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Using your study guide
Welcome to the study guide for Level 6 Organisational Design, Development and Performance,
designed to support those completing their ABE Level 6 Diploma.

Below is an overview of the elements of learning and related key capabilities (taken from the
published syllabus).

Element of Learning Key capabilities

Element 1 — Organisational design Critical understanding of the basis for organisational
design and why it is important to successful business
organisations

Knowledge of tools used to manage the design process
Knowledge of different organisational structures

Critical thinking, organisational design, processes

Element 2 — External and internal Ability to analyse the internal and external environment
factors and their impact on the to identify different factors and the impact they have on
organisation the organisation and why those impacts occur

Internal and external analysis, critical thinking,
environmental scanning and stakeholder mapping,
management styles

Element 3 — Organisational Critical understanding of the theoretical basis for
development organisational development and an ability to apply
theory to practical situations

Understanding of the organisational development
process

Critical thinking, principles of organisational
development, stakeholder management

Element 4 — Defining successful Critical understanding of the concept of success as a
performance of the organisation and basis for achieving success in reality

managing change Ability to identify and implement organisational

performance indicators and use techniques such as
balanced scorecard and target setting

Ability to manage change and resistance to change,
understanding the different theoretical models of
change

Critical thinking, organisational performance, target
setting, use of tools and models, change management

Element 5 — Implementing successful The ability to lead on organisational development
organisational development strategies  activities, taking a strategic role

Strategic leadership, strategy development and
implementation, objective setting, continuous
improvement, communications, stakeholder buy-in,
evaluating strategy impact

This study guide follows the order of the syllabus, which is the basis for your studies. Each chapter
starts by listing the syllabus learning outcomes covered and the assessment criteria.
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L6 descriptor

Knowledge descriptor (the holder...) Skills descriptor (the holder can...)

e Has advanced practical, conceptual or e Determine, refine, adapt and use
technological knowledge and understanding appropriate methods and advanced
of a subject or field of work to create ways cognitive and practical skills to address
forward in contexts where there are many problems that have limited definition and
interacting factors. involve many interacting factors.

e Understands different perspectives, * Use and, where appropriate, design relevant
approaches or schools of thought and the research and development to inform actions.
theories that underpin them. e Evaluate actions, methods and results and

e Can critically analyse, interpret and evaluate their implications.
complex information, concepts and ideas.

The study guide includes a number of features to enhance your studies:

4 'Over to you': activities for you to complete, using the space provided.

I
@ Case studies: realistic business scenarios to reinforce and test your understanding of what
you have read.

'Revision on the go': use your phone camera to capture these key pieces of learning, then
save them on your phone to use as revision notes.

33
)
:

S,

F
o
(Y
d

'Need to know’: key pieces of information that are highlighted in the text.

'Examples’: illustrating points made in the text to show how it works in practice.

Tables, graphs and charts: to bring data to life.

Reading list: identifying resources for further study, including Emerald articles (which will be
available in your online student resources).

Source/quotation information to cast further light on the subject from industry sources.
Highlighted words throughout denoting glossary terms located at the end of the study guide.
Note

Website addresses current as at November 2017.
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Introduction

An organisation is a group of people, working together to achieve specific goals. The way that an
organisation is designed and how it develops to address the challenges it faces determine whether
or not the organisation will be successful. In this study guide, the focus is on understanding the
different ways that organisations are designed, the processes of organisational development and
the link between these and organisational performance.

On completion of this study guide you will be able to analyse and evaluate the theoretical basis of
organisational design, and to decide on the appropriate design for different organisations. You will
be able to reflect on the impact of the design on individual employees.

You will be able to analyse and predict the need to make interventions to develop organisations
and to critically reflect on the outcome of an intervention resulting in change. You will understand
the process of identifying problems that have occurred in the design and know how to solve those
problems; you will be equipped with the skills required to manage change processes.

Furthermore, you will be able to synthesise the design and development of an organisation with
the overall performance outcomes. In doing this, you will learn the definition of success in an
organisation and reflect on any barriers that occur in achieving that success.

©ABE



Chapter 1

Organisational Design

Introduction

To understand how an organisation becomes successful, we first have to understand the design of
organisations. This chapter looks at the theory behind organisational design, and models and tools
that can be used to explore it.

Learning outcome

On completing this chapter, you will be able to:

1 Critically evaluate the concept of organisational design to evaluate the performance of the
organisation

Assessment criteria

1 Critically evaluate the concept of organisational design to evaluate the performance of the
organisation

1.1 Analyse the theoretical basis of organisational design
1.2 Compare and contrast models and tools used to manage the organisational design process

1.3 Critically evaluate the different structures used in an organisation

©ABE
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Level 6 Organisational Design,
Development and Performance

1.1 The theoretical basis of organisational design

Put simply, an organisation is a group of people working together to achieve a common goal. When
we talk about organisations, we might also think of the buildings that the organisation operates in,

the logo of the organisation, and the products and services that the organisation provides. These all
help to distinguish one organisation from another, but without the people, there is no organisation.

Organisations are also defined by the different strategies, processes and systems that they use.
Organisational design is the process of identifying the best structure of an organisation to allow
the organisation to achieve its goal.

Strategy

Strategy is defined by Johnson et al. (2011)" as the long-term direction of an organisation.
Strategy operates at a number of different levels:

* Corporate strategy: This is the overall scope of the organisation. It involves determining
what products and services are going to be offered, which markets and geographical areas the
organisation is going to operate in, and if possible acquisitions and mergers might occur with
other organisations.

* Business strategy: In a small organisation this will be the same as the corporate strategy.
However, in a larger organisation this will be the focus of separate units within the organisation.
How should they develop and innovate, and what is their place in the overall strategy of the
business?

» Operational strategy: This is the lower level of strategy, looking at the way that the
organisation is going to operate on a day-to-day basis. What is the process for decision-making,
and what decisions need to be made about day-to-day operations?

Y NEED TO KNOW

Strategy

Strategy is defined by Johnson et al. as the long-term direction of an organisation.

Strategy operates at a number of different levels: corporate, business =
and operational. REVISION

onlthe!go

1 Johnson, G., Whittington, R. and Scholes, K. (2011), Exploring Strategy: Text and Cases, 9th edition. Harlow: FT Prentice Hall
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Chapter 1 Organisational Design

# OVERTO YOU

Activity 1: Write a strategy

What is the strategy of your organisation, or an organisation with which you are familiar?

Try to summarise the strategy in one sentence for each of the following:

* Corporate strategy:

® Business strategy:

e Operational strategy:

The strategy of an organisation is expressed through their:

¢ Mission statement: The statement of what the organisation wants to achieve. It expresses
the overall purpose of the organisation.

e Vision: The goals of the organisation and what it wants to achieve long term.

* Obijectives: The strategy broken down into manageable actions. The objectives set out what it
is that the organisation is aiming to do.

# OVERTO YOU

Activity 2: Mission statement

Write the mission statement of your chosen organisation. Write in an engaging way that

would enthuse employees to be part of achieving that mission.

©ABE



Organisational Design Chapter 1

Systems and processes

An organisation can be viewed as a system. It has various inputs, it does something with those
inputs, and then it produces an output. For example, in a manufacturing organisation the raw
materials are the inputs, the manufacturing process transforms those inputs, and the outputs are
the goods that the organisation produces.

It is the systems and processes, then, that define how an organisation operates strategically.
Some processes are formal, such as the process of approving expenditure or approving a new
marketing campaign. Some processes are informal, such a project team agreeing to work in a
certain way.

Systems and processes also vary considerably across organisations. For example, some organisations
have very bureaucratic systems, which require several levels of approval to get things done. Other
organisations operate much more informally, devolving more responsibility to employees so that
they can make their own decisions.

The strategy, systems and processes of an organisation are all affected by the way that the
organisation is designed. So, let us look at some of the theory underpinning the different ways that
organisations are designed.

Design theory — specifically scientific management, systems theory
and complexity theory

Scientific management
Frederick Winslow Taylor (1856-1915) was a great pioneer of scientific management theory.

He worked in a factory and identified that
there was considerable chaos in the way
that people worked. The workers came
from different backgrounds and different
traditions, and worked in the ways that
they wanted to work. In The Principles

of Scientific Management (1911)?, Taylor
suggested that effective organisations
need control.

In developing this idea of control he argued
that the typical worker is lazy. He identified
a number of flaws in the ways that the
organisation was structured. For example,
there was considerable pressure from
colleagues to underperform and workers
typically overestimated the amount of time
that it would take to complete work which
meant that they had more time for breaks.

2 Taylor, E. W. (1911), The Principles of Scientific Management. New York: Norton
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Chapter 1 Organisational Design

# OVERTO YOU

Activity 3: Lazy workers?

Do you think that Taylor was fair? Are workers fundamentally lazy and looking for ways to

work fewer hours? Or do you think that he was wrong? Explain the reasons for your answer.

On the basis of his observations, Taylor argued that there would always be just one best way
to complete a job. He put forward the approach of scientific management, which has four key
principles:

1

Work is broken down into small, repetitive actions. Each of these small actions is then
analysed scientifically. Taylor did much of this using a time and motion study — timing each
individual part of the job and noting the way that the different parts of jobs added together
to complete the whole operation. He also identified ways that the job could be redesigned to
improve efficiency.

Workers are selected for the role which they do most effectively. Taylor suggested that this
selection should be scientifically based, so that those with the best skills for a job were allocated
to it and were then trained to reach optimum efficiency.

