making a coordinated IT system work in 
such a large institution with numerous legacy systems 
being used, and the potential for substantial resist-
ance from GPs and other staff more concerned with 
day-to-day patient care than the long-term potential 

IN PRACTICE

(communications) department embarked on an extensive, costly and substantially effective cam-
paign to build links with civil society and to improve the image of the organization.79 As in the 
World Bank example, the communications department can gain power by helping the organiza-
tion present a positive side to the story and counteract the arguments of protestors. Departments 
that help organizations cope with new strategic issues will have greater power.
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Political Processes in Organizations
Politics, like power, is intangible and difficult to measure. It is hidden from view and is hard to 
observe in a systematic way. Two surveys uncovered the following reactions of managers towards 
political behaviour.86

 1 Most managers have a negative view towards politics and believe that politics will 
more often hurt than help an organization in achieving its goals.

 2 Managers believe that political behaviour is common in practically all organizations.

 3 Most managers think that political behaviour occurs more often at upper rather than 
lower levels in organizations.

 4 Political behaviour arises in certain decision domains, such as structural change, but is 
absent from other decisions, such as handling employee grievances.

Based on these surveys, politics seems more likely to occur at the top levels of an organization 
and around certain issues and decisions. Moreover, managers do not approve of political behav-
iour (see Counterpoint 14.8). The remainder of this chapter explores more fully what political 
behaviour is, when it should be used, the type of issues and decisions most likely to be associated 
with politics, and some political tactics that may be effective.

COUNTERPOINT 14.8
An alternative possible explanation of managers’ aversion to references to ‘politics’ is that it 
undermines their sense of professionalism and authority. Instead of the image of impartial, rational 
professionalism which they like to project, managers are portrayed as ‘political fixers’. Yet, the rough 
and tumble of management is all about coping with uncertainty and endeavouring to ‘fix’ problems 
on the basis of limited information, often with an eye to how it will play with the boss, and ultimately 
with regard to how it will be received by shareholders.

ONLINE 
COUNTERPOINT 14.8

already lost £400 million, even though it was by far the 
most successful of the contractors in putting its parts of 
the IT systems into place. Accenture’s bosses decided 
to cut their losses and negotiated a pull-out from the 
contract, avoiding most of the very heavy penalties that 
could have been assessed. By 2007, Fujitsu also found 
itself in difficulties. Its project chief was suspended for 
telling an industry conference of his concerns: ‘It isn’t 
working, and it isn’t going to work’, said Andrew Roll-
erson. ‘There is a belief that the national programme is 
somehow going to propel transformation in the NHS 
simply by delivering an IT system. Nothing could be 
further from the truth. A vacuum, a chasm, is open-
ing up.’ In 2008 Fujitsu tried to renegotiate its contract 
with the NHS, but without success. It, too, pulled out, 
saying, ‘In the end the terms the NHS were willing to 
agree to we could not have afforded… There was a 
limit beyond which we could not go’. The result was 
that only two main contractors remained. This seriously 

weakened the bargaining position of the NHS, because 
the remaining contractors knew that the NHS’s options 
were limited, and that the government could not afford 
the embarrassment of allowing the project to fail. 
Richard Granger left NPfIT in 2008 amid rumours he 
was exhausted by the enormity of the project and the 
delays and cost overruns. The project limped along for 
a couple of years but was eventually scrapped in 2011 
after another negative report from the UK parliament’s 
watchdog Public Account Committee.83

The strength of the NHS beancounters in the NPfIT 
process derived from the NHS’s legitimate need to 
control costs on an extremely complex project. But did 
the rigid focus on payment-for-results mean that the 
real stakeholders – patients and healthcare  providers – 
didn’t get their concerns heard, and thus resisted par-
ticipating in it? Or was the project simply too ambitious 
to ever succeed? Or was it a political organizational pro-
cess, and how could it have been handled better? 84, 85
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Definition
Power has been described as the available force or potential for achieving desired outcomes (see 
Counterpoint 14.9). Politics is the use of power to influence decisions in order to achieve those 
outcomes. The exercise of power and influence has led to two ways of defining politics – as self- serving 
behaviour or as a widespread organizational decision process. The first definition emphasizes that 
politics is self-serving and involves activities that are not sanctioned by the organization.87

COUNTERPOINT 14.9
What these definitions tend to overlook is how power becomes institutionalized – notably in social 
and organizational hierarchies. Simply occupying an elevated position in a hierarchy provides 
access to resources and a degree of legitimacy. Much is done routinely that serves to reproduce this 
position. At the same time, there is always the possibility that the institution will be challenged – by 
competitors or from within by resistance or incompetence. So whatever power is vested in institutions 
and hierarchical position, it is dependent upon subordinates’ ability and willingness to reproduce 
their dependence. Paradoxically, it is the person or group that is least dependent upon others that has 
the greatest (personal or collective) power.

In this view, politics involves deception and dishonesty for purposes of individual self-interest 
and leads to conflict and disharmony within the work environment. This dark view of politics is 
widely held by laypeople, and political activity certainly can be used in this way. Recent studies 
have shown that workers who perceive this kind of political activity within their companies often 
have related feelings of anxiety and job dissatisfaction. Studies also support the belief that inap-
propriate use of politics is related to low employee morale, inferior organizational performance 
and poor decision-making.88 This view of politics explains why managers in the aforementioned 
surveys did not approve of political behaviour.

Although politics can be used in a negative, self-serving way, the appropriate use of political 
behaviour can serve organizational goals.89 The second view sees politics as a widespread organ-
izational process for resolving differences between organizational interest groups.90 Politics is the 
process of bargaining and negotiation that is used to overcome conflicts and differences of opinion. 
In this view, politics is similar to the coalition-building decision processes defined in Chapter 13.

Political behaviour can be either a positive or a negative force. Politics is the use of 
power to get things accomplished – good things as well as bad. Uncertainty and conflict are 
natural and inevitable, and politics is the mechanism for reaching agreement, whether by 
unforced consent or through coercion. Politics allows decisions to be made that otherwise 
might be stalemated or unsolvable.

When is Political Activity Used?
Three domains of political activity (areas in which politics plays a role) in most organiza-
tions are structural change, management succession and resource allocation.

Structural reorganizations strike at the heart of power and authority relationships. Reor-
ganizations such as those discussed in Chapter 4 change responsibilities and tasks, which 
can also affect the underlying power base from strategic contingencies. For these reasons, 
a major reorganization can lead to an explosion of political activity (although of course 

reorganizations are themselves often the outcome of political activity!).91 Managers may actively 
bargain and negotiate to maintain the responsibilities and power bases they have. Mergers and 
acquisitions also frequently create tremendous political activity. Organizational changes such as 
hiring new executives, promotions and transfers have great political significance, particularly 
at top organizational levels where uncertainty is high and networks of trust, cooperation and 
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communication among executives are important.92 Hiring decisions can generate uncertainty, dis-
cussion and disagreement. Managers can use hiring and promotion to strengthen network alli-
ances and coalitions by putting their own people in prominent positions.

The third area of political activity is resource allocation. Resource allocation decisions encom-
pass all resources required for organizational performance, including salaries, operating budgets, 
employees, office facilities, equipment, use of the company aeroplane and so forth. Resources are 
so vital that disagreement about priorities exists, and political processes help resolve the dilemmas.

Using Power, Politics and Collaboration
One theme in this chapter has been that power in organizations is not primarily a phenomenon of 
the individual. It is related to the resources that departments command, the role departments play 
in an organization and the environmental contingencies with which departments cope. Position 
and responsibility, more than personality and style, determine a manager’s influence on outcomes 
in the organization.

Power is exercised through the individual political behaviour of individuals, however. Indi-
vidual managers seek agreement about a strategy to achieve their departments’ desired outcomes. 
Individual managers negotiate decisions and adopt tactics that enable them to acquire and use 
power. In addition, managers develop ways to increase cooperation and collaboration within the 
organization to reduce damaging conflicts.

In one study, HR executives, who were not seen as central to the firm’s mission, took a low-
key approach to try to influence others, whereas finance executives, who had a more central and 
powerful position, used harder, more direct influence tactics.93 The following sections briefly sum-
marize various tactics that managers can use to increase the power base of their departments, 
political tactics they can use to achieve desired outcomes, and tactics for increasing collaboration. 
These tactics are summarized in Exhibit 14.6.

EXHIBIT 14.6 Power and Political Tactics in Organizations

Tactics for Increasing  
the Power Base

Political Tactics for  
Using Power

Tactics for Enhancing 
Collaboration

1. Enter areas of high uncertainty.
2. Create dependencies.
3. Provide scarce resources.
4. Satisfy strategic contingencies.

1.  Build coalitions and expand 
networks.

2. Assign loyal people to key positions.
3. Control decision premises.
4.  Enhance legitimacy and expertise.
5.  Make a direct appeal. 

1.  Create integration devices.
2.  Use confrontation and 

negotiation.
3.  Schedule intergroup 

consultation.
4.  Practise member rotation.
5.  Create shared mission and 

superordinate goals.

Tactics for Increasing Power
Four tactics for increasing power for the organization are as follows:

 1 Enter areas of high uncertainty. One source of departmental power is to cope with critical 
uncertainties.94 If department managers can identify key uncertainties and take steps to 
remove those uncertainties, the department’s power base will be enhanced. The contracting 
and legal teams in the NHS example above initially enhanced their power through prom-
ising to remove uncertainties with a tough negotiating strategy. In a manufacturing plant, 
uncertainties could arise from stoppages on an assembly line, from the quality demanded 
of a new product, or from the inability to predict a demand for new services. Once an 
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uncertainty is identified, the department can take action to cope with it. By their very 
nature, uncertain tasks will not be solved immediately. Trial and error will be needed, which 
is to the advantage of the department. The trial-and-error process provides experience and 
expertise that cannot easily be duplicated by other departments.

 2 Create dependencies. Dependencies are another source of power.95 When the organization 
depends on a department for information, materials, knowledge or skills, that department 
will hold power over others. This power can be increased by incurring obligations. Doing 
additional work that helps out other departments will obligate the other departments to 
respond at a future date. The power accumulated by creating a dependency can be used to 
resolve future disagreements in the department’s favour. An equally effective and related 
strategy is to reduce dependency on other departments by acquiring necessary information 
or skills. IT departments have created dependencies in many organizations because of the 
rapid changes in this area. Employees in other departments depend on the IT unit to master 
complex software programs, changing the use of the internet and other advances so that 
they will have the information they need to perform effectively.

 3 Provide scarce resources. Resources are always important to organizational survival. 
Departments that accumulate resources and provide them to an organization in the form of 
money, information or facilities will be powerful. University departments with the greatest 
power tend to be those that obtain external research funds for contributions to university 
overhead. Likewise, sales departments are powerful in industrial firms because they bring in 
financial resources.

 4 Satisfy strategic contingencies. The theory of strategic contingencies says that some ele-
ments in the external environment and within the organization are especially important for 
organizational success. A contingency could be a critical event, a task for which there are 
no substitutes, or a central task that is interdependent with many others in the organiza-
tion. An analysis of the organization and its changing environment will reveal strategic con-
tingencies. To the extent that contingencies are new or are not being satisfied, there is room 
for a department to move into those critical areas and increase its importance and power.

In summary, the allocation of power in an organization is not random. Power is the result of 
organizational processes that can be understood and to a degree predicted. The abilities to reduce 
uncertainty, increase dependency on one’s own department, obtain resources and cope with strate-
gic contingencies all enhance a department’s power.

Political Tactics for Using Power
The use of power in organizations requires both skill and willingness. Many decisions are made 
through political processes because rational decision processes do not fit. Uncertainty or disa-
greement is too high. Political tactics for using power to influence decision outcomes include the 
following:

 1 Build coalitions and expand networks. Coalition building means taking the time to talk 
with other managers to persuade them to your point of view.96 Most important decisions 
are made outside of formal meetings. Managers discuss issues with each other and reach 
agreement. Effective managers are those who huddle, meeting in groups of twos and threes 
to resolve key issues.97 Effective managers also build networks of relationships across 
hierarchical and functional boundaries. Networks can be expanded by (1) reaching out to 
establish contact with additional managers and (2) coopting dissenters. A research project 
found that the ability to build networks has a positive impact on both employees’ percep-
tion of a manager’s effectiveness and the ability of the manager to influence performance.98 
Establishing contact with additional managers means building good interpersonal rela-
tionships based on liking, trust and respect. Reliability and the motivation to work with, 
rather than exploit, others are part of both networking and coalition building.99 The second 
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approach to expanding networks, cooptation, is the act of bringing a dissenter into one’s 
network. One example of cooptation involved a university committee whose membership 
was based on promotion and tenure. Several professors who were critical of the tenure and 
promotion process were appointed to the committee. Once a part of the administrative pro-
cess, they could see the administrative point of view. Cooptation effectively brought them 
into the administrative network.100

 2 Assign loyal people to key positions. Another political tactic is to assign trusted and loyal 
people to key positions in the organization or department. Top managers as well as depart-
ment heads often use the hiring, transfer and promotion processes to place in key positions 
people who are sympathetic to the outcomes of the department, thus helping to achieve 
departmental goals.101 Top leaders frequently use this tactic, as we discussed earlier. How-
ever, this can backfire if people are chosen more for their loyalty than their capacities. For 
example, the Australian-born media baron, Rupert Murdoch, appointed his son James to 
senior positions within the News Corp. empire.102 Initially James Murdoch gained a repu-
tation as a savvy businessman with a mind of his own, but the wisdom of the appointment 
was later put into doubt as he was dragged into the phone hacking scandal that resulted in 
the closure of the company’s British tabloid The News of the World and numerous arrests 
of News Corp journalists. By 2012 James had been forced to resign from several key posi-
tions in the family media empire.103 Similarly, the sons of late British media mogul, Robert 
Maxwell, were in senior company positions when their father died mysteriously leaving 
behind a collapsing business empire. An inquiry found fourth son Kevin ‘bears a heavy 
responsibility in respect of many of the events leading to the business collapse’, which left 
hundreds of workers without company pensions.104 When he became CEO at US invest-
ment bank Merrill Lynch & Co., Stan O’Neal removed a whole generation of top talent 
and moved in other managers who supported his vision and goals for the organization. 
O’Neal was eventually forced to leave Merrill Lynch after the bank lost at least $3.7 billion 
in bad investments on sub-prime mortgages. The bank came close to failing and had to be 
taken over by the Bank of America to avoid bankruptcy.105, 106

 3 Control decision premises. To control decision premises means to constrain the boundaries 
of a decision. One technique is to choose or limit information provided to other managers. 
A common method is simply to put your department’s best foot forward, such as selec-
tively presenting favourable criteria. A variety of statistics can be assembled to support the 
departmental point of view. A university department that is growing rapidly and has a large 
number of students can make claims for additional resources by emphasizing its growth 
and large size. Such objective criteria do not always work, but they are a  valuable step.

Decision premises can be further influenced by limiting the decision process. Decisions 
can be influenced by the items put on an agenda for an important meeting or even by the 
sequence in which items are discussed.107 Items discussed last, when time is short and peo-
ple want to leave, will receive less attention than those discussed earlier. Calling attention to 
specific problems and suggesting alternatives also will affect outcomes. Stressing a specific 
problem to get it – rather than problems not relevant to your department – on the agenda is 
an example of agenda setting.

 4 Enhance legitimacy and expertise. Managers can exert the greatest influence in areas in which 
they have recognized legitimacy and expertise. If a request is within the task domain of a 
department and is consistent with the department’s vested interest, other departments will tend 
to comply. Members can also identify external consultants or other experts within the organ-
ization to support their cause.108 For example, a financial vice president in a large retail firm 
wanted to fire the director of HR management. She hired a consultant to evaluate the HR pro-
jects undertaken to date. A negative report from the consultant provided sufficient legitimacy 
to fire the director, who was replaced with a director loyal to the financial vice president.

 5 Make a direct appeal. If managers do not ask, they seldom receive. Political activity is 
effective only when goals and needs are made explicit so the organization can respond. 
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Managers should bargain aggressively and be persuasive. An assertive proposal may be 
accepted because other managers have no better alternatives. Moreover, an explicit pro-
posal will often receive favourable treatment because other alternatives are ambiguous and 
less well defined. Effective political behaviour requires sufficient forcefulness and risk tak-
ing to at least ask for what you need to achieve desired outcomes.

This chapter’s Bookmark 14.0 describes some basic psychological principles that under-
lie successful political influence tactics. Managers can use this understanding to assert influ-
ence and get things done within the organization. When managers ignore political tactics, 
they may find themselves failing without understanding why. This is partly the reason Tim 
Koogle failed to accomplish a key acquisition at Yahoo! (see the next In Practice case).ONLINE BRIEF 14.5

WWW

about what kind of a society we want to construct, 
and what types of organizations are needed in order 
to facilitate a more human-oriented society. In general, 
he believes that academia, which emphasizes the 
importance of a mythological ‘neutrality’, is less effec-
tive than civil society campaigners in identifying and 
rooting out the negative features of business activity.

Given the importance of organizations in many 
people’s lives, Parker explores whether they could 
play a more positive, holistic role if they were stripped 
of their managerialist focus on market efficiency. 
He speculates about the possibility of ‘orgunities’: 
organizations that would act as places of spiritual 
belonging and of productive enterprise. Of course, 
organizations are exclusive institutions with entry cri-
teria and the ever-present possibility of enforced exit. 
Thus, transferring citizenship to them from the univer-
sal level of the state could restrict rather than enhance 
freedoms, an issue Parker somewhat skates over.

Ultimately, Parker argues for ‘demanagerializa-
tion’ of society, so that the normative goals of organ-
izations would be as important as their ‘efficiency’, 
which is currently measured solely from the point of 
view of their success in generating profits. He calls for 
an expansion of grassroots, community level organi-
zations that would meet local needs, such as quality 
childcare and environmentally sustainable transpor-
tation. Rather than devoting themselves to a single 
corporate identity, people should be encouraged to 
nurture their multifaceted identities, through multiple 
and decentred community memberships.

Parker’s critique may seem radical and his solu-
tions Utopian. It is important, however, that we keep 
open the possibility for alternative ways of thinking 
about organizations and also that we are open to crit-
icism when organizations stray far from their ultimate 
purpose, which is to serve the needs of people.109

Against Management by Martin Parker, is published  
by Polity.

Have you read this book?

Against Management

BY MARTIN PARKER

Throughout this book we have talked about man-
agement as something that is inevitable and 

important, indeed pivotal in the life of organizations. 
Managers are presented as able to build a great 
organization, or lead an organization to ruin, depend-
ing on their capacities and their ability to select the 
right organization theory and design strategies. But 
actually, do managers really have as much power as 
we often imagine, and even if they do, is it desirable 
for the world to be ‘managed’?

In this provocative and influential book, Martin Parker 
takes aim at the idea that perfecting management is 
a desirable goal. He argues that managerialism is a 
dogmatic ideology, insisting that only markets run by 
professional managers can efficiently organize human 
interaction. In fact, the actual results of this system are 
often dehumanizing. He says ‘organizations are getting 
too big to be human’, they are offering an ‘increasingly 
homogenized set of choices for consumers’, and they 
have constructed a world in which the artifice of brands 
has become more important and more valuable than 
the products upon which the brand logo is applied.

Parker is critical of efforts to humanize managerial 
capitalism originating from within business schools. 
For example, he argues that the field of ‘business 
ethics’ when taught in business schools is a figleaf 
that covers up the need for a deeper political debate 

BOOKMARK 14.0
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Tactics for Enhancing Collaboration
Power and political tactics are important means for getting things done within organizations. 
Most organizations today have at least moderate inter-unit conflict. An additional approach 
in many organizations is to overcome conflict by stimulating cooperation and collaboration 
between departments to support the attainment of organizational goals. Tactics for enhancing 
 collaboration include the following:

 1 Create integration devices. As described in Chapter 4, teams, task forces and project man-
agers who span the boundaries between departments can be used as integration devices. 
Bringing together representatives from conflicting departments in joint problem- solving 
teams is an effective way to enhance collaboration because representatives learn to 
understand each other’s point of view.113 Sometimes a full-time integrator is assigned 
to achieve cooperation and collaboration by meeting with members of the respective 
departments and exchanging information. The integrator has to understand each group’s 
problems and must be able to move both groups towards a solution that is mutually 
acceptable.114

Teams and task forces reduce conflict and enhance cooperation because they inte-
grate people from different departments. Integration devices can also be used to enhance 
cooperation between labour and management, as the example of German-based car 
 manufacturer Volkswagen and union IG Metall demonstrates (the next In Practice box 
after Yahoo!).

CEO job, began courting co-founders Jerry Yang 
and David Filo. Eventually, he convinced them that 
the eBay culture was a poor fit with Yahoo!. With 
Koogle outnumbered, the deal fell apart. A for-
mer Yahoo! manager called it management by 
persuasion.

By failing to build a coalition, Koogle allowed 
Mallett to control this important decision. It’s only 
one example of several that ultimately led to Koogle 
being pushed out. Despite Mallett’s political moves, 
he was passed over for the top job in favour of 
an outsider, who board members felt could turn 
the struggling company around. Koogle took the 
decision to seek a new CEO calmly and blamed 
himself for not keeping a closer eye on Mallett.110 
However, Yahoo!’s performance continued to dis-
appoint and Mallett himself resigned not long after. 
Ten years later the company remains one of the big 
IT names, but sales have stagnated and Yahoo! has 
never achieved the predominant position its early 
successes suggested. In 2012 the company hired 
former Google executive, Merissa Meyer as CEO, 
hoping to import some of Google Inc’s. market lead-
ing gold dust. Meyer stepped down in 2017 with the 
sale of Yahoo!’s internet business to Verizon, while 
the remainder of the Yahoo! business was renamed 
Altaba. Inc.111, 112

Yahoo!

In late March 2000,Yahoo! began negotiating to 
buy online auction leader eBay Inc. Tim Koogle, 

Yahoo!’s CEO at the time, was fully in support of 
the deal, believing it would enable the company to 
beef up its e-commerce revenues and bring needed 
new blood to the increasingly insular Yahoo! culture. 
But the deal never happened, and while Yahoo!’s 
fortunes flagged, eBay’s revenues and net income 
continued to climb.

What happened? Jeffrey Mallett, Yahoo!’s pres-
ident, opposed the acquisition of eBay, and he 
used political tactics to quash it. Koogle had always 
been a consensus-style manager. He believed the 
top leaders would debate the pros and cons of 
the acquisition and arrive at the best decision. In 
addition, he felt sure the merits of the eBay deal 
would ultimately win the day. But Mallett, who 
insiders say was already angling to take over the 

IN PRACTICE
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Labour–management teams, which are designed to increase worker participation and 
provide a cooperative model for solving union–management problems, are used at many 
companies throughout the world. For example, in 2006, Transnet, the South African state 
company responsible for the country’s national airline, railways and ports, set up teams 
with the industries’ main trade unions in order to work out a restructuring plan that would 
meet the needs of the country, company, workers and transport users.115

 2 Use confrontation and negotiation. Confrontation occurs when parties in conflict 
directly engage one another and try to work out their differences. Negotiation is 
the bargaining process that often occurs during confrontation and that enables the 
parties to systematically reach a solution. These techniques bring appointed represent-
atives from the departments together to work out a serious dispute. For example, in 
2006 and 2007, Chilean copper miners were engaged in disputes with their employer, 
Codelco, over wages and labour conditions, which they eventually resolved after tough 
negotiations.116, 117

Confrontation and negotiation involve some risk. There is no guarantee that discus-
sions will focus on a conflict or that emotions will not get out of hand. However, if mem-
bers are able to resolve the conflict on the basis of face-to-face discussions, they will find 
new respect for each other, and future collaboration becomes easier. The beginnings of rela-
tively permanent attitude change are possible through direct negotiation.

Confrontation and negotiation are more likely to be successful when managers engage 
in a win–win strategy. Win–win means both sides adopt a positive attitude and strive to 
resolve the conflict in a way that will benefit each other.118 If the negotiations deteriorate 
into a strictly win–lose strategy (each group wants to defeat the other), the confrontation 
will usually be ineffective. The differences between win–win and win–lose strategies of 
negotiation are shown in Exhibit 14.7. With a win–win strategy – which includes defining 
the problem as mutual, communicating openly and avoiding threats – understanding can be 
changed while the dispute is resolved.

One type of negotiation, used to resolve a disagreement between workers and manage-
ment, is referred to as collective bargaining. The bargaining process is usually accomplished 
through a union and results in an agreement that specifies each party’s responsibilities for 
the next several years, as with the contract between VW and IG Metall (see next In Practice 
box).

 3 Schedule intergroup consultation. When conflict is intense and enduring, and department 
members are suspicious and uncooperative, top managers may intervene as third parties to 
help resolve the conflict or bring in third-party consultants from outside the organization.119 
This process, sometimes called workplace mediation, is a strong intervention to reduce 
conflict because it involves bringing the disputing parties together and allowing each side to 
present its version of the situation. The technique has been developed by such psychologists 
as Robert Blake, Jane Mouton and Richard Walton.120

Department members attend a workshop, which may last for several days, away from 
day-to-day work problems. This approach is similar to the organization development 
(OD) approach described in Chapter 12. The conflicting groups are separated, and each 
group is invited to discuss and make a list of its perceptions of itself and the other group. 
Group representatives publicly share these perceptions, and together the groups discuss 
the results.

