Competing By Design

Summary of Chapters Three and Four

Chapter 3: The Principles of Design

This chapter fleshes out the “congruence model” presented in Chapter 2 with more terms and definitions.  It also uses a disguised company example (“Technicon”) to illustrate some key ideas.

· Technicon Story: After decades of success, Technicon began to experience organizational problems (low morale, slow product development, growing competition, mistrust/antagonism between departments, etc.).  Senior manager John Whitehead designed organizational change behind closed doors and announced it to the company: fewer department heads, more power for project managers, revised incentive system.  The redesign failed.  Lessons from these changes drawn at the end of the chapter (see below).

· In making strategic changes, managers must address four fundamental organizational questions:

1. What changes will the new strategy require in the basic work that the company performs?  

2. Do the company’s people have the skills necessary to perform this work?

3. How will the new work requirements be affected by the explicit structures and processes that make up the formal organizational arrangements?

4. Are the organization’s core values, beliefs, and leadership styles likely to hinder or help the performance of this new work?

· In practice, managers tend to focus on changing “formal organizational arrangements” (i.e., the org chart, reporting relationships, compensation, etc.) when they want to implement change rather than trying to change the “informal arrangements” (i.e., firm culture)

· Why? Because structural arrangements are easier to modify than informal patterns of human behavior and because altering formal structures can often a have dramatic impact on how people perceive and perform their jobs

· In the context of the congruence model, the term “formal organizational arrangements” includes the following:

1. Structures: Formal patterns of relationships between groups or individuals (e.g., grouping sales people into a single department reporting to a sales manager)

2. Processes: Specifically defined sequence of steps, activities, or operational methods (e.g., business processes like order fulfillment, warehousing, billing, delivery)

3. Systems: Social or technological systems that enable the performance of work (e.g., HR systems, IT)

· The congruence model says that both formal and informal arrangements exist in any organization.  Organization design involves decisions about the configuration of the formal organizational arrangements to improve the congruence or fit among all components of the organization (work, strategy, people, culture, etc.)

· When to redesign?  Whenever there are “substantial congruence problems between the formal organizational arrangements and the other components.”  Typically, the following situations warrant some organizational redesign:

1. Strategic shifts: When competitive or market changes force a company to redirect its efforts and apply its efforts differently

2. Redefinition of work: When new technologies alter the way work should be done

3. Cultural/political change: When changes in the informal arrangements (i.e., culture) are needed

4. Growth: When an organization out-grows its previous organizational arrangements

5. Staffing changes: When top managers leave and must be replaced

6. Ineffective organization design: When an organization begins to exhibit organizational design problems (lack of coordination, excessive conflict, unclear roles, misused resources, poor work flow, reduced responsiveness, etc.)

· Types of design decisions: top-down or bottom-up.  Authors feel that neither approach alone can work.  They must be used together.  “Organization design needs to be done both ways—designing top-down to implement the strategy and then, within the context of that design, designing from the bottom up to improve basic work processes”

· Technicon Lessons: Classic case of organizational redesign done by a senior manager behind closed doors without involving the people who would be affected by the changes.  The redesign failed to improve Technicon’s performance, primarily because middle managers were alienated by the surprise changes and undermined them.  Lessons:

1. Don’t forget to address informal, cultural, political issues when redesigning an organization

2. Involve key people in the organization in any redesign effort  

Chapter 4: Crucial Design Issues

This chapter identifies some of the important design issues that managers should consider, using the example of HTP (High Technology Products, Inc.)

· HTP Story: As with Technicon in Chapter 3, HTP was experiencing organizational problems (slow product development, conflict between different departments, high turnover, loss of competitive advantage).  Senior manager Sam Tucker set out to redesign the organization to solve these problems

· Modern organization theory sees organizations as information-processing systems (i.e., mechanisms that move information to people so that they can do their work and accomplish their tasks)

· Therefore, the key to design is constructing information-processing systems within an organization that most closely match the information-processing requirements of its work.  Three basic propositions underlie this theory

1. Different tasks posed different information processing requirements.  More and more, competitive pressures are forcing firms to develop systems that allow the continuous exchange of information within the firm. 

2. Different organization designs provide different types of information processing capacity

3. Organization effectiveness is greatest when the information-processing capacities of the structure fit with information-processing requirements of the work

· HTP Conclusion: Tucker should have realized that the changing nature of the work had created new and complex information-processing requirements that exceeded the capabilities of the existing organization.  Therefore, he should have made one of the following changes:

1. Retain current organizational groups (i.e., product development, sales, etc.), but improve the coordination and links among them

2. Reconfigure the basic groups according to customer groupings rather than functional groupings

