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CHAPTER 11

ORGANIZATIONAL DESIGN

LEARNING OBJECTIVES
1.
Describe the two fundamentals of organizing.

2.
Explain the five aspects of an organization’s vertical design.

3.
Describe four types of horizontal design.

4. Describe two methods of integration. 

Learning Objective 1:  Describe the Two Fundamentals of Organizing.

A. Organizational Structure

1. Organizational Design

a. the decisions and actions that result in a structure

B. The Organization Chart

1. Diagram 

a.
illustrates reporting lines between units and people within the organization

2. Organization Chart Information

a. boxes represent different units (e.g., marketing, legal, human resources)

b. titles in each box show the work performed by that person

c. reporting relationships are shown by lines connecting supervisors and subordinates

d. organizational levels are indicated by the number of vertical layers  

3. Advantages of Organization Charts

a. indicate how the various functions relate to the whole organization

b. may indicate gaps or duplication of tasks

4. Disadvantage of Organization Charts

a. doesn’t show how things really get done in the organization

C. Two Fundamental Concepts of Organizing

1. Differentiation

a. the organization is composed of units that work on specialized tasks

· using different work methods

· requiring employees with unique competencies

b. division of labor

· the work of the organization is divided into smaller tasks

c. specialization

· process of identifying particular tasks and assigning them to departments, teams, or divisions

2. Integration

a. putting the various units back together so that work is coordinated

Learning Objective 2:  Explain the Five Aspects of an Organization’s Vertical Design.
A. Five Aspects of Vertical Design 

1. Hierarchy 

a. pyramid showing relationships among levels

· shows the levels of management and employees

· shows reporting relationships among levels from CEO down to employees

2. Span of Control

a. the number of employees directly reporting to a person

· narrow span of control leads to a taller organization leads to more hierarchical levels

· wider span of control leads to a flatter organization with fewer hierarchical levels

b. factors that influence span of control

· competence of both the manager and the employee

· similarity or dissimilarity of tasks being supervised

· incidence of new problems in a manager’s department

· extent of clear operating standards and rules

3. Authority, Responsibility, and Accountability

a. authority

· the right to make a decision

· the glue that holds the vertical and horizontal parts together

b. responsibility

· an employee’s duty to perform the assigned task

· should be accompanied by adequate authority to get the job done

c. accountability

· the manager’s expectation that the employee will accept credit or blame for his work

· the point at which authority and responsibility meet

· essential for high performance

4. Delegation

a. process of giving authority to a person (or group or team) to make decisions and act in certain situations

b. achieving effective delegation

· establish goals and standards

· ensure clarity

· provide opportunities for involvement

· expect completed work

· provide training

· give timely feedback

c. barriers to delegation

· fear that subordinates will fail or not do as well as the manager could

· failure to define authority and responsibility clearly

5. Centralization and Decentralization

a. centralization

· concentration of authority at the top of an organization or department

b. decentralization

· delegation of authority to lower level employees or departments

c. no absolute centralization or decentralization―some mix of the two is required

d. potential benefits of decentralization

· frees top managers to develop organizational plans and strategies

· develops lower managers’ self-management and planning and administration competencies

· saves time in decision-making process

· fosters a healthy, achievement-oriented atmosphere among employees

e. factors affecting decision to centralize or decentralize

· cost of decisions (higher cost of outcomes = centralization)

· uniformity of policy (higher desire for consistency = centralization)

· competency levels (competency development at lower levels = decentralization) 

· control mechanisms (more control mechanisms = centralization)

· environmental influences (e.g., unions, regulatory agencies, tax policies)

Learning Objective 3: 
Describe Four Types of Horizontal Design.
A. Functional Design 

1. What is Functional Design?

a. groupings based on expertise and resources used

b. varies according to type of organization

c. efficient and economical 

d. usually found in organizations that produce a high volume of a narrow range of products

2. Potential Benefits

a. supports skill specialization

b. reduces duplication of resources and increases coordination within areas

c. enhances career development and training

d. allows sharing of expertise between superiors and subordinates

e. promotes high-quality technical decision making

3. Potential Pitfalls

a. inadequate communication between units

b. conflicts over product priorities

c. difficulties with interunit coordination

d. focus on departmental rather than organizational issues and goals

e. developing managers who are experts only in narrow fields

B. Product Design

1. What is Product Design?

a. groupings based on product lines

b. all functions that contribute to a product are organized under one manager

· self-contained units responsible for developing, producing, and selling their own products and services to their own markets

c. most commonly used design for companies in the Fortune 500

d. evaluated based on profit contributions to the entire organization

2. Potential Benefits

a. permits fast changes in a product line

b. allows greater product line visibility

c. fosters a concern for customer demands

d. clearly defines responsibilities for each product line

e. develops managers who can think across functional lines

3. Potential Pitfalls

a. doesn't allow efficient utilization of skills and resources

b. doesn't foster coordination of activities across product lines

c. encourages politics and conflicts in resource allocation across product lines

d. limits career mobility for personnel outside their own product lines

C. Geographical Design

1. What is Geographical Design?

a. organizes activities around location

b. groups all functions for a geographic area at one location under one manager

c. practices, procedures, and standards used can vary according to regional conditions

2. Potential Benefits

a. facilities and equipment used for production and/or distribution is all in one geographical location (saving time and expense)

b. managers develop expertise in solving problems unique to one location

c. managers understand customers' problems and desires

d. production is closer to raw materials and suppliers

3. Potential Pitfalls

a. duplication of functions, in varying degrees, at each regional or individual unit location

b. conflict between each location's goals and the organization’s goals

c. added levels of management and extensive use of rules and regulations to coordinate and ensure uniformity of quality among locations

D. Network Design (a.k.a. Virtual Organization)

1. What is Network Design?

a. coordinated network of subcontracted firms

b. managers coordinate and link up people (from many organizations) to perform activities in many locations

c. contacts and working relationships are facilitated by electronic means and through face-to-face meetings

d. allows organizations to compete on the basis of speed and ability to quickly transfer knowledge

2. Potential Benefits

a. brings together special knowledge and skills of others to create value

b. brings together people with different insights who work exclusively on a given project

c. provides high degree of flexibility to respond to different circumstances 

3. Potential Pitfalls

a. other organizations may fail to meet deadlines

b. managers must constantly monitor the quality of work provided by other organizations

c. employees in the outsourced organization(s) may not commit to the same values or sense of time urgency as the networked organization’s employees

d. lines of authority, responsibility, and accountability are not always clear

Learning Objective 4: 
Describe Two Methods of Integration.
A. Organizational Integration

1. Integration through Systems

a. integrating activities by establishing rules and routines

b. two types of systems

· mechanistic system

· activities broken into separate, highly specialized tasks

· extensive reliance on standardized rules

· decision making centralized at the top

· organic system

· encourages teamwork and open communication among managers and subordinates

· decision making decentralized

· authority, responsibility, and accountability rest with employees who have appropriate expertise

2. Integration through Technology

a. different types of technologies generate various types of internal interdependence

b. technological interdependence

· the degree of coordination required between individuals and units to transform information and raw materials into goods and services
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