Intergroup consultation can be quite demanding for everyone involved. Although it is 
fairly easy to have conflicting groups list perceptions and identify discrepancies, exploring 
their differences face-to-face and agreeing to change is more difficult. If handled correctly, 
these sessions can help department employees understand each other much better and lead 
to improved attitudes and better working relationships for years to come.
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EXHIBIT 14.7 Negotiating Strategies

Win–Win Strategy Win–Lose Strategy

1.  Define the conflict as a mutual problem.
2.  Pursue joint outcomes.
3.  Find creative agreements that satisfy both 

groups.
4.  Be open, honest and accurate in 

communicating the group’s needs, goals and 
proposals.

5.  Avoid threats (to reduce the other’s 
defensiveness).

6.  Communicate flexibility of position.

1. Define the problem as a win–lose situation.
2. Pursue own group’s outcomes.
3. Force the other group into submission.

4.  Be deceitful, inaccurate and misleading in 
communicating the group’s needs, goals and 
proposals.

5. Use threats (to force submission).

6.  Communicate strong commitment (rigidity) regarding 
one’s position.

Source: Adapted from David W. Johnson and Frank P. Johnson, Joining Together: Group Theory and Group Skills (Englewood Cliffs, NJ: Prentice-Hall, 
1975), 182–183.

 4 Practice member rotation. Rotation means that individuals from one department can be≈asked to work 
in another department on a temporary or permanent basis. The advantage is that individuals become 
submerged in the values, attitudes, problems and goals of the other department. In addition, individuals 
can explain the problems and goals of their original departments to their new colleagues. This enables 
a frank, accurate exchange of views and information. Rotation works slowly to reduce conflict but is 
very effective for changing the underlying attitudes and perceptions that promote conflict.121

 5 Create shared mission and superordinate goals. Another strategy is for top management to create a 
shared mission and establish superordinate goals that require cooperation between departments.122 
Studies have shown that when employees from different departments see that their goals are linked 
together, they will openly share resources and information.123 To be effective, superordinate goals 
must be substantial, and employees must be granted the time and incentives to work cooperatively 
in pursuit of the superordinate goals rather than departmental subgoals.

partnerships has been at the carmaker Volkswagen, 
the world’s second largest carmaker.

Like other major carmakers, Volkswagen has 
gone through a series of highs and lows, depend-
ing on the strength of the company’s product offer, 
as well as competitors’ strategies. In contrast with 
other European car companies which have tended 
to engage in mass layoffs, VW has usually been able 
to agree on less radical measures with IG Metall, the 
major union representing most German VW work-
ers. For example, when the company came close 
to bankruptcy in 1993 and 1994, workers agreed 
on a package of reduced salaries and short-hours 
working in order to save costs. Again, in 2004, as 
VW attempted to restructure in order to respond to 
heightened competition from Asian carmakers, the 

Volkswagen and IG Metall

Germany has risen from catastrophic defeat in 
the Second World War to become Europe’s 

pre- eminent manufacturing centre. This success 
is built on a unique system of labour–management 
cooperation called codetermination in which workers 
are entitled to significant representation in company 
 decision-making processes. One of the strongest 

IN PRACTICE
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Summary and Interpretation
The central message of this chapter is that conflict, power and politics are endemic to organizing. 
Differences in goals, backgrounds and tasks can throw groups into conflict. Managers use power 
and politics to manage and resolve conflict. Two views of organization were presented. The 
rational model of organization assumes that organizations have specific goals and that problems 
can be logically solved. The other view, the political model of organization, is the basis for much 
of the chapter. This view assumes that the goals of an organization are not specific or agreed 
upon. Departments have different values and interests, so managers come into conflict. Decisions 
are made on the basis of power and political influence. Bargaining, negotiation, persuasion and 
coalition building decide outcomes.

The chapter also discussed the vertical and horizontal sources of power. Vertical sources of 
power include formal position, resources, control of decision premises and network centrality. 
In general, managers at the top of the organizational hierarchy wield more power than people 
at lower levels. However, positions all along the hierarchy can be designed to increase the power 
of employees. As organizations face increased competition and environmental uncertainty, top 
executives are finding that empowering middle managers and lower-level employees can help 
the organization be more competitive. Research into horizontal power processes has revealed 
that certain characteristics make some departments more powerful than others. Factors such as 
dependency, resources and non-substitutability determine the influence of departments.

Managers can use political tactics such as coalition building, expanded networks and control 
of decision premises. Tactics for enhancing collaboration include integration devices, confronta-
tion and negotiation, intergroup consultation, member rotation and shared mission and superor-
dinate goals.

union was able to agree on a pay freeze in return for 
seven years’ job security.

Beginning in the 1980s, Volkswagen has 
acquired a number of foreign carmakers, including 
Spain’s SEAT, and Skoda from the Czech Republic. 
VW workers worried that their jobs would be at risk 
given these countries’ lower labour costs. However, 
the company and union agreed on setting up first 
a European Works Council including representation 
from workers and management across the com-
pany’s European plants, and then a World Works 
Council including representation from the com-
pany’s plants overseas, including in Latin America 
where VW is a major player. The international works 
councils have not removed all frictions between 
management and workers over attempts to reduce 

costs by moving production to lower wage coun-
tries, but Volkswagen has maintained a much higher 
proportion of its manufacturing capacity within Ger-
many and other high wage European countries than 
is the case for many other companies.

The cooperative approach is constantly under 
threat, however, given globalization and pressures 
to lower costs. In 2009, Porsche, traditionally much 
less sympathetic to unions, took effective control of 
Volkswagen, although through 2013 the new man-
agement and IG Metall were able to hammer out 
collective agreements covering wages and benefits 
giving small pay rises up to 2015. There will be further 
tests of the union-management relationship in light of 
the financial hit the company has taken in the 2015 
emissions scandal.124
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Discussion Questions
1 Give an example from your personal experience 

of how differences in tasks, personal back-
ground and training lead to conflict between 
groups. How might task interdependence have 
influenced that conflict?

2 A noted expert on organizations said that some 
conflict is beneficial to organizations. Discuss.

3 In a rapidly changing organization, are decisions 
more likely to be made using the rational or polit-
ical model of organization? Discuss.

4 What is the difference between power and 
authority? Is it possible for a person to have 
formal authority but to exercise little power? 
Discuss.

5 In Exhibit 14.4, R&D has greater power in com-
pany B than in the other firms. Discuss possible 
strategic contingencies that give R&D greater 
power in this firm.

6 State University X receives 90 per cent of its 
financial resources from the state and is over-
crowded with students. It is trying to pass 
regulations to limit student enrolment. Private 
University Y receives 90 per cent of its income 
from student tuition and has barely enough stu-
dents to make ends meet. It is actively recruiting 
students for next year. In which university will 

students have greater power? What implications 
will this have for professors and administrators? 
Discuss.

7 A bookkeeper at HealthSouth Corp., which is 
currently embroiled in a financial scandal, tried 
for several years to expose fraud in the organi-
zation’s accounting department, but he couldn’t 
get anyone to pay attention to his claims. How 
would you evaluate this employee’s power? 
What might he have done to increase his power 
and call notice to the ethical and legal problems 
at the firm?

8 The engineering college at a major university 
brings in three times as much in government 
research funding as the rest of the university 
combined. Engineering appears wealthy and 
has many professors on full-time research 
status. Yet, when internal research funds are 
allocated, engineering gets a larger share of 
the money, even though it already has substan-
tial external research funds. Why would this 
happen?

9 Which do you believe would have a greater long-
term impact on changing employee attitudes 
towards increased collaboration – intergroup 
consultation or confrontation and negotiation? 
Discuss.

authority
centrality
collective bargaining
competition
confrontation
coping with uncertainty
decision premises
dependency

domains of political 
activity

financial resources
intergroup conflict
labour–management 

teams
negotiation
network centrality

non-substitutability
political model
political tactics for using 

power
power
power sources
rational model

sources of intergroup 
conflict

strategic contingencies
tactics for enhancing 

collaboration
tactics for increasing 

power

KEY CONCEPTS
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Chapter 14 Workbook How Do You Handle Conflict?
Think about how you typically handle a dispute with a team member, friend, or co-worker, and then answer 
the following statements based on whether they are True or False for you. There are no right or wrong 
answers, so answer honestly.

Mostly  
False

Mostly 
True

1. I feel that differences are not worth arguing about.

2. I would avoid a person who wants to discuss a disagreement.

3. I would rather keep my views to myself than argue.

4. I typically avoid taking positions that create a dispute.

5. I try hard to win my position.

6. I strongly assert my opinion in a disagreement.

7. I raise my voice to get other people to accept my position.

8. I stand firm in expressing my viewpoint.

9. I give in a little if other people do the same.

10. I will split the difference to reach an agreement.

11. I offer trade-offs to reach a solution.

12. I give up some points in exchange for others.

13. I don’t want to hurt others’ feelings.

14. I am quick to agree when someone I am arguing with makes a 
good point.

15. I try to smooth over disagreements by minimizing their  
seriousness.

16. I want to be considerate of other people’s emotions.

17. I suggest a solution that includes the other person’s point of view.

18. I combine arguments into a new solution from ideas raised in the 
dispute.

19. I try to include the other person’s ideas to create a solution they  
will accept.

20. I assess the merits of other viewpoints as equal to my own.

Scoring and interpretation: Five categories of conflict-handling strategies are measured by these 20 ques-
tions: avoiding, dominating, bargaining, accommodating and collaborating. These five strategies reflect differ-
ent levels of personal desire for assertiveness or cooperation. The higher your score for a strategy, the more 
likely that is your preferred conflict-handling approach. A lower score suggests you probably do not use that 
approach.

Dominating Style (my way) reflects a high degree of assertiveness to get one’s own way and fulfil one’s self- 
interest. Add one point for each Mostly True for items 5-8: .

Accommodating Style (your way) reflects a high degree of cooperativeness and a desire to oblige or help 
 others as most important. Add one point for each Mostly True for items 13-16: .

Avoiding Style (no way) reflects neither assertiveness nor cooperativeness, which means that conflict is 
avoided whenever possible. Add one point for each Mostly True for items 1-4: .
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Bargaining Style (half way) reflects a tendency to meet half way by using a moderate amount of both 
 assertiveness and cooperativeness. Add one for each Mostly True for items 9-12: .

Collaborating Style (our way) reflects a high degree of both assertiveness and cooperativeness to meet the 
needs of both parties. Add one for each Mostly True for items 17-20: .

Questions
1 Which strategy do you find easiest to use? Most difficult?

2 How would your answers change if the other party to the conflict was a friend, family member or 
co-worker?

3 How do you feel about your approach to handling conflict? What changes would you like to make?

Closing Tuatech Web 
Design
By Craig Prichard, Department of Management, 
Massey University, Palmerston North,  
New Zealand

Tuatech is a software company based in Auckland, 
New Zealand, with a global reputation in computer 

graphics. The firm was founded in the mid-1990s 
by two software engineers and a technology man-
ager. The technology manager brought with him to 
the new firm a successful website design and devel-
opment practice. In Tuatech’s early years the web 
design business was highly profitable and provided 
much of the early capital for software development. 
Since then the website design and hosting business 
has lost ground to larger and more specialized web 
agencies. The company’s software products have, 
meanwhile, received international acclaim and signif-
icant licensing contracts have been signed with global 
software houses. In mid-2006 the former technology 
manager, who had overseen the company’s opera-
tions, including its web design office, sold his share 
of the business to the two other directors and retired. 
In response the directors promoted the company’s 
web sales person to the post of web design unit man-
ager. This new manager struggled to adjust to his 
new role. He continued to book work for the design 
team but conflicts erupted between himself and some 

members of the unit’s six staff (four developers, a 
graphic designer and a part-time trainer). The per-
formance of the web design group plummeted. The 
manager resigned abruptly in the midst of these diffi-
culties. Realizing that they were out of their depth, the 
company’s two directors successfully advertised and 
appointed both a new manager for the web design 
business, Radha Singh, and a new general manager 
for the firm, Sam Little. Both new managers started 
work on the same day.

Sam worked previously as a technology services 
manager for a large public sector organization. He was 
determined to make a success of his work with the 
much smaller but highly regarded Tuatech. Before he 
started work he developed, for his own use, an analy-
sis and plans for the firm that included notes on how he 
might deal with the web design unit. Sam identified sig-
nificant weaknesses in the performance of the design 
group – for which Radha was to become responsi-
ble. In the first two weeks on the job he put a lot of 
time into getting to know and supporting Radha. He 
then introduced Radha to the owners of another web 
design company in the local area, Mana Web Design, 
whom he knew were looking for new staff. Sam also 
discussed whether Mana Web Design would be able 
to take on any new work that Tuatech’s web design 
office received – the firm was enthusiastic. Two weeks 
later Sam met with Tuatech’s two directors for their reg-
ular monthly meeting. At that meeting Sam announced 
that Radha had resigned her position as manager of 
the firm’s web design studio and taken a position with 
Mana Web Design. The directors were surprised.

‘Really, she’s gone?’ said Brendon.

CASE FOR ANALYSIS 14.1

A number of details of the case have been changed to protect both the identity of the firm and those involved.
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‘Yes, unfortunately. She left yesterday’, replied Sam.
‘Oh, dear! Just a month in the job’, said Peter, 

Tuatech’s other director. ‘Those guys can be trouble. 
Is Haiden up to his old tricks, then?’

‘It’s complicated’, said Sam. ‘Gender differences, 
cultural background. As you know Radha’s a recent 
migrant. She struggled with some of our less endear-
ing local customs. She tried to get on with the staff, 
they might have overwhelmed her a bit; I offered some 
ideas but didn’t want to meddle too much.’

Brendon interrupted: ‘What concerns me right 
now are all these complaints from customers the web 
group has been accumulating. Everything is running 
late, they have promised a heap and delivered next to 
nothing, and do we also have some cash flow prob-
lems as well?’

‘Yes’, said Sam. ‘There’s some urgency there.’
Sam followed up: ‘I’ve done some analysis using a 

systems approach I picked up a little while back. We 
seem to have three options: battle through, appoint 
another manager or shut the unit down. I’d like to run 
over the analysis and then perhaps we could agree 
a final decision late next week. In the meantime I 
need to meet the design group, let them know we are 
considering options, and get their input – they might 
have some good ideas! Also I’m going to get some 
advice from a local HR consultant about restructuring 
and redundancy – just so that we don’t get into hot 
water.’

Under New Zealand employment law any efforts 
by managers or owners to make changes to employ-
ees’ jobs and work arrangements must be discussed 
with those potentially affected by these changes 
BEFORE formal decisions are made. Sam’s move 
to discuss the options, but not the final decision, 
with the directors, and then to hold formal meetings 
with employees over the issue, is in line with these 
provisions.

After his meeting with the directors Sam sent indi-
vidual letters about the first meeting to all the mem-
bers of the web design team. Present at the Monday 
meeting were the developers (Haiden, Chandra, Jin 

and Reese), the graphic artist (Jen) and the trainer 
(Georgia). Sam took along Janine, the directors’ sec-
retary, to take notes. When he and Janine entered the 
room the design staff were sitting in silence.

Haiden suddenly stood up, smiling. ‘And here 
comes our new boss’, he said. ‘Can we have a big 
round of applause for Sam, the saviour of Tuatech 
web design and development, hip hip hooray!’ The 
design team turned and watched Sam and Janine 
walk towards them and sit at the large table around 
which they had gathered.

‘Thanks, Haiden’, said Sam, unfazed at the sar-
casm. ‘I’ll get straight to it’.

Sam told the group that there had been a signif-
icant decline in the number of new web design and 
support customers and a reduction in the number of 
new initiatives from existing customers. In response 
the directors were reluctant to continue financing the 
deficit in this operation and were considering making 
positions in the web services group redundant. How-
ever, the directors were very keen to hear any options 
and suggestions the web group could table.

Each of the meetings with the web group was dif-
ficult and heated at times as tempers flared. The clo-
sure process took 18 months to run its course and 
concluded in mid-2008 with two redundancies. Dur-
ing that period three of the web design team moved 
to Mana Web Design where they work with Radha as 
their manager.

Case Questions

1 Do you think the decision to shut down the unit 
was handled well?

2 Radha’s departure from Tuatech seems to have 
been a pivotal moment. Why did Tuatech’s web 
design unit perform poorly when Radha managed 
it, while she seemed to be successful in the same 
position at Manha Web Design?

3 Are there lessons for Tuatech in this case study 
that it should apply to other departments within 
the company?
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Selecting a New Dean for a 
University Faculty
By Tuomo Peltonen, University of Oulu, Finland

Veijo Karhila is sitting in his professorial office. He 
has to make a difficult decision whether to run 

for the dean of the faculty of economics at the Lake-
side University. Things have escalated quickly since 
his colleague Kari Miettinen was chosen as the new 
vice-rector for the whole university. Miettinen had 
acted as the dean of the faculty for many years and 
now has to step down because it is not acceptable 
to hold a double position in the university hierarchy. 
In fact, Miettinen has been the only dean the faculty 
has had since its inauguration about ten years ago. 
He was recently elected for another three-year post 
as the other professors were reluctant to take the 
task, fearing the responsibilities it carries with it. But 
now the situation has changed. Veijo Karhila knows 
that he and the rest of the marketing department will 
not accept Matti Virtanen, a colleague from econom-
ics, to be selected as the new dean. Yet, running for 
the post means that he has to engage with the other 
groups of the faculty to secure the required support. 
Becoming a dean would mean a farewell to the life of 
a regular department professor and a new challenge 
in an administrative task. At the same time he knows 
that, in reality, as the head of the largest department 
he has no other option but to run for the leadership of 
the faculty.

Lakeside is a relatively large university in the middle 
of Finland. It is governed in a similar way to all the 
other Finnish universities, namely by a combination 
of bureaucracy and representative democracy. The 
university is composed of faculties, which all have a 
faculty council that is formally charged with making 
most of the administrative decisions. Some operative 
issues such as the grading of dissertations are han-
dled at the departmental level. In addition, there is a 
university board that decides on the overall strategy 
of the organization. The university board is chaired by 
the rector of the university, who is normally a tenured 
professor. Typical of the Finnish system is the absence 

of professional managers in the governing bodies. The 
faculty council consists of representatives of different 
employee groups, who participate as elected officials 
in the decision-making. Thus, for example, the dean 
of the faculty, one of the tenured professors, works 
in a position of trust rather than in a dedicated mana-
gerial position. Faculty council consists of three seg-
ments representing three different personnel groups: 
professors, other faculty staff and students. Members 
are elected democratically among each group rep-
resented in the council. Professors have the biggest 
single number of seats in each council but they do 
not have the majority, meaning that for controversial 
issues there is a need to build coalitions across three 
representative groups.

The faculty of economics is the smallest of the five 
faculties within the Lakeside University. It is organized 
into four departments: economics, accounting, man-
agement and marketing. Professor of Economics, Kari 
Miettinen, has been the head of the faculty for some 
ten years. He is also the oldest of the tenured pro-
fessors. In recent years, the economics department 
has been suffering from a loss of students at the same 
time as accounting and marketing have grown in size. 
Marketing makes up almost half of the faculty in terms 
of number of staff. The management department is 
a more fragmented unit, where several miniature dis-
ciplines are organized into an administrative whole. 
There is an informal division between different disci-
plines that reflects their methodological and scientific 
preferences: economics, accounting and finance, all 
based on quantitative research approaches, reside on 
the second floor whereas more qualitatively oriented 
marketing and management occupy the third floor. Yet 
at the same time there are differences between indi-
vidual subject areas within each floor that in turn illus-
trate substantial divergences in orientations towards 
research and teaching. Marketing and accounting are 
for example more practice oriented than economics, 
which tends to focus on broader macroeconomic 
issues and methodology. However, despite these  
divisions the faculty was enjoying a relatively stable 
working climate. Difficult issues were normally nego-
tiated before they were allowed to escalate into visible 
conflicts. The dean exerted his leadership in ques-
tions that required conciliation between diverging 
interests.

CASE FOR ANALYSIS 14.2
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Things started to roll when Dean Kari Miettinen 
was chosen as the vice-rector of the university. He 
had to step down from the office of the faculty dean, 
leaving the rest of the staff a couple of weeks to fill 
the position. Quite soon, Matti Virtanen, another pro-
fessor from economics, announced his willingness to 
run for deanship. Virtanen was known to be close to 
Dean Miettinen, both professionally and socially. This 
announcement was met with a response from the 
marketing department that they would not accept a 
situation where both vice-rector, still influential in his 
new role, and the new dean, would represent eco-
nomics and the quantitative disciplines. Professors 
from the management department were also reluctant 
to accept Virtanen as the new dean, fearing that a 
bias in decision-making would result.

However, despite opposition from the market-
ing discipline, Veijo Karhila, the head of the market-
ing department, was not keen to run for deanship 
because of his other ongoing projects and commit-
ments. At the same time it was he who would be the 
obvious counter-candidate for Virtanen. It took some 
time for Karhila to make up his mind about the candi-
dacy. As he hesitated, his colleagues at the manage-
ment department made an effort to try to convince 
him that his candidacy was needed. Only after one of 
the professors indicated that unless Karhila stood for 
office, he would be running instead, Karhila made up 
his mind and announced that he would be running for 
deanship.

Important decisions were normally primed before 
the faculty council sessions in an informal meeting 
of professors. The routine was to form a consensus 
around an issue that was then pursued in the formal 
council sessions so as to avoid unnecessary conflict. 
This time there was no consensus in the meeting. 
Both Matti Virtanen and Veijo Karhila insisted on stay-
ing as candidates for the post. They both assured 
everyone that they had the needed support from 
the faculty council members. The meeting ended 
without any solution to the competition between 
the rival candidates and their support groups. The 
atmosphere was becoming increasingly tense as 
the faculty began dividing into two opposing camps 
each supporting the different agenda of each of the 
candidates.

At this point, the coalition behind Veijo Karhila acti-
vated. Virtanen had a group of supporters in the faculty 

council. They would probably vote for him. However, 
there were a number of uncertain members, includ-
ing professors and students, who had not decided on 
who to vote for. Management department professors, 
keen to support the runner from the marketing depart-
ment, started lobbying individual council members 
who had been relatively neutral in many other issues, 
propagated openly for Karhila. Some hesitating pro-
fessors were persuaded to support Karhila. The main 
argument was that selecting Virtanen would lead to a 
power imbalance in favour of a small clique that did not 
represent the collective will of the faculty.

It soon became evident that the students would 
hold the balance of power in the selection. Student 
members come from different disciplines but they also 
represent the more general student voice in matters 
related to teaching and the treatment of students by 
the staff. Some of the students were hesitant about 
who to promote. They had been satisfied with the 
current dean who was seen to be easy to access. 
Students would have liked to see the same trend con-
tinue with the new dean. In this sense, Virtanen would 
be an attractive candidate. Karhila, instead, was 
viewed as somewhat less student-friendly although 
his accomplishments in the development of the fac-
ulty were widely appreciated.

With Karhila being limited in his negotiating power 
with the students, a management department profes-
sor turned directly to one of the student members of 
the council he knew. The student was in a key posi-
tion as an active member of the student union. The 
management department professor expressed the 
fears among the faculty that the selection of Virtanen 
would mean a fracture in the harmonious relations 
between the different departments within the faculty. 
Karhila would bring stability. In addition to talking 
directly to a student, supporters of Karhila asked a 
former colleague of theirs to make an additional plea 
to the student. The former colleague and the key stu-
dent were kinsfolk.

There was also a series of manoeuvres on the 
other side. Virtanen had contacted several council 
members to talk about his potential support in case 
of a ballot. He was especially active among some of 
the members representing the non-professorial staff in 
the second group. The group consisted of  lecturers 
and administrative faculty members. Many of these 
were in support of Virtanen who they viewed as 
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more impartial than Karhila, who was in the eyes of 
many a slightly authoritarian leader. Non-professorial  
staff work under the supervision of professors, and it is 
the nature of this hierarchical relationship that affects 
the way in which professors are evaluated as leaders. 
 Virtanen and his supporters wanted to see faculty 
being run on the basis of jointly agreed rules and reg-
ulations rather than on the whims of a few professors 
each pursuing their own narrow academic and disci-
plinary agenda. There were also concerns about the 
marketing department taking over other departments 
on the issues related to the contents of research 
and teaching as well as in how academic work was 
to be organized in the faculty. Some older lecturers 
in particular were afraid of the possible restructurings 
that would make them obsolete, as new degree pro-
grammes would be introduced to replace the tradi-
tional curricula.

