Chapter 6

Decison Making
Decisons
—choices from two or more aternatives
—d| organizationd members make decisons
Decison-Making Process
—acomprehensive, 8-step process
—Step 1 - Identifying a Problem
*problem - discrepancy between an existing and a desired State of affairs
—must be such that it exerts pressure to act
—manager is unlikely to characterize a Stuation as a problem unless she has resources
necessary to act
The Decison-Making Process
Decison Making (cont.)
Decison-Making Process (cont.)
—Step 2 - I dentifying Decision Criteria
edecision criteria- what's rlevant in making adecison
—Step 3 - Allocating Weights to the Criteria
*must weight the criteriato give them gppropriate priority in the decison
—Step 4 - Developing Alternatives
*|ig the viable dternatives that could resolve the problem without evauating them
—Step 5 - Analyzing Alternatives
*eech dterndive is evauaed againg the criteria
Assessed Values of Notebook Computer Alternatives Againgt Decision Criteria
Evduation of Laptop Computer Alternatives Againg Criteria and Weights
Decison Making (cont.)
Decison-Making Process (cont.)
—Step 6 - Selecting an Alternative
*choosing the best aternative from among those considered
—Step 7 - Implementing the Alternative
simplementation - conveying the decison to those affected by it and getting their
commitment to it
—participation in decison-making process inclines people to support the decison
—decison may fall if it is not implemented properly
—Step 8 - Evaluating Decision Effectiveness
*determine whether the problem is resolved
Decisgonsin the Management Functions
The Manager As Decision Maker
Rationd Decison Making
—decisons are consgtent, value-maximizing choices within specified condraints
—managers assumed to make rationa decisons
—Assumptions of Rationality - decison maker would:



—be objective and logica

—carefully define aproblem

—have aclear and specific god

—dect the dternative that maximizes the likelihood of achieving the god

—make decigon in the firm’s best economic interests

e*manageria decison making ssdom meetsdl the tests

Assumptions Of Rationdity

The Manager As Decison Maker (cont.)

Bounded Rationdity

—behave rationdly within the parameters of a smplified decisonmaking processthat is
limited by anindividua’ s ability to process information

—satisfice - accept solutions that are “good enough”

—escalation of commitment - increased commitment to a previous decison despite
evidence that it may have been wrong

*refusd to admit thet the initid decison may have been flawed

The Manager As Decison Maker (cont.)

Role of Intuition

—intuitive decision making - subconscious process of making decisions on the basis of
experience and accumulated judgment

®does not rely on a systemétic or thorough analysis of the problem
egenardly complements arationd andyss
What Is Intuition?

The Manager As A Decison Maker (cont.)
Types of Problems and Decisons

—Well-Structured Problems - graightforward, familiar, and easily defined
—Programmed Decisions - used to address structured problems

—minimize the need for managers to use discretion

—fadilitate organizationd efficiency

eprocedure - series of interrelated sequentid steps used to respond to a structured
problem

erule- explicit atement of what to do or not to do

epolicy - guiddines or parameters for decision making

The Manager As A Decison Maker (cont.)

Types of Problems and Decisions (cont.)

—Poorly-Structured Problems - new, unusud problems for which information is
ambiguous or incomplete

—Nonprogrammed Decisions - used to address poorly- structured problems
*produce a custom-made response

*more frequent among higher-levd managers

—few decisonsin the red world are either fully programmed or nonprogrammed

Types Of Problems, Types Of Decisons, And Leve In The Organization
The Manager As A Decison Maker (cont.)



Decision-Making Conditions

—Certainty - outcome of every dternative is known

*idedligtic rather than redidtic

—Risk - ableto edtimate the probability of outcomes semming from eech dterndive
*expected value - the conditiona return from each possible outcome

—multiply expected revenue from each outcome by the probakility of each outcome
Expected Vdue for Revenues from the Addition of One Ski Lift

The Manager As A Decison Maker (cont.)

Decison-Making Conditions (cont.)