Work is divided between management and workers. Management are given the task of
designing and planning the work, and the workers do the work. The workers do not get
involved in the design and planning.

Management and the workforce co-operate. The purpose of the co-operation is to get the
work done.

¥ NEED TO KNOW

Scientific management theory

Taylor argued that there is always one best way to complete a job, and hence he developed the
approach of scientific management, which has four key principles:

1 Work is broken down into small, repetitive actions.
2 Workers are selected for the role which they do most effectively.
3 Work is divided between management and workers.

4 Management and the workforce co-operate. REVISION

onlthe'go

©ABE



Organisational Design Chapter 1

It can certainly be argued that there is some element of scientific management in all workplaces
today. However, the scientific management approach is criticised for not allowing the creativity
of employees to be used. It sees employees as individuals who do as they are told, without
adding any value to the job. That is a waste, because it is usually the employee working on the
job who has the best insight into what works and does not work, and what could be improved.

[3) CASE STUDY: McDONALD'S

A way of working across the world

Fast food giant McDonald's is present in 119 different countries,
and their way of working is similar in each country. They have
adopted scientific management techniques in the way that

they have designed their work. The way that the machines and
equipment are laid out is the same in every restaurant in every
country; it has been carefully measured to ensure optimum
performance. The layout of the ingredients is also the same
everywhere, and has been carefully designed to ensure that the
food is made as quickly and efficiently as possible.

Employees are rewarded in various ways, from verbal praise to employee-of-the-month schemes.
However, there is little room for them to use any creativity in the way that they work, in any
country in the world.

Systems theory

A number of theorists have suggested that an organisation is a system. Daft (1998)® suggests that
an organisation is a system with a number of different elements interacting on it. Some of these
inputs come from the external environment, and some come from within the organisation.

At the centre of the system are the employees doing the work. There must be a way that the employees
can continue to work effectively, regardless of what is happening externally to the organisation.

Thompson (1967)* suggested that there are two types of system — closed and open. An open
system is one that is open to the external environment, and hence the organisation is less stable
and more prone to change. Many would argue that it is this type of organisation that is most
successful, because it embraces new opportunities and is ready to change. Indeed, if we think
about organisations which are operating in fast-moving environments (such as internet technology)
we can see how not changing would be a significant problem for the organisation.

The closed system is one that tries not to be affected by the external environment. Here we
can link back to the work of Taylor. The scientific management approach presumes that there is an
ability to control what is happening in the flow of work, and that is not possible in an open system.

Y NEED TO KNOW

Systems theory

There are two types of system — closed and open. An open system is open to the external
environment, leading to an organisation that is less stable and more prone to change.

A closed system tries not to be affected by the external environment. REVISION

onlthe'go

3 Daft, R.L. (1998), Organisation Theory and Design, éth edition. Cincinnati, OH: South-Western College Publishing
4 Thompson, J.D. (1967), Organisations in Action. New York: McGraw Hill
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Chapter 1 Organisational Design

# OVERTO YOU

Activity 4: Closed or open system?

Go back to the organisation that you were thinking about earlier. Is it an open or a closed

system? Explain your answer.

Complexity theory

Building on the idea of an open system, we have complexity theory. To understand this we
need to start by understanding chaos theory.

Chaos theory sees systems as ordered, but also unpredictable. The theory is often linked to a
question posed by Lorenz (1972)>. He asked:

Does the flap of a butterfly’s wings in Brazil set off a tornado in Texas?

5 Lorenz, E. (1972), “Does the flap of a butterfly’s wings in Brazil set off a tornado in Texas?” Speech before the American
Academy for the Advancement of Science, December 1972
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Organisational Design Chapter 1

The question identifies that a very
minor change in a system (in this case

a natural ecosystem) can have a series
of potential knock-on effects, which
can even result in a change to weather
patterns. Lorenz argued, therefore, that
the “butterfly effect” demonstrates
chaos theory.

In social systems, such as
organisations, chaos theory has been
developed into complexity theory.
Complexity theory has grown from
research in natural sciences into
systems where there is non-linearity and uncertainty. Complexity theory identifies that there are
still rules which develop, even when there is some uncertainty. It has been developed to explain
how organisations operate in an uncertain environment. Organisations are adaptive, and even in
complex situations they will develop “rules” that govern the way that they behave.

# OVERTO YOU

Activity 5: The unpredictable

Think of at least two unpredictable events that have happened in organisations that you

are aware of, and explain the impact that those events had on the organisations.

©ABE



Chapter 1

Organisational Design

1.2 Models used to manage the organisational

design process

Theorists have developed a number of different models to help us understand the way that
organisations should be designed. Let us look at some of those.

Galbraith's Star Model

Human
resource

management

Strategy
Vision, governance,
comparative
advantage

Structure
Power and
authority,

Hiring, work
feedback,
learning

>

Reward systems
Compensation and
rewards

Source: Adapted from Galbraith (1973)
Figure 1: Galbraith’s Star Model

¥ NEED TO KNOW
Galbraith’s Star Model

information flow,
organisational
roles

Business
processes and
lateral links
Networks, processes
teams, integrative
roles, matrix
structures

=
REVISION

onlthe'go

Galbraith said that there are five areas that need to be the focus of organisational

decision-making when designing an organisation. They are: strategy, structure,
business processes and lateral links, and reward systems and human resource

management.

=
REVISION

onlthe'go

In 1973, Jay Galbraith, an American consultant and academic, put forward the “Star Model"®.
He suggested that the five areas in this model are the five areas that need to be the focus of
organisational decision-making when designing an organisation.

6 Galbraith, J, (1973), Designing Complex Organisations. Addison-Wesley, Longman Publishing Co.
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Organisational Design Chapter 1

The five areas are:

1

Strategy: This encompasses the goals, objectives, values and mission of the organisation. It
explains what the organisation plans to do and how it is going to do this. It is, therefore, the
basis for selecting an appropriate organisational structure.

Structure: In looking at structure, Galbraith is focusing on where the decision-making power is
in an organisation. He suggests that there is a need to look at the following when thinking about
where the decision-making power lies:

* specialisation — the type and number of job specialities needed to carry out the work;

® shape - the number of employees in each department and the extent of their control at each
level in the hierarchy of an organisation;

e distribution of power — is the organisation centralised or decentralised? In a centralised
organisation, the decision-making stays within the higher tiers, such as the board of
management or head office; in a decentralised organisation, decision-making authority is
transferred to lower levels of the organisation, such as branches and departments;

® departmentalisation — what departments are needed in the organisation, and what is their
function?

Business processes and lateral links: This looks at the way that information is spread and how
decision-making takes place across the organisation’s structure. For example, this could be
vertically through the organisation for a budgeting process (i.e. departments higher up in the
organisation allocate the resources to the lower-level departments), or horizontally for relationships
between people at the same level but in different departments within the organisation.

Reward systems: This suggests that there is a need to ensure that the goals of individual
employees are in line with the objectives of the organisation, and this can be achieved through
rewarding employees for activities that link to the organisation’s objectives.

Human resource management: The final component is the people in the organisation, and how
they should be recruited, promoted, rotated and trained and developed.

# OVERTO YOU

Activity 6: The location of decision-making

In an organisation with which you are familiar, identify where the decision-making power

lies. Address each of the four bullet points listed above in point 2 (Structure).

©ABE



Chapter 1 Organisational Design

Galbraith suggests that successful organisational design requires the components to be addressed
in the following order:

Strategy

Structure

Key processes

Key people

Roles and responsibilities
Information systems

Performance measures and rewards

Training and development

VO 00 N o0 o A WN -

Career paths

The McKinsey 7S model

The McKinsey 7S model was developed in the early 1980s by two consultants, Tom Peters and
Robert Waterman, who worked for the management consulting firm McKinsey & Company in New
York. They argued that there are seven elements of an organisation that need to be aligned if an
organisation is going to be successful (see Figure 2).

Strategy

/A

Super-
ordinate
goals (shared
values)

Style \\ | // Systems

Staff

Skills Structure

Source: Adapted from Waterman and Peters (1980)

)
Figure 2: The McKinsey 7S model REVISION

onlthe'go
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Organisational Design Chapter 1

¥ NEED TO KNOW
The McKinsey 7S model

This model argues that there are seven elements of an organisation that need to be aligned if
the organisation is to be successful. These are:

e Strategy * Style

e Structure e Skills

e Systems e Superordinate goals =

o Staff (shared values) REVISION

onlthe'go

They divided the elements into “hard” and “soft”. The hard elements are those that are easier
to identify or define. The soft elements are less tangible, and vary much more according to the
culture of the organisation.

The seven elements are:

LGV The plan that is used to identify what the organisation is planning to achieve
and to build competitive advantage

TS Who reports to whom, and the way that the organisation is structured
SAHCEEE The way that the employees work on a daily basis to get the job done

Shared Also known as superordinate goals, this is placed at the centre of the model,
values and is the culture and the general ethos of the organisation

Style This specifically refers to the style of leadership in the organisation

The employees in the organisation and what they are capable of achieving

The competencies and skills of the employees working in the organisation

. =
Table 1: Seven elements of the McKinsey 7S model REVISION
on|thelgo

# OVERTO YOU

Activity 7: The McKinsey 7S model

Briefly describe the way an organisation you know is structured by defining their

approach under each of the 7S elements.