Karhila and his coalition, instead, perceived 
 Virtanen and his supporters as defenders of their own 
vulnerable position. They thought that the oppos-
ing group was on the losing side as the faculty was 
evolving from an economics department into a mod-
ern business school. In their eyes, the rival group just 
wanted to use bureaucratic rules and regulations to 
delay the reforms that were in any way necessary 
in the near future. There was, for example, a wide-
spread belief that Virtanen was running for deanship 
to be able to retreat from the departmental or opera-
tive problems looming ahead. The group itself wanted 
to emphasize the freedom of academic research in 
the face of what was seen as an intensifying bureau-
cratization of university life. Some also perceived the 
tendency to lean on the formal administrative princi-
ples as an attempt to control those academics that 
were active in consulting, management education and 
other extra-departmental tasks.

Then the council meeting day came. There was 
a lot of tension in the air as the two candidates pre-
sented themselves. Both had prepared a short formal 
programme speech outlining how they would develop 
faculty. Brief discussion was followed by a ballot. The 
votes were counted and with a slight surprise in his 
face, the administrative clerk announced the result. 
Karhila had received eight votes and Virtanen five, 

meaning that Karhila was elected as the new dean 
of the faculty. As the meeting dissembled, many 
open questions were left in the air. The supporters 
of  Virtanen were baffled with the result. They noticed 
that some of the regular student members were miss-
ing and deputy members had been called to par-
ticipate in the meeting. Perhaps there was a secret 
conspiracy between the students and the coalition 
that had turned the result in favour of Karhila. Sus-
picions of foul play abounded. Similarly, the support-
ers of the new dean reflected later on the events of 
the day, sharing their feelings about the ideas of the 
opposing camp. The coalition was particularly diso-
riented about the way in which Virtanen displayed his 
eagerness to move from a faculty job to a full-time 
administrative position. This confirmed to them the 
belief that  Virtanen was not defending the interests of 
the faculty as a whole. They were convinced that the 
right candidate had won.

As the Election Day came to a close, many were 
wondering about what exactly had happened dur-
ing the preceding weeks. How was it possible that 
a smallish university unit was suddenly transformed 
into a battleground between opposing viewpoints 
and groups? And how were the participants of this 
political drama to go on in their daily work now, as 
the illusion of unity was so severely broken? Nobody 
knew just how the workplace would function after 
the dust settled and life at the faculty would return 
to business as usual. One thing was sure: these 
divides would affect the relationships between indi-
vidual members of the faculty community for years 
to come.

Case Questions

1 How would you explain the emergence of division 
in the case organization? What were the back-
ground social and cultural structures accounting 
for the appearance of different interest groups 
within the faculty?

2 What kinds of political tactics did the different 
interest groups pursue in order to influence fac-
ulty council decision-making? How would you 
describe the effectiveness of various tactics used?
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1.0

Hannah got used to this lifestyle, learned languages 
quickly, and was particularly fascinated with Middle East-
ern cultures. The beauty of Damascus with the strong 
bazaar colours and smells, the strange sizzling noises 
at the Dead Sea and the beautiful ruins of Karnak Tem-
ple in Luxor sparked an interest in her. This is where she 
would live when she was an adult, she decided. When 
her parents retired to a quiet life back on the Old Planta-
tion, Hannah went to Cologne, Germany, to study phar-
maceutical chemistry. At a student party in 2004, she 
met her later husband, Philip, and their future business 
partner, Ali, who studied engineering and management.

Ali Turani (* 02 April 1984 in 
Tehran, Iran)
Ali grew up with the traditional Persian values. He was 
also very interested in everything Western. When in 
1994, the opportunity arose to stay with a distant uncle 
in Germany, his parents gave him as much money and 
jewellery as they could spare and sent their only son to 
study, knowing he’d come back and bring new knowl-
edge to help his country later. Ali learned German easily, 
soaked up all the information like a sponge, and con-
cluded German high school with honours. He worked 
in a Persian restaurant to earn his living and took up 
internships where he could. With very structured days, 
he knew exactly when to study, work, enjoy culture. As 
a Shiite, he did not consume alcohol and was always a 
role model for his fellow students. It was tough for Philip 
to convince his friend to join the party in the first place.

This case study is fictional for educational purposes. 
All people except President Rouhani are fictional; 
RojaAHP is also fictional. Any likeness to persons or 
organizations is purely coincidental.

Hannah woke up with a start that morning in September 
of 2016, convinced she’d slept in. She had to get up, get 
ready, meet the Abdarschi, find a taxi, make it to town 
and all of that in just … wait – only 5am? She sighed 
and placed her head back on the linen sheet she used to 
fend off some of the night heat. In the last five years, the 
one thing she had not gotten used to was the heat.

Hannah Williams  
(*14 October 1984 in  
Al Fashir, Sudan)
Born to US parents, a general logistician and a nurse 
who both worked for Doctors Without Borders, Hannah 
Williams was more of a miracle than anything else, said 
her grandmother Dotty: ‘Your parents always met so 
briefly. He clearly heard my wish for another little one 
in the family to whom I could tend’. Hannah grew up 
with Dotty in her Old Plantation house in  Kentucky, and 
until she turned 5, she only saw her mum and dad on 
special occasions. One dismal day in 1989, her world 
turned into a whirlwind that has not stopped since. 
Dotty died, and her mother showed up to homeschool 
her while working part-time in the field. They lived in for-
eign countries on 9-12 month assignments. (MSF UF, 
2016)

IntegratIve Case 1.0

Luxurious Goat Milk Products: 
Working with Local Culture –  
RojaAHP 

Kim Maya sutton
Jade Hochschule Wilhelmshaven, Germany
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It was clear from the beginning that RojaAHP 

would tolerate no child labour or animal test-
ing; instead, they would provide a safe place 
for women to work. Their long-term goal was 
to also provide on-site childcare facilities so that women 
would have an easy time finding employment with them 
while not having to worry about their offspring. Workers 
in Iran receive wages of about 10 mio Rial (something 
like 300 euros) per month; the other employees would be 
paid around 60 mio Rial per month. 

Hannah read in a German newspaper in 2010 that 
women in Tehran spend US$2 billion on cosmetics. 
Some institute had found out that women spend 
1 per cent of their monthly income and even Iranian 
men use anti-age creams, expensive aftershaves and 
face masks (Borgstede 2010).

They decided to set up their headquarter in Isfahan, in 
an abandoned factory Ali was hoping to buy for very little 
money. A distant uncle had connections to the previous 
owner. Apart from very few expected local sales, they’d 
transport their luxurious goods with trucks to Tehran and 
distribute via local perfumeries, stores and hotels. Once 
possible, they would expand and export to the Nether-
lands, Germany and the UK.

2011
February
Hannah was so excited. She was finally here, in Tehran!  
Her parents had left her the Old Plantation and her 
lawyer had secured a fine deal when he sold it to some 
celebrity. With high spirits and only a suitcase with the 
bare necessities, she strode out of Tehran Mehrabad 
Airport. She pulled the hijab somewhat tighter around 
her face, holding it with one hand. Ali had warned her 
not to wear it too loosely. Suddenly, two women with 
chador approached her from a small group of people 
and addressed her; while she turned to look at them, 
her hijab came loose and a blond wisp of hair escaped. 
One of the women inhaled sharply and her tone turned 
sharp. In her life, Hannah had learned several bits of 
several languages, but this fast, guttural Farsi made 
no sense to her. She responded in slow, regulated 
American, ‘I am sorry but I do not understand you? My 
name is Hannah Williams. I am an American!’ When 
the old woman stared at her, it occurred to Hannah 
that she was in trouble. Her attire was not suitable 
enough, her voice sounded frantic, and thus probably 
cheeky, and she had promptly forgotten any Farsi Ali 
had taught her.

Philip Albers (*12 March 1982 
in Cologne, Germany)
His mother a publisher and his father a forensic  doctor, 
Philip followed in his father’s admiration for Ernest 
 Hemingway’s writings. His dream was to become a cor-
respondent in troubled areas, war-torn countries, and to 
help with his journalistic work. Let the world know what 
was really happening! 

When he met Hannah, that dream was pushed into a 
corner by his desire to marry this outstanding exuberant 
woman, to move around the world with her and take any 
writing assignment that presented itself. 

The Trio
Hannah finished her Master of Science in Pharmaceutical 
Science and Chemistry in Loughborough, UK in 2008 
(LBORO 2016); Philip graduated one year later with 
a  Master of Arts in Publishing from University College 
 London, UK (UCL 2016). Ali graduated with a Master of 
Engineering in Technical Management from the University 
of Applied Sciences in Cologne (RFH 2016). They saw 
each other regularly during this time and Hannah and Philip 
married in Gretna Green only a few weeks after graduation 
with Ali as their groomsman. In 2009, Haryette Albers 
was born in Guatemala during a volunteer stay at Casa 
Guatemala. Hannah and Philip stayed another six months 
(Casa Guatemala 2016) and then moved on to La Antigua 
to discover this city inspired by the Italian Renaissance 
(UNESCO 2016). They stayed with locals and were fully 
immersed in this traditional, Catholic society where rules and 
laws seemed to regulate just about anything (The Hofstede 
Centre 2016), and yet where the people were spirited, 
hospitable, forgiving and ever-friendly towards foreigners.

Dozens of Skype conferences from the small internet 
café La Parada in La Antigua, long emails and months of 
planning later, their plan was finalized.

RojaAHP
Their start-up would produce fine cosmetics with goat 
milk and saffron, luxurious and sensual. Hannah had 
already devised some recipes. They would need carrier 
oils, shea butter, emulsifiers, fragrances, some other 
additives, saffron and goat milk. The idea was to use 
solely organic, sustainable ingredients and to source 
the ingredients at fairly low cost. The goat population in 
Iran was increasing (Valizadeh 2010), and they were sure 
most other ingredients could also be sourced locally.
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The grand opening ceremony was in the late after-

noon one week later. Philip and Hannah left the house 
together, once again with a driver Ali had organized. This 
time, he assured them, they would not have to pay. This 
was their company driver. A small bill would be fine, not 
too much and just enough to show appreciation. He’d 
also explained that ‘Ghabel Nadare’ was one of those 
complicated Taroofs only Iranians could really fully under-
stand. A mixture of generosity, a deeply ingrained desire 
to help and be humane coupled with the very actual 
need to sustain made it hard for foreigners to understand 
when this small gesture was meant in all earnest and 
when it was more of a conversation starter, maybe the 
beginning of a delicious bartering session.

Mount Soffeh was visible this day behind the factory 
and the entire staff were standing in front, waiting for the 
managers. 

Mariam, the 48-year-old forelady Philip and Han-
nah had met for lunch the week before, was standing 
in the middle of the arrangement, dressed in a white 
hijab, tunic, pants and manteaux with their logo on it – a 
 purple desert rose. To either side of her stood 35 female 
workers, all dressed in the same outfit, albeit in blue. 
‘Hierarchy differentiation.’ Hannah decided to ask Ali 
about this later.

In a much smaller row before the workers stood the 
other staff members. Thirty-one-year-old Armin from 
Tehran exhibited his Western attitude even today: blue 
jeans, sneakers, Abercrombie & Fitch T-Shirt, and a 
baseball cap. A designer stubble completed his 
non-compliant looks. He seemed perfect for local 
marketing and sales tasks. Next to him, 58-year-old Arian 
from Isfahan stood bolt upright: full beard, dark slacks, 
dark blue button down shirt, loafers. He too seemed the 
right pick for the task: finances, negotiations with banks, 
sponsors and business partners.

Somewhat to the side stood 38-year-old Moham-
mad from Tehran; his long moustache, dusty pants, shirt 
and boots immediately gave him away as the trucker. 
With him stood five other men in similar apparel, looking 
sceptical.

‘The contrast between Isfahan being more traditional 
and Tehran more modern could not have been put into 
better words than these two men managed to portray 
in their starkly contrasting appearance’, whispered Philip 
to Hannah. She nodded as she stepped out of the car 
and almost collided with Mustafa, the Abdarschi who 
was balancing a tray with tea glasses. ‘Luckily, I did not 
make him drop anything’, she thought, smiled at him and 
went straight for Mariam. Somehow shifting Haryette to 
her left hip, she extended her right hand to shake the 
other woman’s hand. When Mariam did not reciprocate, 

A younger woman also in chador stepped 
out of the same group of people, pulling sev-
eral pins out of her hijab without loosening it. 
She offered the extra pins to Hannah and whis-

pered in broken English, ‘These two women are with the 
Committee for the Promotion of Virtue and the Preven-
tion of Vice. They say you must wear better clothing. 
Hijab not tight enough. Blouse too tight’. Hannah was 
alarmed. Apart from the pashmina she had bought in 
Florence, she had brought nothing else to cover up her  
curves – she’d planned to go shopping on the bazaar 
first thing to get the proper colours and fabric. ‘I don’t 
have anything else except this!’ Hannah added, pulling 
out her pashmina. The young woman nodded, grabbed 
the cashmere scarf and draped it around Hannah. A 
rapid battle of words ensued between the women until 
finally, the young one said, ‘They say you can leave. 
Consider this a warning. Go and buy proper clothes 
soon. If they catch you again, you promise in writing to 
never do again. Then they know your name and all!’ All 
Hannah could muster at this point was a teary-eyed, 
‘Merci bien! Motsahkerm!’ (Dehghan 2016).

2011
March
When Hannah arrived in Isfahan, she could barely con-
tain her excitement. She was going to meet Haryette and 
Philip at the small furnished apartment Ali had rented for 
them. Allegedly, it belonged to some uncle who was cur-
rently doing business in Dubai – they’d decided to not 
ask too many questions as the place seemed to come 
at a reasonable price and the pictures Ali showed them 
looked beautifully oriental, as far as Philip was concerned. 

The weather was pleasant when the driver dropped 
Hannah off at the address she’d provided him in writing. 
Even after her four-week crash course in modern Farsi, 
she still did not feel secure enough to actually speak 
without embarrassing herself or her dialogue partner. 
‘Ghabel nadare’, said the driver when Hannah offered 
him the bundle of Rial bills Ali had recommended for the 
trip south. She recognized it as, ‘No need to pay’, and 
thought Ali had taken care of it already or the driver was 
from Isfahan anyway or whatever. So she left the car with 
her duffle bag and small traditional-looking tote bag full 
of goodies for Haryette. It was noisy on this road so she 
jumped when the driver’s voice appeared right in her ear 
shouting something about an insult to his whole family 
and shameful Americans. Shaking, she handed over the 
bills, wondering why he’d said ‘Ghabel Nadare’ in the 
first place. She still had so much to learn.
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tone with our business partners, I am not sur-
prised we are not getting anywhere. In future, 
I am going to go to these meetings! End of 
discussion’.

2013
March
After Ali had taken over negotiations with business 
partners and also re-briefed Armin, sales in Tehran had 
picked up and even some perfumeries in Isfahan now 
carried their soaps and crèmes. The factory was run-
ning two shifts, one from 6am to 12:30pm and one from 
2:30pm to 8:30pm. The long pause was meant to alle-
viate stress in the summer and create something like 
the South American siesta. Of course, the factory was 
closed on Fridays and it was also not operational Satur-
days and Sundays, although there was always the option 
to work 24/6 should the demand increase.

They’d had a number of applications from teenagers 
hoping to work in the factory, but Ali had turned them all 
down. ‘It’s better to hire more mature women. They work 
better and there will be no rumours that Philip and I … 
well, you know’.

Hannah had been meeting with Mariam regularly and 
the older woman had done a great job in coaching Han-
nah. She now understood that she could be just as influ-
ential if she briefed Philip and stayed in her research area 
of the factory, working on new recipes and products. 
She’d come to trust Arian with the finances: securing 
loans from Iranian banks, finding local sponsors, keeping 
a balance, etc.

She’d also reviewed how to behave when invited to 
a dinner event with business partners. Hannah used to 
speak her mind and would have just liked to say, ‘I don’t 
like lamb’. Mariam had taught her Mehman nawazi, Per-
sian hospitality, which dictated this was not a very good 
idea. Together, they thought of a better way of avoiding 
an insult: eat something before going to such dinners 
and then say, in case something was served that she 
deemed inedible, ‘It looks delicious but I am not very 
hungry today; maybe the heat is giving me trouble’.

When inviting business partners to her house, 
Hannah had to offer the guests food first before she 
served herself. She also learnt to understand Tarofs to be 
much more complicated than the book Not without My 
Daughter by Betty Mahmoody suggested. They were not 
just empty promises and compliments, but a complex of 
highly ritualized behaviours. They could be compliments, 
gifts, offers and good behaviour. If Persians offer each 
other compliments or gifts, there’s always Tarof at work. 

she quickly pretended that she’d wanted to just swipe 
the sweat from her forehead. There was no emotion in 
the older woman’s eyes.

Somewhat taken aback after having met Mariam a 
few days ago where she was rather personable, Hannah 
assumed this was a display of power. To remove herself 
from the awkward situation, she turned around and went 
straight for Mustafa, loudly saying, ‘I really could use one 
of those lovely teas. It’s warm today’.

Philip noticed Arian and Mustafa both flinch but he 
could not imagine why. It was warm for March. Mustafa 
skilfully poured the hot tea into a glass, looked her 
straight in the eyes, and asked if she wanted sugar. She 
shook her head, smiled pleasantly and hoped desper-
ately that she’d managed Aberu, the Persian concept of 
saving face (Gorges 2005).

2012
May
Hannah and Philip had just come back from a meet-
ing with a local supplier. They had asked the older man 
for a break in their payments. Sales were not going as 
well as they’d hoped; Armin had so far only been able 
to convince a handful of boutiques in Tehran to sell their 
products and most of them wanted a 30 per cent cut of 
the price received. They had not managed to convince 
the supplier and after telling Ali about their meeting, 
they were ashamed about their apparent dilettantism in 
regards to intercultural understanding. 

Ali was raging, ‘You cannot just waltz in there, 
 Hannah, and try to shake the man’s hand! I thought you 
knew better by now!’

‘Well, yes, but I thought since he’s our business 
partner—’.

‘Business partner. Business partner! He is, but you 
are still a woman and this is Isfahan! You sit in the back-
ground, only regulate internal affairs. You can accom-
pany Philip, but you cannot speak, shake hands, take 
over. It just doesn’t work here! Mr Hashemi would not 
even have told Philip what went wrong; he’ll probably call 
me later to ask that Hannah never does this again’.

‘But Philip doesn’t know the details, he—’.
‘Then brief him! For the last time, you are going to ruin 

us if you keep this up!’
‘But Ali, I am a modern Western woman and I do not 

want to follow these archaic rules! I just cannot see why 
I should!’

‘Hannah. Stop your backtalk. You must respect the 
Persian culture. You came to this country, wanting to 
work here so adapt! If you speak with such an impertinent 
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Of course, they would still send many trucks up the 

Utubahne 7 to Tehran even though the standard traffic 
jam getting into the metropolis was not just a nuisance 
to the drivers, but particularly in the summer time, also a 
challenge to the cooling system in the trucks. 

RojaAHP set up a new decision-making system. 
Workers were prompted to think of ways to improve 
the facilities. Suggestions were discussed in small work 
groups and whenever possible, implemented. This 
empowerment also raised productivity. 

September
Hannah had learned Farsi so well she was now able to 
negotiate with the authorities much better than anyone 
else at RojaAHP. Somehow, the people in administra-
tion reacted better to her now than to Ali or Philip. So, 
whenever they had something to file or discuss, Hannah 
had their driver take her and he waited or went shop-
ping while she took care of business. Mariam had done 
a fine job – Hannah almost seemed to understand their 
subtleties of culture better than they did themselves. Her 
success was primarily due to her increased perception 
though; she noticed the smallest flinch in people imme-
diately and then, with a charismatic smile and her almost 
accent-free Farsi explained how she was still learning 
and a foreigner… people loved her for it and her standing 
and reputation increased. 

Weekly, they received about a dozen applications 
for worker positions and they were very proud to now 
get international applications for internships. Marketing, 
logistics, social media manager were the most requested 
types of work. Armin was setting up for their first intern 
to arrive at the end of the month. As a mechanical engi-
neering student, he’d be looking at the factory pro-
cesses; his focus was on finding where manufacturing 
processes could be improved, whether lean manufactur-
ing was possible and how their manufacturing compared 
in an international context. The student would be sharing 
a flat with Armin. Luckily, the young man spoke Farsi so 
no translator would be necessary.

The government congregation sent by President Rou-
hani arrived just on time. IRIB, the Islamic Republic of Iran 
Broadcasting, had sent an outside broadcasting van and 
the newspaper Donya e eqtesad (Donya e eqtesad 2016) 
had sent two reporters (one from the UK and one from 
Tehran) alongside a photographer. RojaAHP had been 
selected for a government grant. Someone from the Min-
istry of Labour and Social Affairs would present them with 
the certificate today. They had also been informed that 
they’d receive a tax break. All this for the simple and per-
sistent following of their original goals: sustainable and 

An example that Mariam gave Hannah was that 
if a business partner showed up to her house 
uninvited and right around dinner time, she 
was supposed to offer him to join the family 

dinner. He would know that this offer could not possibly 
be meant seriously but would consider the offer an act 
of courtesy. He would turn down the invitation several 
times and the conversation would be very polite and 
complicated. In the end, both guest and host would save 
face (Gorges 2005).

2016
February
The Iranian Parliament proposed a bill to lower working 
hours for women from 44 to 36 hours. Primarily, women 
with children and disabled partners were supposed to 
profit from this regulation, receiving full compensation 
for less work. The discussion that had been going 
on for ten years received new ammunition with this 
bill. Women’s rights activists became more than ever 
concerned that employers will hire even less women 
than before (Fh 2016).

RojaAHO reacted immediately. Within their on-site 
kindergarten, they set up a day-care facility for the 
elderly. RojaAHP workers who had someone to take care 
of could bring them along and drop them off in the Rose-
Center. In a rotation system, one family member would be 
with them every day so the elderly saw the familiar faces. 
Seven women signed up for the model immediately and 
the relief was noticeable in their productivity instantane-
ously. Another benefit appeared after a few weeks: both 
generations in the intergenerational care facility profited 
from the new situation. The elderly laughed more than 
before, amused by the children playing, and the children 
learned the old values and stories.

April
Finally, the sanctions against Iran were lifted! RojaAHP 
could now begin to export to Western Europe. 
Everything had long been set up: trucks from a subcon-
tractor were to take the goods 930 kilometres south to 
Bandar Abbas, where they were to be loaded onto MSC 
freight containers. MSC takes the AE10-route straight 
from Bandar Abbas to Rotterdam via the Suez Canal and 
several stops on the way (WPS 2016). Well aware of the 
difficult route they chose, RojaAHP had selected Asian 
Insurance Company for their most conclusive freight 
insurance, including general average, standard cargo, 
war risk and piracy Asia Insurance Company (2016).
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luxurious cosmetics, locally sourced ingredients, sustain-
able jobs and humane working conditions for women in 
Iran. This was a tremendous honour to a company run 
mainly by foreigners, which is why it created such a hype. 
The media were incredibly supportive, though. IRIB would 
film their facilities on-site and report on their success 
within just five years; Donya e eqtesad had already begun 
interviewing some of their key employees and would run 
a set of feature articles. 

Most likely, this would result in higher sales numbers 
and another reputation push. Soon, Hannah, Philip and 
Haryette could go on to new adventures and let RojaAHP 
work on its own.

Questions
1. Discuss the issues that RojaAHP was facing and 

which measures they had to take to eliminate them. 
How did the corporate culture and the owners’ under-
lying values clash with the national culture?

2. Which ethical principles does RojaAHP follow and 
how did/does this contribute to their corporate strat-
egy and success?

3. Describe the stakeholder groups of RojaAHP and dis-
cuss their influence. Which problems can you foresee 
coming from which groups and which solutions do 
you propose to RojaAHP?
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most probably caused by a small leak from a fuel cou-
pling or pipe within the No. 7 Tank Dry Bay – where the 
wing joins the fuselage, port and starboard. Leaking fuel 
found an ignition source – probably an exposed surface. 
This hazard (subsequently referred to as H73) had lain 
dormant, hidden behind a maze of pipes, pulleys, ducts 
and wiring, invisible during routine maintenance, since 
the aircraft entered service in 1969. 

That fatal flaw of co-proximity of fuel and an ignition 
source might have been spotted when the Safety Case 
for the aircraft was compiled just two years earlier. It is a 
matter of record that the Safety Case did not draw atten-
tion to H73. In fact, the official enquiry into the disaster 
describes the Safety Case as a ‘lamentable’ document, 
essentially a ‘box ticking’ exercise containing numerous 
errors and omissions (The Nimrod Review 2009: 10). 
Yet it was signed off by the Ministry of Defence. What 
went wrong? Moreover, why were two subsequent ‘near 
misses’ with the aircraft not acted upon?

What follows examines how the Nimrod Safety Case 
was constructed and what lessons can be learned from 
the disaster. The main theme is how safety devices that 
are a means to an end can become an end in themselves. 

Enquiries into the Disaster 
First a word on materials: there were two official enquiries 
into the loss of Nimrod XV 230. The Ministry of Defence 
Board of Inquiry (2007) investigated the immediate 
causes. The Board discovered deficiencies in the Nimrod 
Safety Case, prompting a second independent enquiry 
into the wider aspects of the disaster (The  Nimrod 
Review 2009). The present study draws on the latter as it 
subsumes the findings of the Board of Inquiry. 