—Uncertainty - not certain about outcomes and unable to estimate probabilities
*psychologica orientation of decison maker

—maximax choice - optimigtic

»maximizing the maximum possible payoff

—maximin choice - pessmidic

»maximizing the minimum possible payoff

—minimax - minimize the maximum *“regret”

Payoff Matrix

Regret Matrix

The Manager As A Decison Maker (cont.)

Decison-Making Styles

—two dimens ons define the gpproach to decison making

eway of thinking - differsfrom rationd to intuitive

stolerance for ambiguity - differsfrom a need for consstency and order to the ability to
process many thoughts Smultaneoudy

—define four decison-making styles

*Directive - fag, efficient, and logicd

*Analytic - careful and able to adapt or cope with new stuations

*Conceptual - ableto find creative solutions

*Behavioral - seek acceptance of decisons

Decison-Making Styles

Managing Workforce Diversty

Divergty in Decison Making

—Advantages - diverse employees:

eprovide fresh perspectives

eoffer differing interpretations of problem definition

*increase the likelihood of cregtive and unique solutions

—Disadvantages - diverse employees:

erequire more time to reach adecison

*may have problems of communication

*may creste a more complex, confusing, and ambiguous decision-making process
*may have difficulty in reaching agreement



Overview Of Managerid Decison Making

Chapter 7

What Is Planning?

Planning

—involves defining the organization’s gods, establishing an overdl srategy, and
developing acomprehensive set of plansto integrate and coordinate organizationa work
—informal planning - nothing iswritten down

e[ittle or no sharing of gods

egenerd and lacking in continuity

—formal planning - written

*defines specific gods

egpecific action programs exist to achieve gods

Why Do Managers Plan?

Purposes of Planning

—planning is the primary management function that establishes the basis for dl other
management functions

—planning establishes coordinated effort

—planning reduces uncertainty

—planning reduces overlgpping and wagteful activities

—planning establishes gods and standards used in controlling

Why Do Managers Plan? (cont.)

Planning and Performance

—generdly spesking, formd planning is associated with:
*higher profits

*higher return on assets

—qudity of the planning process and the gppropriate implementation of the plans
probably contribute more to high performance than does the extent of planning
—externd environment may undermine the effects of forma planning
—planning/performance relationship is influenced by the planning time frame
How Do Managers Plan?

The Role of Gods and Plansin Planning

—goals- desired outcomes

eprovide direction for al management decisons

erepresent the criteria againgt which actual work accomplishments can be measured
—plans - outline how goas are going to be met

—Types of Goals

*d| organizations have multiple objectives

*no single measure can evauae whether an organization is successful
efinancial goals- rdateto financid performance



estrategic goals- relate to other areas of performance
Stated Objectives From Large US Companies

How Do Managers Plan? (cont.)

The Role of Goad's and Plansin Planning (cont.)

—Types of Goals(cont.)
estated goals- officid statements of the organization’s god's

*real goals- those gods that an organization actudly pursues

How Do Managers Plan? (cont.)

The Role of Goads and Plansin Planning (cont.)

—Types of Plans

estrategic plans - gpply to the entire organization

—egtablish organization’s overdl gods

—seek to pogtion the organization in terms of its environment

eoperational plans - specify the detalls of how the overdl gods are to be achieved

—tend to cover short time periods

Types Of Plans

How Do Managers Plan? (cont.)

The Role of Goads and Plansin Planning (cont.)

—Types of Plans (cont.)

*|ong-term plans - time frame beyord three years

—definition of long term has changed with increasingly uncertain organizationa
environments

eshort-term plans - cover one year or less

especific plans - clearly defined with little room for interpretation
—required darity and predictability often do not exist

edirectional plans - flexible plansthat set out generd guiddines
—provide focus without limiting courses of action

Specific Versus Directiond Plans

How Do Managers Plan? (cont.)

The Role of Goas and Plansin Planning (cont.)

—Types of Plans (cont.)

*single-use plans - one-time plans pecificaly designed to meet the needs of a unique
gtuation

estanding plans - ongoing plans that provide guidance for activities performed repestedly
—include policies, procedures, and rules

How Do Managers Plan? (cont.)