Strategy:

©ABE



Chapter 1 Organisational Design

Structure:

Systems:

Superordinate goals (shared values):
Style:

Staff:

Skills:

This model can be used to ensure that all aspects of the organisation are taken into consideration,
both when designing the organisation and when planning change. Some questions which can be
asked in consideration of this model are:

* Do the shared values express what the organisation is about? Do they fit with the structure,
strategy and systems of the organisation?

* Do the “hard” elements support each other? Do they define what we want the organisation to
be like?

e Do the “soft” elements support the hard elements? Do they support each other, and if not, what
needs to change?

@ CASE STUDY: AFRICAN TRADING PORT, SOUTH AFRICA

Analysing skills to support expansion

African Trading Port had around 800 employees and
was looking to expand. As part of this expansion
plan, a review of the organisation structure took
place. The review found that the structure of the
organisation needed to fit its strategy, and that there
was a need to ensure that the skill gaps were filled.

Existing skills were analysed using a number of
techniques, and the skills gaps were identified. As
a result, focus was placed on skill development
and recruiting people with the necessary skills. This
allowed the organisation to expand successfully.

©ABE



Organisational Design Chapter 1

Burke-Litwin causal model

The Burke-Litwin causal model (1992) is particularly relevant to organisational change. It argues
that changing one aspect of an organisation inevitably affects others.

# OVERTO YOU

Activity 8: The impact of change?

Identify one change that has happened in your organisation, or an organisation with which

you are familiar. What impact did the change in one area of the organisation have on
other parts of the organisation?

The model also shows the importance of the factors that affect change, with the top of the diagram
showing the factors that have most impact:

External
environment pa—___y
—> Mission and . Organisation ——
<—> lLeadership —<———
> strategy culture -
>< Management >< R
Structure ~—<——- ge (policies,
practices
f procedures)
Work unit
climate
re -il;'aesr:ents Individual
quirem: <—> Motivation <«——> needsand <
and individual values
skills/abilities
Individual and
organisational
performance
Source: Adapted from Burke and Litwin (1992)
Figure 3: Burke-Litwin causal model REVISION

onlthe'go

7 Burke, W.W. and Litwin, G.H. (1992), “A causal model of organisation performance and change”,
Journal of Management, Vol. 18, Issue 3, pp. 523-545
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Chapter 1 Organisational Design

Table 2 shows definitions of the factors:

External environment All that is going on outside the organisation which impacts
on it

Mission and strategy The goals and direction of the organisation

Leadership The style and direction given by the senior people in the

organisation

Organisation culture How the organisation does things; their values and
approaches

The way that the organisation is put together — it could be
hierarchical, for example

Management practices The way that the management run the business; their rules
and approaches

Systems The policies and procedures of the organisation

Work unit climate The way of working in individual parts of the organisation

Task requirements and What the individual employee offers to the organisation;
individual skills/abilities what they can do

What makes the individuals work hard, and be determined
to succeed

GG ETREER R CRETEEES What is wanted by the individual employees

GG IR RGEENEEVLLEIR The output — what the organisation produces
performance

(ol
Table 2: Factors of the Burke-Litwin causal model REVISION
onlthe'go

Y NEED TO KNOW

Burke-Litwin causal model

This model argues that affecting or changing one aspect of an organisation

inevitably results in another aspect changing. REytIhSK')N
onlthe’go

Management and the workforce co-operate

At the top of the Burke-Litwin causal model is the external environment. The model assumes that
the majority of changes are stimulated by what is happening externally. If we look further at the
model we can see that issues such as individual and organisational performance and motivation are
driven by changes, rather than being the drivers of change.

However, factors such as mission, strategy and organisational culture are nearer the top of the
model. These might change, and that would affect the way that the organisation operates. Similarly,
a change of leader could affect the activities of the organisation.

©ABE



Organisational Design Chapter 1

# OVERTO YOU

Activity 9: The role of the leader

We will look at the role of the leader in more detail later in this study guide. However,

what do you think? Do you think that changing the leader really changes the direction of
an organisation?

What these models show us is that a variety of different components impact the design of an
organisation. All of these components add together to define the organisation — whether it is the
more simple points of Galbraith’s Star Model or the more integrated Burke-Litwin model.

Physical aspects of organisational design — health and safety,
wellbeing and environment

There are specific physical and psychological aspects of organisational design.

Health and safety

Employees should be able to go to work and not be injured or made unwell by the work that they
are doing. There is extensive legislation in many countries covering aspects of health and safety —
for example, the comprehensive 1974 Health and Safety at Work Act in the UK.

Designing an organisation with consideration for health and safety involves:

* Design of the workplace: If employees are working in an area where vehicles are being
operated (maybe in a warehouse setting), the workplace must be designed so that employees
and vehicles are separated and can both operate safely.

The work involved also needs consideration; for example, repetitive work that might put a lot of
strain on particular parts of the employees’ bodies, or working in extreme temperatures. All of
these issues need to be considered to design the work, and hence the organisational activities,
in a way that has minimal negative impact on employees.

* Hours of work: Another aspect that has an impact on the health of employees is the hours
of work. Here we need to go back to the demands on the organisation. If the organisation
is required to operate 24 hours a day, 7 days a week, the jobs should be designed so that
employees are getting adequate rest.

* Assessment and reduction/elimination of risks: The underpinning requirement of health and
safety legislation is to identify risks, and then to attempt to reduce or eliminate those risks. Care
should be taken to design tasks in a way that minimises the risk to individual employees, as well
to the wider organisation.
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# OVERTO YOU

Activity 10: Health and safety

What is the biggest health and safety risk in your organisation (if you are working) or

a building that you frequent regularly? Could that be reduced by designing the work/
activity in a different way?

Wellbeing

Wellbeing concerns how the work affects the mental health and happiness of the employee, and
how it impacts on their wider life. Does the work cause employees to experience unacceptable
levels of stress? If so, how can the work be redesigned to reduce this? Work should be designed so
that any negative impact on mental wellbeing is kept to a minimum.

@ CASE STUDY: STARBUCKS IN CHINA

Paying the rent

In 2016, China had an aggressive expansion plan of opening
500-600 new branches of Starbucks throughout the country.
It needed to recruit a lot of staff, and one way to attract
good employees was to pay their rent. Starbucks decided
to pay a proportion of the rents paid by 10,000 employees
to help attract and retain good staff. This was all part of
ensuring employee wellbeing.

Environment

Organisations face increasing pressure to think about the impact that their design has on the
wider environment. This might involve manufacturing processes and how they could be designed
in a way to minimise their negative impact, or the interaction of the organisation with the wider
community.
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Psychological aspects of organisational design — engagement,
skill, communication and employee relationships

If we look back at the three models for organisational design which have been presented in this
chapter, we see that all of them focus on people at some point. Human resource management is
one of the five points of Galbraith’s Star Model; staff is one of the soft elements of the McKinsey 7S
model; and individual skills, abilities, needs, values and performance are factors listed towards the
bottom of the Burke-Litwin model. An organisation is a group of people, and hence the design of
the organisation dictates how those people are going to work.

Hence, we need to think about:

* Engagement - how do we engage employees? Engagement is a step beyond involving
employees. Engagement is when employees are committed to the organisation and really want
to do their very best for the organisation. Engaged employees are motivated to ensure that the
organisation is successful.

* What skills do we want employees to have? It is the skills and abilities of employees that
determine the capability of the organisation. Organisations need to define what they want to be
able to achieve and ensure that their employees have those skills.

* How do we communicate with employees? Communication is a key element of engagement
because employees need to understand what the organisation is trying to achieve if they are
going to be committed to it.

* What relationships do we have with employees? Positive employment relationships mean that
employees are happier. However, there is a complex web of relationships — between employees
and their line manager, their senior manager, their peers and their subordinates. All of these
relationships add together to determine if the employee is happy at work. The way that we
communicate and relate to employees is partly related to the organisational structure.

# OVERTO YOU

Activity 11: Engagement

Do you think that the way that an organisation is designed affects the engagement of the

employees? In what way might the organisational design affect engagement?
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1.3 Organisational structures

Organisations have structures which explain internal hierarchies, as well as how tasks are allocated
and communication is managed. An organisational structure diagram shows who is senior and who
is junior in the business. We can also tell whether the organisation is quite bureaucratic or quite
relaxed in structure. Figure 4 shows a hierarchical organisational structure.

Senior management

Middle management Middle management
Lower Lower Lower Lower
management management management management
Individual Individual Individual Individual
workers workers workers workers

Figure 4: A traditional hierarchical structure REVISION
onlthe'go

# OVER TO YOU

Activity 12: Organisation structure

If you are employed currently, how is your organisation designed? What does the design

tell you about the way that the organisation is managed? If you are not employed
currently, respond by referring to a previous employer or your college.
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Formal or informal?

Organisations have a formal structure. This is the structure that is set out in an organisational
structure diagram, and shows us who is senior to who, and how the different functions or departments
interrelate.

We use this when looking into an organisation from the outside. For example, have you ever been
frustrated when phoning a call centre, and felt that you were not getting the response that you wanted?
In this situation, you might ask to speak to the operator's supervisor. You are doing this because you
presume that the further up the hierarchy you go, the more power and knowledge the person will have.

However, organisations also have informal structures. These informal structures often form around
social groups, or project groups within the organisation. This is how a lot of work gets done within an
organisation. There is an informal mechanism for getting help, getting approval for expenditure, and
getting the go-ahead to move something forward. Informal mechanisms are often used as much as
formal mechanisms within an organisation.

External customers are usually more driven by an organisation’s formal structure because they are not
aware of the informal structure. However, internal customers are often more focused on the informal
structure because they believe that is the way to ensure that work gets done quickly and effectively.

