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Organizational Structure and Design

Learning Objectives. After completing this lecture, you should be able to:

• Compare mechanistic and organic organizational design models.

• Identify the choices that must be made in designing an organizational

structure.

• Summarize how formalization, centralization, and complexity affect

organizational structure.

• Discuss multinational organizational structure and design issues.

• Explain the meaning of the term virtual organization.

• Understand the concept of the teal organizations.
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Introduction

Organizational structure and design have always been important
factors influencing the behavior of individuals and groups that
comprise the organization; the new rules of operating in today’s
global business environment make structure and design
considerations even more critical. A recent PwC survey of more
than 1,400 CEOs from around the world found that a top priority of
business leaders is how to design their operations for speed and
flexibility to achieve success. This is an important goal because it is
through structure that managers decide how the organization’s
purposes will be accomplished.

Today’s managers are faced with a wide variety of structural
possibilities. The following sections will discuss two organizational
design models, four decisions related to organizational design,
three dimensions of structure and how they interact with those
decisions, multicultural influences on organizational structure, and
virtual organizations.
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Organizational Design Models

The two models of organizational design described in this section are

important ideas in management theory and practice. Because of their

importance, they receive considerable theoretical and practical attention.

Although many variations on these models can be found in practice, we will

focus on the basic elements of mechanistic and organic organizational

designs.

• The Mechanistic Model

• The Organic Model
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The Mechanistic Model

Mechanistic organizational structures, as in the military

and with certain religions, are formal, centralized, and

complex. An early management writer, Henri Fayol,

proposed a number of principles that he had found

useful in managing a large coal mining company in

France. Some of Fayol’s principles dealt with the

management function of organizing; four of these are

relevant for understanding the mechanistic model of

organizational design.
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The Principle of Specialization

Fayol stated that specialization is the best means for making use of

individuals and groups. Scientific management popularized a number of

methods for implementing specialization of labor. These methods, such as

work standards and motion-and-time study, emphasized technical (not

behavioral) dimensions of work.
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The Principle of Unity of Direction

According to this principle, jobs should be grouped according to specialty.

Engineers should be grouped with engineers, salespeople with salespeople,

accountants with accountants. Functional departmentalization (discussed

later in the class) best captures this principle.
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The Principle of Authority and Responsibility

Fayol believed that a manager should be delegated sufficient authority to

carry out her assigned responsibilities. Because the assigned

responsibilities of top managers are considerably more important to the

future of the organization than those of lower management, applying the

principle inevitably leads to centralized authority. Centralized authority also

occurs because the work at this level is more complex, the number of

workers involved is greater, and the relationship between actions and results

is remote.
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The Scalar Chain Principle

The natural result of implementing the preceding 
three principles is a graded chain of managers 
from the ultimate authority to the lowest ranks. 

The scalar chain is the route for all vertical 
communications in an organization. Accordingly, 
all communications from the lowest level must 

pass through each superior in the chain of 
command. Correspondingly, communication from 
the top must pass through each subordinate until 

it reaches the appropriate level. 

Fayol’s writings became part of a literature that, 
although each contributor made unique 

contributions, had a common thrust. Writers such 
as Mooney and Reilly, Follett, and Urwick all 
shared the common objective of defining the 
principles that should guide the design and 

management of organizations. A complete review 
of their individual contributions won’t be 

attempted here. However, we’ll review the ideas 
of one individual, Max Weber, who made 

important contributions to the mechanistic model. 
He described applications of the mechanistic 

model and coined the term bureaucracy.
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Bureaucracy

Bureaucracy has various meanings. The traditional usage is the political
science concept of government by bureaus but without participation by the
governed. In layman’s terms, bureaucracy refers to the negative
consequences of large organizations, such as excessive red tape,
procedural delays, and general frustration. But in Max Weber’s writings,
bureaucracy refers to a particular way to organize collective activities.
Weber’s interest in bureaucracy reflected his concern for the ways society
develops hierarchies of control so that one group can, in effect, dominate
other groups. Organizational design involves domination in the sense that
authority involves the legitimate right to exact obedience from others. His
search for the forms of domination that evolve in society led him to the study
of bureaucratic structure.

10



To achieve the maximum benefits of the bureaucratic design, Weber 
believed that an organization must have the following characteristics:

1. All tasks will be divided into highly specialized jobs.

2. Each task is performed according to a system of abstract
rules to ensure uniformity and coordination of different
tasks.

3. Each member or office of the organization is accountable
for job performance to one, and only one, manager.

4. Each employee of the organization relates to other
employees and clients in an impersonal, formal manner,
maintaining a social distance with subordinates and clients.