Introduction
On 2 September 2006, Nimrod XV230 was on a rou-
tine flight over Afghanistan. At 11:11:33, about one and 
a-half-minutes after mid-air refuelling, the crew received 
two warnings of fire on the aircraft:

11:12:26 the aircraft depressurised.
11:13:45  the camera operator reports ‘we have flames 

coming from the rear of the engines on the 
starboard side’.

11:14:10  MAYDAY transmitted. Aircraft diverts to Kan-
dahar airfield.

11:16:54  another plane spots Nimrod descending in 
flames.

11:17:39  Nimrod disintegrates in mid-air. All fourteen 
personnel on board killed (The Nimrod Review 
2009: ch. 1).

Nimrod XV230 suffered a so-called ‘normal accident’ 
(Perrow 1999, 2011a). That is, in a tightly coupled system, 
a failure in one component triggers a rapidly escalating 
chain of events culminating in catastrophe. A system is 
tightly coupled where, ‘Processes happen very fast and 
can’t be turned off, the failed parts can’t be isolated 
from other parts’ (Perrow 1999: 4). The fire started in 
an unprotected and inaccessible zone of the aircraft. 
Although the crew behaved impeccably once the fire was 
discovered, carrying out the correct emergency drills, 
they had no hope of being able to control the blaze. The 
fuselage disintegrated rapidly causing the wings and then 
the tail to break away. The crash was unsurvivable (The 
Nimrod Review 2009: ch. 1).

Fire needs three things: flammable material, oxygen 
and temperature above the point of ignition. The fire was 
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limited life expectancy (the aircraft was already 
flying well past its ‘out of service’ date) and 
apparently good safety record. For instance, 
the Executive Summary of the Nimrod Safety 
Plan referred to an: ‘intrinsic high level of corporate 
confidence’ in Nimrod, but noted, ‘there is currently a 
lack of structured argument and supporting evidence 
formally recorded and maintained ... to support the 
requirements of forthcoming legislation’ (The Nimrod 
Review 2009: 196). 

Defining Requirements:  
A ‘high level of corporate 
confidence’
One option considered early on involved using an 
Implicit Safety Case to construct an Explicit Safety 
Case. The idea was apparently inspired by Ministry 
of Defence regulations that allowed an aircraft built to 
design principles current at the time, that has received 
the necessary flight clearances, and operated satis-
factorily, to stand surrogate for an Explicit Safety Case 
provided there is nothing to contradict that information 
(The Nimrod Review 2009: 177). 

The idea was dropped because it did not meet legal 
requirements. However, it was the genesis of a shared 
understanding that given ‘the high level of corporate 
confidence’ the compilation of the Safety Case would 
mainly involve seeking out documentation (‘structured 
evidence’) to support the claim – a reflection of the 
evolving consensus that Nimrod was basically safe and 
therefore the Nimrod Safety Case would mainly involve 
documenting the fact (The Nimrod Review 2009: 10). In 
other words, the exercise would involve demonstrating 
presumed safety rather than looking for gaps in safety. 

‘There does not appear to be 
any significant concern...’
The Nimrod Safety Case was constructed in two main 
phases.1 Phase One (November 2002 to April 2003) 
involved a physical inspection of the aircraft’s systems 
and zones. Six BAE Systems engineers inspected their 
allotted zones looking for potential hazards. The details 
of that exercise need not concern us except that the 

The Nimrod Review (2009) was conducted over 
20 months. It examined thousands of documents, some 
dating back to the 1930s and interviewed hundreds of 
witnesses of all ranks from many organizations in the UK 
and abroad. The Review team (including technical advis-
ers appointed by the Ministry of Defence) also travelled 
in a Nimrod (The Nimrod Review 2009: 7). The result-
ant report is extremely detailed (585 pages). It examines 
the history of the aircraft and maintenance regime; the 
detailed layout and condition of the interior; the construc-
tion of the Nimrod Safety Case; and subsequent events. 

Emphatically, the case study that follows does 
not attempt to tell the whole of the Nimrod story. It is 
immensely long and complex. However, the Report 
is a public document so the reader can easily access 
evidence cited in the presented study (including photo-
graphs, worksheets and pro-formas) in order to check 
the interpretation and read additional detail. 

THE NIMROD DISASTER

Background: ‘Intrinsic high 
level of confidence’
Safety Cases were introduced in the UK after the Piper 
Alpha disaster in 1988. An oil rig owned by Occidental 
Petroleum caught fire, killing 167 men, leaving only 61 
survivors. According to Ministry of Defence guidance for 
outside contractors, a Safety Case should address four 
questions. One, what could go wrong? Two, how bad 
could it be? Three, what has been done? Four, what can 
be done if it happens? (The Nimrod Review 2009: 181 
see reference to White Booklet). The overarching aim is 
to ensure that all important hazards are reduced to ‘as 
low as reasonably practicable’. 

Formal work on the Nimrod Safety Case began on 
11 April 2001. Three organizations were involved: The 
Nimrod Integrated Project Team (IPT) from the Ministry 
of Defence; BAE Systems as contractors; and QinetiQ 
acting as independent advisers to the Nimrod IPT though 
not appointed as such. From the start the Ministry of 
Defence made it clear that the budget for the exercise 
was extremely limited compared to what had been spent 
on other aircraft.

The first question during initial discussions between 
BAE Systems and the Nimrod IPT was whether a full 
blown Safety Case was necessary given Nimrod’s 

1 This is necessarily an abridged and simplified  account.
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Review 2009: 29). Yet these phrases were used where 
there was no published drill because the zones were 
inaccessible. 

H73: ‘Further analytical 
techniques are considered 
necessary’
The engineer assigned to H73, Witness R, knew lit-
tle about Nimrods. He assumed that the Cross Feed 
duct only became hot during engine starts on the 
ground (The Nimrod Review 2009: 191). In fact, it was 
used routinely to re-start engines in flight, for exam-
ple, after loitering. Moreover, Witness R assumed that 
the duct insulation was adequate, ‘The Bleed ducting 
is insulated and so surface temperatures will be below 
bleed air temperatures’, he wrote (The Nimrod Review 
2009: 289). 

Witness R made this assessment aided by photo-
graphs. The photographs (The Nimrod Review 2009: 
207), however, do not show the gaps in the insulation on 
the starboard side – or the deterioration.

The pro-formas used by engineers became highly 
repetitive. For instance: 

Section 6 runs to an impressive 18 paragraphs, 
each ostensibly analyzing one of the 18 ‘key po-
tential hazards’ ... giving the semblance of detailed 
and careful analysis... But on closer inspection ... 
the paragraphs are largely repetitive of one anoth-
er and thin on real analysis. (The Nimrod Review 
2009: 287)

Witness R agreed with The Nimrod Review that those 
18 aforementioned paragraphs could be condensed into 
a single sentence namely ... ‘From in- service data, the 
potential for fuel/hydraulic pipe leakage is given as Improb-
able’ (The Nimrod Review 2009: 287 bold omitted). 

Under pressure to meet the deadline, Witness R 
requested and was allowed to use data from the Nimrod 
MRA4 to assess risks. The data gave a standard prob-
ability rating for fuel pipe and coupling failures as one 
in approximately 66 Nimrod years. That meant the risk 
could automatically be classified as ‘Improbable’ with-
out further examination or analysis (The Nimrod Review 
2009: 291). But Nimrod MRA4 was new. It had little in 
common with older Nimrods. 

fire/explosion risk that eventually caused the 
disaster was recorded. Recall, fire needs 
three things: flammable material, oxygen and 
temperature above the point of ignition. The 

worksheet pertaining to H73 is labelled, ‘Multiple sys-
tems in very close proximity’.2 The hazard description 
for the starboard side reads: In an area closely packed 
with flight control cables and pulleys, hydraulic services, 
unprotected electrical cables and hot air ducting there 
exists a potential for hot air, fuel and hydraulic leaks and 
possible fire. 

Initial Probability: Remote  
(The Nimrod Review: 2009: 204). 
The entry for the port side is similar except that the haz-
ard is classified merely as ‘improbable’; that is, a much 
lower level of concern. Yet the two hazards were almost 
identical. 

Phase Two of the Nimrod Safety Case involved 
assessing and mitigating each of the 105 hazards iden-
tified in Phase One down to ‘improbable’. This was a 
desk-based exercise, involving different engineers from 
Phase One – except for two. What follows are just a few 
examples of how the exercise unfolded. 

Firstly, for Zone 113, engineers recommended a 
design investigation to consider, ‘The probability of 
system failure resulting from the identified foul/chafing 
hazard ’. 

Yet the overall hazard was deemed ‘improbable’ ‘…
not considering the above foul/chafing hazard’ (The  
Nimrod review: 2009: 296).

In other words, the target rating of ‘improbable’ was 
achieved by bracketing a potential hazard. 

Secondly, engineers working on Phase Two found 
some of their photographs hard to understand. They 
assumed, however, that if any serious hazards were 
present, they would have revealed themselves long ago. 
For instance, the entry for H3 reads, ‘There does not 
appear to be any significant concern … if there was any 
major shortcoming … it would have surfaced by now’ 
(The Nimrod Review 2009: 295). 

Thirdly, engineers working from manuals frequently 
used formulaic phrases like, ‘It is assumed that appro-
priate crew drills have already been considered in deal-
ing with such an event’, and ‘Emergency procedures 
and general airmanship are provided for the crew 
to address the failure as appropriate’ (The  Nimrod 

2 Unless otherwise stated, italics are in original.
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consisted of PowerPoint presentations plus a 
written report. Moreover, the executive sum-
mary, conclusions and appendices were miss-
ing, scheduled to follow in the final delivery of 
documentation a few weeks later. Secondly, the Nimrod 
Project Team had earlier signalled that they wanted ‘no 
surprises’ (The Nimrod Review 2009: 213). 

The minutes of the conference state that the docu-
mentation had been confirmed by an ‘an independent 
review’ by BAE Systems Airworthiness function. It sub-
sequently transpired, however, that the reviewer had 
been asked only to ‘cast an eye’ over the documentation 
(The Nimrod Review 2009: 229). It is a matter of record 
that BAE Systems did not highlight the number of haz-
ards left ‘open’. Neither did the Nimrod IPT ask pene-
trating questions (The Nimrod Review 2009: 229). At the 
end of the conference all attendees were asked if they 
supported completion. When QinetiQ’s representative 
demurred as they had not seen the full documentation, 
they were ‘booed out’ (The Nimrod Review: 2009: 238). 
Junior engineers resolved to present a united front. So 
they kept quiet at the Conference, ‘schtum’ (Nimrod 
Review 2009: 235) hoping that the customer would not 
raise awkward questions.

No such questions were asked. The final documen-
tation arrived about three weeks later. The Executive 
Summary concluded, “The aircraft type is deemed 
acceptably safe to operate and maintain within 
specified contexts” has been deemed as having been 
achieved (The Nimrod Review 2009: 242 bold in original).

However, the text of the Executive Summary noted in  
red, ‘This abstract should be read in conjunction 
with ANNEX B and ANNEX C to this report’ (The 
Nimrod Review 2009: 241). Identified hazards are 
then mentioned, followed by, ‘For the Status of these 
hazards, refer to Annex B of this report. In relation to ... 
recommendations made against all identified hazards 
remaining open (qty 43) refer to ANNEX C of this report’ 
(The Nimrod Review 2009: 242 underlining deleted).

The statement concludes, ‘Subject to [Nimrod] IPT 
consideration of the above mentioned recommenda-
tions, all potential safety hazards ... have been appropri-
ately addressed’ (The Nimrod Review 2009: 242).

Furthermore, whereas the Executive Summary refers 
to the top level goal as having ‘been deemed’ to have 
been achieved, the Conclusions state, ‘is considered as 
having been demonstrated as having been achieved’ 
(The Nimrod Review 2009: 243).

As regards H73, Annex C stated:

From the photographic evidence ... it appears 
that there are potentials for fire hazards... Further 

Besides, RAF maintenance data told a different story. 
Specifically, between 1983 and 2006 there had been a 
four-fold increase in the number of leaks from fuel cou-
plings in Nimrods. Moreover, since 2000 there had been 
about 38 leaks on fuel couplings a year on older Nimrods 
including XV230 (The Nimrod Review 2009: 278). But 
this cumbersome and difficult to access database was 
not utilized by engineers working on the Nimrod Safety 
Case. Moreover, anyone with experience of working on 
Nimrod would have known that fuel leaks were by no 
means uncommon. But there was no significant operator 
involvement in the exercise.

In addition, between 1980 and 1982 the cracking of 
ducts was regularly discussed at meetings of the Nimrod 
Structural Integrity Working Party (The Nimrod Review 
2009: 156). Moreover, in the 1990s a series of hot air 
leaks caused concern – even though no damage resulted 
(The Nimrod Review 2009: 137). Ominous incidents had 
also occurred with other aircraft. For example, in 2002, 
a Tornado suffered multiple control failures forcing the 
crew to eject as the aircraft plunged into a river. The 
crash was caused by fuel dripping through an incorrectly 
installed seal onto a hot pipe (The Nimrod Review 2009: 
154). None of this information was supplied to engineers  
working on the Nimrod Safety Case. The assessment for 
H73 simply said, ‘From in-service data the potential for 
fuel pipe leakage is given as improbable’ (The Nimrod 
Review 2009: 289). 

The exercise was also dogged by personality clashes 
between junior and senior ranks within BAE that delayed 
the exercise for months. In the end, BAE Systems ran out 
of time. Consequently 43 out of 105 hazards were left with 
probability ratings ‘unclassified’ and status of the hazard 
‘open’ with the caption, ‘Further analytical techniques are 
considered necessary in order to categorise the risk ...’ 
(The Nimrod Review 2009: 226). All had a potential sever-
ity rating of catastrophic. H73 was one of them. 

The Customer Acceptance 
Conference and Sign-Off: 
Symbols and Semiotics
A Customer Acceptance Conference was held on 31 
August and 1 September 2004. It is a matter of record 
that BAE Systems did not draw attention to gaps in the 
Safety Case. Moreover, the Conference saw the data-
base containing the worksheets and pro-formas for one 
hazard (H54) by way of demonstration, with attendees 
huddled round a small computer screen (The Nimrod 
Review 2009: 228). Otherwise, the Conference mainly 
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To be more precise, bureaucracy can only operate by 

proxy:

Bureaucratic modes of organization are not geared 
to deal with factual realities; they deal with what is 
symbolically acceptable as  evidence, which usually 
means a piece of paper carrying an appropriate sig-
nature, date and so on. The important requirement for 
the bureaucrat to take action is that the action can be 
shown to be symbolically correct. (Morgan, Frost and 
Pondy 1983: p. 9)

The piece of paper or artefact is a condensation  symbol – 
it presents information in a very concentrated form. But it 
is also potentially referential, that is capable of structuring 
perceptions and emotions (e.g. Edelman 1970). In other 
words, symbols can lie.

To understand how and why symbolic evidence 
of performance may lie, it is necessary to look behind 
the scenes. Organizations issue templates (including  
Safety Case forms) to guide action and reduce the need 
for constant referral. But actors have to decide how 
to interpret them and decide rules of relevance. For 
example, what counts as information and what infor-
mation counts (Brown 1978; Garfinkel 1967)? Accord-
ing to Garfinkel, actors can exercise considerable 
discretion about how to approach tasks like compiling  
Safety Cases so long as the results are symbolically 
satisfying. 

Symbolically satisfying means the resultant report 
looks the part. That is, all doubts and messy inconsist-
encies eliminated or smoothed away by skilful use of 
language. Inevitably, therefore, a gap exists between the 
document (representation) and reality. That gap, if it is 
sufficiently wide, can become the ‘explosive boundary’ 
(Taleb 2007: p. xxv) from which disaster springs. 

One way of resolving doubt is to assume that 
because something has not happened in the past, it will 
not happen in the future. But probabilities can change in 
ways that are almost imperceptible as systems, people 
and hardware change (Starbuck and Milliken 1988). 
Insulation wears away. Corporate memory erodes as 
minutes disappear into deep archives. In a dynamic 
environment, past success offers no guarantee of future 
safety. 

Limitations of Audits
The Nimrod Review (2009: 261) concludes that if the 
Nimrod Safety Case had been audited (as required by 
the Nimrod Safety Plan) deficiencies would have been 

 investigation is required to confirm that the 
potential loss due to contamination of the 
various services in the zone ... would not 
be a hazard to the aircraft. Further analyti-

cal techniques are considered  necessary in order 
to categorise the risk of the specific fire/explosion 
hazard’ (The Nimrod Review 2009: 244).

It is not clear who, if anyone in the Nimrod IPT or 
senior management read beyond the statement in bold. 
Again, it is a matter of record that the Safety Case was 
signed off.

Missed Chances
On 22 November 2004, unbeknown to the crew, a cor-
roded hot air duct in No. 7 Dry Tank Bay on Nimrod 
XV227 disintegrated. The Nimrod IPT sent a suite of 
papers to BAE Systems who were investigating the inci-
dent to attach to the Nimrod Safety Case (The Nimrod 
Review 2009: 319). Nine months later in August 2005, a 
fatigued duct (H66) on Nimrod XV229 failed (The Nimrod 
Review 2009: 320). That too was treated as an isolated 
incident. 

Implications for Practice
The Nimrod Safety Case took four years to complete. 
The aircraft caught fire and crashed within six minutes. 
Yet no one apparently had the slightest premonition of 
disaster. Before discussing implications for practice, it 
is important to mention that there were other contribu-
tory causes of disaster, not least the dilution of the RAF 
airworthiness regime and sheer pressure of work on the 
Nimrod IPT (The Nimrod Review 2009). 

The first lesson is that certification (‘deemed accept-
ably safe to operate’) does not mean safe.  Certification 
simply means that doubts and arguments have been 
officially banished. Engineers were still debating the 
risks with rocket seals even as space shuttle Challenger 
was being launched. The problems were officially filed 
as solved (Starbuck and Milliken 1988). But the rocket 
exploded seconds later, killing everyone on board. More 
recently, the collapsed Rana Plaza clothing factory in 
Bangladesh that killed over 1000 people in the worst 
industrial accident since Bhopal was officially certified by 
government building supervisors. In the present story, 
‘independent review’ meant no more than ‘cast an eye 
over’. Like a Mayfair address, certification may be more 
symbol than substance (Pfeffer 1981 discusses the role 
of symbols in organizations). 
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opportunity to avert disaster was lost because 
by referring the incident for BAE Systems to 
investigate, the Nimrod Project Team ended up 
outsourcing their thinking. 

By reacting strongly to surprises, organizations can 
forestall disaster. A surprise is anything that is unex-
pected. Expectations are theories of the world liable to 
be contradicted by experience (Weick and Sutcliffe 2001 
discuss surprise). Conceptually, near misses are disas-
ters but for chance (Weick and Sutcliffe 2001). (If Nimrod 
XV227’s fuel tanks had been full, the aircraft might have 
been lost altogether.) Treat them so.

Using the Strengths 
of Bureaucracy
Symbolic does necessarily mean no substance (Pfeffer 
1981). One reason why disasters are relatively rare is 
that safety systems usually deliver something. Audits 
identify some weaknesses. Safety cultures prevent 
some accidents. Safety cases highlight some hazards. 
The trick is to use the strengths of bureaucracy (not 
least the ability to capture, store and manipulate data) 
to detect weak signals and act upon them in a timely 
fashion. 

The Science of Risk
Strictly speaking risk cannot be managed and controlled 
because it resides only in our imagination (Barki 2011; 
Drummond 2011, 2012: ch. 4). The danger with risk 
assessments, risk registers and all the other parapherna-
lia associated with risk is that it too can lull us into a false 
sense of security. Systems of risk management purport 
to take unknown hazards and bring them under con-
trol by breaking them down into apparently manageable 
pieces, and classifying and quantifying them (Drummond 
2011). As the Nimrod story shows, risk exists as organ-
izations define it. Moreover, that definition may be highly 
self-serving.

What is Not?
Busy executives rarely read beyond the executive sum-
mary. Nimrod had been flying for almost 40 years. Yet 
the Safety Case appeared to give the old, time-served 
aircraft a clean bill of health. The lesson is that if there 
are no surprises, if all the information seems to point one 
way, and particularly if it appears to confirm what man-
agers already know, believe to be true and want to hear, 

exposed. Perhaps, but audits too are more symbol 
than substance. To be more precise, audits are part of 
the organization ceremonial – rituals of verification (e.g. 
Power 1997) that provide reassurance by not looking too 
hard (Pfeffer 1981). For example, hospitals are audited 
on the number of patients treated, not on the number 
cured. Schools are audited on whether they have strat-
egies in place to deal with bullying, not whether those 
strategies actually work. Barings, Enron and Lehman 
were all audited by household names. More importantly, 
the Nimrod IPT had itself passed an audit in 2004 (Nim-
rod Review 2009: 399). Audits have their place, but they 
guarantee nothing except maybe to lull us into a false 
sense of security.

Indirect Causes of Disaster
Analyzing disaster in complex organizations is like peel-
ing the layers off an onion. To understand how disaster 
unfolds, it is necessary to look at contributory factors as 
well as proximate ones. Nimrod was flying well past its 
‘out of service’ date because of equipment procurement 
delays. Research has shown that waiting begets waiting 
(e.g. Rubin and Brockner 1975). It is therefore important 
to institute protocols for managing ageing systems and 
technology. Just as pipe couplings, insulation and seals 
degrade, so does information. Recall, the Nimrod Safety 
Case got underway in 2001. By then, 20 years had 
passed since concerns about cracked ducts emerged. 
Knowledgeable people move on. Databases decay and 
fall into disuse. Organizations need systems for keeping 
safety critical information in view – no  matter how old it 
may be. 

Making Sense of Weak Signals 
Weak signals frequently foreshadow disaster. Weak sig-
nals refer to, ‘Seemingly random or  disconnected … 
information that at first appears to be background noise 
but can be recognized as part of a significant pattern’ 
(Schoemaker and Day 2009: p. 86). 

Treating weak signals as weak is the easiest way 
to miss them. Organizations too may be culpable. For 
example, before 9/11 US some intelligence agencies 
knew about foreign nationals paying for flying lessons in 
cash and showing no interest in learning how to take off 
or land a plane (e.g. Bazerman and Watkins 2008). Staff 
working in silos never shared this potentially telling infor-
mation. Similarly, the near loss of Nimrod XV227 contra-
dicted the theory that Nimrod was safe. Furthermore, 
it pointed directly at the innate fire/explosion risk. The 
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myriad engineers and technicians who came and went 
over the years did notice the fatal flaw,  recognized it, 
but did nothing. It is a sad reality of organizational life 
that it would have been much easier to rationalize the 
hazard as ‘improbable’, than rock the boat. Research 
has consistently shown that people tend to dis-
count outcomes with small probabilities – even those 
with potential to cause catastrophe (e.g. March and  
Shapira 1987; Taleb 2008; Allison and Zelikow 1999: 
xii). For instance, Japan’s seawall was just a bit big-
ger than the largest tsunami experienced in the last 
1000 years; a design ‘Based on probabilistic thinking, 
not thinking about what is possible’ (Perrow (2011b: 
47). Similarly, the Nimrod disaster should remind us 
that ‘Improbable’ does not mean ‘Impossible’. There 
may be an ‘awesome crack’ (Allison and Zelikow  
1999: xii) between the two – like a tiny gap in the 
insulation. 
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that may indicate a confirmation trap. A con-
firmation trap refers to our innate tendency as 
human beings to unconsciously seek out and 
focus attention upon information that seems 

to confirm our pre-conceived views while downplaying 
disconfirming data (Bazerman and Wattkins 2008 ch. 4; 
Drummond 2012: ch. 1). The cure is to look for small 
inconsistencies. Busy executives should ask themselves, 
‘what I am not hearing?’ 

Operator Involvement
It is not clear why there was no operator involvement 
in the construction of the Nimrod Safety Case as origi-
nally planned. Had there been such involvement, many 
mistakes might have been avoided. People with inti-
mate knowledge and experience of the aircraft might 
have compensated for the loss and degradation of 
information. They would certainly have known that 
fuel leaks were by no means rare. Such engagement 
is time- consuming. However, it is an essential, not a 
luxury.

Normal Deviance 
Yet not even operator involvement guaranteed safety. 
Recall, Nimrod operators regarded fuel leaks as inevi-
table. The idea was to prevent them reaching an igni-
tion source by tracing possible leak paths. But leaking 
fuel has a habit of seeping uncontrollably. The point 
is, treating dangerous occurrences as ‘normal’ events – 
‘that’s always happening’ – can blind organizations to 
danger. For example, one reason alleged rapes and  
sexual assaults by the late Jimmy Savile were never 
investigated properly was the police mindset, ‘Jim gets 
lots of complaints’. Disaster theorists call it normal-
ized deviance, that is, where danger stares us in the  
face yet no one acts because this is how things have 
always been. 

