Competing By Design

Summary of Chapter 6

Introduction – ABB (ASEA Brown Boveri)

ABB is a Zurich-based industrial giant designs, produces, and sells electrical systems and equipment.  Formed by the merger of Sweden’s ASEA and Switzerland’s Brown Boveri, ABB has more than 300 local companies in 140 countries.  ABB wanted an organization that would “exploit global economies of scale and the swift transfer of expertise while capitalizing on the deeply local roots” of all the small, local companies.

ABB achieved this organization by implementing a complex matrix structure, where 1) each of the 300 companies is aligned with one of fifty business areas, which are then grouped into industry segments, and 2) ABB assigns a manager for each country in which ABB has a company.  So, each company president reports to a country manager and a business area manager.

The Need for Coordination

· Strategic grouping brings together some jobs and individuals at the cost of separating others.  

· The goal of strategic linking is to use formal structures to link related operations that have been separated by strategic grouping.

· Grouping decisions are based on strategy considerations, while linking decisions are based on task interdependence.

· The goal is to figure out which links are the most essential, without going overboard and creating too many links.

Varieties of Work Interdependence

· Three linking mechanisms determine the degree of work-related interdependence:

1. work flows between distinct yet interdependent units

2. the need for employees to have contact across the company

3. short-term, or crisis, work flows

· There are three main types of interdependence, which represent progressively higher degrees of work-related interdependence:

1. Pooled interdependence – the simplest form of interdependence; characterized by relatively independent units of the same organization that share certain scarce resources; Ex., Branch banks located throughout a city – they are largely independent, but share resources such as marketing and advertising

2. Sequential interdependence – the next highest degree; characterized by a situation where each work unit must interact closely with those that immediately precede and follow it; these work units must maintain close connections so that work flows remain smooth and uninterrupted

3. Reciprocal interdependence – the highest degree of interdependence; characterized by each group within an organization needing to work with all the others to create a common product of service

· Within an organization, there may be multiple levels of work-related interdependence.

· Differing degrees of work-related interdependence impose different information processing requirements and thus different strategic linking structures

Strategic Linking: A Range of Alternatives

· There are several formal mechanisms that can be used to link organizations.  The most obvious and simplest is the hierarchy of authority – the formal distribution of power and authority.  Usually this mechanism is inadequate for all situations, and additional linking mechanisms must be implemented.  Mechanisms include (in order of increasing complexity):

· Liaison roles – Specific people in different units work together to coordinate information and expertise between units; not usually a full-time responsibility

· Cross-unit groups – groups that bring together people from multiple units to focus on a particular client, product, market, or problem; can be a temporary or permanent arrangement

· Integrator roles – an individual is assigned the role of integrator; the integrator is responsible for coordinating and managing the work of multiple work-groups to accomplish a joint task; the integrator reports to senior management, and usually lack the formal authority to direct their functional colleagues (a dotted-line relationship to members on their team)

· Matrix structures – Similar to the Integrator role mechanism, but the dotted-line relationship between the integrator and members on team becomes solid, and so members of the team have two bosses – usually a functional manager and a product manager (used at ABB); this structure is complex, but it is the only structure designed to maximize several strategically important considerations at once

Making Structural Linking Decisions

· Three basic criteria can be used to assess which types of structural linking mechanisms should be used.  (The key is to find just the right balance of mechanisms – not too simple and not too complex):

· Cost, in terms of money and resources – the more people, systems, and procedures that are involved, the more costly the linking mechanism

· Dependence on the informal organization – the more complex the structure, the more important the informal organization becomes; “matrix structures work only in organizations whose values, beliefs, and practices allow for open conflict resolution, constant collaboration, and ambiguous relationships.”

· Information-processing capacities – the more complex the structure, the greater the information that can be shared within the structure; complex structures allow for multiple points of view and real-time problem solving

· Mechanisms do not have to stay the same for all time.  As the needs of an organization change, the structural mechanisms in place can also change to meet the needs of the organization.

Linking through Processes and Systems

· Processes and systems also play a vital role in coordinating activity and in enabling people to link their efforts into productive work.

· Processes and systems are gaining attention as potentially powerful sources of linking in organizations.

· Organization processes can be grouped in to three main categories:

· Strategic management processes – processes that link and coordinate activities by creating overall plans, providing the resources and direction to help units to carry-out the plans, and then assessing the units’ success in implementing the plan

· Business management processes – processes that coordinate work flow in order to create value for the customer

· Support management processes – activities such as human resources, public relations, and information management, which provide the policies and practices that enable the organization to operate in an orderly way

· The processes all have associated systems – communication systems, production systems, training systems – without these systems the processes could not exist.

· Processes and systems must be integrated to successfully coordinate work.

Support Management Processes

· Bonus and rewards systems must be coordinated throughout the company in order to reinforce linkages and encouraged desired behavior.

· Any bonus and incentive systems should incorporate these general principles:

· Incentives should directly link performance to pay and directly link performance to specific standards and objectives

· Rewards should relate directly to the nature of performance required at each level of the organization (executives’ rewards link to performance of entire company, low-level employees’ rewards linked to individual performance)

· Rewards should be linked to objectives that are within the group’s or individual’s power to control

· Incentive plans should match measurement periods for rewards to relevant performance periods (some goals can be assessed after a few months, while others may take a year)

· Reward systems should be guided by the principle of equity, not equality

· In summary, as designers look at the new organization and the need for linkages, they need to look beyond traditional ideas of hierarchies and formal structures and fully explore processes and systems.

Staff Versus Line

· Line positions are those directly involved with the organization’s core business processes.

· Staff positions are those that are involved in management and support processes.  Because they do not contribute directly to the production or sale of a company’s offerings, they’re generally viewed as unproductive overhead.

· Staff positions are necessary, but they need to be kept in check.  If not, they can add unneeded costs to an organization.

· Given the need for staff positions, several techniques can help keep them in check:

· Layering – limiting the number of layers of staff groups by prohibiting redundant staffs at successive levels

· Rotating – limiting the number of “career” staff positions and rotating in line employees to staff assignments

· Pruning – periodically reviewing staff positions and reassigning unnecessary staff people into line positions

· Clarifying – make staff roles well defined to limit scope creep into job definitions

· Managing – articulating and demonstrating the proper role of staff groups

Informal Linking Processes

· In most organizations, there are informal linking processes that help reinforce the formal ones.  Examples of these informal processes are:

· Socialization – company culture is very important in helping people understand how they are expected to act, even in the absence of formal structures and processes

· Informal relationships – collaboration and decision-making are easier if people have some relationship with the colleagues with whom they’re dealing.  These relationships can be fostered by bringing together managers from different countries, product lines, etc. for training and management conferences

· Emergent roles – over time, people tend to take on important coordination roles without being asked.  There are four main categories of emergent roles – idea generators, champions, gatekeepers (or boundary spanners), and sponsors

· Informal roles can’t be formalized, but they can be encouraged and expanded (by giving certain people expanded access to data, increased travel budgets, etc.).

· Informal roles tend to evolve in organizations with clear core values.

ABB Revisited

· ABB links its operations at every opportunity by sharing technology, expertise, marketing strategies, and distribution networks.

· The goal of all linking is to provide whatever channels are necessary to let information flow freely among people and units separated by grouping.

· The challenge to managers is to create the right amount of linking that creates the clearest communication channels with the minimum commitment of people, time, money, and other organizational resources.

