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6.1 INTRODUCTION

People, structure, technology, and environment are the basic elements individually and
collectively determining the level of success achieved by any organisation. Again,
structure of an organisation will closely interact with its people, technology and
environment. Organisational design and structure is a powerful way to influence the
behaviour of individuals and groups. Organisational structure is the result of human
thought. It is designed by managers and is therefore changeable. Management will have
to identify and group the work logically; define and delegate authority and responsibility;
and establish relationships between positions and units to facilitate harmonious team
work. In order to make intelligent and appropriate design choices, you require the
knowledge of alternative structure. Given this knowledge, you can select the system or
subsystem design that best fits the organisation’s environment and context. This is what
this unit intends to provide.
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" purpose. It is the basic framework of formal relatlonslnp among tasks, activities, and

Objectives
After studying this unit, you should be able to
. define the basic concepts and techniques of organisation structure,

. apply the principles of organising while designing the overall organisation and
its subsystems,

. describe the concept and need of coordination in an organisation,

. discuss the strategic factors and their influence on organisation structure,

. identify the major determinants of an effective organisation structure, and

. evaluate the design alternative available in practice and their suitability-in
terms of organisational compatibility with situational forces.

6.2 ORGANISATION STRUCTURE : BASIC CONCEPTS

6.2.1 Organising

“Organising” is one of the functions of management which is concerned with choosing
what tasks are to be done, who is to do them, how the tasks are to be grouped, who is to
report to whom and where decisions are to be made.

6.2.2 Organisation Structure

The “structure” of an organisation is the formal system of working relationships that both
divide and coordinate the tasks of multiple people and groups to serve a common

people in the organisation.

Essentially, structure in an organisation can be compared to the skeleton of the human
body. It shows how parts are interconnected. The typical means of showing the
organisational structure is an organisation chart.

6.2.3 Organisation Chart

An “organisation chart” is a graphic model of a formal organisation. It intends to serve
two basic purposes :

(a) Itshows who is accountable to whom.

(b) Itshows, in abbreviates form, who does what in the organisation.
A quick glance over this organisation chart can convey the following useful information :

* The division of work shown by boxes on a typical organisation chart.

*  Supervisor - subordinate relationships.

*  Type of work performed by the position holder.

*  How various positions are grouped together as sub-units or departments.

* It shows management levels in the entire hierarchy of authority.

6.2.4 Preparation — Some Conventions
Normally, the following conventions are used in preparing organisation charts :

(i) The individual positions on the chart are usually represented by a rectangle,
although a circle or triangle is sometimes used.

(ii) The vertical arrangement of the rectangles usually shows relative positions
hierarchy. The most powerful position is normally at the top of the organisation
chart.

(iii) Direct organisational relationships are shown by solid lines between position;
they indicate who reports to whom.

(iv) Functional or advisory authority is usually shown by dotted or broken lines.

(v) Linesof authority usually enter at the top centre of the rectangle and leave at the
bottom centre; they do not run through the box.



6.2.5 Organisation Manual Organisation Structare
and Compatibility

The organisation manual goes one step ahead as a model of the organisation. Through its
job descriptions, it shows duties performed (scope and limits of the various jobs); the
extent of authority held by individual managers; and the relationships of positions with
each other.

Benefits
*  Both organisation chart and manual offer the following benefits :
¥  Serve as a vehicle of effective communication.

%  Organisation chart, as a graphic model, is useful for showing formal work
relationships among managers and others.

*  Help to orient new members who join the organisation.

*  In the event of organisational restructuring, they can identify what changes
have taken place and where.

Deficiencies

However, a typical organisation chart or manual fails to reveal the following important
things :

* It does not show the degree of responsibility and authority exercised by
positions on the same management level.

* It does not clearly distinguish between line and staff positions.
*  Size and position of boxes do not necessarily reflect importance or status.
* It does not show all the channels of contact or communication.

% It does not show the informal organisation that is a logical and necessary
extension of the formal structure.

AQ1
(a) Define organisation structure. In what way, organisation chart and manual are
useful to understand organisation and its functioning ?
(b) Can an organisation exist without structure ? Explain.

6.3 PRINCIPLES OF ORGANISING

To function both effectively and efficiently, organisations must be designed appropriately
so that the subsystems or units can work together. The classical principles of organising
are based on the following two basic ideas :

(a) an individual person cannot do everything; and
(b) when the work is divided, it must also be coordinated/integrated.