Final Thoughts 
We see what we expect (Weick 1995). The Safety Case 
was not the only missed opportunity to avert disaster. 
Between 1969 and 2006 many engineers worked in No. 
7 Dry Tank Bay. But nobody apparently noticed the dan-
gerous positioning of the fuel pipes. The Nimrod Review 
(2009: 156) concludes that no one saw it because no 
one was looking for it. 

There is another plausible possibil ity. Perhaps 
someone, possibly more than one person, of the 
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Questions
1. What caused the global financial crisis? The 

global financial crisis had multiple causes. Some point 
to a US housing market price bubble and people’s 
inability to cover their loans. Others identify the failure 
of financial market regulation and consequent failure, 
or threat of failure, of key financial institutions that had 
invested and traded in questionable financial assets 
that underpinned the house price bubble. Others take 
a more systems-based view and put the blame with 
capitalism as a system that is inherently unstable and 
from time to time passes through periods of severe 
contraction. In such periods, speculative investment 
fails, capital accumulation slows or goes in to reverse, 
wiping away huge amounts of value and plunging 
economies into long-term recession and austerity. 

2. For many the global financial crisis was a disas-
ter. But for a change manager, was it a problem 
or an opportunity? An opportunity! To paraphrase 
change management guru John Kotter, there’s noth-
ing quite so useful as a good crisis, and in 2009 the 
economic shock of the global financial crisis was 
obvious and palpable. A ‘good’ crisis, however, is one 
that leads to the questioning of existing practices and 
creates a sense of urgency and energy that things 
must be done differently in response. The challenge is 
how to direct and organize that energy. 

3. What impact might years of Government sur-
pluses have had on Inland Revenue’s ability to 
collect unpaid taxes? Years of surpluses meant 
certain classes of tax debt were taking either a very 

The global financial crisis knocked a huge hole in the 
New Zealand Government’s tax budget. After years 
of surpluses, the dive into deficit came as a shock. It 
wasn’t long before Government ministers were telling 
the country’s tax collector, Inland Revenue (IR), that no 
tax defaulter was to be left unturned in the search for 
cash.

This was just the green light that David Udy, IR’s head 
of Collections, had been looking for. What he had in mind 
however was not a campaign of house calls on paint-
ers, builders and musicians – IR’s traditional targets. He 
was toying with something much bigger and rather more 
monstrous; the kind of organizational change that would 
have New Zealand’s most traditional civil servants trem-
bling in their boots. 

In fact, what the global financial crisis had offered 
up, in the form of a growing bubble of uncollected tax, 
was a chance to set New Zealand’s biggest debt collec-
tion agency on a genuinely new course. A course that 
in the end would turn income, sales and business taxes 
into ‘products’, tax defaulters into the IR’s customers, 
and turn IR’s traditional hard-bitten tax collectors into 
empathetic customer service agents on a quest to see 
the world from where their customers saw it and to walk 
briefly in their shoes. 

But infusing a core state service like IR with the 
business approach and organization expected of a high-
end retailer or personal banker would not be easy. 
Collections, as the service became known at its launch 
in 2012, has hundreds of staff who, as Udy admitted, did 
not come to work at IR expecting change. They came 
looking for a stable routine and a reliable workplace. 

Craig Prichard
Massey University, New Zealand

IntegratIve Case 3.0

Onward to the Customer of 
One; from Debt Collectors to 
Customer Service Agents at 
New Zealand’s Inland Revenue
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We were in Tauranga.1 We were having this 
heated conversation. ‘Why do I want to 
know who the customers were’, they asked. 
‘It’s bloody simple really’, I was saying. ‘I 
want to be able to tell the Commissioner we under-
stand our business. So I want you to tell me who 
the customers are when dealing with this particular 
product’.2 After applying lots of pressure on this 
person, he then said – it’s men, they work in white 
vans with a ladder on top. Good, write that down, 
that is the customer! It is that mix of patience and 
keeping the pressure on until people express. 

For Udy the ‘white vans with ladders on top’ is a fine 
‘Come to Jesus’ moment. A transition point when the 
struggling staffer edged towards becoming a cus-
tomer-centric believer. A moment when the loyalty civil 
servant ‘unwrapped the onion’, as Udy would say, and 
began to regard defaulting taxpayers as Collection’s ser-
vice customers.

But back in the beginning, back in 2010, every-
one was a doubter. Even Udy’s senior staff didn’t take 
him seriously. ‘Let’s humour David’, they were saying. 
‘It would all blow over’. But Udy was no pushover and 
through months and months of their scheduled two-
day monthly workshops, first with his senior group, then 
cascading out across the organization, the ‘doubters’ 
passed through these obligatory points of passage, their 
own ‘Jesus’ moments, and they joined the fold. 

You’ve got to have faith and have patience early 
on. The people I inherited were more ‘doing peo-
ple’, so you had to structure conversations in the 
right way so people could see the tangible links 
back to their reference points. 

One of the tyrannies we have today is that we 
want results too quickly and we don’t understand 
that we are dealing with people. It takes time. You’ve 
got to have faith and have patience early on. We had 
to be very clear to give people permission to think 
differently. In the beginning we’ll just humour David 
because he’s not going away.

But becoming a believer doesn’t happen overnight, 
David admits. The average IR staffer will take years to 
unlearn deeply ingrained thinking and practice. David 
Udy is clearly a patient man, but he is also, as his staff 

long time to be collected, or were not being collected 
at all (written off). In some instances, it took two years 
before the first letter requesting payment was going 
to a defaulter, and the rate of default was increasing 
beyond the rate that IR could collect it. In 2009 the 
New Zealand Government’s Auditor General told IR 
that this simply had to change. For David Udy, the key 
problem was that collectors just didn’t understand 
their tax debtors and consequently these ‘customers’ 
were not getting the right service attention in the right 
way at the right time. It was this, he said, that had to 
change. 

4. What tactics, strategies, advice and  sup-
port were needed to make the kind of change 
that David Udy had in mind? Alongside a three-fold 
increase in tax collecting personnel, a new computer 
system and a new organizational structure, the change 
process involved multiple rounds of workshops over a  
five-year period. At its core the project was a tradi-
tional organizational development process where IR 
staff were given a method for solving the organiza-
tion’s problems. Organized and run by the consulting 
company Assured, IR staffers produced elaborate 
murals, maps and drawings that contextualized their 
organization in its environment, identified the drivers 
for change, the key blockers, challenges and their 
‘desired future state’. The difference between the cur-
rent and desired future state then created the guiding 
narrative of the change journey and its key ‘transition 
points’. 

Customer Workshops
If truth could be told David Udy, New Zealand’s tax debt 
collecting supremo, is a bit of a comic. In another life 
he might have even made a good living in stand-up. 
Thankfully his witty turns of phrase, his dry self-effac-
ing moments of hilarity, have not gone to waste. They 
have carried the day more than once during long, grind-
ing, sometimes intense workshops around the country 
where Udy and his consulting support team worked to 
drag battle-hardened tax collectors through a set of 
what Udy calls his ‘come to Jesus’ moments; transition 
points when the doubters, sceptics and unbelievers 
joined in the ‘change journey’. 

1 A small New Zealand city on the East Coast of the North Island about two hours from Auckland famous for its surf 
beaches and surrounding Kiwi Fruit Orchards.
2 In the new language of the change project a ‘product’ is a particular tax collecting form e.g. goods and services tax, 
company tax, pay-as-you-earn income tax.
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Their change approach melds aspects of John Kotter’s 
classic eight element change method using visual arte-
facts and compelling change stories. 

What I think Grant’s crew and the whole process 
is really good at is using questions to dig deeper 
into problems. Tell us more, they say. We generate 
huge lists, but the really important thing was, you 
realize there are no barriers, just a series of con-
straints to deal with. You could actually watch the 
light bulbs going on in people’s heads – bugger it, I 
am going to make a difference.

Three Times to Jesus; 
Transition Points 
But back in 2009 David Udy’s first effort to turn this most 
traditional, hierarchical and aged of government agencies 
into a customer-obsessed youngster began in earnest 
with a simple six question survey of his immediate staff. 
The aim was to draw his senior group towards their first 
‘come to Jesus’ transition. He asked: Who they were, what 
did they do, what was the most important issue they were 
facing then and there, what irked them the most, and 
what keeps you up at night? He fed the answers back to 
the group and they showed how the group shared com-
mon problems and common concerns – which suggested 
that they had something to gain from working together. 

As Udy put it: ‘The first transition was “yes, we will 
play, we can see the benefit”. The second transition point 
occurred when one person out of the group brought a prob-
lem to the table, and that person didn’t have an answer for 
it. They were saying: ‘We say we are going to do this, but 
when I look at the world this way, I see all these problems’. 
And I was thinking: “YES” hugs and kisses, we’ve actually 
got people on the journey now’. From this, the group was 
then able to describe the current state, what they wanted 
to be different, and to draw the first draft of the first journey 
maps – which was the third transition point.3

David then told the group that they were going to use 
this question-asking methodology to work out how they 
were going to make their business work better. In effect 
he was saying: ‘do you want to come on the journey?’

Now what we were saying is that you can’t be 
half-hearted. You have to be for it but if you’re not, 

mentioned, no quitter, neither is he easily sat-
isfied. He is unlikely to be entirely satisfied for 
example with the effort to see tax defaulters as 
‘men with vans with ladders on the top’. The 

desired future state goes further – to a point where the 
service knows their ‘customers’ so well, so intimately, so 
completely, that they will have just the right conversation 
at the right time so the outstanding tax is paid. 

Question: Is there more to the change project 
than a set of workshops? IR’s face-to-face workshop 
sessions, facilitated by consulting company Assured, 
were just one part of the project. Alongside it was the 
installation of a brand-new customer-centric IT sys-
tem and a tripling of the core staff, each selected on 
an explicit set of person qualities and trained in such a 
way that they took for granted the new customer-cen-
tral mantra. To underwrite this mantra, to bed in this 
new relationship with debtors, all IR staff, senior manag-
ers included, had to, as Udy put it, ‘eat their own dog 
tucker’. Now dog tucker is not a forced meal of mea-
gre rations (a few old dry bones and biscuits). The ‘dog’s 
tucker’ in this case was the new customer-centic debt 
collection computer system that everyone at IR, David 
Udy and his senior group of managers included, had to 
learn to operate. Everyone had to be certified on the new 
system, and through this everyone had to come to terms 
with not just the meaning of customer-centric relations 
to tax debtors, but the very means by which those new 
meanings were to be used. 

But what really oiled the wheels of the IR was money. 
Collections, as it became in 2012, received regular 
Government funding injections and grew staff numbers 
three-fold. The service’s 2009 staff complement of just 
300, who were struggling to deal with the top 30,000 
defaulting cases each year, was tripled to over 900 staff 
by 2014 and that year Collections dealt with more than 
530,000 debt cases. 

Question: What job does the consultant do in 
this process? Assured, a company owned by veteran 
NZ change consultant Grant Wallace, provided a wrap-
around support service for the IR Change process over 
the full five-year period. They came and went during that 
time, running workshops and supporting the change 
leaders. Their approach involved building a robust and 
increasingly detailed narrative and technical repository to 
support the organization’s shift to a desired future state. 

3 Assured’s approach involves extensive use of visual media to mobilize and record the change process. It employs a 
seasoned artist who turns the participant’s simple sketches into elaborate, wall-sized drawings of an organization’s 
change journey using metaphors and cartoon images to elaborate the visual narrative. For an example of one of these 
drawings see www.wpma.org.nz/about/renewing-nz/ (part of work Assured did for New Zealand’s Wood Processors 
and Manufacturers Association.
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David Udy’s Inland Revenue, the place they 
are heading, and at which they will l ikely 
never arrive, is a place where tax collectors 
know enough about their ‘customers’ so they 
can have exactly the right conversation at the right 
time with the right outcome for the wider goal – the 
social and economic well-being of New Zealand. David 
has a little mantra that evokes this taxman’s new nir-
vana, something he has probably said a million times 
already: ‘Onward to the customer of one’.

Final Questions
1. What is meant by David Udy’s phrase ‘Onward to the 

customer of one’? 
2. What role might the phrase play in the Inland Revenue 

change project? 
3. Does moving to a ‘customer of one’ raise any ethical 

or moral issues? 
4. None of David Udy’s reporting managers decided 

against going ‘on the journey’. All (seemingly) became 
true believers and passed through the three ‘come 
to Jesus’ transition points. Drawing on your reading 
of power relations and political tactics in Chapter 13, 
why did none bail out? 

5. Inland Revenue’s change project is an elaborate 
multi-year Organization Development programme 
(see Chapter 11). Why was this approach particu-
larly suited to this organization and what might be 
some of the challenges of using it in other types of 
organizations? 

6. Why would seemingly frivolous and light hearted 
phrases like ‘Come to Jesus’ and ‘Eat your own dog 
tucker’ be important in serious and expensive change 
projects such as the one described above? Discuss 
using Chapter 10’s presentation of different organiza-
tion cultures and subcultures.

that’s okay, put your hand up and we can sort it 
out. No-one got out at that point. Everyone de-
cided they would come for the journey because 
ultimately everyone is passionate about trying to 
make a difference. If you can frame that right, most 
human beings will come for the ride.

Why are the transitions so important? A change 
agent can only show and guide, ultimately those involved 
have to make some kind of choice, they have to make 
a decision about where they stand and what they are 
going to do next. And that can be uncomfortable for 
some. A customer-centric approach means creating a 
strong sense of empathy and understanding for the ser-
vices ‘customers’:

The big thing you have got to get your head around 
is that it is a different way of thinking. You have got 
to reframe your own thinking first if you are going 
to lead this. To me it starts with, ‘do you want to 
make a difference to customers?’ If so, then here is 
a model that figures out what services meet those 
customer needs. Those three questions – who are 
your customers, what do they want and why do they 
want it? – if we could answer why a lot of people get 
into debt, we would be home and hosed. That is the 
big thing we are still working on.

David Udy led the process. But the seeming success 
of IR Collection’s four-year change programme was not 
simply down to his wit and brilliance. As David tells it, a 
whole battalion of forces and factors conspired to initi-
ate and amplify the need, direction and commitment to 
change at Collections. Each of the small wins bought 
further help and support that in turn amplified and 
extended the work until Collections had surpassed its 
collection budget and was, according to Udy, the apple 
in the commissioner’s eye, with a full 20 awards in just a 
few years for excellence. 

Onward to the Customer  
of One
In truth though, change is simply a set of departure 
lounges. The ‘white vans with ladders on the top’ 
statement is just one of many starts. The utopia for 
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 ■ Quality Assurance. The Group has always 
attempted to manufacture equipment which 
meets or exceeds the highest industry stand-
ards. In response to these standards becoming 
ever more stringent, the Group has imple-
mented a total quality assurance and enhance-
ment approach to ensure the excellence of its 
products.

 ■ After Sales Service. Since the reliability of power 
systems worldwide is becoming increasingly  
vital, a rapid and effective response to potential 
problems is essential. The Group’s after-sales 
service teams are capable of meeting every 
known need including on-site commissioning, 
the supply of components and all stages of 
maintenance.

 ■ Commercial Establishment. A network of repre-
sentatives, agents and manufacturing capability in 
more than 120 countries exists to ensure that the 
lines of communication between the Group and its 
customers are as short as possible.

In 2011, TrG embarked on a programme of change 
which incorporated the integration of various dimensions 
of quality including the technical perspective of per-
ceived quality, human-focused quality management and 
intelligent quality management. The company wanted 
to ensure that technical, social and sustainable facets 
of quality were integrated into all decisions regarding a 
delivery of a superior product and service. 

Previously there had been two other attempts at 
‘Total Quality’. Both these attempts had been driven by 
middle-management without the commitment of senior 
managers. Failure for these attempts was attributed to 
this lack of commitment and involvement from the top. It 

Trans-Gen PLC (TrG) is a design and manufacturer of 
protection and control systems for electrical transmis-
sion and distribution networks. It is part of a bigger 
division of a dual-country-owned major employer. The 
Division is supported throughout the world by more than 
60 industrial and commercial units employing more than 
14,000 and has a turnover in excess of €1500m. The 
British unit of TrG is located in a small county town in the 
North Midlands. The unit still enjoys a dominant position 
in many of the world’s markets, a position not shared by 
some units in the Division which have seen their markets 
diminish. 

TrG prides itself on its international reputation, and 
provides a number of client-centred services to ensure 
its reputation and market position remain dominant. The 
client-responsive services are:

 ■ Research and Development. The group continu-
ally analyzes the needs of its customers, enabling 
it to design and perfect products best suited to 
the specifications of international markets. 

 ■ Applications Expertise. All units provide applica-
tions teams which are at the disposal of custom-
ers to match their requirements to the specific 
features of the product range. Using various 
state-of-the-art techniques, the applications 
teams can replicate all known faults to ensure 
the correct match of protection relays to system 
requirements.

 ■ Training. The Group is renowned throughout 
the world for the quality of its customer training 
courses, which vary from annual sessions to sev-
eral weeks of general theory and practical work 
on protection and control systems, to dedicated 
programmes on specific products.

anni hollings
Staffordshire University

IntegratIve Case 4.0

Changing the Culture at   
Trans-Gen PLC: What’s Wrong 
with Senior Management?
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Customer comments highlighted problems 
with:

 ■ lead-times, with products taking too long 
to make and deliver, meaning that delivery dates 
were often meaningless;

 ■ liaison, which was often variable, and feedback 
was often slow;

 ■ persistent and minor problems with otherwise 
good quality products, but providing enough irri-
tation for customers to seek alternative suppliers.

The general statement which TrG used to sum up the 
surveys was that:

‘We are good but we need to improve to get ahead.’

The rationale for the introduction of new ways of 
working based upon a culture change into TrG was 
established. The communication to internal and external 
stakeholders stated that:

All companies are dependent upon their  customers 
and stakeholders, survival and growth depend on 
 continuing to meet their needs. Satisfied custom-
ers help create more demand which in turn help 
provide more growth and sustained investment. 
TrG recognizes that our customers are searching 
to improve their  performance and that as a sup-
plier, TrG must respond and collaborate with its 
customers in order to outperform our competitors.

Secondary to this, the company communicated to its 
employees:

We also wished to continue to grow, become more 
proactive to change, build on the improvement culture 
that already exists and solve long-standing problems. 

The new approach to quality will provide the new 
stimulus which will assist us towards expanding 
our continuous improvement goal.

In October 2011 the MD decided that the programme 
of change would be promoted under the heading of 
Delivering the Future through Total Quality. A TQ Coor-
dinator was appointed; this was a part-time role for a 
member of the senior management team and was given 
to the Chief Accountant, who was fully supportive of the 
Managing Director’s initiative and the ideas which under-
pinned a total quality agenda. A full-time TQ Manager was 
appointed whose role was to coordinate, monitor and 
progress all TQ-related activity on behalf of the company, 
key elements of which were training and communication.

Also the Company Steering Group (CSG) and Func-
tional Steering Groups (FSG) were formed. The CSG 
comprised the Management Team and the TQ Manager 

meant that the workforce had been introduced to some 
of the ideas and principles of TQM, which had resulted 
in TQM being perceived negatively based upon experi-
ence of ambivalence and disenfranchisement by senior 
employees.

Any third attempt must prove to be successful oth-
erwise there would be serious implications for the sus-
tainability of growth and profits. Being reputed as an 
organization that was rooted in best practice, quality 
products and services were perceived as useful stra-
tegic tools to achieve economic and financial success 
and stability. The introduction of changes in working 
practices through which the company could secure its 
future was also tied into the acceptance that electronic 
developments had meant that TrG products had lost 
their uniqueness. The strategic response was to change 
the organizational emphasis from being product driven to 
service driven. Service and customer loyalty to TrG were 
to be marketed as the unique selling point, which would 
ensure competitive advantage. 

The Managing Director was the champion of the 
change programme. He had been a strong supporter 
of the ideas of TQM and was convinced the approach 
would be appropriate for TrG. He contracted a con-
sultancy to conduct an employee and customer atti-
tude survey to establish the need, or otherwise, for TrG 
to embark on a major programme for change. Forty 
per cent of the employees were included, selection 
being by random sample. The results of the surveys 
were fed back to the senior management team over 
a two-day workshop conducted by the consultants. 
Recommendations were made to implement and pur-
sue a programme which would see TrG applying the 
principles and best practices of contemporary quality 
management.

The consultants identified several areas of frustration 
for employees and customers. Employee comments 
drew attention to the perceptions that: 

 ■ standards were inconsistent and that there was an 
emphasis on quantity rather than quality;

 ■ there were too many systems and products;

 ■ there were frequent component shortages;

 ■ the organization was fragmented with too many 
departments ‘doing their own thing’;

 ■ there was no sense of direction from ‘the hierar-
chy’ and that ‘they’ were too remote;

 ■ there were too many barriers to getting things 
done;

 ■ there was very little awareness of what was going 
on for most of the time.
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and repair turnaround times, and improving the com-
pany image; internal issues which addressed company 
performance, particularly product range rationalization; 
and people issues which were intended to highlight the 
value of people to the company and focused on personal 
appraisals.

The FSGs, who had ownership of the functional pro-
jects, identified projects which covered a wide range of 
activities, but the choice was heavily influenced by the 
external consultants who suggested projects which 
could be statistically measured. This was, in part, a 
reflection of the consultant’s own practice paradigm, 
which was essentially operations management and 
therefore efficiency dominated, and in part, consist-
ent with TrG’s known base of expertise and unlikely 
to present any complications in terms of analysis and 
interpretation.

Team leaders were selected by the CSG and the rel-
evant FSGs as appropriate, and teams of six to eight 
multi-disciplined groups of people were chosen by the 
team-leader in consultation with interested parties. Train-
ing was given to all project teams on the Key Principles 
of the new ways of working, which were:

 ■ To give the customers what they want when they 
want it.

 ■ To work as suppliers and customers to each other 
to improve our service.

 ■ To explore and try out better ways of doing things.

 ■ To strive to do things right first time, every time.

 ■ To measure how we are doing and agree improve-
ment targets.

 ■ To take advantage of training.

 ■ To foster effective communication.

Best Practice Tools and Techniques included:

 ■ Teamworking

 ■ Running effective meetings

 ■ Uses of delegation

 ■ The problem-solving process

 ■ Action/work planning

 ■ Report writing

 ■ Telephone techniques

 ■ Making presentations.

The training was managed and led by the TQ Manager, 
who, prior to taking up the role, had been the Training 
Manager. It was an activity he enjoyed and had earned a 
considerable reputation as a very effective learning facil-
itator. He was intent on using his own skills and sphere 

with the Managing Director in the chair. The 
FSGs comprised the departmental heads of 
that function, plus a part-time facilitator with 
the functional head in the chair. The part-time 

TQ facilitators were to perform a role similar to that of the 
TQ Manager but with a functional focus and in support 
of their chairperson. There were five functional steering 
groups established.

During late 2011 a series of workshops were con-
ducted designed to provide awareness of the new 
approach and to communicate the survey results. The 
audience was all middle management to supervisory 
level. The workshops were led by the TQ Manager with 
a representative from the consultancy in a facilitator role. 
The workshops covered an agenda which was essen-
tially informative, with topics including, ‘What is our 
approach to quality’, ‘How to gain commitment’ and 
‘Gaining improvements’. During these workshops par-
ticipants were asked to consider possible projects for 
improvement.

The role and influence of the external consultant was 
very important. Deliberately designed not to be intrusive, 
he was ‘at hand’ throughout the workshops to provide 
advice and support to the TQ Manager; he was also 
contracted on a ‘retainer’ to provide a mentoring role to 
the TQ Manager on what turned out to be fortnightly dis-
cussion and review sessions. 

In January 2012 a vision statement was formu-
lated and initial improvement projects were selected. 
The vision statement was presented and proposed the 
following:

We believe that our future growth and prosperity 
lie in providing products and services which please 
our customers and outperform our competitors. 
Simply, we aim to be the best. We shall achieve 
this by working closely together and using the un-
doubted skill of everyone here to challenge and im-
prove everything we do.

By January 2012, five company-wide projects 
had been identified which were designed to promote 
 multi-disciplinary teamworking and short-term success. 
There were several functional projects which were to 
achieve short-term success within specific location areas 
and gain greater employee response to, and awareness 
of, what could be achieved. The five company-wide 
projects were selected directly as a result of the top 
and second level management awareness sessions; 
employee involvement at that time was negligible. They 
were chosen to cover a good cross-section of external 
issues which concentrated on customer satisfaction and 
included reducing lead-times, improving modification 
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as either an appraiser or appraisee. Personal 
development and improvement were seen as 
key factors of the overall continuous improve-
ment message, with appraisal being the vehi-
cle through which individuals could be reviewed in the 
context of the improvement projects, and guided with 
regard to future requirements.

Improved organizational communications were 
regarded as being a critical feature of the Business 
Improvement Programme and a variety of communica-
tion methods were adopted or revamped to reflect the 
ideas of greater involvement.