Egablishing Gods

—Approaches to Establishing Goals

straditional goal setting - overdl goas established at the top of the organization
—overdl gods broken down into subgoas for each leve of the organization
»higher-level gods must be made more specific a lower levels



»network of goas creates ameans-ends chan

—subgoals congtrain subordinates behavior

»assumes that top managers know what is best for the organization
Traditiond Objective Setting

How Do Managers Plan? (cont.)

Egtablishing Goal's (cont.)

—Approaches to Establishing Goals (cont.)

*management by objectives (MBO) - specific performance gods are jointly determined
by employees and their managers

—progress toward accomplishing these godsis periodicaly reviewed
—ewards are alocated on the bass of this progress

—MBO conssts of four dements

»god specificity

»participative decison making

»explicit time period

»performance feedback

Stepsin a Typicd MBO Program

How Do Managers Plan? (cont.)

Egablishing God's (cont.)

—Approaches to Establishing Goals (cont.)

*management by objectives (cont.)

—increases employee performance and organizationa productivity
»depends on support of top managers for MBO

—problems with MBO

»can be usdessin times of dynamic change

»overemphasis on personad rather then organizationd goas

»may be viewed Smply as an annua exercise in paperwork

How Do Managers Plan? (cont.)

Establishing Godls (cont.)

—Characteristics of Well-Designed Goals

*should be written in terms of outcomes

*should be measurable and quantifiable

*should be clear asto atime frame

*should be chdlenging but atainable

*should be written down

*should be communicated to dl organization members who need to know the gods
How Do Managers Plan? (cont.)

Establishing Godls (cont.)

—Stepsin Goal Setting

*1 - Review the organization’s misson

*2 - Evduate available resources



*3 - Determine the goasindividualy or with input from others

—should be congruent with the organizationa misson and godsin other organizationd
areas

4 - \Write down the gods and communicate them to al who need to know them

*5 - Review results and whether godls are being met

How Do Managers Plan? (cont.)

Deveoping Plans

—Contingency Factorsin Planning

*levd in the organization

—operationd planning dominates managers planning efforts at lower leves
—drategic planning more characterigtic of planning a higher levels

Panning In The Hierarchy Of Organizations

How Do Managers Plan? (cont.)

Developing Plans (cont.)

—Contingency Factorsin Planning (cont.)

*degree of environmenta uncertainty

—when uncertainty is high, plans should be specific, but flexible

*|ength of future commitments

—commitment concept - plans should extend far enough to meet those commitments
made when the plans were devel oped

»the more that current plans affect future commitmerts, the longer the time frame for
which managers should plan

How Do Managers Plan? (cont.)

Developing Plans (cont.)

—Approaches to Planning

etraditional, top-down approach

—planning done by top managers

—formal planning department - specidists whose sole responghility isto help to write
organizationd plans

—plans flowed down to lower levels

»tailored to particular needs at each lower level

—modt effective if plan is aworkable document used by organizationa members for
direction and guidance

How Do Managers Plan? (cont.)

Developing Plans (cont.)

—Approaches to Planning (cont.)

*inclusive approach

—employees a each level develop plans suited to their needs

—employees acquire greater sense of the importance of planning when they participatein
the process

—plans more likdly to be used in directing and coordinating work
Contemporary Issues In Planning



Critidsms of Planning

—1. Planning may create rigidity

eunwise to force a course of action when the environment is fluid

—2. Plans can’t be developed for a dynamic environment

*flexibility required in a dynamic environment

ecan't betied to aforma plan

—3. Formal plans can’t replace intuition and creativity

*mechanicd analyds reduces the vison to some type of programmed routine
Contemporary Issues In Planning (cont.)

Criticisms of Planning (cont.)

—4. Planning focuses managers’ attention on today’ s competition, not on tomorrow’s
survival

*plans concentrate on capitalizing on exigting business opportunities
*hinders managers who consider creeting or reinventing an industry

—5. Formal planning reinforces success, which may lead to failure
esuccess may breed fallure in an uncertain environment

Contemporary Issues In Planning (cont.)

Effective Planning in Dynamic Environments

—deveop plansthat are specific, but flexible
—recognize that planning is an ongoing process
—change directionsif environmenta conditions warrant
—day dert to environmenta changes

Chapter 8

The Importance Of Strategic Management
What |s Strategic Management?