These two classical ideas address two basic problems of structuring or designing ]
organisations, namely, division of labour and specialisation, and coordination. Both are
highly interrelated.

6.3.1 Division of Labour and Specialisation

The process of breaking the work into smaller components and allocating them as
individual or group tasks designed to fit together in service of the organisation’s purpose
is called the “division of labour”.

The most famous commentary on the division of labour and its resulting specialisation iS
in Adam Smith’s book, ‘The Wealth of Nations’, written in 1776. In that book, the noted
qconomist and phtlosopher described a small pin-making shop that employed ten men. 7
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Each job in the shop was specialised and divided into about eighteen distinct operations.
One man drew at the wire, another straightened it, and a third cut it. Still others
sharpened the point of the pin and put together the head. Ten persons, therefore, could
make among them upward of forty-eight thousand pins a day. Each person, therefore
might be considered as making four thousand eight hundred pins in a day. As Smith
pointed out, if each man has performed all the steps needed to make a single pin, each
could have produced not more than twenty pins a day.

As workers specialise, they often increase their expertise and productivity and are able to
develop work methods that are well suited to the tasks they perform. Furthermore,
specialised procedures and machinery can be developed to improve productivity, and new
workers can be effectively trained in a specialised segment of a job.

Levels of Specialisation

Managers are concerned with two levels of specialisation : (a) by job design, and
(b) by departmentation. Specialisation by ‘job design’ in the allocation of specific
work tasks to individuals and groups in the organisation. On the other hand,
specialisation by ‘departmentation’ is creation of work units or groups by placing
several jobs under the authority of a common manager. The resulting work units
are called departments, which, when groups together in hierarchical levels, form
the total organisational system.

6.3.2 Departmentation

Departmentation is the process of grouping the activities (tasks) to be performed into an
organisation’s unit to accomplish some common purpose.

Departmentation is therefore, the creating of a number of subunits, usually called
department. The method or methods used to divide the work of the entire organisation
should reflect the grouping that would contribute to the attainment of the organisational
objectives and the goals of individual units.

Basis of Departmentation
Departmentation can be accomplished through the following ways :
(a) Function :
(b) Product/service
(¢) Customer/client ,
(d) Geographical area/location
(¢) Number of persons
'/(t) Process
(g) Time
Departrhentation by Function

Plant
Manager
Manager Manager Manager Manager Manager
Engineering | |Manufacturing Accurity Personnel Purchasing

Departmentation by function is the process of grouping activities according to
similar work, skills, knowledge, and technology. As shown is the figure, a plant
manager might organise his/her plant by separating engineering, manufacturing,
accounting, personnel, and purchasing specialists into common departments. Note
that departmentation by function can be used in all types of organisations. Only the
functions change to reflect the organisation’s objectives and activities.

Advantages

Such grouping on the basis of similar activities may increase specialisation
and employee expertise.
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° This form of structure maintains .he power and prestige of major function, and Compatibility

simplifies training, and allows tights control by top management.

. It minimises costly duplication or resources. For examples, having a
centralised X-ray department in a hospital is more effective than having X-ray
machines scatters throughout.

Disadvantages

. It may create over specialised personnel with narrow view points. This
over-specialisation may then reduce cooperation between functions. For
examples, given the same problem to analyse, Engineering managers tend to
perceive engineering problems, and manufacturing people tend to perceive
manufacturing problems.

. The responsibility for profits may be concentrated with top management
instead of being shared by all managers. Without sound controls, these
specialised departments may consider only their own operations instead of
considering the organisation as a whole.

Departmentation by Product/Service

As you have seen functional departmentation allows specialised work activities to
be performed for several products. For examples, in a Toy manufacturing
company, the marketing department can do market research, develop advertising,
and perform the necessary marketing planning for all product line. As
organisations grow, this structure may become unwieldy. If the toy company
develops more and varied product lines like adding games and sports equipment, it
may be best to have marketing specialists for each distinct product line.

ABC
Corporation .

President

.
il | _

Vice-President Vice-President Vice-President Vice-President
Luggage Furniture Toys Mini-computer

Departmentation by product involves the development of departments along
product or service lines. As shown in figure, ABC corporation has several diverse
product lines such as luggage, furniture, toys, and mini-computer. You will agree
that ditferent production methods are needed for the manufacturing of the
products. Further, each of these product lines has vastly different markets. For
instance, the marketing of toys is quite different from the marketing of
mini-computers. Each product division is placed under a Vice-President, who is a
specialist in, and is responsible for, everything having to do with/her product line.
If the organisation’s activities are service- related rather than product-related, each
service would be autonomously grouped — for examples, an accounting firm would
have departments for tax, management consulting, auditing, and the like. Each
offers a common array of services under the direction of a product/service manager.