5. Employment in the bureaucratic organization is based on
technical qualifications and is protected against arbitrary
dismissal.
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The Organic Model

The organic model of organizational design stands in sharp contrast to the
mechanistic model due to their different organizational characteristics and
practices. In contrast to the highly structured UPS, W. L. Gore & Associates
(maker of Gore-Tex fabrics) has a more organic organizational design in
which very few ranks and titles are used, and individuals are free to “pursue
ideas on their own, communicate with one another, and collaborate out of
self-motivation rather than a sense of duty.”

The most distinct differences between the two models are a consequence of
the different effectiveness criteria each seeks to maximize. While the
mechanistic model seeks to maximize efficiency and production, the organic
model seeks to maximize satisfaction, flexibility, and development.
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The Organic Model

Characterized by self-management,
wholeness, and a deeper sense of
purpose, these organizations – which
are described as “Teal” – operate
largely without organization charts,
management hierarchies, quarterly
goals or other traditional management
strategies. Instead, they’re
characterized by features like self-
managed teams, intuitive reasoning
and decentralized decision-making.
Because these practices are so new, the
conversation around what they are and
how to implement them is ongoing
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Teal organization makes its customers and 
employees happy. AI generated pictures:
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An organizational design that provides individuals with this sense of

personal worth and motivation and that facilitates satisfaction, flexibility, and

development would have the following characteristics:

1. It’s relatively simple because of its de-emphasis on specialization and its

emphasis on increasing job range.

2. It’s relatively decentralized because of its emphasis on delegation of

authority and increasing job depth.

3. It’s relatively informal because of its emphasis on product and customer

as bases for departments.
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Designing an Organizational Structure

Managers who set out to design an organizational structure face difficult
decisions. They must choose among a myriad of alternative frameworks of
jobs, work projects, and departments. The process by which they make
these choices is termed organizational design, and it means quite simply the
decisions and actions that result in an organizational structure. This process
may be explicit or implicit, it may be “one-shot” or developmental, it may be
done by a single manager or by a team of managers.

However the actual decisions come about, the content of the decisions is
always the same. The first decision focuses on individual jobs, the next two
decisions focus on departments or groups of jobs, and the fourth decision
considers the issue of delegation of authority throughout the structure.
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Four main focuses:

• Managers decide how to divide the overall task into successively smaller jobs. Managers divide the
total activities of the task into smaller sets of related activities. The effect of this decision is to define
jobs in terms of specialized activities and responsibilities. Although jobs have many characteristics,
the most important one is their degree of specialization.

• Managers decide the bases by which to group the individual jobs. This decision is much like any
other classification decision, and it can result in groups containing jobs that are relatively
homogeneous (alike) or heterogeneous (different).

• Managers decide the appropriate size of the group reporting to each superior. As we have already
noted, this decision involves determining whether spans of control are relatively narrow or wide.

• Managers distribute authority among the jobs. Authority is the right to make decisions without
approval by a higher manager and to exact obedience from designated other people. All jobs
contain some degree of the right to make decisions within prescribed limits. But not all jobs contain
the right to exact obedience from others. The latter aspect of authority distinguishes managerial
jobs from nonmanagerial jobs. Managers can exact obedience; nonmanagers can’t.
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Four main focuses:

Organizational structures tend toward one

extreme or the other along each continuum.

Structures tending to the left are

characterized by a number of terms

including classical, formalistic, structured,

bureaucratic, System 1, and mechanistic.

Structures tending to the right are termed

neoclassical, informalistic, unstructured,

nonbureaucratic, System 4, and organic.

Exactly where along the continuum an

organization finds itself has implications for

its performance as well as for individual and

group behavior.
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Case-study 01

• In your opinion, to what extent (if at

all) should an organization be

committed to the environment?

• While FHI may view its

environmental initiatives as

investments, whose funds are being

invested?

• Is FHI doing too much or too little?

19



20



Division of Labor

Division of labor concerns the extent to which jobs are specialized.
Managers divide the total task of the organization into specific jobs
having specified activities. The activities define what the person
performing the job is to do. For example, activities of the job
“bookkeeper or accountant” can be defined in terms of the methods
and procedures required to process a certain quantity of transactions
during a specific period of time.

The economic advantages of dividing work into specialized jobs are the
principal historical reasons for the creation of organizations. As
societies became more and more industrialized and urbanized, craft
production gave way to mass production. Mass production depends
upon the ability to obtain the economic benefits of specialized labor,
and the most effective means for obtaining specialized labor is
through organizations. Although managers are concerned with more
than the economic implications of jobs, they seldom lose sight of
specialization as the rationale for dividing work among jobs
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Division of labor in organizations can occur in three different ways:

1. Personal specialties. Most people think of specialization in the sense of

occupational and professional specialties. Thus, we think of human resource

staff, software engineers, website designers, scientists, physicians, and the

myriad of other specialties that exist in organizations and everyday life.

2. Natural sequence of work. For example, manufacturing plants often divide work

into fabricating and assembly, and individuals will be assigned to do the work of

one of these two activities. This particular division of work is termed horizontal

specialization.