Hierarchical or flat?

The number of layers of management is an important aspect of designing an organisation. An
organisation with several layers of management is referred to as a hierarchical structure,
whereas an organisation with few layers of management is referred to as a flat structure.

Many organisations take steps to reduce the number of layers in the organisation. It is costly to
have many layers of management, and it also reduces the level of trust in employees at lower levels
of the organisation. Arguably, if there is trust, then the employees should not need excessive layers
of supervision.

Some organisations have reacted even more strongly to hierarchical structures and have tried to do away
with them completely. For example, the American technology company W.L. Gore claims that it has no
hierarchies in the organisation. All employees are referred to as “associates” and there are no lengthy
reporting structures. Employees are trusted to get on with their work, and can also choose what projects
to work on. Reducing the level of hierarchy has increased the individual autonomy of the employees®.

[3) CASE STUDY: W.L. GORE

Operating without a hierarchy

W.L. Gore is an American based company which makes,
amongst other things, the Gore-Tex fabric which is used in
many outdoor clothing products. It is a hugely successful
company.

W.L. Gore approaches organisational design in a rather
unique way. All of the employees are referred to as
“associates” and they do not have more specific job
titles. The purpose of this is to remove hierarchies and
demarcation between employees.

8 Roberts, D. (2013), At W.L. Gore, 57 Years of Authentic Culture [online]. Retrieved from: http://fortune.com/2015/03/05/
w-|-gore-culture/ [Accessed on: 6 September 2017]
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Employees can choose what team they work in. If there is something that they are particularly
interested in doing, then that is what they work on. If they have a good idea then they can form
a team to work on that idea and to develop it further.

W.L. Gore believe that having hierarchies means that individuals are not able to contribute
effectively. Hence, they have tried to remove those hierarchies and as a result improve the way
that communication and innovation happens in the organisation.

# OVERTO YOU
Activity 13: Hierarchical or flat?

What do you see as the benefits and problems associated with a flat organisation? Given

your analysis, do you think that having a flat organisation is a good idea or not?

How to structure an organisation

There are several commonly used organisational structures.

Divisional

This is a way of structuring an organisation around the way that it operates. For example, the
divisions could be separate parts of the business offering different products and services, such as a
bank having divisions of corporate banking, business banking and personal banking.

Alternatively, the divisions could be geographical businesses such as the south of the UK, north of
the UK, Europe, Africa, Asia, and the rest of the world.
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For example, Figure 5 shows an early organisation chart from NASA:

Administrator

Deputy
Office of Office of
programs administration
Office of i 67 Office of Oifiiez e
applications AD RIECETTEL space sciences ETICE] SPEE0
and technology flight
Marshal space AMES Lewis Goddard Jet
flight ce:ter research research space research propulsion
g center center center laboratory
Flight Langley Manned
research ﬁiﬂ;‘:‘s research spacecraft
center center center

Source: Adapted from NASA (1962)

Figure 5: Example of a divisional structure - NASA

)
REVISION

onlthe'go

Within NASA, there are separate research centres conducting separate activities — and in each
specific centre or office, all the relevant experts are gathered together.

The purpose of the divisional structure is to bring together expert staff working in one area of
the business. Not only are there operatives who work on specific tasks, but there are also dedicated
support functions, so each division has its own HR, marketing and finance divisions.

# OVERTO YOU

Activity 14: Divisional structure

Different structures work best in different organisations. What type of organisation do

you think works best with a divisional structure?
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The benefits of a divisional structure are:
* experts are gathered together;

e there is a synergy of effort and commitment to the specific part of the organisation.

The disadvantages are:

e different divisions might end up competing against each other for resources and, overall, the
organisation might be damaged because the focus is not on the organisation as a whole but on the
individual divisions;

* it can be very discouraging if you are working for a division which is not seen as the heart of the
organisation. More skilled and ambitious employees may gravitate towards jobs in more prominent
divisions, which will further weaken divisions which might already be weak.

Functional

A functional structure groups employees together according to the type of work that they do
(i.e. the marketing department, HR department, finance department, etc.).

# OVERTO YOU

Activity 15: Functional structure

What types of organisation work best with a functional structure?

Figure 6 shows what a functional structure typically looks like.

Commissioner
(deputy commissioner)

: Government Public and
Office of the s L .
] Securities Legislative Affairs
Chief Counsel .
Regulations staff staff
Administrative Office of Financing Office of Information Office of Management
Resource Center assistant Technology assistant Services assistant
Executive director commissioner commissioner commissioner
Office of Public Debt Office of Retail
Accounting assistant Securities assistant
commissioner commissioner

Source: Bureau of the Public Debt, USA

Figure 6: Example of a functional structure REVISION

onlthe'go
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In this factory example, we can see that employees are grouped according to their roles.
The benefits of a functional structure are:

e if the employees are working with others who have expertise in their area, they have more
opportunity to learn from each other;

e there is a clear career progression — to move up the levels within the function.

Disadvantages are:

e there can be a “silo” mentality, which is when each function sees itself as most important, and
does not focus on the good of the whole organisation;

* it minimises the knowledge of the employee, and does not encourage career development that
includes a broad understanding of the organisation.

Matrix structures

A matrix structure is commonly used in a project-based organisation. In this structure, employees
are based in their functional groups, but they are also assigned to work on a project when it is
required. When they are working on a project they are, in effect, reporting to two managers — to
the project manager and the functional manager.

# OVERTO YOU

Activity 16: Matrix structure

Would you be comfortable working in a matrix structure? Why/why not?

Figure 7 shows what a matrix structure typically looks like.

accouns I Operaors I %

Team A

Team B

Team C

Figure 7: Example of a matrix structure REVISION

on the'go
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Figure 7 shows three departments (accounts, operations and HR) and three teams. The employees
have their “base” in their function, and then are “loaned” out to the team when they need input
from someone from accounts, operations or HR.

The benefits of a matrix structure are:

* there is an opportunity to benefit from expert input, while employees still contribute to a multi-
disciplinary group;

e itis cost effective because people are only assigned to a project when there is work to be done.

Disadvantages are:
* if the employee is reporting to two managers they can get pulled in two different directions at once;

* employees can lack a sense of identity with one work group, which can be unsettling.

¥ NEED TO KNOW

Organisation structures

A divisional structure is one which is based around the different products or services an
organisation produces or the geographical area where people work.

A functional structure is one which is based around the type of work that people do.

A matrix structure is one where people are grouped according to the type of work
that they do, but they are also placed to work in project teams as needed. REVISION

onlthe'go

Network structure

A network structure is a much less formal structure than the three structures we have looked
at so far. The fundamental idea is that authority and responsibility are decentralised, and that there
are then relationships between different groups in the organisation; the structure is flat rather than
hierarchical, and the relationships are informal rather than formal.

# OVER TO YOU
Activity 17: Network structure

What are the risks of having informal relationships in an organisation? How would you

overcome those risks?
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The structure is often said to look rather like a spider’s web as shown in Figure 8.

Networked organisations

Source: Global Integration (2014)

Figure 8: Example of a network structure REVISION

onlthe'go

The benefits of a network structure are:

e there is less hierarchy, therefore it should be easier and quicker to get decisions made;

* there is more trust and communication between people, which leads to a more successful
working life.

Disadvantages are:

* it can be confusing — although it is useful to have less demarcation, it can be difficult to know
who can make a decision;

e individuals who want direction can struggle with the structure; it is not clear who can tell them what
to do.

Cluster organisations

A cluster organisation revolves around teamwork; a group of people (typically five to eight people)
work together. They are hired into an organisation as a team to do a particular task. The cluster then
carries out the work as a team. It is self-governing, and it selects its members itself, and also fires people
that it does not want to be part of the cluster.

Typical examples of cluster organisations are film crews and specialist medical units. There is not
one person who is particularly able to do what is wanted, rather there is a need to bring in the
combined skills of the cluster to carry out a task.

# OVER TO YOU

Activity 18: Cluster organisations

If a team does not work effectively together, does that mean that a cluster structure

cannot be used? How could this be addressed?
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The benefits of a cluster organisation are:

* it can be very stimulating to work in this environment because there is constant learning and
sharing of ideas;

* it allows a group to work in a very specialist area, and to be able to provide a full service through
combining different skills.

Disadvantages are:
* the organisation has to have all the cluster or none of the cluster — which can be expensive when hiring;

* it presumes that the team works together effectively, and that is not always so. A cluster can
become ineffective if all members are not contributing effectively.

Virtual organisations

A virtual organisation is a group of independently situated individuals or groups who are
connected through the use of technology.

Given the increased use of technology, it is not surprising that virtual organisations have become
a more common approach to working life. A virtual organisation has a number of detached
individuals or parts of an organisation that need some form of technology to connect. Typically,
a virtual organisation is one that is separated by geography (often a multi-national team) but has
come together to work on a particular project or activity.

Ahuja and Carley (1998) explored the development of virtual organisations and their approach was
very similar to that of traditional organisations. A virtual organisation still tends to have hierarchical
levels; it has agreed ways of reciprocating with each other (which is partly determined by the
hierarchy) and the organisation often has a centralised function which manages the way that it works.

So, although virtual organisations are often heralded as the future of the way that we will work, in
reality they do not require the organisation to do anything different apart from use technology to
communicate rather than face-to-face interactions.