Advantaées

. This structure allows each product line more independence. Such
independence focuses attention on each product line by placing responsibility
for profit at the product/service divisional level. This, in turn, may promote
greater growth in a wide range of products/services.

. It improves the coordination of functionat activities.
Disadvaniages
. Strong possibility of duplication of effort.

. Increased problem of controlling all'the separate elements of the organisatioxi
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Departmentation by Customer/Client

The particular type of customer/client the organisation seeks to reach can also be
used to group employees. The basic assumption underlying customer
departmentation is that customers in each department have a common set of
problems and needs that can best be met by having departmental specialists for
each.

Examples

The sales activities in an office supply firm can be broken down into three
departments to service retail, and government cystomers.

Director of
Sales
Manager Manager Manager

Retail Accounts Wholesale Accounts Govt. Accounts

The hospital activities can be divided into four departments to service different
types of particular obstetrics and gynecology, pediatrics, medicine, psychiatry.

Hospital
Administrator
Asstt. Manager Asstt. Manager Asstt. Manager Asstt. Manager
Obstetrics & Pediatrics Medicine Psychiatry
Gynecology
Advantage
. Facilitates grouping of activities in such a way as to meet customers/clients
special needs
Disadvantage
J Increased difficulty in coordination and the possibility of underutilisation of

specialised groups when times/conditions change.
Departmentation by Location

Many organisations form departments based on the geographical
locations/territories where tasks are performed. Many times these regional
departments are based on differences in the markets. For instance, the sales
function of an organisation may have Southern, Northern, Easterny, and Western
regions. So that selling efforts can suit the needs of each region. Sometimes,
unique geographic characteristics require specialists with knowledge of the

specific region.
Ve
Vice-President
Sales
Sales Manager Sales Manager Sales Manager Sales Manager
Northern Eastern Western Southern
Region Region Region Region
Advantages

. Decision-making authority can be shifted to lower levels and emphasis can be
placed on the requirements of the geographic region served such as client
preferences, employees differences, competition etc. ’

. Promotes better communication with clients and improves service.



Organisation Structure

Disadvantages
and Compatibility
d Makes it harder for help for top management to exercise control of the total
organisation.
. Makes the use of centralised services difficult.

Departmentation by Number of Persons

If an organisation has large number of employees working in the same general
location and doing essentially the something for the same clients. Departmentation
may be on the basis of the number of persons. In a large office, clerks are often
grouped into a number of sections with a supervisor for each section.

Office Administration
Officer
I i ] ]
Supervisor Supervisor Supervisor Supervisor
Section A Section B Section C Section D

Departmentation by Process

Process departmentation can be used for processing customers as well as products.
For examples, if you want to get a driving license from the Regional Transport
office, you may have to go through several departments before receiving your
license. ‘

You can also identify various production departments in an aluminum plant as
shown in the figure.

Plant
Manager
Casting Press Tube Finishing Inspect, Pack and
Department Department Department Department Ship Department
Manager Manager Manager Manager Manager

You can see that each department specialises in one specific phase in the
production of aluminum tubing. The metal is cast in huge furnaces, sent to the
press department where it is extruded into aluminum pipe, transferred to the tube
mill where it is stretched into various sizes and shapes of tubing; moves to
finishing where it is cut and cleaned, and finally to the inspect, pack, and ship
department. Since each process requires different skills, this method offers a basis
for the homogeneous grouping of activities.

Departmentation by Time

Many organisations cannot stop their activities at a fixed time each day. For
example, steel mills, refineries, and hospitals operate around the clock. A hospital
may have a Nursing Supervisor for each of the three shifts as shown in figure.

Hospital
Administrator
Director of Nurses
| 1
Nursing Supervisor Nursing Supervisor Nursing Supervisor
A - Shift B - Shift B - Shift
7AM-3PM 3PM-11PM 11PM-7AM
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SAQ2
(a) Identify the two basic ideas underlying classical principles of organising.

(b) Define division of labour and specialisation. How they are interrelated and
interdependent in the context of organisation structure.

(¢) What do you understand by departmentation ?

(d) List the common methods of accomplishing departmentation and give examples
of each.