Interactive total quality awareness sessions were 
conducted with 700 personnel in small groups of 15–20 
people. These were led by the TQ Manager and  covered 
40 per cent of the workforce. The majority of shop-floor 
employees did not attend. The sessions were used to 
generate information about ‘real’ problems at all levels of 
the organization and inform projects in specific areas and 
functions. The purpose of these projects was to ensure 
a greater sense of ownership with the improvements 
taking place, more personal involvement because these 
projects would have direct relevance to the group, which, 
in turn would encourage the employees to demonstrate 
the ‘will’ to help colleagues in solving problems that were 
seen to be of shared concern.

Specific Information Bulletins were produced for 
company-wide circulation and posted on special Bulle-
tin Boards. These gave updated information on the pro-
gress of the projects with the company-wide projects 
receiving general circulation and more specific projects 
promoted as appropriate.

In November 2012 a purpose designed in-house 
publication entitled Feedback was introduced. This was 
a free publication for all employees and provided infor-
mation of a general nature about total quality develop-
ments, details about project progress and an indication 
of what might happen in the future. This was edited by 
the TQ Manager and encouraged all employees to con-
tribute. Feedback was published bi-monthly. In the first 
edition it contained the TQ Statement which was signed 
by all members of the Senior Management Team. How-
ever, the original promoter of the change, the Managing 
Director, had been promoted to a Group Board position 
and his position was being held by a ‘caretaker’ Manag-
ing Director who was not interested in taking on the job 
on a permanent basis. 

The edition gave an explanation of the TQ motif that 
the Company was adopting. The triangular style was 
said to symbolize the overall concept of the programme 
because ‘Total’ meant that it involved everyone and 
everything that TrG did, ‘Quality’ covered both products 

of influence to demonstrate the principles in practice, 
consequently he spent a considerable amount of time 
on ensuring that the material and learning programme 
reflected best practice. His drive and energy throughout 
this programme was well received and people responded 
positively to him. 

The training was under the general title of the ‘Busi-
ness Improvement Programme’. The emphasis was on 
employees communicating more effectively, becoming 
more involved, showing a greater willingness to suggest 
and accept change, identifying and solving problems, 
and through thinking of ways to reduce waste. For the 
TQ Manager the main message was one of ‘empower-
ment’, a principle and concept to which he was deeply 
committed. In the publicity, Total Quality was presented 
as the ‘cornerstone’ of customer satisfaction, team spirit, 
job security and job satisfaction. 

The Business Improvement Programme incorporated 
four other general elements which were activated over 
the next 12 months:

 ■ Process reviews

 ■ Personal change

 ■ Communication

 ■ Improvement monitoring.

The process reviews were considered to be a 
medium- to long-term exercise to be conducted by the 
senior management team. However, an initial review 
was conducted to compare the organization struc-
ture with the main business processes and the key 
tasks performed by each of the functions. The review 
required a critical analysis of the interaction between 
the functions and highlighted several areas of concern 
in relation to anomalies in practice, gaps of information 
and overlaps of responsibility. The review also involved 
establishing better customer/supplier relationships and 
customer satisfaction measures. The customer/sup-
plier network brought the concept of the internal cus-
tomer into the arena with emphasis being given to the 
notion of work colleagues as suppliers or receivers of 
‘products’.

To support changes in behaviour and attitudes to 
reflect the new values underpinning the new ways of 
working, a programme called ‘Personal Change’ was 
used to introduce a redesigned personal appraisal 
scheme linked to a revamped performance manage-
ment strategy. The initial intention was to cover 250 
employees from the Managing Director downwards, 
which essentially covered the management. In intro-
ducing the new scheme care was taken to ensure 
that appropriate training was received by all involved 
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The TQ Manager realized that if the new ways of 

working were to succeed it was essential that they were 
incorporated into the general activities which everyone 
undertook. Despite the claims of success, the project 
teams had tended to divorce the new approach from 
the day-to-day activities by taking people from their 
functional base to do a ‘special’ task. However, the TQ 
Manager was confident that the infrastructure was in 
place and, although slowly, the message was perme-
ating throughout the company. He was also anxious to 
progress the awareness sessions so that everyone had 
been given the same information and that everyone was 
fully informed about what was expected of them.

During 2014 the role of Quality Coordinator was given 
to a new member of the board of directors, the Qual-
ity and Management Information Systems Director. He 
was previously the General Manager of a Division within 
TrG. He was a stalwart supporter of TQ principles and 
someone who had achieved considerable success with 
several projects in his previous posts. The new TQ Coor-
dinator, while competent and pleasant, did not offer 
the TQ Manager the inspiration that he had previously 
enjoyed. As the ‘new-boy’ on the senior management 
team the Quality and MIS Director was a junior member 
with a portfolio that was yet to be proved. 

Other changes were made to the senior management 
team during the year resulting from the retirement of the 
Marketing Director, who was replaced by the promoted 
Marketing Manager, and the position of Sales Director 
was given to the promoted Sales Manager. The important 
effect of these appointments was that the age profile of 
the senior management team dropped significantly, with 
the average dropping from the high 50s to the mid-40s. 
The Managing Director became one of the older members 
of the team. There were now nine members of the senior 
management team covering: Personnel, Manufacturing, 
Marketing, Sales, Finance, Engineering, Quality and MIS, 
and Business Development. All were men, and all but the 
Personnel Director had spent the majority of their careers 
with TrG.

Throughout 2014 the company continued to pursue 
the objectives identified in the projects, but there was 
clear evidence that some middle managers in key posi-
tions of influence were expressing their scepticism. This 
was no more so than in the main production section. 
Traditionally, the production area had been dominated 
by work-study specialists and members of the Institute 
of Management Services and the values and techniques 
were hard to dispel, particularly when both shared an ide-
ology of continuous improvement. The message which 
tended to dominate was one of ‘no change’. Change 

and service to colleagues and customers, and 
that it was a ‘Programme’ that would demand 
commitment and effort over many years. The 
underlying message was that change did not 

come about easily and that success would only be 
achieved through engaged employees helping each 
other to make continuous improvements.

A Facilitator Group comprising the Functional Group 
Heads and the TQ Manager met every month to com-
municate progress, share experiences, discuss problems 
and formulate new initiatives. 

Following the review of 2013, the objectives for the 
following two years were published. These were to:

 ■ Improve company performance through stream-
lining and improving the product range, simplifying 
key business processes, establishing effective 
performance measures for all stages of every main 
process, applying new production techniques to 
give higher product quality standards, developing 
supplier relationships and implementing joint per-
formance monitoring, reducing costs and adding 
value, and improving interdepartmental service.

 ■ Improve customer satisfaction, through reducing 
lead times, improving delivery reliability, improving 
modifications and repair response times and turn-
around times, reducing development lead-times, 
and improving the customer complaint response 
times. It was also part of the communication 
exercise to improve communication and consul-
tation with the marketplace through every means 
possible.

 ■ The ‘People’ objectives covered training and 
communications with statements made about 
ensuring that people had the right tools and the 
right training for a given job, that the company 
was committed to investing in the large training 
requirement, that needs were being identified and 
prioritized to business requirements and, that all 
employees were to be exposed to the Business 
Improvement awareness sessions by June 2014.

After two years of running the programme, fewer 
than 25 per cent of the employees had been given 
any formal opportunity to learn about and discuss the 
change programme, although bulletins and the maga-
zine had kept people informed of what was happening. 
A new Chief Executive was in post. Claims of success 
were being made about several of the projects and the 
objectives for the next two years were essentially more 
of the same. 
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and encourage people to become involved in 
the new ideas. He adopted a strategy of per-
suasion and inspiration, partly because that 
strategy reflected both his beliefs and value 
system but mainly because he had absolutely no author-
ity to tell people what to do. As the year progressed, the 
lack of authority began to wear heavily on him. Unable 
to generate the energy for change at Board level, he felt 
that many of his initiatives were being frustrated. Unable 
to ‘force’ his ideas through in those areas where resist-
ance was endangering the potential achievements, he 
began to feel that his personal credentials were being 
put at risk. Knowing that the TQ Manager was unable to 
insist that the new working methods be adopted, several 
middle managers used that knowledge as a ploy to rein-
force their own preferred operating methods.

These reflected the traditional works-study paradigm. 
Most of the manufacturing managers had developed 
their specialist knowledge through this particular career 
route. The knowledge and skills underpinning manage-
ment services had been highly valued by the Company. 
For some, the language of ‘quality’ was difficult to differ-
entiate between that which reflected the ‘Quality Control/
Assurance’ perspective and that which embraced the 
philosophy of the new ways of working. The result was 
the messages became blurred as several managers were 
reinterpreting the TQ messages in terms of their own 
frame of reference.

Unfortunately, the closeness of the two narratives 
merely served to frustrate the change process and 
create tension between people in positions of influ-
ence. Despite the tendency to describe everyone as 
pulling in the same direction, it was clear that this was 
not the case and no-one was more aware of this than 
the TQ Manager. The TQ Manager was emerging as 
both ‘hero’ and ‘villain’. To the operatives, the Trades 
Union officials, and those at junior levels of man-
agement, the Improvement Programme was the TQ 
Manager. To others less well disposed to what the pro-
gramme was seeking to achieve, the TQ Manager was 
an interference in the primary requirement of getting 
the job done. 

At senior management levels, the achievements 
that had been made were described largely in terms of 
themselves and their ability to manage. While on the one 
hand they acknowledged the change programme, on 
the other, they were reluctant to acknowledge its impact. 
Interpretations of why projects had been successful 
lacked consensus. Several ‘camps’ appeared with the 
Manufacturing Director and the Managing Director being 
seen as leaders, key players and significant influencers 

was seen as being unnecessary, the company was seen 
as being successful and this was breeding complacency.

It was decided to restructure certain production sec-
tions and introduce ‘cellular manufacturing’ as part of 
the business processes project. It was felt ‘cells’ would 
encourage greater teamworking and participation. The 
‘cells’ were introduced on an incremental basis mean-
ing that some sections were operating as a ‘cell’ while 
others were still operating along the traditional functional/
divisional lines. The decision to choose one section over 
another reflected both appropriateness of the tasks 
being undertaken and the responsiveness of the individ-
uals involved to adopt the new working practices. 

For the TQ Manager, cells offered a route to empow-
erment; for the Manufacturing Director, cell manufactur-
ing provided a vehicle through which participants would 
have to discuss problems and issues together; for the 
shop-stewards, there was not enough mutual trust and 
respect between management and the shop-floor for the 
majority of people to want to become involved. At super-
visory level the response was of ambivalence, based on 
an assumption that because the employees are con-
scientious, they would always work to the best of their 
ability.

The operatives showed far more enthusiasm for ‘cells’ 
than at any other level. ‘Cells’ were seen as providing 
scope for job variety and seeing the whole operation, as 
well as providing opportunities for participation in deci-
sions which affected production. It was recognized that 
there was an element of de-skilling, but variety made up 
for that. The jobs were much more interesting; as opera-
tives they were no longer just ‘nuts and bolts’ and could 
take a pride in the finished product.

There was also a high degree of ‘self-importance’ 
expressed by the operatives. The general feeling was 
that it was the workforce which had the foresight to 
make things happen and that it was the commitment of 
the workforce to each other that ensured the success 
of the initiatives. It was agreed that senior management 
was too remote to have any impact on the way that the 
day-to-day operations were conducted. 

Engagement was not universal, some employees 
expressed complete disenchantment, but their nega-
tive response was not attributable to the new initiatives, 
more of a general dissatisfaction with the company as 
a whole. These operatives would not have voiced their 
opinion in the public arena; all agreed that outright 
opposition would be the route to ‘choosing your way out 
of a job’!

Throughout the first six months of 2014, the TQ Man-
ager maintained a high profile and was able to energize 
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the MIS and Quality Director to dominate the feed-
back on the progress of the Internal Communications 
project.

The Quality and MIS Director reported that the aware-
ness exercise had now been presented to 1250 of the 
1600 employees, and that the 350 remaining employees 
would be dealt with over the next 10 weeks. He then 
went on to introduce the new strategic project group that 
was to assess the motivational values of sharing power. 
The members of the strategic group were to be himself, 
the HR Director, the TQ Manager – who was to act as 
coordinator – and the Chief Accountant. The group was 
to use an external consultancy, particularly in the area of 
Team Briefing, and was to survey the whole workforce, 
to which the HR Director responded:

We know what we know, there is a need for certain 
members of the departments to have communica-
tion training. Business communications are by and 
large restricted to criticizing or demanding great-
er effort from our employees. The supervisors are 
kept ‘in the dark’ regarding the company’s and de-
partments’ success and the leaders act like over-
lords. The leaders fail to understand the complexity 
of their demeanour. Information is provided on a 
need to know basis leaving the elite with control of 
information. There is inter-departmental rivalry and 
secrecy and the organization structure doesn’t al-
low answers to be given, and we don’t give a damn 
because we don’t give answers. The perception is 
that there is not a lot going on, except on a local 
basis. Notice boards are the least effective way 
of giving information, people are not interested in 
what is going on elsewhere.

For the first time in the proceedings the HR Direc-
tor had made a significant contribution and he knew its 
impact had not been lost. His authority challenged any-
one to contradict him, which they did not, and he had 
‘the floor’. He continued then with his view on the train-
ing programme: 

The training objective was a bit ‘iffy’ anyway.  
We had identified the training plans off the back 
of appraisal, but to be brutally honest, the pro-
cedures which have been demanded by, for ex-
ample ISO 9001, have overtaken TQ. Complying 
with ISO 9001 requires a large negative stick really, 
rather than the TrG TQ approach. We need some 
revised objectives and I have initiated a pilot pro-
gramme of competency-based training and devel-
opment plans. I have started with the Instruments 

of policy, but not necessarily in a joint capacity; 
and the HR Director pursuing his own direction. 
The lack of unity at the senior level was com-
mented on by the majority of employees. This 

disunity was accepted as ‘a fact of life at TrG’. 
The credibility of the programme experienced a seri-

ous blow when the company announced the need to 
make 150 employees redundant. The reason given 
was a fall in actual orders against expected sales. The 
management considered that they were ‘lucky’ and had 
demonstrated foresight in ensuring that there were tem-
porary staff who would be laid off and that the substan-
tive workforce would not be affected except by those 
who would choose to go. This proved to be ‘cold com-
fort’ to the employees who saw the action as just the ‘tip 
of the iceberg’. 

The Business Improvement Programme was now 
interpreted in different ways. It had been sold to the 
employees as the vehicle through which TrG would 
establish market dominance, implying that it was to 
secure employment. Yet, within the first year of operation 
across all levels it had proved necessary to lose employ-
ees. The shop-floor accepted the situation with a degree 
of resignation, as long as there were no enforced redun-
dancies then things were seen as being all right.

The TQ Manager drove the change message even 
harder, picking up on the faltering morale and the drop 
in general complacency as employees realized their jobs 
were not secure and the company was not ‘invincible’. 
More people began to accept that there was a need to 
ensure that customers were given quality products and 
quality service. The TQ Manager was convinced that 
there was a greater team ethos emerging with people 
actively cooperating with each other. In some respects, 
the negative experiences that the TQ Manager had been 
through were now acting as a challenge and he became 
more energized.

In January 2015 the senior management held their 
annual Business Review, held over two days with the 
TQ Manager being present on Day 1. Different manag-
ers gave feedback sessions on the progress of projects 
towards the major company objectives. The Managing 
Director was obsessive about timings and despite the 
development of some critical and analytical discussion, 
they were not allowed to proceed beyond the allotted 
time period. The HR Director chose to take an unusual 
stance during these presentations. Despite the signifi-
cant implications for HRM for all the projects, and the 
communications project specifically, the involvement  
of the HR Director was minimal. He chose not to par-
ticipate cooperatively in the presentations and allowed 
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The isolation of the TQ Manager was com-

pleted by the resignation of the consultant who 
had maintained constructive communication 
sessions with him. Before leaving TrG he gave 
an account of his views on how the company had pro-
gressed. He had been involved since 2011 and reviewed 
the success around the three objectives of customer 
focus, challenging over-wasteful working, and develop-
ing a working environment where everyone feels able to 
challenge what they do and in so doing all contribute to 
the company’s success. 

He believed that the TQ banner had contributed 
in part to the improvement in the company’s perfor-
mance. He identified the annual objective setting 
and review process; the fact that the company had 
become increasingly more measured; the introduction 
of a new management structure to control improve-
ment activities; project teams which had been set up 
to tackle large and small issues; the initiation of the 
review of the management of key processes; and the 
attempt to improve communications. His praise was 
not, however, fulsome. He commented on how the 
business success had been counter-productive to the 
change. He noted how some people still questioned 
why there was a need to change. He had observed 
how many people still regarded the TQ programme 
as a project-based programme and that they did not 
see TQ as being integral to their everyday activities. 
Most serious of all was his observation that the phi-
losophy of Total Quality was not yet ingrained into the 
organizational culture and that too many employees 
were still to see an impact of TQ on their working 
environment.

While his comments were an attempt to stimulate 
interest, they did little to help counter the criticism the 
HR Director had implied. He presented his belief that the 
principles of TQ could not be compromised and that if 
the company were to be successful then it needed to 
embrace changes relating to improving customer ser-
vice, changes in the way work was undertaken with a 
quicker move towards cell working, and changes to 
the way that people are managed particularly the way 
they are developed and encouraged to participate. In 
essence, more of what had been introduced right at the 
beginning of the programme. 

To those who understood TQ and what it attempted 
to achieve, the message was one of hope and encour-
agement that the process was ongoing and evolving. 
To those who had yet to discover the programme and 
experience its impact, the message was damning; had 
nothing been achieved? Had they been doing it wrong all 

Department and they have stuck with us. There 
was a difference of expectation between HR and 
Instruments but now they have a better applica-
tion of HR techniques, for example the use of job 
descriptions including a list of competencies. We 
have also identified a new appraisal process based 
on comparison between what the job needs and 
what the job holder has which will allow an individ-
ual career plan to emerge. This approach should 
allow us to meet the requirements of ISO 9001. I 
chose Instruments because they were people who 
wanted to cooperate. I anticipate that the SHRD 
Plan will be in budget by July and that the pilot will 
be completed in March and the main programme 
in place by July.

The impact on the Senior Management group was 
profound. The Manufacturing Director raised points 
for debate, others got defensive and in some cases 
abusive, but the HR Director was self-assured and 
uncompromising. The impact on the TQ Manager was 
palpable. By seemingly criticizing the Senior Manage-
ment the HR Director had ‘poured scorn’ on much of 
the Programme; by linking it to ISO 9001, the implication 
was that those in charge did not know what they were 
doing. He returned to his seat, his authority and exper-
tise in tact and his domain untouched. The TQ Manager 
stood to give an account of what he had been doing 
and did so without enthusiasm and seemingly sapped 
of all energy. His presentation was lacklustre and com-
prised of a series of statistics, estimable in themselves 
but now without impact.

In the early part of 2015 the TQ Manager lost his main 
supporter at Board level. The resignation of the Chief 
Accountant was to serve yet another blow to the increas-
ingly frustrated TQ Manager. As one of the oldest serving 
members of the senior management team, and a lead-
ing protagonist of Business Improvement from its earli-
est inception at TrG, the Chief Accountant had played an 
invaluable part in the successes of the Programme and 
in supporting the TQ Manager. His had been a sympa-
thetic and powerful voice at Board level, and his influence 
would be missed. His contribution to the Programme had 
also been recognized and acknowledged at other levels, 
particularly with the operatives and supervisory levels. He 
was unusual among his senior management colleagues 
in as much as he was known to the shop-floor. The only 
other senior manager to gain personal recognition was 
the Manufacturing Director who achieved almost mythi-
cal status – an image he was careful not to disabuse and 
a personal strategy he was keen to pursue.
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along? There were now all sorts of conflicting 
messages being circulated and the TQ Man-
ager found himself experiencing more barriers 
to the easy passage of the introduction of a 

programme to which he was passionately committed. 

Questions
1.  What problems were caused by the different narratives 

on change, especially between the production man-
agers and the TQ Manager?

2. What does the case demonstrate about the role a 
senior management team should play in organization -
wide change programmes?

3. What could the TQ Manager have done differently? 
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and good prices paid for baby milk powder by China’s 
burgeoning middle class was flowing back to good 
returns to farmers.2, 3

Since the start of the twenty-first century, the value, 
scale and reach of New Zealand’s dairy food export-
ing industry has increased dramatically. But its core 
organizational structure has changed little. While corpo-
rate-style dairy organizations have increased in number, 
the family-based owner-operator remains the industry’s 
dominant format. The key difference between today and 
20 years ago is that the average New Zealand dairy farm 
is a multi-million dollar business. To keep ahead and 
to take full advantage of the good times, farmers have 
taken on more land, more cows, more advanced tech-
nologies, more debt and more labour. The average New 
Zealand farm is now milking nearly 400 cows – twice 
the number it was milking back in 1997 – and it is no 
longer a one-person operation with occasional needs 
for family labour. Farms such as those run by Bryan Guy 
(Scott’s father) and his family, which milks 720 cows on 
about 300 hectares, and requires multiple part-time and 
full-time staff, have led the change. Managers and farm 
workers are required not just to milk production animals, 

In the pre-dawn dark on 8 July 2010, farm manager, 
Scott Guy, left his house and began the short drive to 

work. As he reached the dark country road at the end of 
his drive just outside the town of Feilding in New Zealand 
central North Island he discovered, to his surprise, that 
the gate had been shut. He stopped his vehicle and went 
to swing the gate open leaving the motor running and 
headlights on to light his way. As he reached the gate a 
lone assailant stepped into the light and fired twin shot-
gun blasts to his throat and chest. Within seconds Scott 
Guy was dead. It would take police nine months to lay 
a murder charge. After a highly public investigation they 
charged Ewen Macdonald, Guy’s fellow farm manager 
and brother-in-law, with the killing.

At the time of his death, 31-year-old Guy had a lot 
going for him. His wife was expecting their second 
child, they had just finished building a new house on 
land that was part of his father’s farm, the couple had 
been given a 10 per cent share in the family farming 
business valued at NZ$285,000, and he was earning a 
NZ$100,000-a-year salary as a farm manager. Mean-
while the dairy industry was booming. Strong global 
demand for protein and particularly the high volumes 

Craig Prichard
Massey University, New Zealand

IntegratIve Case 5.0

Blood on the Gatepost: 
Family Conflicts in the New 
Zealand Farming Industry1

1 Unless otherwise stated this case is based on the daily update files from the court case: www.stuff.co.nz/ domin-
ion-post/news/7043739/Scott-Guy-murder-case-Live-updates.
2 This wave of prosperity had brought swathes of new dairy farms into the industry, many of them converted sheep 
farms in New Zealand’s South Island. This has added nearly 600,000 hectares to the dairy land and a million more 
cows during the 2000s, bringing the national herd to around 4.5m productive animals. New Zealand exports almost all 
of its dairy production. The industry contributes 25 per cent of the country’s export earnings, almost all of it through 
Fonterra, the country’s largest company and the world’s largest dairy exporter. Fonterra employs about 20,000 people 
around the world and is a cooperative owned by 10,500 dairy farmers including Scott Guy’s father, Bryan Guy.
3 The inflation adjusted payout to farmers per kilogram of milk solids (the industry currency) reached $8 in 2007–
2008 and again in 2010–2011 (Dairy Statistics, 2012). In that year average milk solids production per cow hit 364 kgs 
and the price of land climbed by 8 per cent.
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the farm and that he wanted to work on his own with 
their father. Scott was also upset that his sister and her 
husband had moved into the family home when their par-
ents moved to nearby Feilding and he told his younger 
brother that he wasn’t happy that he and his wife Kylee 
had the same 10 per cent share in the farm as Ewen and 
his sister, Anna.

In response to these tensions Bryan Guy called a 
series of meetings. He discussed work arrangements 
and gave each man separate responsibilities on the 
farm. But the grumbles continued. In 2009 Scott put 
his frustration on the table. He announced at a family 
business meeting, much to everyone’s surprise, that 
he wanted to inherit the farm, and that Ewen should 
work for him. He also said that his sister, Anna (Ewen’s 
wife), did not deserve the farm shareholding as she had 
not worked on the farm. The announcement shocked 
the rest of the family. At the police interview more than 
a year later Macdonald said this announcement ‘com-
pletely blew me away’.

While Bryan and Joanne Guy explained to Scott that 
he would not be inheriting the farm, and the plan was 
that they would all work together, Macdonald began to 
fear that he was being squeezed off the farm. Macdon-
ald’s fears were further heightened in early 2010 when 
Bryan Guy began introducing his son to the farm’s 
accounting system. He told the court that Scott was 
the obvious choice to take on this job. He gave Scott 
authority to sign cheques so that if something happened 
to his father he would know how to do it. He said he 
wanted to get Macdonald involved as well but had not 
shown him how it worked.

Macdonald’s concerns were further raised a little 
while later when Bryan and Joanne Guy returned from 
a business seminar. They were discussing plans to use 
some of the land for other purposes including develop-
ing a recreational lake. Mrs Guy told the court that her 
daughter, Anna, had said that Ewen ‘was a bit worried 
that suddenly the dairy side of it might fall over and they 
might be out of the picture’.