3. Vertical plane. All organizations have a hierarchy of authority from the lowest-

level manager to the highest-level manager. The CEO’s work is different from

the shift supervisor’s.
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10-minute break
Division of labor

Determining what each job in the organization should do is a key 
managerial decision. Jobs vary along a general dimension of 

specialization, with some jobs being more highly specialized than 
others. Managers can change an organization’s structure by changing 

the degree of specialization of jobs.

The process of defining the activities and authority of jobs is 
analytical; that is, the total task of the organization is broken down 

into successively smaller ones. But then management must use some 
basis to combine the divided tasks into groups or departments 

containing some specified number of individuals or jobs. W
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Delegation of Authority

Managers decide how much authority should be delegated to each job and each jobholder.

As we have noted, authority refers to individuals’ right to make decisions without approval

by higher management and to exact obedience from others. Delegation of authority refers

specifically to making decisions, not to doing work. A sales manager can be delegated the

right to hire salespeople (a decision) and the right to assign them to specific territories

(obedience). Another sales manager may not have the right to hire but may have the right to

assign territories. Thus, the degree of delegated authority can be relatively high or relatively

low with respect to both aspects of authority. Any particular job involves a range of

alternative configurations of authority delegation. Managers must balance the relative gains

and losses of alternatives.
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Reasons to Decentralize Authority

Relatively high delegation of authority encourages the development
of professional managers. When Steve Ballmer became CEO of
Microsoft in 2000, he slowly transformed the giant tech company’s
organizational structure into one that is more decentralized. As Bill
Gates retired from daily operations at Microsoft, Ballmer shifted the
company away from its PC roots to cloud computing services, data-
center software, video gaming, and the acquisition of the Skype
franchise. In 2014, Ballmer retired, and Satya Nadella replaced him
as Microsoft’s CEO. A seasoned veteran of the company, Nadella
continues to tweak the organizational structure in an effort to keep
the company flexible—and relevant—in the ever-changing
technology sector. Organizations that decentralize (delegate)
authority enable managers to make significant decisions, to gain
skills, and to advance in the company. This allows managers to
develop expertise that enables them to cope with problems
encountered by upper management. Consequentially, they are
trained for promotion into positions of even greater authority and
responsibility. Upper management can readily compare managers on
the basis of actual decision-making performance. Advancement of
managers on the basis of demonstrated performance can eliminate
favoritism and minimize personality in the promotion process.
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Reasons to Decentralize Authority

Second, high delegation of authority can lead to a
competitive climate within the organization. At
decentralized organizations like Johnson &
Johnson, managers are motivated to produce since
they’re compared with their peers on various
performance measures. A competitive environment
in which managers compete on sales, cost
reduction, and employee development targets can
be a positive factor in overall organizational
performance. Competitive environments can also
produce destructive behavior if one manager’s
success occurs at the expense of another’s. But
regardless of whether it’s positive or destructive,
significant competition exists only when individuals
have authority to do those things that enable them
to win.
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Reasons to Decentralize Authority

Finally, managers who have relatively high authority can exercise more
autonomy and thus satisfy their desires to participate in problem solving. This
autonomy can lead to managerial creativity and ingenuity, which contribute to
the adaptiveness and development of the organization and managers. As
we’ve seen in earlier chapters, opportunities to participate in setting goals
can be positive motivators. But a necessary condition for goal setting is
authority to make decisions. Many organizations, large and small, choose to
follow the policy of decentralization of authority.

Decentralization of authority has its benefits, but these benefits aren’t without
costs. Organizations that are unable or unwilling to bear these costs will find
reasons to centralize authority.
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Reasons to Centralize Authority

Several reasons support centralizing authority.

• First, managers must be trained to make the decisions that go with delegated authority. Formal training
programs can be quite expensive, which can more than offset the benefits.

• Second, many managers are accustomed to making decisions and resist delegating authority to their
subordinates. Consequently, they may perform at lower levels of effectiveness because they believe that
delegation of authority involves losing control.

• Third, administrative costs are incurred because new or altered accounting and performance systems
must be developed to provide top management with information about the effects of their subordinates’
decisions. When lower levels of management have authority, top management must have some means of
reviewing the use of that authority. Consequently, they typically create reporting systems that inform them
of the outcomes of decisions made at lower levels in the organization.

• The fourth and perhaps most pragmatic reason to centralize is that decentralization means duplication of
functions. Each autonomous unit must be truly self-supporting to be independent. But that involves a
potentially high cost of duplication. Some organizations find that the cost of decentralization outweighs
the benefits.
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Decision Guidelines

Like most managerial issues, whether authority should be delegated in a

high or low degree cannot be resolved simply.38 As usual, in managerial

decision making, whether to centralize or decentralize authority can only be

guided by general questions.
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Departmental Bases

As the number of employees with specialized jobs increases within an organization,

it becomes more difficult for a single manager to coordinate their efforts. Thus, to

create manageable numbers of jobs, they are combined into smaller groups and a

new job is defined—manager of the group.