6.4 COORDINATION

It is not difficult to realise that when work is divided into many parts, something must be ‘
done to make sure that the separate work efforts accumulate to create the desired end .
result.

Definition

Coordination is the process of linking the specialised activities of individuals and
groups to one another and ensuring that a common purpose is served.

Need for Coordination

Following are some of the examples which describe the need and importarice of
coordination :

(1) If the sales department sells on credit to anyone who wishes it, sales are likely
to increase but bad debt losses may also increase. If the credit department
approves sales only to customers with excellent credit records, sales may be
lower but debt losses will be minimum. So, there is a need to integrate or
coordination the activities of both departments-credit and sales, for the effective
functioning of the total organisation.

(2) Production department may produce goods that cannot be marketed by
marketing department, or marketing department wants general demand for
certain goods which cannot be manufactured by production department.
Similarly, Purchasing department may procure materials which cannot be used
by production departinent, ot production department might demand certain
materials which cannot be procured. So, there should be proper and adequate
coordination among production, purchasing, and marketing department.

(3) Inahospital, there may be disagreement between a pursing supervisor and a
house-keeping supervisor over when rooins are to be cleaned.

Benefits of Coordination

. Provides for proper communication among organisational units.

. Enables members to understand one another’s activities.

. Helps members to work well together in the general work flow of the
organisation.

Approaches to Coordination

Coordination can be achieved in two ways, i.e. vertical and horizontal. “Vertical
coordination” coordinates the activities of individuals and groups up and down the
hierarchy of authority. On the other hand, “horizontal coordination” cuts across the
organisation to coordinate the activities of individuals and groups working at or
close to the same level in the hierarchy.

64.1 Vertlcal Coordination

Vertical coordination is the linking of superiors and subordinates and of units at different
levels of the organisation.




To ensure that vertical coordination is accomplished, YOu need to understand and apply
following four classical principles :

(i) Chain of command

(ii) Span of control/management
(iii) Delegation, and

(iv) Centralisation-Decentralisation

6.4.2 Chain of Command

The ‘Chain of Command’ is an unbroken line of authority that vertically links all persons
in an organisation with successively higher levels of authority. Two classical principles
explain as to how the chain of command shown operate in any orgamsatlon the unity of
command and the scalar principle.

Unity of Command

The unity of command principle suggests that no organisation members should
report to more than one supervisor for any single function. The more clearly and
completely an individual has a clear reporting relationship to a single boss, the less
the chance of conflict in instructions and the greater the feeling of personal
responsibility for results. Thus, the unity of command principles advises against
creating multiple reporting relationships in organisations.

Scalar Principle

Under the scalar principles, authority and responsibility are shown in the
organisation. The more clearly the line of authority and responsibility flows from

" top management to every subordinate position, the more likely there is to be
responsible decision-making and organisational communication. This ensure that
all persons know from whom they can expect to receive directions. Violation of
scalar principles manager by passes someone’s supemsor to give orders directly to
that person.

6.4.3 Span of Control

The span of control principle suggests that there is a limit to the number of persons one

manager can effectively supervise, and care should be taken to keep the span of control

within manageable limits. Some authors prefer the term ‘Span of Management’ to span of

control, since, from a system viewpoint, managers have many more activities than simply
. controlling subordinates.

Essentially, as the numbers of subofdinates increases arithmetically, the number of
relationships between the manager and the subordinates increases geometrically. The
number of relationships, r is calculated by using the following formula :

r=n(2"‘l+n—1)

where n represents the number of subordinates.

For example, if a manager has four subordinates, the theoretical numbers of relationships
between the manager and the subordinates is 44. The addition of a fifth subordinate
results in 100 potential relationships and eight subordinates mean 1,080 potential
relationship.

The number of organisational levels depends on the span of control. An organisation that
has a small number of subordinates reporting to each manager generally has many levels
of management and is thus considered “tall”. On the other hand, an organisation that has
1 large number of subordinates reporting to each manager has few levels and is thus
considered “flat”.

Example

Imagine yourself a sales manager with fifteen sales persons. Your span of
management is fifteen. Let us say you feel that you are not able to work closely
enough with each sales persons. You decide, therefore, to reduce your span by
adding three assistant sales manager-each one supervising five sales persons. Your
span of management is now three. But as shown in Figure 6.1, you have added a
level of management through which communication between you and the sales
persons must pass. And you have added the cost of three additional managers.