Throughout the period Macdonald became increas-
ingly critical of Scott’s work performance. There were 
issues over the quality of the calves Scott was rearing, 
the amount of time spent with his wife and new baby, 
and claims that he wasn’t pulling his weight on the farm. 
These tensions boiled over into a public spat in Septem-
ber 2009. Nikki Guy told the court that Scott left milking 
early to attend a function at the Palmerston North fash-
ion boutique she and her mother owned. She said that 
later ‘Ewen kind of told him off for leaving early and Scott 
didn’t appreciate that. Scott said “... I’m not going to sit 
here and listen to that shit” and he left’.

but to rear replacement stock and harvest for-
age crops to feed hungry cows. But as with any 
change, not everyone was going in the same 
direction. And things don’t always go to plan.

Rivalry and Conflict
Two farm consultants who gave evidence at the murder 
trial described Bryan Guy and his dairy manager, Ewen 
Macdonald, as ‘high achievers, superb driven farmers, 
with hard working employees’. They said the farm’s milk 
solid output (the unit of measurement for dairy farm pro-
duction) was significantly higher than other farms in the 
area and it was ‘one of the best-run operations they had 
seen’. Ewen had been working for Bryan Guy since the 
mid-1990s when he joined the farm from school at 16. 
Bryan told the court on day seven of the trial that Ewen 
was ‘very keen and diligent and good with farm manage-
ment’. During the late 1990s Bryan got involved in dairy 
industry governance and Ewen took on more responsibil-
ity. He eventually became dairy manager. Along the way 
Ewen had married Anna, Bryan Guy’s youngest daugh-
ter, and they began raising four children on the farm.

Scott Guy was by all accounts a likeable, easy 
going, traditional young man. When he left school he 
went to work as a stockman on farms in New Zea-
land and later Australia. His mother told the court that 
as a youngster he had little interest in dairy farming. 
When he lost his job in Hawkes Bay in 2003 his father 
came to the rescue, creating a position for him as farm 
manager back on the family farm alongside his broth-
er-in-law. Anna Guy told the court that she had her 
doubts about the partnership: ‘two’s company, three’s 
a crowd’, she said.

Scott and Ewen had been mates when they were 
younger. They had flatted together and Scott had been 
Ewen’s best man at his wedding. But they were com-
petitive and Nikki Guy, Scott’s older sister, told the court 
that the farm wasn’t big enough for the two of them. 
Farm consultant Simon Redmund, who had visited the 
Guy Farm over a ten-year period, said Ewen was ‘streets 
ahead’ of Scott Guy in farming skill. He had also spoken 
to Macdonald about becoming manager of another farm 
as a way to further his career but it did not come to any-
thing. In retrospect perhaps Ewen might have taken this 
offer seriously.

Scott came to resent his brother-in-law’s influence, 
ability and approach to farming. He told a meeting in 
2006 that there were ‘too many bosses’ on the farm. He 
confided in his younger brother Callum. Callum told the 
court that Scott thought Ewen was trying to take over 
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 Police:  That was about seven months af-

ter that meeting when Scott vented 
saying that he wanted to take con-
trol.

 EM:  Yip.
 Police:  And you told us that everything was fine. 

But was it fine?
 EM:  Nah I was still holding a bit of a grudge.
   I yeah yeah I was disappointed that it 

wasn’t a fair partnership.
 Police:  In what way wasn’t it fair though?
 EM:  What with the hours I had to work and I 

didn’t get to spend as much time at home 
with the kids whereas Scott got a lot more 
home time. To me it felt like I was working 
my arse off and it wasn’t equal, the hours 
work and yeah.

 Police:  Why did you use the bikes to go up there 
[to the house to burn it]?

 EM:  I guess no lights, no motors and no one 
would hear us and you can leave them out 
of the way if someone goes past.

 EM:  I also said that I wouldn’t take someone’s 
life, I’m not that extreme.

 Police:  You said if we find the person responsible 
for the arson and the damage then we find 
the murderer. Ewen we have found the 
person responsible for the arson and the 
damage.

 EM:  Yeah but I’m not the murderer.
 EM:  It makes sense; it makes sense from your 

investigation.
 Police:  Given that, do you think you are going to 

walk out of here today not being charged 
with murder.

 EM:  I’d say you are going to charge me with 
murder but I’m not guilty.

Despite these admissions and the history of conflict 
between the two men Ewen Macdonald was found not 
guilty by a jury of killing Scott Guy after a 20-day trial. The 
defence argued that there was no credible evidence link-
ing Macdonald to the scene of the murder, and a series 
of other possible suspects and circumstances that the 
crown had been unable to rule out. Defence lawyer Greg 
King told the court in his summing up that while there were 
problems between the two men, and Macdonald had 
done dreadful things to Scott’s property, there was a big 

Anger and Violence
While the occasional heated meeting, verbal spat, dis-
agreement over the allocation of work and responsibil-
ity might be regarded as normal organizational events, 
the trial of Ewen Macdonald for the murder of Scott Guy 
brought to light an entirely hidden, darker and more sinis-
ter side to Macdonald’s frustrations.

Scott Guy’s death in July 2010 had been preceded by 
a series of unexplained local crimes seemingly directed 
at Scott Guy and his family. In 2008 the old house that 
Scott was relocating to make way for his new dwelling 
was destroyed in an arson attack as it sat on a trans-
porter. And a year later the almost completed new 
home was damaged by vandals who caused more 
than $20,000 worth of damage to internal walls and fit-
tings. The most disturbing aspect of the attack was the 
obscene graffiti scrawled in paint on the walls, directed at 
Scott’s wife Kylee.

While Macdonald denied he murdered Scott Guy, 
he admitted to police that he had caused the arson, 
the damage and the graffiti. While Macdonald initially 
denied involvement, they forced a confession after his 
 accomplice Callum Boe admitted the offences. Here is a 
transcript of the interview.4

Macdonald admits torching the house and trucks 
and then

 Police:  The next thing on the timeline is clearly 
what?

 EM:  Graffiti (Police: Damage to the house) yeah 
(tell me what happened there). Callum and 
I did it (why was that?) arrh that probably 
was directed I guess yes. (had Kylee done 
something to you, Ewen?) nah nah (cos 
the wording on the wall, can you remem-
ber) bitch slapper or something (how did 
you write that) with a paintbrush (when did 
you do it) on that night, before we went on 
that trip to Ruakaka.

 Police:  What was going on in your mind.
 EM:  Nothing, just doing it.
 Police:  Was there some jealousy about Scott hav-

ing a new house?
 EM:  Not about the house it was probably just 

you know I had sort of about the whole, 
wasn’t a fair partnership, I was sort of hav-
ing to flog my guts, work my arse off.

4 See full interview and related links here: www.3news.co.nz/Ewen-Macdonalds-first-police-interview-Part-2 VIDEO/
tabid/423/articleID/258281/Default.aspx
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and his colleague Boe were caught. While this seems 
to have been dealt with privately between Macdonald’s 
father Kerry and the property owner, it fuelled a revenge-
ful and destructive rampage by Macdonald and Boe 
that involved killing 19 calves with a hammer, emptying 
a vat containing 16,000 litres of milk and burning down 
a 100-year-old duck shooting shelter. While reference to 
these charges was ruled inadmissible by the trial judge, 
Macdonald pleaded guilty to these offences, and served 
most of a five-year jail term (with three failed attempts at 
early parole). He was released in late 2015.7

The Third Party
The trial focused on the events leading up to the mur-
der and the relationship between Macdonald and Guy. 
But there was always a third party involved. The evi-
dence, of course, showed that Bryan Guy only wished 
to do the best by his children. But there was some con-
flict here. Bryan appeared to have been caught between 
the demands of developing a successful business – that 
demanded a wide range of skills and abilities – and devel-
oping a business where their family featured prominently 
as owners and managers. While not directly related to 
the murder, these two objectives created some of the 
conditions that informed the trial. In a series of media 
interviews that followed Macdonald’s non-guilty verdict, 
Bryan Guy responded to questions about what he might 
have done differently. In one interview he made the fol-
lowing comment:

Yes, we knew when we took the boys in as part-
ners and their wives as partners on the farm that a 
lot of businesses and not just farming businesses, 
but particularly a lot of family farming businesses, 
don’t always work well when you get brothers or 
fathers and sons working together. So because we 
were so aware of that we thought, well, we would 
make sure that we were going to make it work, 
and we did think that we had put a lot of effort 
in. We had got a lot of really good advice, we had 
done a lot of planning with it, we thought we had 
been talking to everyone about how things were 

difference between destroying property and kill-
ing Scott Guy.

King said there were unexplained tyre marks 
at the scene, a reliable report of a sedan speed-

ing up Aorangi Road away from Guy’s house around the 
time of the killing, and a cigarette box at the scene that 
may have come from a local burglary. There was also no 
link between the farm gun, the alleged murder weapon 
and the killing. The farm gun had to be manually loaded 
and witnesses reported three quick blast discharges. 
King told the crown that ‘Everything you have said is 
wrong’.

In his summing up the crown prosecutor focused 
on the resentment and the family conflict over the 
farm. Prosecutor Ben Vanderlolk told the jury that Scott 
Guy’s sense of entitlement at inheriting the farm ‘got 
into Macdonald’s head. No one knows the depth of his 
resentment’. Despite efforts to resolve the issue of share-
holding and housing, Macdonald was still not happy. To 
him everything was in place to accommodate Scott and 
Kylee Guy, and the family meeting before the shooting led 
him to believe that further disruption was coming his way. 
Both men had wildly divergent plans and they were never 
on the same page. Macdonald felt that his family’s secu-
rity was being threatened and this led to offensive and 
destructive activity. The prosecutor claimed that Guy’s 
murder was the result of an ‘intense, personal hatred’ 
that Macdonald developed out of fear that he would be 
forced off the Feilding farm should Guy inherit it.

Popular opinion paints Macdonald as a ‘blimmin’ 
psycho’.5 But the extent of Macdonald’s undisclosed 
and after-dark activities went beyond the house attacks 
and was a surprise to many, including Bryan and Joanne 
Guy. But Macdonald’s wider offending was withheld 
from the jury. The defence had claimed these were unre-
lated and therefore prejudicial to the case. As well as 
the vandalism, arson and wilful damage to Scott Guy’s 
house, Macdonald was also involved in deer poaching 
expeditions that, when he was caught, led to a string of 
property damage offences. These ‘missions’ as Mac-
donald referred to them, included visiting two farms in 
the lower Manawatu about 100 times over a two-year 
period to poach deer.6 During one mission Macdonald 

5 See, for example, media commentator Bryan Edward’s comments on the case (brianedwardsmedia.co.nz/2012/08/
why-the-jury-in-the-scott-guy-murder-trial-should-have-been-privy-to-all-the-facts-about-ewen-macdonald/).
6 Details are here: www.nzherald.co.nz/nz/news/article.cfm?c_id=1&objectid=10824508
7 Macdonald applied three times for early release before the Parole Board granted his application in 2015. In previous 
attempts the board noted that Macdonald had ‘not yet addressed his personality traits which lead him to offend and 
that more treatment could be required to help him do so’ (see report here: www.stuff.co.nz/national/crime/63262948/
ewen-macdonald-denied-parole)
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5.0Questions
1. From the case suggest three further 

steps that Bryan Guy might have taken to 
strengthen and develop the family business and that 
would also have avoided or reduced the tension and 
conflict between Scott Guy and Ewen Macdonald.

2. Discuss the extent to which traditional gendered 
identities and relationships underpin the conflict on 
the Guy farm.

3. Identify, using your answers to (1) and (2), the rel-
ative strengths and weaknesses of family and 
corporate ownership and control of business 
organizations.

References
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working. But yeah so obviously we didn’t do it quite 
right. So you do wonder. But it’s no good beating 
ourselves up about it we just have to move on and 
look to the future.8, 9

Globally, family businesses dominate many economies. In 
the United States 80 per cent of corporations are either 
controlled or owned by one family and contribute up to 60 
per cent of that nation’s GDP (Collins 2012: p. 5). In New 
Zealand the assets of about three-quarters of the 30,000 
farming units are held in family trusts. A recent ANZ Bank 
survey of 750 of these farmers found that 91 per cent 
regarded the farm as a family business and 71 per cent 
were looking to pass this on to the next generation.10

Put differently we might say that a very large pro-
portion of New Zealand’s export earning assets are 
located in owner-operators, family businesses, most of 
which will be passed to that family’s next generation. 
Bryan Guy had a plan as to how he was going to do 
this. But from the case above at least it is clear that 
no shortage of plans, consultant reports, and meetings, 
acts of generosity, fairness and efforts to create equita-
ble distribution of work, jobs, shareholding and rewards 
can always quell the tension and conflict that families 
harbour. Of course conventional corporate or cooper-
ative businesses are not without their patrilineal and 
sibling-type rivalries. But at least in such instances the 
conflict between biological and symbolic succession is 
to some degree avoided and family blood is unlikely to 
be found on the gatepost.

8 See full report here: www.3news.co.nz/Support-helped-Scott-Guys-parents/tabid/309/articleID/269773/ Default.aspx
9 Bryan and Joanne Guy sold the family farm at the end of 2015. When interviewed, they said that ‘succession plans 
changed when Scott was killed’.
10 See full press release here: www.anz.co.nz/resources/5/4/5466d3804c694734a90eff6f4f40a049/POBB_agri_ press_
release.pdf
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COUNTERPOINTS – RECOMMENDED 
SUPPLEMENTARY READING 

The following books are recommended for exploring the alternative perspectives in the Counterpoints that appear in 
Organization Theory and Design and its accompanying web-based materials. Common to these texts is their loca-

tion within a broad, alternative approach to the study of management and organization known as critical management 
studies (CMS) which forms one of the divisions within the Academy of Management (see aom.org/DIG/).

Textbooks range from introductory (little previous specialist knowledge required) to advanced (substantial specialist 
knowledge required). Edited collections contain previously published material including journal articles and extracts 
from books that can be variable in their level of difficulty. Handbooks provide state-of-the art reviews and tend to be 
comparatively advanced. In addition to these sources, articles published in good (tightly refereed) academic journals are 
a relevant resource for advanced students. The recommended texts generally have indexes which can be searched for 
key words. Google Scholar (www.scholar.google.com/) is a useful tool for searching for relevant articles and books; the 
number of citations received by a book or an article, when taking into account its date of publication, can provide an 
indication of a text’s influence and scholarly standing.

Textbooks

Introductory
Knights, D. and Willmott, H.C. (2017), 3rd ed., Introducing Organizational Behaviour and Management, Andover: Cengage  Learning 
Wilson, F.M. (2003), Organizational Behaviour and Gender, London: Routledge

Intermediate
Barry, J., Chandler, J. and Clark, H. (2009), 2nd ed., Organizational Behaviour: A Critical Text, Andover: Cengage Learning
Clegg, S.R., Kornberger, M., Pitsis, T.M. and Mount, M. (2019), 5th ed., Managing and Organizations: An Introduction to Theory and 

Practice,  London: Sage
Fulop. L., Linstead, S. and Lilley, S. (2009), Management and Organization: A Critical Text, London: Macmillan Palgrave
Grey, C. (2017), 4th ed., A Very Short Fairly Interesting and Reasonably Cheap Book About Studying Organizations, London: Sage 
Hatch, M-J. (2018), 4th ed., Organization Theory: Modern, Symbolic, and Postmodern Perspectives, Oxford: Oxford University Press
Thompson, P. and McHugh, D. (2009), 4th ed., Work Organizations: A Critical Approach, London: Palgrave Macmillan

Advanced
Alvesson, M. and Willmott, H.C. (2012), 2nd ed., Making Sense of Management, London: Sage
Jackson, N. and Carter, P. (2006), 2nd ed., Rethinking Organizational Behaviour: A Poststructuralist Framework, London: Prentice-Hall
McAuley, J., Duberley, J. and Johnson, P. (2013), 2nd ed., Organization Theory: Challenges and Perspectives, London: FT Prentice-Hall

Edited collections
Alvesson, M. and Willmott, H.C. (2003), Studying Management Critically, London: Sage
Clark, H., Chandler, J. and Barry, J. (1994), Organizations and Identities: Text and Readings in Organizational Behaviour, Andover: 

Cengage Learning
Knights, D. and Willmott, H.C. (2010), Organizational Analysis, Andover: Cengage Learning

Handbooks
Alvesson, M., Bridgman, T. and Willmott, H.C. (2011), Oxford Handbook of Critical Management Studies, Oxford University Press
Barry, D. and Hansen, H. (2008), The Sage Handbook of New Approaches in Management and Organization, London: Sage
Clegg, S., Hardy, C., Lawrence, T. and Nord, W.R. (2006), The Sage Handbook of Organization Studies, London: Sage
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chaos theory a scientific theory that suggests that relationships 
in complex, adaptive systems are made up of numerous 
interconnections that create unintended effects and render the 
environment unpredictable.

chief ethics officer high-level company executive who oversees all 
aspects of ethics, including establishing and broadly communicating 
ethical standards, setting up ethics training programmes, supervising 
the investigation of ethical problems and advising managers in the 
ethical aspects of corporate decisions.

clan culture a culture that focuses primarily on the involvement and 
participation of the organization’s members and on rapidly changing 
expectations from the external environment.

classical perspective assumes that there is one best way to organize 
and manage based upon rational principles, whether applied to the 
design of work, as exemplified in Taylor’s scientific management, 
or the design of organizational structures, and articulated in Fayol’s 
thinking on administration.

closed system a system that is autonomous, enclosed and not 
dependent on its environment.

coalition an alliance between several managers who agree through 
bargaining about organizational goals and problem priorities.

code of ethics a formal statement of the company’s values concerning 
ethics and social responsibility.

coercive forces external pressures such as legal requirements exerted 
on an organization to adopt structures, techniques or behaviours 
similar to other organizations.

collaborative network an emerging perspective whereby 
organizations allow themselves to become dependent on other 
organizations to increase value and productivity for all.

collective bargaining the negotiation of an agreement between 
management and workers.

collectivity stage the life cycle phase in which an organization has 
strong leadership and begins to develop clear goals and direction.

competing values approach a perspective on organizational 
effectiveness that combines diverse indicators of performance that 
represent competing management values.

competition rivalry between individuals or groups over a valued 
material or symbolic resource.

confrontation a situation in which parties in conflict directly engage one 
another and try to work out their differences.

consortia groups of firms that venture into new products and 
technologies.

contextual dimensions traits that characterize the whole organization, 
including its size, technology, environment and goals.

contingency a theory meaning one thing depends on other things; the 
organization’s situation dictates the management approach.

contingency decision-making framework a perspective that brings 
together the two organizational dimensions of problem consensus 
and technical knowledge about solutions.

continuous process production a completely mechanized 
manufacturing process in which there is no starting or stopping.

cooptation occurs when leaders from important sectors in the 
environment are made part of an organization.

coping with uncertainty a source of power for a department that 
reduces uncertainty for other departments by obtaining prior 
information, prevention and absorption.

core technology the work process that is directly related to the 
organization’s mission.

A
adaptability culture a culture characterized by strategic focus on the 

external environment through flexibility and change.
administrative principles a closed systems management perspective 

that focuses on the total organization and grows from the insights of 
practitioners.

ambidextrous approach a characteristic of an organization that can 
behave in both an organic and a mechanistic way.

analyzability a dimension of technology in which work activities can 
be reduced to mechanical steps and participants can follow an 
objective, computational procedure to solve problems.

analyzer a business strategy that seeks to maintain a stable business 
while innovating on the periphery.

authority a force for achieving desired outcomes that is prescribed by 
the formal hierarchy and reporting relationships.

B
balanced scorecard a comprehensive management control system 

that balances traditional financial measures with operational 
measures relating to an organization’s critical success factors.

benchmarking process whereby companies find out how others do 
something better than they do and then try to imitate or improve  
on it.

boundary spanning roles activities that link and coordinate an 
organization with key elements in the external environment.

bounded rationality perspective how decisions are made when time 
is limited, a large number of internal and external factors affect a 
decision and the problem is ill-defined.

buffering roles activities that absorb uncertainty from the environment.
bureaucracy an organizational framework marked by rules and 

procedures, specialization and division of labour, hierarchy of 
authority, technically qualified personnel, separate position, and 
incumbent and written communications and records.

bureaucratic control the use of rules, policies, hierarchy of authority, 
written documentation, standardization and other bureaucratic 
mechanisms to standardize behaviour and assess performance.

bureaucratic culture a culture that has an internal focus and a 
consistency orientation for a stable environment.

bureaucratic organization a perspective that emphasizes 
management on an impersonal, rational basis through such elements 
as clearly defined authority and responsibility, formal recordkeeping 
and uniform application of standard rules.

business intelligence high-tech analysis of large amounts of internal 
and external data to identify patterns and relationships.

C
Carnegie model organizational decision-making involving many 

managers and a final choice based on a coalition of those managers.
centrality a trait of a department whose role is in the primary activity of 

an organization.
centralization refers to the level of hierarchy with authority to make 

decisions.
centralized decision-making is limited to higher authority.
change process the way in which changes occur in an organization.

GLOSSARY
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dual-core approach an organizational change perspective that 
identifies the unique processes associated with administrative 
change compared to those associated with technical change.

E
e-business any business that takes place by digital processes over a 

computer network rather than in physical space.
economies of scale achieving lower costs through large volume 

production; often made possible by global expansion.
economies of scope achieving economies by having a presence in 

many product lines, technologies or geographic areas.
effectiveness the degree to which an organization achieves its goals.
efficiency the amount of resources used to produce a unit of output.
elaboration stage the organizational life cycle phase in which the red 

tape crisis is resolved through the development of a new sense of 
teamwork and collaboration.

electronic data interchange (EDI) the linking of organizations through 
computers for the transmission of data without human interference.

empowerment the delegation of power or authority to subordinates; 
also called power sharing.

engineering technology technology in which there is substantial 
variety in the tasks performed, but activities are usually handled on 
the basis of established formulas, procedures and techniques.

enterprise resource planning (ERP) sophisticated computerized 
systems that collect, process and provide information about a 
company’s entire enterprise, including order processing, product 
design, purchasing, inventory, manufacturing, distribution, human 
resources, receipt of payments and forecasting of future demand.

entrepreneurial stage the life cycle phase in which an organization is 
born and its emphasis is on creating a product and surviving in the 
marketplace.

escalating commitment persisting in a course of action when it 
is failing; occurs because managers block or distort negative 
information and because consistency and persistence are valued in 
contemporary society.

ethical dilemma when each alternative choice or behaviour seems 
undesirable because of a potentially negative ethical consequence.

ethics the code of moral principles and values that governs the 
behaviour of a person or group with respect to what is right or wrong.

ethics committee a group of executives appointed to oversee 
company ethics.

ethics hotline a telephone number that employees can call to seek 
guidance and to report questionable behaviour.

executive information system (EIS) interactive systems that help 
top managers monitor and control organizational operations by 
processing and presenting data in usable form.

explicit knowledge formal, systematic knowledge that can be codified, 
written down and passed on to others in documents or general 
instructions.

external adaptation the manner in which an organization meets goals 
and deals with outsiders.

extranet private information network.

F
factors of production supplies necessary for production, such as 

land, raw materials and labour.
feedback control model a control cycle that involves setting 

goals, establishing standards of performance, measuring actual 
performance and comparing it to standards and changing activities 
as needed based on the feedback.

financial resources control over money is an important source of 
power within an organization.

flexible manufacturing systems (FMS) using computers to link 
together manufacturing components such as robots, machines, 

craft technology technology characterized by a fairly stable stream of 
activities but in which the conversion process is not analyzable or 
well understood.

creative departments organizational departments that initiate change, 
such as research and development, engineering, design and 
systems analysis.

creativity the generation of novel ideas that may meet perceived needs 
or respond to opportunities.

culture the set of values, guiding beliefs, understandings and ways of 
thinking that are shared and are taught to new members as correct.

culture changes changes in the values, attitudes, expectations, beliefs, 
abilities and behaviour of employees.

culture strength the degree of agreement among members of an 
organization about the importance of specific values.

customer relationship management systems that help companies 
track customer interactions with the firm and allow employees to call 
up a customer’s past sales and service records, outstanding orders 
or unresolved problems.