The crucial managerial consideration when creating departments is determining the

basis for grouping jobs. Of particular importance is the determination for the bases

for departments that report to the top management position. In fact, numerous

bases are used throughout the organization, but the basis used at the highest level

determines critical dimensions of the organization. Some of the more widely used

departmentalization bases are described in the following sections
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Functional Departmentalization

Managers can combine jobs according to the functions of the organization. Every
organization must undertake certain activities to do its work. These necessary
activities are the organization’s functions. The necessary functions of a
manufacturing firm include production, marketing, finance, accounting, and human
resources. These activities are necessary to create, produce, and sell a product.
Necessary functions of a commercial bank include taking deposits, making loans,
and investing the bank’s funds. The functions of a hospital include surgery,
psychiatry, housekeeping, pharmacy, nursing, and human resources.40 Each of
these functions can be a specific department, and jobs can be combined according
to them. The functional basis is often found in relatively small organizations that
provide a narrow range of products and services. It is also widely used as the basis
in divisions of large multiproduct organizations.
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EXHIBIT 1 Functional Departmentalization Structure

A major disadvantage of this departmental basis is that, because specialists are working
with and encouraging each other in their areas of expertise and interest, organizational
goals may be sacrificed in favor of departmental goals. Accountants may see only their
problems and not those of production or marketing or the total organization. In other words,
the culture of and identification with the department are often stronger than identification
with the organization and its culture.
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Geographic Departmentalization

• Another basis for departmentalizing is to establish groups according to
geographic area. The logic is that all activities in a given region should be
assigned to a manager. This individual is in charge of all operations in that
particular geographic area.

• In large organizations, geographic arrangements are advantageous because
physical separation of activities makes centralized coordination difficult. This
approach also makes sense when a company has operations, units, or
subsidiaries in different countries of the world. The markets, customers, or
suppliers may differ so much from one country to the next that the company
needs to structure itself around them. For example, MetLife recently reorganized
into three broad geographic regions: the Americas; Europe, Middle East, and
Africa (EMEA); and Asia
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EXHIBIT 16.2 Geographic Departmentalization Structure

Geographic departmentalization provides a training ground for managerial personnel. The company is able
to place managers in territories and then assess their progress in that geographic region. The experience
that managers acquire in a territory away from headquarters provides valuable insights about how products
and/or services are accepted in the field. Exhibit 16.2 depicts a geographic organization structure.
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Product Departmentalization

Managers of many large, diversified companies group jobs on the basis of

product. All jobs associated with producing and selling a product or product

line will be placed under the direction of one manager. Product becomes the

preferred basis as a firm grows by increasing the number of products it

markets. As a firm grows, it’s difficult to coordinate the various functional

departments and it becomes advantageous to establish product units. This

form of organization allows personnel to develop total expertise in

researching, manufacturing, and distributing a product line. Concentrating

authority, responsibility, and accountability in a specific product department

allows top management to coordinate actions.
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EXHIBIT 16.3 Product Departmentalization Structure

Product-based organizations foster initiative and autonomy by providing division managers with the
resources necessary to carry out their profit plans. But such organizations face the difficult issue of deciding
how much redundancy is necessary. Divisional structures contain some degree of redundancy because
each division wants its own research, engineering, marketing, production, and all other functions necessary
to do business. Thus, technical and professional personnel are found throughout the organization at the
division levels. The cost of this arrangement can be exorbitant.
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5-minute break
Customer Departmentalization

Customers and clients can be a basis for grouping jobs. Examples of

customeroriented departments are the organizational structures of

educational institutions. Some institutions have regular (day and night)

courses and extension divisions. In some instances, a professor will be

affiliated solely with the regular division or extension division. In fact, titles of

some faculty positions specifically mention the extension division.

Another form of customer departmentalization is the loan department in a

commercial bank. Loan officers are often associated with industrial,

commercial, or agricultural loans. The customer will be served by one of

these three loan officers
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Verizon

Verizon, the global communications company,
has more than 173,000 employees serving
customers in 150 countries. In terms of U.S.-
based customers, the firm is organized around
different types of customers, including small
businesses, medium and enterprise businesses,
government agencies, residences, and wireless
customers. The customercentric strategy seems
to be paying off for Verizon. In 2015, the
company’s annual revenues reached more than
$131 billion, ranking it at number 15 on the 2016
Fortune 500 list of companies.
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EXHIBIT 16.4 Customer Departmentalization Structure
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The Matrix Model

40

The matrix model of organizational design attempts to maximize the
strengths and minimize the weaknesses of both the functional and product
bases. In practical terms, the matrix design combines functional and product
departmental bases. By the way, have you seen Matrix movie?