—A st of manageria decisons and actions that determines the long-run performance of
an organization

Purposes of Strategic Management

—involved in many decisons that managers make

—companies with forma strategic management systems have higher financid returns then
companies with no such system

—importart in profit and not-for- profit organizations

The Strategic Management Process

The Strategic Management Process

1. Identifying the Organization’s Current Mission, Objectives, and Strategies

—mission - statement of the purpose of an organization

*important in profit and not-for-profit organizations

*important to identify the gods currently in place and the Strategies currently being
pursued



Components of a Mission Statement
The Strategic Management Process (cont.)
2. Andlyzing the Environment

—successful strateges are digned with the environment

—examine both the specific and genera environments to determine what trends and
changes are occurring
3. ldentifying Opportunities and Threats

—opportunities - pogtive trendsin the externd environmenta

—threats- negative trends in the externd environment

The Strategic Management Process (cont.)

4. Andlyzing the Organization's Resources and Capabilities

—examine the ingde of the organizetion

—available resources and capabilities always congrain the organization in some way
—core competence - aunique and exceptiona capability or resource

*the organization's mgor vaue- creating, competitive wegpon

The Strategic Management Process (cont.)

5. Identifying Strengths and Weaknesses

—strengths - activities the organization does well or any unique resource
—weaknesses - activities the organization does not do well or resources it needs but does
not possess

—organization’ s culture has its strengths and weaknesses

egtrong culture - new employees easlly identify the organization’s core competencies
—Mmay serve as abarier to accepting change

e*influence managers preferences for certain strategies

—SWOT analysis- andyds of the organization’s strengths, weaknesses, opportunities,
and threats

| dentifying the Organization’ s Opportunities

The Strategic Management Process (cont.)

6. Formulating Strategies

—require drategies at the corporate, business, and functiona levels of the organization
—dgrategy formulation follows the decison-making process

7. Implementing Strategies

—adrategy isonly as good as its implementation

8. Evduating Results

—control process to determine the effectiveness of a strategy

Levesof Organizational Strategy

Types Of Organizational Strategies

Corporate-Leve Strategy

—determines

swhat businesses a company should be in or wantsto bein

*the direction that the organization is going

*the role that each business unit will play



—Grand Strategy - Stability

*no sgnificant changeis proposed

eorganization’'s performance is satisfactory

*environment gppears to be stable and unchanging

sfew organizations today pursue this strategy

Types Of Organizationd Strategies (cont.)

Corporate-Level Strategy (cont.)

—Grand Strategy - Growth

*seeks to increase the level of the organization’s operations

econcentration - growth through direct expanson of organization's own business
operations

evertical integration

—backward - become your own supplier

—forward - become your own distributor

*horizontal integration - grow by combining with other organizationsin the same
industry

—heeds agpprova by U.S. Federd Trade Commission

Types Of Organizationd Strategies (cont.)

Corporate-Level Strategy (cont.)

—Grand Strategy - Growth (cont.)

*related diversification - grow by merging with or acquiring firmsin different, but
related, industries

—“gdrategic fit’

eunrelated diversification - grow by merging with or acquiring firmsin different and
unrelated industries

Types Of Organizationa Strategies (cont.)

Corporate-Level Strategy (cont.)

—Grand Strategy - Growth (cont.)

*retrenchment - designed to address organizationa weaknesses that are leading to
performance declines

—intended to:

»gabilize operations

»revitaize organizationd resources and capabilities

»prepare to compete once again

SWOT Analyss And Grand Strategies

Types of Organizationa Strategies (cont.)

Corporate-Leve Strategy (cont.)

—Corporate Portfolio Analysis- used when corporate strategy involves a number of
business

*Boston Consulting Group (BCG) matrix - provides aframework for understanding
diverse businesses

—helps managers establish priorities for meking resource alocation decisons



—businesses classified in terms of

»market share

»anticipated market growth

The BCG Matrix

Types of Organizationa Strategies (cont.)

Corporate-Level Strategy (cont.)