Of course, it could be argued that this is taking a very simplistic view of the way that organisations
operate. If we go back to the comparison between the formal and the informal structure, we can
see that the formal structure is still in operation; it could be argued that the informal structure is not
as present in a virtual organisation. This could make virtual organisations more bureaucratic and less
flexible in the way that they operate. The reliance on technology could restrict the development of
the more informal relationships that allow work to be completed quickly and effectively.

9 Ahuja, M.K. and Carley, K.M. (1998), “Network structure in virtual organisations”, Organisation Science, Vol. 10, Issue 6,
pp. 740-57
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# OVERTO YOU

Activity 19: Virtual organisation

Can a virtual organisation ever work as effectively as when employees work together in

the same physical location? Why/why not?
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Summary

Organisations vary. Some are hierarchical, some are flat. Some are structured in divisions, some
based on functions. To ensure that an organisation is appropriately designed, we need to think
about the purpose of the organisation and what it aims to achieve; we need to define its strategy,
mission and vision to select a design fit for the organisation’s purpose.

©ABE



Chapter 2

The Impact ot External

and Internal Factors on the
Organisation

Introduction

Although it is important to understand the way that the organisation is designed, that is not the
only aspect of the organisation which can affect its performance and, ultimately, its success.
External and internal factors shape the organisation and can cause it to change. It is essential,
therefore, to examine the nature of these factors.

In this chapter, we will start by looking at the external factors, and then move on to look at internal
factors.

Learning outcome

On completing this chapter you will be able to:

2 Analyse the impact of external and internal factors on organisational performance

Assessment criteria

2 Analyse the impact of external and internal factors on organisational performance
2.1 Analyse the impact of external factors on the success of the organisation
2.2 Analyse the impact of internal factors on the success of the organisation

2.3 Analyse the influence of external and internal factors on the design of the organisation
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Level 6 Organisational Design,
Development and Performance

2.1 The impact of external factors on the success
of the organisation

Understanding the external environment

Analysing the external environment is a useful way to identify different factors that need to be
considered when determining a business strategy. Environmental scanning is the process of
highlighting areas where action needs to be taken.

This process works through a number of steps:

1 Analyse the environment. This can be carried out using a PESTLE analysis (see below), and
requires the organisation to think about the factors that are impacting on it.

2 Gather information about the external environment. The PESTLE analysis identifies issues
that are potential problems, but it does not involve gathering data. For example, a social
trend of changing population demographics could be identified, but how is it changing? Is the
population growing or declining? If there is an ageing population, what is the reality? How large
is the demographic of people over 80 years old, compared to ten years ago? This part of the
process involves gathering accurate and specific data.

3 Gather information about competitors. The next step looks beyond the organisation. What are
competitors doing? How are they responding to the challenges that have been identified? What
are they struggling with, and what are they doing well? Are there any weak areas in which the
organisation could capitalise?

4 Internal scan of the organisation. Once the organisation understands what is happening
externally, it can come back to examine itself internally. What are its strengths and weaknesses?
What is the organisation doing now, and what does it plan to do in five or ten years’ time?

5 Decide on what actions to take. Finally, there is a need to consider all the information that has
been gathered in the environmental scan and to decide what action, if any, needs to be taken.
There are three types of environmental scanning:

e Ad hoc scanning: This is infrequent scanning which is typically carried out in response to some
form of crisis.

* Regular scanning: A scan is carried out regularly each year, often as part of the budget
planning process.

* Continuous scanning: This is an ongoing process where the organisation is continuously
looking at and analysing what is happening internally and externally.
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Y NEED TO KNOW

Environmental scanning

Environmental scanning analyses the external environment, and also determines what actions
should be taken. There are three types of environmental scanning:

* Ad hoc - carried out in response to a crisis
e Regular - carried out regularly each year

* Continuous — an ongoing process of scanning. REnySI'ON
on|the)go

# OVERTO YOU

Activity 1: Environmental scanning

Does your organisation (or, if you are not currently employed, an organisation with which

you are familiar) use any environmental scanning? If not, can you think of a situation
where it would be useful? What is that situation?

[3) CASE STUDY: TELECON

Entering the mobile phone market in Myanmar

Telecon is a large telecommunications company. In 2015
it started the analysis of a possible entry into the mobile
phone market in Myanmar. In 2012 it was estimated that
6% of the population of Myanmar had a mobile phone,
and less than 1% had access to the internet.

When deciding whether to enter the market, Telecon
started with the process of environmental scanning. They
carried out an analysis of the environment, and social and
economic factors which might determine whether their
entry into the market would be successful.

They won the contract to enter the market, and have an aim of 90% of the population having
mobile phone coverage by the end of 2019. By taking a careful and logical approach to the
analysis of entering the market, Telecon believe that they have put together a sustainable strategy
which will enable them to achieve their goals.
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PESTLE analysis
One of the common approaches to carrying out an analysis of the external factors impacting on

an organisation is to carry out a PESTLE analysis. A PESTLE analysis looks at the factors under six
different headings, as shown in Table 1.

Impact on the success of the organisation

Political The focus of the political party running the country will determine the
priorities for legislation and investment.

Economic The state of the economy in which the organisation is operating will
determine the extent to which it is possible to seek investment.

Social Social factors affect what customers want from the organisation, and there
is a need to meet those demands.

Technological ~ Technological developments affect the way that customers want to
communicate with an organisation.

Legal There is a requirement to be compliant with company legislation. Non-
compliance can lead to fines or the business needing to stop trading.

Environmental ~ An organisation that damages the environment loses the support of
customers and other key stakeholders.

. ]
Table 1: PESTLE analysis REVISION

on‘ the'go

It is also worth noting that some people refer to a PEST analysis and some refer to a
STEEPLE analysis. A PEST analysis focuses on just the first four of the criteria listed above.
A STEEPLE analysis considers the following factors:

* Social

e Technological

* Economic

e Environmental

e Political
* Legal
e Ethical

It is very similar to the PESTLE analysis but lists “ethical” as a separate issue. This is a sign of the
growing importance of ethical issues for organisations, and the reaction that both employees and
customers have when an organisation is not operating ethically.

These analyses are carried out by looking at the factors that are impacting the organisation under
each of the headings. There is then the opportunity to think about those factors and determine
whether there are actions that the organisation needs to take.
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Activity 2: PESTLE factors

Identify one point that you see as most important for your organisation (or one with

which you are familiar) under each of the PESTLE headings.

Political:

Economic:

Social:

Technological:

Legal:

Environmental:

Of course, it is not possible to say what factors will be identified, because this will depend on the
organisation. However, some common factors are:

Political factors

e government policies on labour mobility and barriers to trade and the movement of goods and
services;

* government policies on emigration/immigration and policies to attract targeted workers from
abroad (e.g. health service workers);

* the power of regulatory bodies;
* the influence of government as a large customer of many organisations;
* international issues (e.g. war, terrorist activity);

e government policies to encourage competitiveness and innovation (e.g. investment policies in
education and skills);

* the strength of lobby groups and their impact on government;
* local politics which might affect issues such as planning permission for new buildings or

extensions to existing properties.
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Economic factors

the rate of economic growth in the organisation’s markets;
rates of price and wage inflation;

levels of unemployment;

levels of taxation;

levels of interest rates;

exchange rates against other currencies.

Social and cultural factors

changes in population structure and demographics (e.g. an ageing population);
changes in living standards;

changes in moral attitudes and values;

changes in income and wealth distribution;

the level of crime;

changing family structures (e.g. more single parent families, more mothers working).

Technological factors

changes in the ways in which goods are made;

changes in the ways that services are provided,;

the emergence of new products;

the influence of IT/ICT on employee roles and tasks;

the growth of virtual organisations and a weakening of organisational boundaries;
changing approaches to communication (e.g. email and texting);

changes to the structure and culture of work;

more of a working-from-home culture;

easier knowledge transferral and greater control systems for multi-nationals.

Legal factors

new legislation;

changes in legislation relating to employment;

health and safety legislation;

environmental protection laws and the strength of enforcement;

laws relating to specific business sectors.

Environmental factors

the influence of pollution (e.g. in the air, water, etc.);

Chapter 2

the influence of pressure groups organising environmental protests (e.g. against new motorways,

new airports, etc.);
issues relating to food processing (e.g. concerns about genetically modified food);
resource scarcity leading to political problems (e.g. oil);

droughts, floods and other natural disasters.

©ABE



Chapter 2 The Impact of External and Internal Factors on the Organisation

Y NEED TO KNOW

PESTLE

The PESTLE factors are:

e Political * Technological

* Economic * Legal

e Social * Environmental REVISION

onlthe'go

# OVERTO YOU

Activity 3: Review of PESTLE factors

Before working through the list of suggested PESTLE factors, you thought of one point
under each heading that you saw as being most important. Go back to Activity 2 and

review what you wrote. Do you want to change that now that you have thought of a
wide range of factors?

Porter’s Five Forces

The PESTLE analysis is a useful way of looking broadly at the external environment. However,
Porter (1985)'° suggested that there is also a need to take a more focused look at the external
environment of the specific sector in which the organisation is operating. He suggested that there
are five forces impacting on the industry:

1 The threat of new entrants
The power of buyers
The power of suppliers

The power of substitutes

a » W N

The intensity of rivalry among existing forms

10 Porter, M.E. (1985), Competitive Advantage. New York: The Free Press
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Threat of
new entrants

Threat of Intensity Bargaining
substitutes of rival power of
y customers
Bargaining
power of
suppliers
Figure 1: Porter's Five Forces CEIEION
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Each of the five forces is itself determined by a number of different factors. When the five forces are
completely analysed, this determines how attractive the industry is to organisations within it, and to
those who might wish to enter it.