Plot of all four parts of matrix movie
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The Matrix is a science fiction action film series created by the Wachowskis. The series consists of
four films: The Matrix (1999), The Matrix Reloaded (2003), The Matrix Revolutions (2003), and The
Matrix Resurrections (2021).

The first film follows Neo, a computer programmer who learns from mysterious rebels about the
true nature of his reality and his role in the war against its controllers. The second and third films
continue the story of the first film, with Neo learning more about his powers as “the One” and
fighting against the machines that have enslaved humanity.

The fourth film is set sixty years after the events of the third film and follows Neo, who lives a
seemingly ordinary life as a video game developer having trouble with distinguishing fantasy from
reality. A group of rebels, with the help of a programmed version of Morpheus, free Neo from a new
version of the Matrix and fight a new enemy that holds Trinity captive



The matrix model of organizational design

The matrix model of organizational design attempts to maximize the strengths and

minimize the weaknesses of both the functional and product bases. In practical

terms, the matrix design combines functional and product departmental bases.

Companies such as American Cyanamid, Avco, Carborundum, Caterpillar Tractor,

Hughes Aircraft, ITT, Monsanto Chemical, National Cash Register, Prudential

Insurance, TRW, and Texas Instruments are only a few users of matrix

organization. Public sector users include public health and social service

agencies.50 Although the exact meaning of matrix organization varies in practice,

it’s typically seen as a balanced compromise between functional and product

organization, between departmentalization by function and by product.
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Matrix structures are found in organizations that (1) require responses to rapid change in
two or more environments, such as technology and markets; (2) face uncertainties that
generate high information-processing requirements; and (3) must deal with financial and
human resources constraints.53 Managers confronting these circumstances must obtain
certain advantages that are most likely to be realized with matrix organization

43



Advantages of Matrix Organization

• Efficient use of resources:

• Flexibility in conditions of change and uncertainty

• Technical excellence

• Freeing top management for long-range planning

• Improving motivation and commitment

• Providing opportunities for personal development
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Different Forms of Matrix Organization

Matrix organization forms can be depicted as existing in the middle of a continuum
with formal and centralized organizations at one extreme and with fluid and
decentralized organizations at the other. Ordinarily, the process of moving to matrix
organization is evolutionary. That is, as the present structure proves incapable of
dealing with rapid technological and market changes, management attempts to
cope by establishing procedures and positions that are outside the normal routine.
This evolutionary process consists of the following steps:

• Task force

• Teams

• Product managers

• Product management departments
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Forms of Matrix Organization

Exactly where along the continuum an organization stops in the evolution

depends on factors in the situation. Specifically, and primarily important are

the rates of change in technological and product developments. The

resultant uncertainty and information required vary. A fully developed matrix

organization has product management departments along with the usual

functional departments. Such organizations have product managers

reporting to top management, with subproduct managers for each product

line.
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Designing an Organizational Structure: Additional 
Issues to Consider
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Span of Control

• The determination of appropriate bases for
departmentalization establishes the kinds of jobs that will be
grouped together. But that determination doesn’t establish the
number of jobs to be included in a specific group, the issue of
span of control. Generally, the issue comes down to the
decision of how many people a manager can oversee; that is,
will the organization be more effective if the span of control is
relatively wide or narrow? The question is basically concerned
with determining the volume of interpersonal relationships that
the department’s manager is able to handle. Moreover, the
span of control must be defined to include not only formally
assigned subordinates, but also those who have access to the
manager. Not only may a manager be placed in a position of
being responsible for immediate subordinates, but she may
also be chairperson of several committees and task groups.
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Required Contact

In research and development as well as medical and production
work, frequent contact and a high degree of coordination are
needed between a superior and subordinates. Conferences and
other forms of consultation often aid in attaining goals within a
constrained time period. For example, the research and
development team leader may have to consult frequently with
team members so that a project is completed within a time
period that will allow the organization to place a product on the
market. Thus, instead of relying upon e-mails and reports, it is in
the best interest of the organization to have as many in-depth
contacts with the team as possible. A large span of control would
preclude contacting subordinates so frequently, which could
impede the project. In general, the greater the inherent
ambiguity in an individual’s job, the greater the need for
supervision to avoid conflict and stress
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Degree of Specialization 

The degree of specialized employees is a critical
consideration in establishing the span of control at
all levels of management. It is generally accepted
that a manager at the lower organizational level
can oversee more subordinates because work at
the lower level is more specialized and less
complicated than at higher levels of management.
Management can combine highly specialized and
similar jobs into relatively large departments
because the employees may not need close
supervision.
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04-05-2023 we stopped here
Ability to Communicate

Instructions, guidelines, and policies must be communicated verbally to subordinates in
most work situations. The need to discuss job-related factors influences the span of control.
The individual who can clearly and concisely communicate with subordinates is able to
manage more people than one who can’t.