—BCG matrix (cont.)

edraegic implications of the matrix

—cash cows- “milk”

»use cash to invest in stars and question marks

—stars - require heavy invesment

»eventudly will become cash cows

—question marks - two strategies

»inves to transform them into stars

»divest

—dogs - sold off or liquidated

Types Of Organizationd Strategies (cont.)

Busness-Leve Strategy

—determines how an organization should compete in each of its businesses
—strategic business units- independent businesses that formulate their own strategies
—Role of Competitive Advantage

ecompetitive advantage - sets an organization apart by providing a distinct edge
—comes from the organization’ s core competencies

—not every organization can transform core competencies into a competitive advantage
—once crested, must be able to sustain it

Types Of Organizationd Strategies (cont.)

Busness-Level Strategy (cont.)

—Competitive Strategies

*Michael Porter - industry analysis based on five competitive forces
—Threat of new entrants- affected by barriersto entry

—Threat of substitutes - affected by buyer loydty and switching costs

—Bargaining power of buyers - affected by number of customers, availahility of
subgtitute products

Types Of Organizationd Strategies (cont.)

Busness-Leve Strategy (cont.)

—Competitive Strategies (cont.)

*Porter’ s competitive forces andysis (cont.)

—Bargaining power of suppliers - affected by degree of supplier concentration
—Existing rivalry - affected by industry growth rate, demand for firm’s product or
service, and product differences

Forces In The Industry Andyss



Types of Organizationa Strategies (cont.)

Busness-Leved Strategy (cont.)

—Competitive strategies (cont.)

*Porter’ s three generic strategies

—cost leadership - goa isto become the lowest-cost producer in the industry
»iriesto identify efficenciesin dl operations

»overhead kept to aminimum

»product or service must be perceived to be of comparable quality to that offered by
competitors

Types of Organizational Strategies (cont.)

Busness-Leve Strategy (cont.)

—Competitive strategies (cont.)

*Porter’ s three generic strategies (cont.)

—differentiation - offer unique products that are widdly vaued by customers

»gets the firm apart from competitors

»differentiation based on qudlity, service, product design, brand image

»customers must be willing to pay a price premium that exceeds the cost of
differentiation

Types of Organizationa Strategies (cont.)

Busness-Leved Strategy (cont.)

—Competitive strategies (cont.)

*Porter’ s three generic strategies (cont.)

—focus - amsat a cost advantage or differentiation advantage in a narrow segment
»no attempt to serve the broad market

»feaghility of srategy depends on the Sze of the segment and the ability of the firm to
support the cost of focusing

Requirements for Successfully Pursuing Porter’ s Competitive Strategies

Types Of Organizationd Strategies (cont.)

Functiond-Level Strategy (cont.)

—used to support the business-leve drategy

—crestes an gppropriate supporting role for each functional area of the organization

*e.g., manufacturing, marketing, human resources

Chapter 9

Techniques For Assessing The Environment
Environmental Scanning

—the screening of information to anticipate and interpret changes in the environment
—competitor intelligence - gathering information about one' s competitors



eavariety of sources of information is easly accessble

—reverse engineering - anadyze a competitor’s product

*becomesillega corporate spying when proprietary materias or trade secrets are stolen
—fine line between what islegal and ethical and what islegal but unethical
Ass=ssing The Environment (cont.)

Environmenta Scanning (cont.)

—global scanning - screening of information on globa forces that might affect an
organization that has globa interests

®*requires more extensive procedures than those used for scanning the domestic
environment

Assessng The Environment (cont.)

Forecasting

—usad to predict future events to facilitate decison making

—Techniques

equantitative - applies a set of mathematica rulesto a series of past data to predict
outcomes

equalitative - uses the judgment and opinions of knowledgeable individuasto predict
outcomes

ecollaborative forecasting and replenishment (CFAR)

—standardized way for businesses to use the Internet to exchange data
—information used to calculate a demand forecast for a particular product
Forecasting Techniques

Assessing The Environment (cont.)

Forecasting (cont.)

—Effectiveness - managers have had mixed success

sforecasts are most accurate in relatively stable environments

sforecasts are rdatively ineffective in predicting nonseasona events, unusud
occurrences, and the actions of competitors

*to improve forecasts - use ample forecasting methods

—compare every forecast with “no change’

—Uuse severd forecasting methods

—shorten the length of forecasts

—practice forecasting

Assessing The Environment (cont.)