Let us look at each of the five forces in more detail:

T

New entrants

Substitutes

Buyers

Suppliers

©ABE

New entrants into a market give customers more choice, and hence
prices tend to get pushed down. An organisation needs to be aware of
new entrants, what they are offering and whether they are changing the
nature of the competition.

Substitutes give customers the chance to achieve the same outcome,

but in a different way. However, a lot of alternative providers of the

same product/service leads to commodification of the market place

and price wars ensue. To avoid competing on price, organisations must
differentiate themselves from others. If they are competing on price, they
need to concentrate on cost efficiencies and effective processes.

To grow a business it is necessary to sell more to existing customers, or
to find new customers. Finding new customers (new buyers) is important,
therefore, and also necessary in order to ensure that they are not taking
their business to other companies.

Businesses need to buy materials or products or services from other
businesses. If new suppliers enter the market this can mean that there is
more choice, which can affect price. In addition, it could improve what is
offered as suppliers compete with each other.
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N

Rivalry amongst = Organisations need to understand their competitors. What are they
competitors doing? Are they successful? What are they planning to do? Are they
more or less successful than our organisation?

. f )
Table 2: Porter's Five Forces REVISION
onlthe'go

Y NEED TO KNOW

Porter’s Five Forces

Porter’s Five Forces is a model that looks at the external environment in which the organisation
is operating. The five forces are:

1 entrants
2 substitutes
3 buyers
4 suppliers
L)

rivalry amongst competitors REVISION
onlthe!go

# OVERTO YOU

Activity 4: Porter’s Five Forces

Think back over your experiences of changes in organisations. Can you think of a time

when it would have been really useful to carry out an analysis using Porter’s Five Forces?
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Stakeholder mapping

Another aspect of the organisation which needs to be considered is the attitudes and expectations
of the stakeholders in the organisation. These are any individuals or groups who have some
dependency on the organisation.

Johnson et al. (2011)"" define stakeholders as:

Those individuals or groups who depend on the organisation to fulfil their own
goals and on whom, in turn, the organisation depends.

They then go on to divide stakeholders into four groups:

Economic Economic stakeholders include supplier, competitors,
distributors and shareholders. This group can influence decisions
that have a financial impact on the organisation.

Social/political Social/political stakeholders include policy-makers, regulators
and government agencies.

Technological These stakeholders influence the development of new technologies
and the introduction of industry standards. They include standards
agencies and adopters of competitive technologies.

Community These are the stakeholders who are influenced by the actions of
the organisation, for example the local community who might be
affected by the activities of the organisation.

Source: Johnson et al. (2011)
o]
Table 3: Stakeholder groups REVISION

onlthe'go

Although Johnson et al. do not define employees as a separate stakeholder group, some
would argue that they should be recognised as their own group. They have an interest in the
organisation, because their personal job security and income is impacted by its activities.

Some stakeholders have more interest in, and impact on, the organisation than others. This can
be explored using stakeholder mapping. This classes stakeholders according to the interest that
they have in the organisation and the level of power that they have over the organisation, as
shown in Figure 2.

11 Johnson, G., Scholes, K. and Whittington, R. (2011), Exploring Corporate Strategy, 9th edition. London: Pearson
Education Ltd
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Latents Promoters

Keep satisfied Manage closely

Power

Monitor Keep informed

Apathetics Defenders
Interest
Source: Adapted from Johnson (2011)
. , . =
Figure 2: Johnson's stakeholder mapping REVISION

onlthe'go

We can see that this matrix divides employees into four groups:

e Monitor: This group has low power and low interest. They just need to be monitored, to see
if they have any input from time to time, but there should be the minimum amount of effort in
them because of their low level of impact.

* Keep informed: This group has a high level of interest, but little power. They should be kept
informed because they are interested, but as they have little power they should not require
excessive effort.

* Keep satisfied: This group has a lot of power, but are not very interested. They need to be kept
satisfied, because they do have the power to influence things, but they do not need a lot of
information because they are not really interested to explore it.

e Manage closely: This group is made up of the important stakeholders. They have a lot of
interest and a lot of power. The organisation needs to work closely with these because they will
have the most influence.

¥ NEED TO KNOW
Stakeholder mapping

Johnson et al. created a stakeholder mapping model which divides stakeholders into four
groups:

* Monitor — low power and low interest
* Keep informed — low power and high interest
* Keep satisfied — high power and low interest

* Engage closely — high power and high interest REVISION

onlthelgo
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# OVERTO YOU

Activity 5: Stakeholders

Who are the influential stakeholders in your organisation or an organisation with

which you are familiar? What impact do that have? Where would you plot them on the
stakeholder mapping grid?

@ CASE STUDY: SINO GOLD’S JINFENG MINE

Stakeholder mapping

The Jinfeng Mine is a joint operation between the Australian
and Chinese governments. It started production in 2007.
When the initial planning for the mine was starting, the mine
engaged with the five remote communities living nearby. To
understand the impact that the mine would have, over 100
interviews were carried out with community members and
government officials.

By listening to the concerns of local people, an “issues of concerns” list was developed. This was
used for the basis of a community development programme, which aimed to develop positive
links between the mine and the community.

The impact of external factors on decisions made about
organisational design

There is no point carrying out any of this analysis if it is not used to make decisions about
organisational design. However, it is also important that an organisation does not make a lot of
decisions that keep changing the organisation’s direction.

The need for organisations to be adaptable to respond to external factors

External factors will change, and so the organisation needs to be able to respond to those changes by
being adaptable. Teece (2007)? has suggested that an organisation needs to have dynamic capabilities.

12 Teece, D. (2007), “Explicating dynamic capabilities: the nature and micro-foundations of sustainable enterprise
performance”, Strategic Management Journal, Vol. 28, pp. 1319-50
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# OVERTO YOU

Activity 6: Changing external factors

Think about the country or the sector in which you work. What external factors have

changed most in recent times? What has been the impact of those changes?

To understand dynamic capabilities we first need to understand strategic capabilities. These
are the capabilities of an organisation that contribute to its long-term survival and competitive
advantage. Johnson et al. (2011) suggest that strategic capabilities have elements of both resources
and competencies, as shown in Table 4.

Resources: what we have - Competencies: What we do well

Machines, buildings, raw materials, Physical ~ Ways of achieving use of plant,
products, patents, data bases, efficiency, productivity, flexibility,
computer systems marketing

Balance sheet, cash flow, suppliers of Financial ~ Ability to raise funds and manage cash

funds flows, debtors, creditors, etc.
Managers, employees, partners, Human How people gain and use experience,
suppliers, customers skills, knowledge, build relationships,

motivate others and innovate

Source: Johnson et al. (2011)

. - =
Table 4: Strategic capabilities REVISION
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The organisation needs to have these strategic capabilities to survive.

However, to be able to change and develop, the organisation also needs to have dynamic capabilities.
Teece argues that just having strategic capability is insufficient for superior performance. All that these
capabilities will do is to ensure that the organisation continues and survives.
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He identifies three generic types of dynamic capabilities:
1 Sensing opportunities and threats
2 Seizing opportunities

3 Re-configuring the capabilities of an organisation

To be able to change and to respond to the external environment, the organisation must have
these capabilities.

2.2 The impact of internal factors on the success
of the organisation

SWOT analysis

So far, we have been looking at the need of the organisation to respond to the external
environment. We now need to look at the internal factors affecting the organisation. This is typically
analysed using a SWOT analysis.

SWOT stands for:

Strengths — the aspects of the organisation =~ Weaknesses — the aspects of the organisation

that mean that it does well that make it less competitive and less resilient
Opportunities — the chances that the Threats — the dangers that the organisation
organisation has to improve and develop faces, such as a product that is no longer

wanted, or new competitors

]
Table 5: SWOT REVISION
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A SWOT analysis helps us to look at the internal strengths and weaknesses within the
organisation and the external threats and opportunities facing the organisation.

As with a PESTLE analysis, it is important to gather a range of ideas about these factors, and some
form of brainstorming activity with a range of organisation stakeholders is a good way of exploring
what should appear on a SWOT analysis.

# OVER TO YOU

Activity 7: SWOT analysis

Think about an organisation with which you are familiar and identify what you would put

as the main influence under each of the four headings of the SWOT analysis.

©ABE
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As before, it is not possible to predict what will appear on an organisation’s SWOT analysis, because it
is so specific to the organisation. However, some typical issues which affect organisations are:

Weaknesses

Opportunities

Threats

Large market share

Well-known brand

Operating in a range of markets

Highly skilled workforce

Highly experienced management

Strong leadership

Steady annual growth

Small market share

Poorly recognised brand

Only operating in one market

Low-skilled workforce

New management with little experience
Weak leadership

Steady annual decline

New markets opening

International market opening up

Changing demands from customers

New product ready for market soon
Changing social attitudes make product/service particularly desirable
Gap in the market has been identified
Declining markets

New competitors on the scene
Competitors offering goods/services at reduced prices
Customers demonstrating a lack of loyalty
Niche market with no new outlets identified

High employee turnover

=
Table 6: Typical SWOT issues REVISION
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Y NEED TO KNOW
SWOT analysis

A SWOT analysis looks at the internal factors of an organisation under four headings:
1 Strengths 3 Opportunities
2 Weaknesses 4 Threats REVISION

onlthe'go

A prioritised SWOT analysis does more than just list the different factors. It then looks at what is
having the most impact on the business, and what are the most prevalent strengths and weaknesses.
Here, each factor that has been identified on the SWOT analysis can be weighted — maybe from 1 to 5.
By doing this a picture is drawn up of what is having most impact in the organisation.