The widespread practice of downsizing and “flattening” organizations of all kinds has direct
implications for the span-of-control decision. Downsizing reduces the number of all
employees, but relatively more managers (usually middle managers) than nonmanagers

Managers need to consider how the four design decisions (division of labor, delegation of
authority, departmentalization, and span of control) influence the structure of their
organizations. In a similar vein, there are three dimensions of organizational structure that
interact with these design decisions, namely formalization, centralization, and complexity
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Formalization
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An organizational structure described as highly
formalized would be one with rules and
procedures to prescribe what each individual
should be doing. Such organizations have
written standard operating procedures,
specified directives, and explicit policies. In
terms of the four design decisions,
formalization is the result of high specialization
of labor, high delegation of authority, the use of
functional departments, and wide spans of
control



Formalization

1. High specialization of labor (as in the auto industry) is amenable to the development of written work
rules and procedures. Jobs are so specialized as to leave little to the discretion of the jobholder.

2. High delegation of authority creates the need for checks on its use. Consequently, the organization
writes guidelines for decision making and insists upon reports describing the use of authority.

3. Functional departments are made up of jobs with great similarities. This basis brings together jobs that
make up an occupation such as accountants, engineers, and machinists. Because of the similarity of
the jobs and the rather straightforward nature of the department’s activities, management can develop
written documents to govern those activities.

4. Wide spans of control discourage one-on-one supervision. There are simply too many subordinates for
managers to keep up with on a one-to-one basis. Consequently, managers require written reports to
keep them informed. Although formalization is defined in terms of written rules and procedures, we
must understand how they’re viewed by the employees. Some organizations have all the appearances
of formalization, complete with thick manuals of rules, procedures, and policies, yet employees don’t
perceive them as affecting their behavior. Thus, where rules and procedures exist, they must be
enforced if they’re to affect behavior.
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Centralization

Centralization refers to the location of decision-

making authority in the hierarchy of the

organization. More specifically, the concept

refers to delegation of authority among the jobs

in the organization. Typically, researchers and

practitioners think of centralization in terms of (1)

decision making and (2) control. But despite the

apparent simplicity of the concept, it can be

difficult to apply.

56

https://pixabay.com/illustrations/network-rectangle-rings-networking-

1989146/



The relationships between centralization and the four 
design decisions are generally as follows:

1. The higher the specialization of labor, the greater the centralization. This
relationship holds because highly specialized jobs do not require the discretion
that authority provides.

2. The less authority that is delegated, the greater the centralization. By definition
of the terms, centralization involves retaining authority in the top management
jobs, rather than delegating it to lower levels in the organization.

3. The greater the use of functional departments, the greater the centralization.
The use of functional departments requires that activities of the several
interrelated departments be coordinated. Consequently, authority to coordinate
them will be retained in top management.

4. The wider the spans of control, the greater the centralization. Wide spans of
control are associated with relatively specialized jobs, which, as we’ve seen,
have little need for authority.
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Complexity

Complexity is the direct outgrowth of dividing work and creating
departments. Specifically, the concept refers to the number of
distinctly different job titles, or occupational groupings, and the number
of distinctly different units, or departments. The fundamental idea is
that organizations with many different kinds of jobs and units create
more complicated managerial and organizational problems than those
with fewer jobs and departments.

Complexity, then, relates to differences among jobs and units.
Therefore, it’s not surprising that differentiation is often used
synonymously with complexity. Moreover, it has become standard
practice to use the term horizontal differentiation to refer to the
number of different units at the same level; vertical differentiation
refers to the number of levels in the organization.
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The relationships between complexity (horizontal and vertical 
differentiation) and the four design decisions are generally as follows:

1. The greater the specialization of labor, the greater the complexity. Specialization is the process of
creating different jobs and thus more complexity. Specialization of labor contributes primarily to
horizontal differentiation.

2. The greater the delegation of authority, the greater the complexity of the organization. Delegation of
authority is typically associated with a lengthy chain of command (i.e., with a relatively large number of
managerial levels). Thus, delegation of authority contributes to vertical differentiation.

3. The greater the use of geographic, customer, and product bases, the greater the complexity. These
bases involve creating self-sustaining units that operate much like freestanding organizations.
Consequently, there must be considerable delegation of authority and, thus, considerable complexity.

4. Narrow spans of control are associated with high complexity. This relationship holds because narrow
spans are necessary when the jobs to be supervised are quite different one from another. A supervisor
can manage more people in a simple organization than in a complex organization. The apparently
simple matter of span of control can have profound effects on organizational and individual behavior.
Hence, we should expect the controversy that surrounds it.
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EXHIBIT 16.6 Organizational Dimensions and Organizational Decisions
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Multinational Structure and Design

As we have seen previously, four design decisions regarding division of labor,
delegation of authority, departmentalization, and span of control shape the design
of organizational structures. These decisions, in turn, are affected by a variety of
factors. Foremost among them are the social, political, cultural, legal, and
economic environments in which the organization is operating. Because of their
very nature, multinational corporations frequently exist in very divergent
environments. A multinational corporation may be categorized as consisting of a
group of geographically dispersed organizations with different national subsidiaries.