Benchmarking

—the search for the best practicesin other organizations that lead to superior performance
—standard tool of many organizations in quest for performance improvement
—andyze and then copy the methods used by leadersin various fields

—important to identify gppropriate targets for benchmarking

—organizations may share benchmarking information

Steps In Benchmarking

Suggestions for Improving Benchmark Efforts
Techniques For Allocating Resources



Resources

—the assets of the organization

—take many forms, indluding financid, physical, human, intangible, and structurd
Budgeting

—budgets - numericd plans for dlocating resources to specific activities
eare prepared for revenues, expenses, and large capita expenditures
eare goplicable to awide variety of organizations and activities

eforce financdid discipline

Suggedtions for Improving Budgeting

Suggestions For Improving Budgeting

Techniques For Allocating Resources (cont.)

Scheduling

—detailing what activities have to be done, the order in which they are to be completed,
who isto do each, and when they are to be completed

—Gantt Charts- show when tasks are supposed to be done

edlow comparison with the actua progress on each task

—serve as acontrol tool

*abar graph with time on the horizonta axis and the activities to be scheduled on the
verticd axis

eshading represents actua progress

A Gantt Chart

Techniques For Allocating Resources (cont.)

Scheduling (cont.)

—L oad Charts- modified Gantt Chart

*schedule capacity by work areas

—verticd axisligts either entire departments or specific resources

*dlow managers to plan and control capacity utilization

A Load Chart

Techniques For Allocating Resources (cont.)

Scheduling (cont.)

—Program Evaluation and Review Technique (PERT) Network Analysis
*used to schedule complex projects

flowchartlike diagram that depicts the sequence of activities needed to complete a
project

*indicates the time or costs associated with each activity

*can compare the effects dternative actions might have on scheduling and costs

Techniques For Allocating Resources (cort.)
Scheduling (cont.)

—PERT (cont.) - nomenclature
*events- end points that represent the completion of mgor activities
eactivities - time or resources required to progress from one event to another



eslack time - amount of time an activity can be delayed without delaying the entire
project

ecritical path - the most time-consuming sequence of events and activitiesin aPERT
network

—delays on criticd path will ddlay completion of the entire project (zero dack time)
Stepsin Developing a PERT Network

A PERT Nework for Congructing an Office Building

A PERT Network For Congtructing An Office Building

Techniques For Allocating Resources (cont.)

Scheduling (cont.)

—Breakeven Analysis- used to determine how many units must be sold to have neither
profit nor loss

*used to make profit projections

*points out relationships between revenues, codts, and profits

—breakeven point - totd revenueisjust enough to equd total costs
Techniques For Allocating Resources (cont.)

Scheduling (cont.)

—Breakeven Analysis(cont.) - nomenclature

*P - unit price of product

*\/C - vaiable cogt per unit

*TFC - totd fixed costs

*Fixed costs- codts that do not change as volume increases
*Variable costs- coststhat change in proportion to output

Breskeven Andysis

Techniques For Allocating Resources (cont.)

Scheduling (cont.)

—Linear Programming

® reguirements

—resources are limited

—outcome optimization is the goa

—dternative methods exist for combining resources to produce a number of output mixes
—alinear relationship exigs between varigbles

*technique has avariety of applications

Techniques For Allocating Resources (cont.)
Scheduling (cont.)

—Linear Programming (cont.) - nomenclature
eobjective function - amathematica equation that predicts the outcome of al proposed
dternatives

*production capacity of departments involved in producing the outputs
—acts asa congraint on overal capacity
—condraints define the feasibility region



sfeasibility region - definesthe optima resource dlocation

Production Data for Cinnamon Scented Products

Graphica Solution To Linear Programming Problem

Contemporary Planning Techniques

Project Management

—the task of getting a project’s activities done on time, within budget, and according to
specifications

eproject - aone-time-only set of activities that has a definite beginning and ending point
intime

—standardized planning procedures often are not appropriate for projects
—Project Management Process

steam created from appropriate work areas

*team reports to a project manager

*project manager coordinates activities

*team disbands when project is completed

Project Management Process

Contemporary Planning Techniques (cont.)