Organisation Structure
and Compatibility

13
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Sales Manager
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Figure 6.1 (a) : Wide Span of Control and Flat Structure

Sales Manager
Assistant Sales Assistant Sales Assistant Sales
Manager Manager Manager

i o 1

Figure 6.1 (b) : Narrow Span of Control and Tall Structure

Some recent restructuring efforts in India and abroad have been aimed at reducing the
number of management levels. This shows that many organisations are willing to live
with larger spans of control in order to keep the number of vertical levels in the chain of
command to minimum. :

Factors Influencing Span of Control

The proper number of subordinates for each manager ultimately depend on the individual
manager, the subordinates, the type of work, and other considerations listed below :

. the competence of both the superior and the subordinates
. The degree of interaction between the units or personnei being supervised.

. The extent to which the supervisor must carry out non-managerial
responsibilities and the demands on his time from other people and units.

. The similarity or dissimilarity of the activities being supervised.
. The incidence of new problems in his unit.

. - The extent of standardised procedure.

. The degree of physical dispersion.

From this it follows that some managers are more capable that others of supervising large
members of people. The more simple, routine, and repetitive the work, the greater the
possible span of control. The more interdependent the units, the greater the need for
coordination and the smaller the optimal span of control. The more efficient the
organisation and the greater competence of its employees, the larger the span of control.

Example

The ideal span for the manager of chemical research and development might be no
more than four or five because this manager has to coordinate the widely varying
tasks and expertise of the research chemists. The manager of assembly in a large
automobile-parts manufacturing company might be able to effectively supervise
twenty to twenty- five assemblers who are boxing spark plugs. So, there is no ideal
span of control applicable to all organisations.

6.4.4 Delegation

Delegation of authority is the process that transfer authority from supervisor to
subordinate and allows a subordinate to exercise discretion in making certain decisions.
Since the chief executive cannot make all the decisions, especially the day-to- day ones, it
is necessary to delegate some decision-making authority to subordinates. The process of
delegation involves the assignment of tasks, the determination of expected results, and
the granting of authority to accomplish the talks. This involves the following three steps :




(a) The manager assigns duties : . Organiisation Structure

. o and Compatibilit
The person who is delegating indicates what work the subordinate is to do and that ompatbiy
be or she will then be held accountable for results.

(b) The manager grants authority to act :

Along with permission to process with the assigned work, certain rights such as to
spend money, direct the work of others, represent the organisation to outsiders, etc.
are transferred to the subordinate.

‘c) The manager creates an obligation to act ;

In accepting an assignment, a subordinate assumes responsibility to the boss to
complete the job as requested.

(he vertical coordination in the delegation process highlights three fundamental elements
1amely, responsibility, accountability and authority.

esponsibility

Responsibility is the obligation to perform the work, function, or activities
assigned to a particular organisational component or person. Responsibility may be
delegated and redelegated. A total responsibility, or a total function, may be split
into several parts and the subparts be delegated and redelegated to lower levels in
the organisation. For examples, the manufacturing responsibility may be split into
production and engineering, and the head of manufacturing may delegate these
responsibilities to his subordinates. The head of engineering, in turn, may split his
responsibility into various parts — production engineering and plant maintenance,
and redelegate these parts to his subordinates. In each case, however, certain parts
of the overall responsibility cannot be delegated so, there is a need to distinguish
responsibility from accountability.

Accountability

Accountability is an obligation to answer to a superior for carrying out delegated
responsibilities; obligation to produce and account for results, in terms of
objectives ot work which have been delegated. While responsibility may be
delegated or redelegated, accountability may never be delegated. It emerges each
time responsibility is delegated. In other words, the responsibility for making
decisions can be delegated, the responsibility for the consequences of the decisions
cannot be abdicated. Thus, the accountability of higher authority for the acts of its
subordinates is absolute.

Authority

Authority is the right, power, and freedom to take action necessary to carryout

work or obtain results for which the person is accountable. Authority is delegated,
as responsibility. However, within a company no manager has complete authority
or complete freedom to act. His authority is subject to restraint in the from of such -
overall corporale controls as objective, policies and budgets. Delegated authority
thus emerges as freedom to act or make decisions within, and in conforming with,
overall corporate objectives and policies.

The principle of ‘Party’ suggests that when the responsibility for a decision is assigned to
a subordinate, the individual must also receive sufficient authority to make the decision

.and to see that it is implemented. It is meaningless to delegate responsibility without

authority, and it is dangerous to delegate authority without responsibility. When the
authority delegated is not equal to the responsibility created, the risk is reduced
subordinate performance, confusion, and conflict- or all three.