One approach to setting up a foreign subsidiary is that of replication. That is, the
same organizational structure and operating policies and procedures that exist in
the existing domestic organization are used. This may explain why foreign
subsidiary organizational structures tend to evolve over time as the company
becomes more internationalized
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• Multinational companies of all types must confront a related questions: How should we
structure our organization to succeed in the global marketplace? Which departmental
basis should we use?

• The most prevalent departmental basis is geographical. This arrangement has national
and regional managers reporting to a headquarters in the same national or regional area.
Geographic-based organizations for multinational corporations (MNCs) have the same
characteristics as those for domestic organizations. Each national or regional office has
all the resources necessary to produce and market the product or service. This
organizational form is suitable for companies that want to maintain a high level of focus on
customers and speed decision making at the local level. For example, Citigroup recently
reorganized itself into a geographic organizational structure to focus the firm’s resources
on emerging and other key markets. The goal is to increase the level of client service by
“empowering the leaders of the geographic regions with the authority to make decisions
on the ground.”
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MNCs

• MNCs having a diversified product line may find certain advantages in the
productbased organizational structure. This structure assigns worldwide
responsibility for a product or product line to a single corporate office, and all
foreign and domestic units associated with that product report to the corporate
product office.

• MNCs with very restrictive product lines such as firms in the mining industry may
optimize results using the function approach. According to this structure, a
corporate office for each business function such as production, marketing, and
finance has authority over those functions wherever they take place throughout
the world. Thus, production personnel in Europe and South America as well as
North America will report to corporate officials in charge of production.75 Although
MNCs share certain common managerial and organizational problems, how they
deal with them will reflect their own national culture as well as the local, host-
country culture.
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East and West

We can summarize our discussion of how MNCs organize by describing how many Japanese firms go about it. Typically they

concentrate on a relatively narrow set of business activities, unlike their typical Western counterparts that enter several lines of

business. One effect of this difference is that Japanese employees perform relatively fewer specialized jobs with relatively more

homogeneous skills and experiences due to the fewer business specialties to be performed. The typical Japanese manufacturing job

has less range than the typical Western manufacturing job. The authority associated with each job is relatively less in Japanese firms,

although the Japanese practice of participative management enables individual workers to have a say in matters that immediately affect

their own jobs. Middle managers in Japanese firms are expected to initiate opportunities for workers to be involved, and they are

evaluated on this criterion as well as on economic and performance criteria.

Departments in Japanese firms are more often based on function and process than on product, customer, or location. The preference

for the internal-oriented bases reflects again Japanese firms’ preference to do business in fewer industries such that more complex

divisional firms aren’t as likely to develop. The Japanese have developed the practice of creating close ties with supplier organizations

and thus have avoided the necessity of vertical integration as is the case of many Western business organizations.

The differences between organizational structures in Japan and in the West can be accounted for by differences in business practices.

These business practices are no doubt due to national and cultural developments in how business is done, not in how organizations are

structured.
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Virtual Organizations

One of the fastest-developing practices in business throughout the world
involves firms in cooperative relationships with their suppliers, distributors,
and even competitors. These networks of relationships enable organizations
to achieve both efficiency and flexibility to exploit advantages of the
mechanistic and organic organizational designs. These “virtual
organizations” have become so pervasive that some experts refer to them
as the models for 21st-century organizations. Cooperative relationships
enable the principal organization to rely upon the smaller, closer-to-the-
market partner to sense impending changes in the environment and to
respond at the local level, thus relieving the parent organization of that
necessity.
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A virtual organization

• A virtual organization (e.g., meetings, teams, offices, firms, and alliances) is a
collection of geographically distributed, functionally and/or culturally diverse
aggregations of individuals that is linked by electronic forms of communication.78
The virtual organization by necessity has to rely on somewhat blurred boundaries
to forge relationships that are often governed by contract. The virtual unit is
assembled and disassembled according to needs.

• An example of a virtual organization is Barclays’ global bank. The organization is
a global network created by electronically linking extant networks of small,
regional banks. Customers of the regional banks feel like they are a part of a
large entity, Barclays, because they are provided with worldwide services. The
feeling of being part of a worldwide entity exists, as customers remain members
of their local community banks as well.

• Exhibit 16.7 captures the main characteristics of virtual organizations.
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EXHIBIT 16.7 
Characteristics of Virtual 
Organization and Some 
Consequences
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The Realities of Virtual Organizations

An organization is typically virtual to some degree.80 At one extreme, a firm
is virtual to the extent that each step in the process of providing a product or
service is outside the firm’s boundaries. Some publishing firms typically
perform manuscript selection and marketing in-house, while writing, editing,
printing, and distribution are done outside the firm and in many instances
through virtual connectivity.