# OVERTO YOU

Activity 8: Review SWOT analysis

Now go back to the four items that you highlighted as part of your SWOT analysis in

Activity 7. Would you change anything having worked through the suggestions here?

[2) CASE STUDY: ZARA

SWOT analysis for entering the North African market

Zara is a successful clothes and accessories retailer. It has
headquarters in Spain, although it does have operations
throughout the world. It has identified that it has little
presence in Africa, with operations only in South Africa,
Algeria, Egypt, Tunisia and Morocco.

To understand its potential to expand into more African
markets, particularly in North Africa, it carried out a SWOT
analysis. From this analysis it identified that its biggest
weakness is the centralised distribution centre. If there are any problems at that centre, the whole
process of getting products into shops breaks down. It has noted that many other retailers have a
number of decentralised distribution centres to overcome this problem.

Another weakness that it has identified is that it follows fashion, rather than creates it. This means
that it is difficult to argue that it has any unique offering, and that means that it suffers greatly
from the actions of competitors because they can soon offer the same product as Zara.

These are two areas where the organisation has decided to invest more money and activity.
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Culture

All organisations have a culture. It could be summarised as the “way we do things around here”.
Some organisations have a very strong culture, which is immediately identifiable, whereas others
have a less defined culture.

When looking at an organisation, and its ability to respond to the environment around it, it is
important to understand the culture. The organisation needs to consider whether it has the desire
and ability to change, or whether the culture is one of stability. Schein (1992)"® suggested that there
are four layers of culture, as shown in Figure 3:

Paradigm
Behaviours
Beliefs
Values
Source: Adapted from Schein (1992)
. =
Figure 3: Layers of culture REVISION
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These layers are defined as follows:

e Values: This is what matters to the organisation, and the principles or standards by which
its actions will be judged. Often this is quite easy to identify because it is recorded in the
organisation’s mission statement.

» Beliefs: This is closely linked to the values, with the beliefs focusing on what is held to be true
in the organisation. So, the beliefs of an organisation will determine how it approaches a specific
moral or ethical issue.

« Behaviours: This is what the organisation does and the way that it conducts itself. The culture
of an organisation affects its behaviours and routines, and what it does on a regular basis.

* Taken-for-granted assumptions: This is the core of the culture. It is often referred to as the
organisational paradigm, and it is the core of what the organisation does. It is what is assumed
to be known by everyone; it is about knowledge in the organisation which it is believed everyone

13 Schein, E.H. (1985), Organizational Culture and Leadership: A Dynamic View. San Francisco: Jossey-Bass
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knows and therefore does not need repeating. No-one questions it, and it is the way that the
organisation always behaves.

@ CASE STUDY: INNOCENT DRINKS

Inclusive approach

Innocent Drinks was an organisation that
started in the UK by a group of friends who
liked making fruit smoothies. Initially they
sold their products at music festivals, but they
grew into a well-known brand.

To understand their culture we can look

at the work that they have been doing
internationally. One good example of this

is working with mango growers in India.
They were concerned about the impact that
climate change might have on the fruit that B J
they use in their smoothies. They identified

that the farmers in India were already experiencing some difficulties due to climate change and
they have worked with them to identify new farming methods to help improve the farming of
mangoes, and improve the income for the farmers.

The values of Innocent Drinks are very clearly linked to sustainable processes, and to sharing some
of their success with others (they put aside 10% of their profits for charity).

This affects their beliefs. They believe in the importance of treating their suppliers well, and

they demonstrate this in the way that they have approached the problems of climate change.
They have not just pressured their suppliers to improve, they have worked with their suppliers to
achieve improvement.

These values and beliefs affect the way that the organisation operates. If you go to their website
you can see a focus on sustainability, and on an inclusive approach to success.

This is the very core of the culture. The organisation behaves in a way that is inclusive and
respectful of others, and that comes through very clearly throughout their marketing.

¥ NEED TO KNOW

Layers of culture

Schein suggested that there are four layers of culture:
* Values — what matters to the organisation

* Beliefs — the way that the values are applied

* Behaviours — what the organisation does

* Taken-for-granted assumptions — the core of the organisation REVISION

onlthe'go
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# OVERTO YOU

Activity 9: Organisation culture

Describe the culture of an organisation that you know in one sentence. Now look at

the four layers of culture and see if you are describing all of these aspects of culture in
your summary.

# OVERTO YOU

Activity 10: Organisational paradigm

The organisational paradigm is core to the organisation. How would you define that

for the organisation that you are thinking about?
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Handy’s model of culture

Another theorist who has looked at models of culture is Handy (1989)'4. He suggested that there
are four different models:

N

Power culture This is a culture where the power is centralised and authoritarian.
The managers have a strong grip on power and the employees must
adhere to what the managers dictate. The structure can mean that
the organisation can respond quickly, because it has clear processes
for all that it does. As the organisation grows, the power at the centre
of the organisation becomes weaker, as the organisation often splits
into sub-divisions.

Role culture This is a culture which is based on hierarchies. The senior managers
make decisions, and the employees do their roles within their
functional units. The level of authority that one person has is based on
their position within the hierarchy. This culture thrives in a predictable
environment, but struggles when there is a need to adapt to change.

Task culture Here the main focus is on getting the job done. Teams form to
complete projects, and then they disband. The expertise is central,
and control is through the way that people and resources are
allocated to projects.

Personal culture Here the approach is one of consensus management — decisions are
reached through seeking opinions and agreement from a range of
people. There is individual freedom, and a lack of formal hierarchy.

Source: Handy (1989)

]
Table 7: Handy's model of culture REVISION
onlthe'go

Y NEED TO KNOW

Handy's model

Handy suggested that there are four models of culture:
* Power culture - centralised and authoritarian

* Role culture — based on hierarchies

e Task culture — focus on getting the job done

 Personal culture — consensus management REVISION

onlthe'go

These three different models of culture show us a few common themes:
* Cultures do vary in different organisations.
e There are a number of different indicators of culture.

e Different cultures will mean that organisations react in different ways to the external environment.

14 Handy, C. (1989), Understanding Organizations. Harmondsworth: Penguin
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It might help to think of the culture of the organisation as its soul, and the design and structure of
the organisation as its body. The values and beliefs of the organisation and all that really matters to
it will influence what it does and how it does it. The design needs to enable the organisation to do
what it does as effectively as possible, and hence we see how there is a relationship between the
culture and the design of the organisation.

2.3 Evaluate the influence of external and internal
factors on the design of the organisation

When we looked at Handy’s model of culture we referred to the role of management. The manager,
or leader, of an organisation has a significant impact on the way that the organisation operates. If
the leader of the organisation is dictatorial and does not allow for much debate or discussion, then
the organisation is likely to have less innovation. One person can never be as innovative as a group
of people.

However, an organisation that has less direction and less control might be slower to respond, due
to the time being taken for the employees to discuss and debate the best way forward.

When designing the organisation there is a requirement to ensure that there is no conflict between
the way that the organisation is designed and the style of the leader. For example, if there is a very
hierarchical organisation structure, but a leader who does not operate by giving orders, there will
be problems with giving the organisation direction.

It is important, therefore, to consider the leadership style of the senior management in the organisation.

# OVERTO YOU

Activity 11: Leaders

Choose any organisation that interests you. How central do you think the leader is to

the success of that organisation?
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Leadership styles

Lippitt and White (1959, reviewing the work of Kurt Lewin from 1939)"® suggested that there are
three styles of leadership:

Democratic leader  This leader discusses approaches to an issue with the employees
and comes to an agreement with them as to how the issue should
be addressed. Employees are allowed a voice, and their view is
actively sought.

Autocratic leader This type of leader takes charge. They make the decisions and do
not discuss options with employees. They decide the direction
that the organisation is going to take.

Laissez-faire leader This type of leader takes a passive role. They allow the group
complete freedom to make decisions in the way that they want.
Indeed, it could be argued that this is not really leadership at all.

Source: Lippitt and White (1959)

gl
Table 8: Styles of leadership REVISI?N
on|thelgo

¥ NEED TO KNOW

Three styles of leadership

Lippitt and White suggest three styles of leadership:
* Democratic — discusses issues with employees

* Autocratic - tells employees

* Laissez-faire — taking a passive role REVISION

onlthe'go

Transactional and transformational leadership

Another approach to understanding leadership comes from the work of Burns (1978)'. He
identified the difference between transactional and transformational leadership.

Transactional leadership is based on a “give and take” tactical approach to leadership, i.e. “If
you do X, then | will do Y". It gets results, but without enthusiasm. Employees do as requested in
return for reward, or a lack of punishment, but without any real involvement in what is happening.

Transformational leadership is based on inspiring employees. The leader explains the direction
and the vision of where the organisation is going, but does not dictate how this will be achieved.

15 Lippitt, R. and White, R. (1959), “An experimental study of leadership and group life”, in E. Maccoby, T.M. Newcomb
and E.L. Hartley (eds.) Readings In Social Psychology, 3rd edition. London: Methuen
16 Burns, J.M. (1978), Leadership. New York: Harper and Row
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Y NEED TO KNOW

Transactional and transformational leadership

Transactional leadership gets results but without much enthusiasm from employees.