D
data the input of a communication channel.
data mining software that uses sophisticated decision-making 

processes to search raw data for patterns and relationships that may 
be significant.

data warehousing the use of a huge database that combines all of 
an organization’s data and allows users to access the data directly, 
create reports and obtain answers to ‘what-if’ questions.

decentralized decision-making and communication are spread out 
across the company.

decision learning a process of recognizing and admitting mistakes 
that allows managers and organizations to acquire the experience 
and knowledge to perform more effectively in the future.

decision premises constraining frames of reference and guidelines 
placed by top managers on decisions made at lower levels.

decision support system (DSS) a system that enables managers 
at all levels of the organization to retrieve, manipulate and display 
information from integrated databases for making specific decisions.

defender a business strategy that seeks stability or even retrenchment 
rather than innovation or growth.

departmental grouping a structure in which employees share a 
common supervisor and resources, are jointly responsible for 
performance and tend to identify and collaborate with each other.

dependency one aspect of horizontal power: when one department is 
dependent on another, the latter is in a position of greater power.

differentiation the cognitive and emotional differences between 
managers in various functional departments of an organization and 
formal structure differences between these departments.

direct interlock a situation that occurs when a member of the board of 
directors of one company sits on the board of another.

divisional grouping a grouping in which people are organized 
according to what the organization produces.

divisional structure the structuring of the organization according to 
individual products, services, product groups, major projects or profit 
centres; also called product structure or strategic business units.

domain an organization’s environmental field of activity.
domains of political activity areas in which politics plays a role. Three 

such domains are structural change, management succession and 
resource allocation.

domestic stage the first stage of international development in which a 
company is domestically oriented while managers are aware of the 
global environment.

downsizing intentionally reducing the size of a company’s workforce by 
laying off employees.

dragon multinationals multinational enterprises (MNEs) originating 
from the Asia-Pacific region, notably those that have become leading 
firms in their sector.
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horizontal grouping the organizing of employees around core work 
processes rather than by function, product or geography.

horizontal linkage the amount of communication and coordination that 
occurs horizontally across organizational departments.

horizontal structure a structure that virtually eliminates both the 
vertical hierarchy and departmental boundaries by organizing 
teams of employees around core work  
processes; the end-to-end work, information  
and material flows that provide value directly to customers.

human relations model emphasis on an aspect of the competing 
values model that incorporates the values of an internal focus and a 
flexible structure.

hybrid structure a structure that combines characteristics of various 
structural approaches (functional, divisional, geographical, horizontal) 
tailored to specific strategic needs.

I
idea champions organizational members who provide the time and 

energy to make things happen; sometimes called advocates, 
intrapreneurs and change agents.

idea incubator safe harbour where ideas from employees throughout 
the organization can be developed without interference from 
company bureaucracy or politics.

imitation the adoption of a decision tried elsewhere in the hope that it 
will work in the present situation.

incident command system developed to maintain the efficiency and 
control benefits of bureaucracy yet prevent the problems of slow 
response to crises.

incremental change a series of continual progressions that maintain 
an organization’s general equilibrium and often affect only one 
organizational part.

incremental decision process model a model that describes the 
structured sequence of activities undertaken from the discovery of a 
problem to its solution.

indirect interlock a situation that occurs when a director of one 
company and a director of another are both directors of a third 
company.

information that which alters or reinforces understanding.
information reporting systems the most common form of 

management information system, these computerized systems 
provide managers with reports that summarize data and support 
day-to-day decision-making.

inspiration an innovative, creative solution that is not reached by logical 
means.

institutional environment norms and values from stakeholders 
(customers, investors, boards, government, etc.) that organizations 
try to follow in order to please stakeholders.

institutional perspective an emerging view that holds that under high 
uncertainty, organizations imitate others in the same institutional 
environment.

integrated enterprise an organization that uses advanced information 
technology to enable close coordination within the company as well 
as with suppliers, customers and partners.

integration the quality of collaboration between departments of an 
organization.

integrator a position or department created solely to coordinate several 
departments.

intellectual capital the sum of an organization’s knowledge, 
experience, understanding, processes, innovations and discoveries.

intelligence team a cross-functional group of people, usually led by a 
competitive intelligence professional,  
who work together to gain a deep understanding of  
specific business issues, with the aim of presenting insights and 
recommendations that enable managers to make more informed 
decisions about goals, devise contingency plans and scenarios 
related to major competitive issues.

product design and engineering analysis to enable fast switching 
from one product to another.

focus an organization’s dominant perspective which may be internal or 
external.

focus strategy a strategy in which an organization concentrates on a 
specific regional market or buyer group.

formalization the degree to which an organization has rules, 
procedures and written documentation.

formalization stage the phase in an organization’s life cycle involving 
the installation and use of rules, procedures and control systems.

functional grouping the placing together of employees who perform 
similar functions or work processes or who bring similar knowledge 
and skills to bear.

functional matrix a structure in which functional bosses have primary 
authority and product or project managers simply coordinate 
product activities.

functional structure the grouping of activities by common function.

G
garbage can model model that describes the pattern or flow of 

multiple decisions within an organization.
general environment includes those sectors that may not directly 

affect the daily operations of a firm but will indirectly influence it.
generalist an organization that offers a broad range of products or 

services and serves a broad market.
global company a company that no longer thinks of itself as having a 

home country.
global geographical structure a form in which an organization divides 

its operations into world regions, each of which reports to the CEO.
global matrix structure a form of horizontal linkage in an international 

organization in which both product and geographical structures 
are implemented simultaneously to achieve a balance between 
standardization and globalization.

global product structure a form in which product divisions take 
responsibility for global operations in their specific product areas.

global stage the stage of international development in which the 
company transcends any one country.

global teams work groups made up of multinational members whose 
activities span multiple countries; also called transnational teams.

global value chains the set of activities – including design, production, 
marketing, distribution and support – which comprise the process 
from the conception to the use of a product or service. Often these 
occur across multiple firms and geographical locations.

globalization strategy the standardization of product design and 
advertising strategy throughout the world.

goal approach an approach to organizational effectiveness that is 
concerned with output and whether the organization achieves its 
output goals.

H
Hawthorne Studies a series of experiments on worker productivity 

begun in 1924 at the Hawthorne plant of Western Electric Company 
in Illinois; attributed employees’ greater output to managers’ increased 
interest in them during the study.

heroes organizational members who serve as models or ideals for 
serving cultural norms and values.

high-velocity environments industries in which competitive and 
technological change is so extreme that market data is either 
unavailable or obsolete, strategic windows open and shut quickly, 
and the cost of a decision error is company failure.

horizontal coordination model a model of the three components of 
organizational design needed to achieve new product innovation: 
departmental specialization, boundary spanning and horizontal 
linkages.
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L
labour–management teams a cooperative approach designed to 

increase worker participation and provide a cooperative model for 
union-management problems.

language slogans, sayings, metaphors or other expressions that 
convey a special meaning to employees.

large-batch production a manufacturing process characterized by 
long production runs of standardized parts.

large group intervention an approach that brings together 
participants from all parts of the organization (and may include 
outside stakeholders as well) to discuss problems or opportunities 
and plan for change.

lean manufacturing uses highly trained employees at every stage of 
the production process, who take a painstaking approach to details 
and continuous problem-solving to cut waste and improve quality.

learning organization an organization in which everyone is engaged 
in identifying and solving problems, enabling the organization to 
continuously experiment, improve and increase its capability.

legends stories of events based in history that may have been 
embellished with fictional details.

legitimacy the general perspective that an organization’s actions are 
desirable, proper and appropriate within the environment’s system of 
norms, values and beliefs.

level of analysis in systems theory, the subsystem on which the 
primary focus is placed; four levels of analysis normally characterize 
organizations.

liaison role the function of a person located in one department who 
is responsible for communicating and achieving coordination with 
another department.

life cycle a perspective on organizational growth and change that 
suggests that organizations are born, grow older and eventually die.

long-linked technology the combination within one  organization 
of successive stages of production, with each stage using as its 
inputs the production of the preceding stage.

low-cost leadership a strategy that tries to increase market share by 
emphasizing low cost when compared with competitors’ products.

M
management champion a manager who acts as a supporter and 

sponsor of a technical champion to shield and promote an idea 
within the organization.

management control systems the formalized routines, reports and 
procedures that use information to maintain or alter patterns in 
organizational activity.

management information system (MIS) a comprehensive, 
computerized system that provides information and supports day-to-
day decision-making.

management science approach organizational decisionmaking that is 
the analogue to the rational approach by individual managers.

managerial ethics principles that guide the decisions and behaviours 
of managers with regard to whether they are morally right or wrong.

mass customization the use of computer-integrated systems and 
flexible work processes to enable companies to mass produce 
a variety of products or services designed to exact customer 
specification.

matrix structure a strong form of horizontal linkage in which both 
product and functional structures (horizontal and vertical) are 
implemented simultaneously.

mechanistic an organization system marked by rules, procedures, a 
clear hierarchy of authority and centralized decision-making.

mediating technology the provision of products or services that 
mediate or link clients from the external environment and allow each 
department to work independently.

intensive technologies a variety of products or services provided in 
combination to a client.

interdependence the extent to which departments depend on each 
other for resources or materials to accomplish their tasks.

intergroup conflict behaviour that occurs between organizational 
groups when participants identify with one group and perceive 
that other groups may block their group’s goal achievements or 
expectations.

interlocking directorate a formal linkage that occurs when a member 
of the board of directors of one company sits on the board of 
another company.

internal integration a state in which organization members develop a 
collective identity and know how to work together effectively.

internal process approach an approach that looks at internal 
activities and assesses effectiveness by indicators of internal health 
and efficiency.

internal process emphasis an aspect of the competing values model 
that reflects the values of internal focus and structural control.

international division a division that is equal in status to other major 
departments within a company and has its own hierarchy to handle 
business in various countries.

international stage the second stage of international development, 
in which the company takes exports seriously and begins to think 
multidomestically.

interorganizational relationships the relatively enduring resource 
transactions, flows and linkages that occur between two or more 
organizations.

intranet a private, company-wide information network that uses the 
communications protocols and standards of the internet but is 
accessible only to people within the company.

intuitive decision-making the use of experience and judgement rather 
than sequential logic or explicit reasoning to solve a problem.

isomorphic when one organization is similar to another in its processes 
or structure. This could be through imitation or independent 
development under similar constraints. It can exist in three forms in 
institutions: normative, coercive and mimetic.

J
job design the assignment of goals and tasks to be accomplished by 

employees.
job enlargement the designing of jobs to expand the number of 

different tasks performed by an employee.
job enrichment the designing of jobs to increase responsibility, 

recognition and opportunities for growth and achievement.
job rotation moving employees from job to job to give them a greater 

variety of tasks and alleviate boredom.
job simplification the reduction of the number and difficulty of tasks 

performed by a single person.
joint optimization the goal of the sociotechnical systems approach, 

which states that an organization will function best only if its social 
and technical systems are designed to fit the needs of one another.

joint venture a separate entity for sharing development and production 
costs and penetrating new markets that is created with two or more 
active firms as sponsors.

K
knowledge a conclusion drawn from the interpretation of information 

that has been linked to other information and compared to what is 
already known.

knowledge management the efforts to systematically find, organize 
and make available a company’s intellectual capital and to foster 
a culture of continuous learning and knowledge sharing so that 
organizational activities build on existing knowledge.
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organization development a behavioural science field devoted to 
improving performance through trust, open confrontation of problems, 
employee empowerment and participation, the design of meaningful 
work, cooperation between groups and the full use of human potential.

organization structure designates formal reporting relationships, 
including the number of levels in the hierarchy and the span of 
control of managers and supervisors; identifies the grouping 
together of individuals into departments and of departments into 
the total organization; and includes the design of systems to 
ensure effective communication, coordination and integration of 
efforts across departments.

organization theory a macro approach to organizations that analyzes 
the whole organization as a unit.

organizational behaviour a micro approach to organizations that 
focuses on the individuals within organizations as the relevant units 
for analysis.

organizational change the adoption of a new idea or behaviour by an 
organization.

organizational culture a complex of norms, values and ways of doing 
things that are ascribed to an organization or its members, often 
by senior managers or observers who have a vested interest in 
representing it in a uniform way that disregards and obscures the 
existence of multiple (e.g. occupational) cultures and conflicting 
values.

organizational decision-making the organizational process of 
identifying and solving problems.

organizational decline a condition in which a substantial, absolute 
decrease in an organization’s resource base occurs over a period of 
time.

organizational ecosystem a system formed by the interaction of a 
community of organizations and their environment, usually cutting 
across traditional industry lines.

organizational environment all elements that exist outside the 
boundary of the organization and have the potential to affect all or 
part of the organization.

organizational form an organization’s specific technology, structure, 
products, goals and personnel.

organizational goal a desired state of affairs that the organization 
attempts to reach.

organizational innovation the adoption of an idea or behaviour that is 
new to an organization’s industry, market or general environment.

organizational politics activities to acquire, develop and use power 
and other resources to obtain one’s preferred outcome when there is 
uncertainty or disagreement about choices.

organizations social entities that are goal-directed, deliberately 
structured activity systems linked to the external environment.

organized anarchy extremely organic organizations characterized by 
highly uncertain conditions.

outsourcing to contract out certain corporate functions, such as 
manufacturing, information technology or credit processing, to other 
companies.

P
personnel ratios the proportions of administrative, clerical and 

professional support staff.
point–counterpoint a decision-making technique that divides decision-

makers into two groups and assigns them different, often competing 
responsibilities.

political model a definition of an organization as being made up of 
groups that have separate interests, goals and values in which power 
and influence are needed to reach decisions.

political tactics for using power these include building coalitions, 
expanding networks, controlling decision premises, enhancing 
legitimacy and expertise, and making a direct appeal.

meso theory a new approach to organization studies that integrates 
both micro and macro levels of analysis.

mimetic forces under conditions of uncertainty, the pressure to copy 
or model other organizations that appear to be successful in the 
environment.

mission the organization’s reason for its existence.
mission culture a culture that places emphasis on a clear vision of the 

organization’s purpose and on the achievement of specific goals.
multidomestic a strategy aimed either at maximizing local 

responsiveness by customizing products or services to local 
conditions and preferences or at achieving economies of scale 
and reducing overheads by selling similar products and services in 
multiple countries.

multidomestic company a company that deals with  
competitive issues in each country independent of other countries.

multidomestic strategy one in which competition in each country is 
handled independently of competition in other countries.

multifocused grouping a structure in which an organization embraces 
structural grouping alternatives simultaneously.

multinational stage the stage of international development in which a 
company has marketing and production facilities in many countries 
and more than one-third of its sales outside its home country.

myths stories that are consistent with the values and beliefs of the 
organization but are not supported by facts.

N
negotiation the bargaining process that often occurs during 

confrontation and enables the parties to systematically reach a 
solution.

network centrality top managers increase their power by locating 
themselves centrally in an organization and surrounding themselves 
with loyal subordinates.

networking linking computers within or between organizations.
new-venture fund a fund that provides financial resources to 

employees to develop new ideas, products or businesses.
niche a domain of unique environmental resources and needs.
non-core technology a department work process that is important to 

the organization but is not directly related to its central mission.
non-programmed decisions novel and poorly defined, these are 

used when no procedure exists for solving the problem.
non-routine technology technology in which there is high task variety 

and the conversion process is not analyzable or well understood.
non-substitutability a trait of a department whose function cannot be 

performed by other readily available resources.
normative forces pressures to adopt structures, techniques or 

management processes because they are considered by the 
community to be up-to-date and effective.

O
official goals the formally stated definition of business scope and 

outcomes the organization is trying to achieve; another term for 
mission.

open system a system that must interact with the environment to 
survive.

open systems emphasis an aspect of the competing values model 
that reflects a combination of external focus and flexible structure.

operative goals descriptions of the ends sought through the actual 
operating procedures of the organization; these explain what the 
organization is trying to accomplish.

organic an organization system marked by free-flowing, adaptive 
processes, an unclear hierarchy of authority and decentralized 
decision-making.
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resource dependence a situation in which organizations depend 
on the environment but strive to acquire control over resources to 
minimize their dependence.

retention the preservation and institutionalization of selected 
organizational forms.

rites and ceremonies the elaborate, planned activities that make  
up a special event and often are conducted for the benefit of an 
audience.

role a part in a dynamic social system that allows an employee to  
use his or her discretion and ability to achieve outcomes and  
meet goals.

routine technology technology characterized by little task variety and 
the use of objective, computational procedures.

rule of law that which arises from a set of codified principles and 
regulations that describe how people are required to act, are 
generally accepted in society and are enforceable in the courts.

S
satisficing the acceptance by organizations of a satisfactory rather 

than a maximum level of performance.
scientific management a classical approach that claims decisions 

about organization and job design should be based on precise, 
scientific measurement and procedures.

sectors subdivisions of the external environment that contain similar 
elements.

selection the process by which organizational variations are determined 
to fit the external environment; variations that fail to fit the needs of 
the environment are ‘selected out’.

sequential interdependence a serial form of interdependence in 
which the output of one operation becomes the input to another 
operation.

service technology technology characterized by simultaneous 
production and consumption, customized output, customer 
participation, intangible output and being labour intensive.

simple–complex dimension the number and dissimilarity of external 
elements relevant to an organization’s operation.

simple grouping people working together without any formal reporting 
relationship; this structure is often used by founders or entrepreneurs 
where the organization is small with only a few employees.

Six Sigma quality standard that specifies a goal of no more than 
3.4 defects per million parts; expanded to refer to a set of control 
procedures that emphasize the relentless pursuit of higher quality 
and lower costs.

skunkworks separate, small, informal, highly autonomous and often 
secretive group that focuses on breakthrough ideas for the business.

small-batch production a manufacturing process, often custom 
work, that is not highly mechanized and relies heavily on the human 
operator.

social audit measures and reports the ethical, social and environmental 
impact of a company’s operations.

social capital the quality of interactions among people, affected by 
whether they share a common perspective.

social responsibility management’s obligation to make choices and 
take action so that the organization  contributes to the welfare and 
interest of society as  
well as itself.

sociotechnical systems approach an approach that combines the 
needs of people with the needs of technical efficiency.

sources of intergroup conflict factors that generate conflict, including 
goal incompatibility, differentiation, task interdependence and limited 
resources.

specialist an organization that has a narrow range of goods or services 
or serves a narrow market.

spin-off the creation of a separate company from the original 
organization.

stable–unstable dimension the state of an organization’s 
environmental elements.

pooled interdependence the lowest form of interdependence between 
departments, in which work does not flow between units.

population a set of organizations engaged in similar activities with 
similar patterns of resource utilization and outcomes.

population ecology perspective a perspective in which the focus 
is on organizational diversity and adaptation within a community or 
population or organizations.

power the ability of one person or department in an organization to 
influence others to bring about desired outcomes.

power distance the level of inequality people are willing to accept 
within an organization.

power sources there are five sources of horizontal power in 
organizations: dependency, financial resources, centrality, 
nonsubstitutability and the ability to cope with uncertainty.

problem consensus the agreement among managers about the nature 
of problems or opportunities and about which goals and outcomes 
to pursue.

problem identification the decision-making stage in which information 
about environmental and organizational conditions is monitored to 
determine if performance is satisfactory and to diagnose the cause 
of shortcomings.

problem solution the decision-making stage in which alternative 
courses of action are considered and one alternative is selected and 
implemented.

problemistic search occurs when managers look around in the 
immediate environment for a solution to resolve a problem quickly.

process organized group of related tasks and activities that work 
together to transform inputs into outputs that create value for 
customers.

product and service changes changes in an organization’s product or 
service outputs.

product matrix a variation of the matrix structure in which project or 
product managers have primary authority and functional managers 
simply assign technical personnel to projects and provide advisory 
expertise.

programmed decisions repetitive and well-defined procedures that 
exist for resolving problems.

prospector a business strategy characterized by innovation, risk-
taking, seeking out new opportunities and growth.

R
radical change a breaking of the frame of reference for an 

organization, often creating a new equilibrium because the entire 
organization is transformed.

rational approach a process of decision-making that stresses the 
need for systematic analysis of a problem followed by choice and 
implementation in a logical sequence.

rational goal emphasis an aspect of the competing values model that 
reflects values of structural control and external focus.

rational model a description of an organization characterized by 
a rational approach to decision-making, extensive and reliable 
information systems, central power, a norm of optimization, uniform 
values across groups, little conflict and an efficiency orientation.

reactor a business strategy in which environmental threats and 
opportunities are responded to in an ad hoc fashion.

reasons organizations grow growth occurs because it is an 
organizational goal, it is necessary to attract and keep quality 
managers or it is necessary to maintain economic health.

reciprocal interdependence the highest level of interdependence, in 
which the output of one operation is the input of a second, and the 
output of the second operation is the input of the first (for example, 
a hospital).

re-engineering redesigning a vertical organization along its horizontal 
workflows and processes.

resource-based approach an organizational perspective that 
assesses effectiveness by observing how successfully the 
organization obtains, integrates and manages valued resources.
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to the extent of risking position or prestige; also called product 
champion.

technical complexity the extent of mechanization in the  manufacturing 
process.

technical knowledge understanding and agreement about how to 
solve problems and reach organizational goals.

technology the tools, techniques and actions used to  transform 
organizational inputs into outputs.

technology changes changes in an organization’s production process, 
including its knowledge and skills base, that enable distinctive 
competence.

time-based competition delivering products and services faster than 
competitors, giving companies a competitive edge.

transaction processing systems (TPS) automation of the 
organization’s routine, day-to-day business transactions.

transnational model a form of horizontal organization that has 
multiple centres, subsidiary managers who initiate strategy and 
innovations for the company as a whole, and unity and  
coordination achieved through corporate culture and shared  
vision and values.

U
uncertainty occurs when decision-makers do not have sufficient 

information about environmental factors and have a difficult time 
predicting external changes.

uncertainty avoidance the level of tolerance for and comfort with 
uncertainty and individualism within a culture.

V
values-based leadership a relationship between a leader and 

followers that is based on strongly shared values that are advocated 
and acted upon by the leader.

variation appearance of new organizational forms in response to 
the needs of the external environment; analogous to mutations in 
biology.

variety in terms of tasks, the frequency of unexpected and novel events 
that occur in the conversion process.

venture teams a technique to foster creativity within organizations 
in which a small team is set up as its own company to pursue 
innovations.

vertical information system the periodic reports, written  
information and computer-based communications distributed  
to managers.

vertical linkages communication and coordination activities connecting 
the top and bottom of an organization.

virtual network grouping organization that is a loosely connected 
cluster of separate components.

virtual network structure the firm subcontracts many or most of 
its major processes to separate companies and coordinates their 
activities from a small headquarters organization.

virtual team made up of organizationally or geographically dispersed 
members who are linked through advanced information and 
communications technologies. Members frequently use the internet 
and collaborative software to work together, rather than meeting 
face-to-face.

W
Web 2.0 introduced in 2004, Web 2.0 technology is distinguished by 

the capacity to offer a much improved level user interaction making 
websites more dynamic and interconnected so that information is 
easier to share (e.g. social networking, blogs, etc).

whistle-blowing employee disclosure of illegal, immoral or illegitimate 
practices on the part of the organization.

stakeholder any group within or outside an organization that has a 
stake in the organization’s performance.

stakeholder approach also called the constituency approach, this 
perspective assesses the satisfaction of stakeholders as an indicator 
of the organization’s performance.

standardization a policy that ensures all branches of the company at 
all locations operate in the same way.

stories narratives based on true events that are frequently shared 
among organizational employees and told to new employees to 
inform them about an organization.

strategic contingencies events and activities inside and outside an 
organization that are essential for attaining organizational goals.

strategy the current set of plans, decisions and objectives that have 
been adopted to achieve the organization’s goals.

strategy and structure changes changes in the administrative 
domain of an organization, including structure, policies,  
reward systems, labour relations, coordination devices,  
management information control systems and accounting  
and budgeting.

structural dimensions descriptions of the internal characteristics of an 
organization.

structure the formal reporting relationships, groupings and systems of 
an organization.

struggle for existence a principle of the population ecology model that 
holds that organizations are engaged in a competitive struggle for 
resources and fighting to survive.

subcultures cultures that develop within an organization to reflect the 
common problems, goals and experiences that members of a team, 
department or other unit share.

subsystems divisions of an organization that perform specific functions 
for the organization’s survival; organizational subsystems perform the 
essential functions of boundary spanning, production, maintenance, 
adaptation and management.

switching structures an organization creates an organic structure 
when such a structure is needed for the initiation of new ideas.

symbol something that represents another thing.
symptoms of structural deficiency signs of the organization structure 

being out of alignment, including delayed or poor quality decision-
making, failure to respond innovatively to environmental changes and 
too much conflict.

system a set of interacting elements that acquires inputs from the 
environment, transforms them, and discharges outputs to the 
external environment.

T
tacit knowledge knowledge that is based on personal experience, 

intuition, rules of thumb and judgement, and cannot be easily 
codified and passed on to others in  written form.

tactics for enhancing collaboration techniques such as integration 
devices, confrontation and negotiation, intergroup consultation, 
member rotation and shared mission and superordinate goals that 
enable groups to overcome differences and work together.

tactics for increasing power these include entering areas of high 
uncertainty, creating dependencies, providing resources and 
satisfying strategic contingencies.

task a narrowly defined piece of work assigned to a person.
task environment sectors with which the organization  interacts directly 

and that have a direct effect on the  organization’s ability to achieve 
its goals.

task force a temporary committee composed of representatives from 
each department affected by a problem.

team building activities that promote the idea that people who work 
together can work as a team.

teams permanent task forces often used in conjunction with a full-time 
integrator.

technical champion a person who generates or adopts and develops 
an idea for a technological innovation and is devoted to it, even 
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