Project Management (cont.)

—Role of the Project Manager

*role is affected by the one-shot nature of the project

*roleisdifficult because team members il linked to their permanent work areas
—members may be assigned to severa projects smultaneoudy

*managers mugt rely on their communication skills and powers of persuasion
Contemporary Planning Techniques (cont.)

Scenario Planning

—scenario - aconsgtent view of what the future islikely to be

—contingency planning - developing scenarios

*if thisis what happens, then these are the actions we need to take

—intent is to reduce uncertainty by playing out potentid Stuations under different
specified conditions

Preparing for Unexpected Events

Chapter 10

Defining Organizationd Structure
Nomenclature

—organizing - the process of creating an organization’s structure

—organizational structure - the forma framework by which job tasks are divided,
grouped, and coordinated

—organizational design - process of developing or changing an organization's structure



®process involves Sx key eements

Defining Organizational Structure (cont.)

Work Specidization

—the degree to which tasks in an organization are divided into separate jobs
*individuas specidize in doing part of an activity rather than the entire activity
—too much specidization has created human diseconomies

—an important organizing mechanism, though not a source of ever-increasing
productivity

Defining Organizationa Structure (cont.)

Departmentdization

—the basis by which jobs are grouped together

efunctional - groupsjobs by functions performed

eproduct - groups jobs by product line

*geographical - groups jobs on the basis of territory or geography
*process - groups jobs on the basis of product or customer flow
ecustomer - groupsjobs on the basis of common customers

Defining Organization Structure (cont.)

Departmentdization (cont.)

—arge organizations combine most or al forms of departmentaization
—trends

ecustomer departmentdization isincreasingly being used

—better able to monitor and respond to customer needs

—cross-functiond teams are becoming popular

»groups of individuas who are experts in various specidties

»involved in al aspects of bringing a new product to market

Functional Departmentdization

Product Departmentalization

Geographical Departmentalization

Process Departmentalization

Customer Departmentalization

Defining Organization Structure (cont.)

Chain of Command (cont.)

—oontinuous line of authority that extends from upper organizationd levelsto the lowest
levels and clarifies who reports to whom

eauthority - therights inherent in amanageria pogtion to tell people what to do and to
expect themto do it

eresponsibility - the obligation to perform any assigned duties

eunity of command - a person should report to only one manager

—these concepts are less rlevant today due to information technology and employee
empowerment

Defining Organization Structure (cont.)

Span of Control



—number of employees that a manager can efficiently and effectively manage
—determines the number of levels and managersin an organization

—the wider the span, the more efficient the organization

—gppropriate span influenced by:

*the kills and ahilities of employees

*the complexity of tasks performed

cavailability of sandardized procedures

esophidtication of organization’ sinformation system

Contrasting Spans Of Control

Defining Organization Structure (cont)
Centralization

—the degree to which decision making is concentrated & a Sngle point in the organization
*top-level managers make decisons with little input from subordinates in a centraized
organization

Decentrdization

—the degree to which decisions are made by lower-leve employees

—digtinct trend toward decentraized decision making

Factors That Influence the Amount of Centralization and Decentraization
Defining Organization Structure (cont.)

Formaization

—the degree to which jobs within the organization are standardized
egtandardization - removes the need for employeesto consider dternatives
—extent to which employee behavior is guided by rules and procedures
*employee alowed minima discretion in highly formadized jobs
—explicit job descriptions

—clearly defined procedures

Organizationd Design Decisons

Mechanigtic Organization

—igidly and tightly controlled sructure

—tries to minimize the impact of differing humean traits

—modt large organi zations have some mechanigtic characterigtics

Organic Organization

—highly adaptive and flexible structure

—permits organization to change when the need arises

—employees are highly trained and empowered to handle diverse job activities
—minima formd rules and little direct supervison

Mechanitic Versus Organic Organization

Organizationd Desgn Decisons (cont.)