The other extreme finds the fully integrated, mechanistic-type organization
performing all aspects of management, production, sales, finance, and
distribution. But even most of these types of traditional firms are making
contractual and logistical arrangements to have some activities performed
externally.
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The Realities of Virtual Organizations

Transaction-cost theorists have studied why certain activities are kept within the firm while
others are contracted or performed outside. The decisions are based on minimizing the
combined cost of production and governance. If only production costs are considered, it is
argued that these costs can be reduced as more production activities are performed
externally. However, the costs of governance are often higher when firms purchase goods
and services in the open market rather than in-house.

The virtual organization is distinctively different from the mechanistic, organic, or matrix
forms that have hierarchy, layers of management, and face-to-face control. The line and
staff arrangement in these organizational design approaches is in-house. Virtual
organizations are not always the best or most appropriate arrangement. The work,
expertise, and goals of the firm must be reviewed carefully. The requirements of personal
contact, regular hours, in-person negotiations, and employee needs must be determined.
When there is a reasonable fit among the work, expertise, goals, and requirements, then a
virtual organization should be considered as an option.
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Keiretsu

Virtual organizations have come a long way since they originated in Japan,
where firms create alliances with other firms. These alliances take the form
of cooperative agreements, consortia, and equity ownerships to establish
networks of businesses. In Japan, this form of doing business is termed
keiretsu and involves a very large financial institution, a very large industrial
conglomerate, and smaller firms in a network of relationships that enable the
large firm to produce the product and the smaller firms to supply
components, do research and design, and perhaps distribute and market.
The participating bank provides the financial requirements to support the
network of cooperative relationships. This form of interorganizational
network has enabled Japanese industry to grow without supply bottlenecks
and damage to competition from domestic firms.

70



Boundaryless Organizations

• The command and control, top-down, mechanistic organizational design is
orderly, specific, and relies on defined roles for employees, managers, and
nonmanagers. Companies such as Motorola, Oticon A/S, and Coca-Cola are
continuously attempting to minimize and, in some cases, eliminate vertical and
horizontal structures, tightly defined work roles, and top-down control. They are
working to achieve what is referred to as a boundaryless organization. The
assumption these and other firms are making is that rigid structure and too much
specificity create barriers within a firm and between a firm and its external
suppliers and customers.

• The minimization of layers results in a flatter hierarchy. There is still a hierarchy
but there is less distance, less separation between top-level managers and other
employees. The boundaryless organization also emphasizes participative
decision making, multiple-hierarchy teams (executives, managers, operating
employees), team building, and coordination
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Effective boundaryless organizations

• The effective boundaryless organization breaks down barriers with external
constituents and distance. Strategic alliances and telecommunicating are
examples of how to break down barriers. The Japanese keiretsu relationship is
an example of a vertical alliance between large corporations and their suppliers.
Typically, the large business takes a minority ownership (e.g., 10 percent) in a
supplier. The two organizations become bonded in a strategic partnership for
their mutual gain. There is little room for communication, decision making, and
strategic choice barriers in alliances. The leveraging of resources, achievement of
goals, and reduction of risks are some of the reasons Coca-Cola and Apple have
adopted alliances to reduce unnecessary structural barriers with external
constituents.

• Conceptually, the boundaryless organization involves the breaking down of
structure, hierarchy, specific roles, and distance. The virtual organization already
discussed is one variation or type of boundaryless organization.
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Summary of Key Points
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Review and Discussion Questions

1. Why would a virtual organization design be popular in the movie industry?

2. “The more authority that is delegated to nonmanagers, the less authority

managers have.” Is this necessarily a true statement? Explain.

3. What barriers are reduced or eliminated by adopting a boundaryless

organization?

4. What are some factors that may have important implications for structure and

design decisions in multinational corporations?

5. Characterize the following organizations on the basis of their degree of

formalization, centralization local, and complexity: the university you are

attending, the federal government, and a franchise of a national fast-food chain
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Review and Discussion Questions

6. Can you think of a particular company or type of industry that tends toward a
mechanistic design? What advantages and disadvantages could you see if that
organization or industry were to adopt a more organic design form?

7. What is the difference between organizational structure and design?

8. What cues might a manager have that suggest there is a problem with the
design of an organization? Is changing an existing organization different from
designing a new structure? Explain.

9. Changes in organizational size affect structure. In what ways might growth
(increasing size) affect an organization’s structure? In what ways might
consolidation (decreasing size) affect structure?

10. What are some potential advantages of a matrix design?
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Case-Study

Case 16.1: Will Fiat Be

Successful in the United

States This Time?
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Thank you
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