=
REVISION

Transformational leadership works by inspiring employees.
p y Inspiring employ onlthe'go

These ideas were developed by Bass (1985, 1996)". A summary of the differences
between the two styles, as described by Bass is given in Naylor (2004)"8:

Transformational leader
"Go the extra mile”

Transactional leader

"Do what is required”

Contingent Manages exchange Charisma Offers vision and
rewards of rewards for sense of mission;
effective performance instils pride, trust and
respect
Management by Seeks out deviations  Inspiration Spreads high
exception (active) from rules and expectations using
standards; takes clear messages to
corrective action focus attention
Management by Takes corrective Intellectual Advocates use of
exception (passive) action only when stimulation intelligence, rationality
deviations brought and problem-solving
to leader’s attention skills
Laissez-faire Avoids responsibility  Individual Acts as coach and

and dodges making
decisions

Source: Bass (1985, 1996) cited in Naylor (2004)

consideration

Table 9: Transformational and transactional leadership

adviser; treats each
person as an individual

=
REVISION
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# OVERTO YOU

Activity 12: Transactional or transformational?

Think back to the leader that you identified earlier in Activity 11. Does that leader

have a transactional or transformational style?

17 Bass, B.M. (1985), Leadership and Performance Beyond Expectations. New York: Free Press

Bass, B.M. (1996), A New Paradigm Of Leadership: An Inquiry Into Transformational Leadership. Alexandria, VA: US Army
Research Institute for the Behavioural and Social Sciences
18 Naylor, J. (2004), Management, 2nd edition. FT Prentice Hall
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What we see is that different leaders have different styles. There is no one right or wrong approach
to leadership; indeed, there can be different styles that are appropriate for different organisations
or at different times in an organisation. For example, an organisation that is experiencing crisis
might need an autocratic leader to give direction and to make decisions quickly. An organisation
that requires innovation and creativity might require a laissez-faire leader.

The leadership style dictates the design of the organisation. If the approach is to have a laissez-faire
leader, it is unlikely that there will be a hierarchical organisational structure.

The link between HR policies and procedures and successful
organisational design

It is also important to note that there is a link between the way that people are treated in the
organisation and the design of the organisation. For example:

Recruitment

A key policy in any organisation is recruitment. For the organisation to be successful, it needs to be
designed such that there are the right people in the right place at the right time. This can be achieved
through sophisticated recruitment processes that attract the right people into the organisation.

The term “employer of choice” has been developed to identify that there are some organisations
which people would love to work for, and other organisations that people would prefer to avoid.
Although an individual might have to take a job with an organisation that is not their preference,
there will always be a tendency to migrate towards the very best organisations.
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In the recruitment process, an organisation wants to be an employer of choice. This will mean that
the most talented people apply for jobs in the organisation. This requires the organisation to have a
strong profile, and to have a reputation for treating people well.

As well as attracting people to the organisation, the organisation has to have effective selection
processes. The recruitment and selection process is not easy. There is a limited time to get sufficient
insight into someone’s talents and abilities to decide if they should be part of the organisation.
Ensuring that those involved in selection are adequately trained, and ensuring that there are
effective recruitment processes in place is, therefore, key.

Learning and development

In addition to attracting the best people into the organisation, there is a requirement to continue to
invest in them once they have joined the organisation. An organisation will not be successful if the
skills and knowledge amongst the employees is dated and no longer of any relevance to what the
organisation is doing.

Hence, there is a requirement to have effective learning and development policies which ensure
that employees are receiving the training that they need at the point that they need it. It is
important to ensure that there is ongoing investment in people, because if skills become too dated
it can be very difficult to get the employee back to a stage at which they know sufficient skills to be
competitive in the organisation.

This links back to organisational design in two main ways. Firstly, there is a need to ensure that the
skills which are being developed in the organisation are really needed. Secondly, investing in an
employee can make them more engaged and committed to the organisation.

Reward

Reward is a broad area, and this does not just mean getting the levels of pay right in the organisation.
There is a requirement to use reward intelligently so that employees are motivated to contribute to
the organisation, and also to ensure that they are motivated to do what the organisation wants.

This can mean adjusting reward policies on a regular basis, so that they are directed at the outputs
and behaviours that the organisation is valuing at that particular time. For example, if there was

a need to improve customer service in an organisation, then this could be achieved through
putting in place bonuses that relate to customer service. However, if the emphasis is on sales, and
employees are rewarded for selling regardless of how they treat the customer, this is the behaviour
that employees will exhibit.

Reward also needs to be competitive, so that employees want to stay with the organisation. It is a
way of showing employees that they are valued in the organisation. If employees are to be part of
the development of an organisation, then they might be required to do extra work, or to develop
new skills, and it might be necessary to reward them to motivate this.

Again, this links with organisational design and the need to have engaged employees. If the
employees are more engaged, the organisation will be more successful.
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READING LIST

* Barratt-Pugh, L., Bahn, S. and Gakere, E. (2013), “Managers as change agents: Implications
for human resource managers engaging with culture change”, Journal of Organizational
Change Management, Vol. 26, Issue 4, pp. 748-764. (This article will be available in your
online student resources.)

* Cheung, M.EY. and Wong, C.S. (2011), “Transformational leadership, leader support, and
employee creativity”, Leadership and Organization Development Journal, Vol. 32, Issue 7,
pp. 656-672. (This article will be available in your online student resources.)

e CIPD (2017), Organisation Design [online]. Retrieved from: https://www.cipd.co.uk/
knowledge/strategy/organisational-development/design-factsheet [Accessed on:
6 September 2017]

e Schwering, R.E. (2003), “Focusing leadership through force field analysis: new variations
on a venerable planning tool”, Leadership and Organization Development Journal, Vol. 24,
Issue 7, pp. 361-370. (This article will be available in your online student resources.)

e Ulrich, D., Allen, J., Smallwood, N., Brickbank, W. and Younger, J. (2009), “Building culture
from the outside in”, Strategic HR Review, Vol. 8, Issue 6, pp. 20-27. (This article will be
available in your online student resources.)

Summary

An organisation does not operate in isolation. It is affected by the external factors that surround it.
In addition, the organisation determines some of its own fate, by the way that it responds to the
internal factors that are part of the way that it operates.

Organisations can also be affected by culture and by leaders. What we see is that organisations
are not separate from everything else that is going on around them. We need to respond to those
factors and incorporate them in our planning for the organisation.
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Chapter 3

Organisational Development

Introduction

Organisations need to change to survive. However, reactive change that results from an unplanned
response to changes in the environment does not lead to structured organisational development.
In this chapter, we look at the theory underpinning effective organisational development.

Learning outcome

On completing this chapter you will be able to:

3 Critically evaluate the theoretical and practical basis of organisational development to allow
development of appropriate strategies

Assessment criteria

3 Critically evaluate the theoretical and practical basis of organisational development to allow
development of appropriate strategies

3.1 Evaluate the theoretical basis of organisational development
3.2 Analyse the process of organisational development

3.3 Appraise the role of the employee in effective organisational development
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Level 6 Organisational Design,
Development and Performance

3.1 Evaluate the theoretical basis of
organisational development

Organisational development

Organisational development (OD) is a systematic approach to change based on behavioural and
social science. It is about an organisation making the changes that are required to be successful and
to grow and become more competitive, healthier and more robust.

When we think about organisational development we have to remember how we have defined an
organisation: it is a group of people who are working together towards a common goal. Therefore,
when we are thinking about the need to develop and change the organisation, we are actually
saying that there is a need to develop and change the organisation through people.

Various commentators have defined OD in different ways. French and Bell (1973) offer the following:

Organisational development is a long-range effort to improve an organisation’s
problem solving and renewal processes, particularly, through a more
effective and collaborative management of organisation culture with

special emphasis on the culture of formal work teams with the assistance
of a change agent or catalyst and the use of the theory and technology
of applied behaviour science, including action research.

¥ NEED TO KNOW

Organisational development

Organisational development (OD) is a planned and systematic approach to enabling
sustained organisational performance through the involvement of its people.

It is a systematic approach and is planned rather than reactive change. REVISION
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19 French, W.L. and Bell, C. (1973), Organization Development: Behavioral Science Interventions for Organization
Improvement. Englewood Cliffs, N.J.: Prentice-Hall
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Chapter 3 Organisational Development

Other definitions take a similar approach of emphasising the systematic element of the process,
and also of it being organisation orientated. Looking at different definitions, we see some common
themes:

e OD applies to the whole organisation. It is a process of changing the way that an organisation
operates, or the structure of an organisation. It is something significant.

* OD is knowledge orientated. There is the need to have a strong foundation of knowledge so
that the organisation can further develop in future.

* OD is planned change. It is based on the gathering of information and is thought out in advance.
It is not something that is reactive or ad hoc.

e OD requires a change to be embedded in the organisation.

# OVERTO YOU

Activity 1: Understanding organisational change

Think about the process of change. Is this something that you find positive or negative?

What has made you have this attitude? Is it the excitement of change, or do you think
that it is the way that change has been managed?

Behavioural science

Organisational development first became an issue debated by theorists at the end of the Second
World War. Many organisations needed to reorganise and rebuild following the war, and there started
to be a focus on the way that the behaviour of employees impacts on the success of the organisation.

An important member of this movement was Kurt Lewin (1890-1947), who developed the approach
known as “action research”. Action research is an approach to problem solving based on analysis.

It uses this analysis of data and research to understand what is happening in the organisation. From
this, the analysis is used to predict what is going to happen in the future.

Action research, as the name suggests, is more than the reflective knowledge that is often 