Contingency Factors

—Strategy and Structure - sructure should facilitate the achievement of gods
edrategy and structure should be closdly linked

egrategy focuses on:



—innovation - need the flexibility and free flow of information of the organic structure
—cost minimization - seek efficiency, ability, and tight controls of mechanitic structure
—imitation - use structura characteristics of both mechanistic and organic structures
Organizaiond Design Decisons (cont.)

Contingency Factors (cont.)

—Size and Structure - Sze affects Sructure a a decreasing rate

—Technology and Structure

stechnology - convertsinputs into outputs

—unit production - production of itemsin units or small batches

—mass production - large-batch manufacturing

—process production - continuous- process production

*mechanigic structure supports routine technology

eorganic structure supports nonroutine technology

Woodward's Findings On Technology, Structure, And Effectiveness

Organizationa Design Decisions (cont.)

Contingency Factors (cont.)

—Environmental Uncertainty and Structure

*0one way to reduce environmenta uncertainty isto adjust the organization’s structure
—with greater dability, mechanigtic sructures are more effective

»mechanigtic structures are not equipped to respond to rapid environmental change
—the greeter the uncertainty, the greater the need for an organic structure

»organizations are being designed to be more organic nowadays

Common Organizationd Designs

Traditiond Organizationd Designs

—Simple Structure - low departmentaization, wide spans of control, authority centraized
inasngle person, and little formalization

ecommonly used by smdl businesses

*as organizations increase in Size, the structure tends to become more specidized and
formdized

—Functional Structure - groups smilar or related occupational speciaties together
Common Organizational Designs (cont.)
Traditional Organizationa Designs (cont.)

—Divisional Structure - composed of separate divisons
*cach divison has rddivey limited autonomy
®parent corporation acts as an external overseer to coordinate and control the divisons

—provides support services

Strengths and Weekness of Common Traditiond Organizationd Designs
Common Organizationdl Designs

Contemporary Organizationa Designs

—Team-Based Structures - entire organization is made up of work teams
*employee empowerment is crucid



*teams responsible for al work activity and performance

*complements functiond or divisond sructuresin large organizations

—dlows efficiency of abureaucracy

—provides flexibility of teams

Common Organizationa Designs (cont.)

Contemporary Organizational Designs (cont.)

—Matrix Structure - assgns specidists from different functiona departments to work on
projects led by project managers

*adds vertica dimension to the traditiona horizontal functiona departments
ecregtes adual chain of command

—violates unity of command

—project managers have authority in areas relative to the project’s gods
—functional managers retain authority over human resource decisons (e.g., promotions)
A Matrix Organization in an Aerogpace Frm

Common Organizational Designs (cont.)

Contemporary Organizational Designs (cont.)

—Project Structure - employeeswork continuoudy on projects

*employees do not return to afunctiona department at the conclusion of a project
edl work performed by teams comprised of employees with gppropriate skills and
abilities

*tends to be very fluid and flexible

—no rigid departmentdization or organization hierarchy

—managers serve as facilitators and mentors
Common Organizational Designs (cont.)
Contemporary Organizational Designs (cont.)

—Autonomous I nternal Units— independent, decentrdized business units
*cach has its own products, clients, competitors, and profit goals
*business units are autonomous

—thereis no centralized control or resource alocation

Common Organizationa Designs (cont.)

Contemporary Organizational Designs (cont.)

—Boundaryless Organization - design is not defined by, or limited to, the horizontd,
verticd, or externd boundaries imposed by a predefined structure

edrategic aliances break down barriers between the company and its customers and
suppliers

*seeks to diminate the chain of command, to have limitless spans of control, and to
replace departments with empowered teams

oflattens the hierarchy by removing vertica boundaries

*horizontal boundaries removed by organizing work around processes instead of
functiond departments

Common Organizational Designs (cont.)



Contemporary Organizational Designs (cont.)

—Learning Organization - an organizationd mind-set rather than a specific
organizationd design

*has devel oped the capacity to continuoudy adapt

edl memberstake an active role in identifying and resolving work-related issues
*practice knowledge management by continually acquiring and sharing new knowledge
eenvironment is conducive to open communication

*empowered teams are important

*|eadership crestes a shared vison for the future

eorganizationd culture provides sense of community

Characterigtics Of A Learning Organization