Centralisation - Decentralisation

An idea closely related to delegation is the decentralisation of authority. Delegation takes
place between the superior and his subordinate. When the company encourages maximum
delegation throughout the organisation, it is termed “decentralisation.” In other words,
organisational centralisation and decentralisation refer to the degree to which authority is
retained at the top of the organisation (centralisation) or delegated to the lower levels
(decentralisation). The greater the delegation of authority throughout the organisation, the
more decentralised the organisation is.

The principle of decentralisation suggests that authority to take or initiate action should
be delegated as close to the scene of action as possible. The advantages of ,
decentralisation in terms of quicker and better decisions, manager development, reducing . 15
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levels of organisation, feeling supervisors to concentrate on broader responsibilities have
been extrolled for many years.
Normally, the delegation of decision making authority is guided by three criteria listed
below .
(i) Competence to make decisions on the part of the person to whom authority is
delegated; confidence in that competence on the part of the superior is also an
essential element.

(ii) The person making the decision requires adequate and reliable information,
pertinent to the decision.

(iii) If a decision affects more than one unit, the authority to make the decision rests
with the manager accountable for the several units. Thus, authority can be
decentralised to the level where the impact of the decision is local. Certain
decisions having company wide effect — corporate objectives, policies, budgets
— are usually not decentralised at all.

" Centralisation-decentralisation, however, is not an “either/or” choice. Each has its place -

in the overall process of vertical coordination. Decentralisation, in practice, becomes a
matter of degree — with the degree being determined how far down authority has been
delegated any how stringent the limits are that have been placed on authority. This
suggests that no organisation is completely decentralised : organisations are only more or

less decentralised.
Profit Centre
In order to maximise the benefits of decentralisation and minimise its disadvantages,
many organisations have established profit centres.
A Profit centre is a highly autonomous unit given broad decision-making authority for its
own operation.
Each decision of an organisation is given authority to operate on its own as long as it
makes acceptable progress towards achieving the organisation’s objective. Organisations
that operate in several countries (multi-national corporations) and serve multiple type of
customers with multiple products and services make extensive use of profit centres.
Example
Union carbide, a large diversified chemical firm, has a number of product divisions
that are given operating authority. A top executive group reviews ali capital
expenditures, all divisional budgets, and all divisional long-range plans. In this

fashion, this company attempts to balance operational autonomy with a strong
central review of divisional records, plans etc.

SAQ3
(a) Define coordination. In what way, it is different from departmentation ?
(b) 'What are the four classical principles of vertical coordination ?

(c) Whatis the span of control ? List out the major factors influencing span of
control. :

(d) Explain and relate responsibility, accountability, and authority with suitable
examples.

(e) State how profit centre maximises the advantages of decentralisation while
minimising its negative effects with practical examples.

6.5 HORIZONTAL COORDINATION

Horizontal coordination is the process through which activties are integrated across levels
instead of up and down the chain of command. In this connection, horizontal coordination
is accomplished with the help of two classical guiding principles — functional authority,
and line and staff authority. ' .



Functi(;nal Authority

Functional Authority is the authority to prescribe practices, procedures, policies, or other
matters to units or groups not in the direct chain of command. Following the unity of
command and scalar principles, such authority is delegated by higher level management
to managers affiliated with such technical departments as accounting, personnel, legal,
finance, and engineering.

As the location of technical expertise on such matters as selection criteria, compliance
with labour laws and procedures, personnel record keeping, the personnel department is
often in a position of ‘functional authority’ over other departments.

Examples

(1) The personnel department may be the delegated authority to develop and
prescribe the use of an application blank to be used by all clearical applicants.

(2) Similarly, in order to maintain standardised accounting practices, the financial
adviser-cum-cheif accounts officer may have the authority to prescrible
howaccounting records will be kept throughout a number of the organisations
divisions.

Line and Staff

~“‘Line’ and ‘Staff’are two of the most perplexing, ambiguous, overworked, and
overdefined terms in the lexicon of the organisation planner. Frequently line functions
have been seen as those directly responsible for attaining the organisation’s objectives.
Staff functions have been seen as those assisting the line in its efforts. Thus, departments
such as manufacturing and sales have been described as performing line, function, while
departments such as purchasing, accounting, advertising, personnel, plant maintenance,
and quality control have been described as performing staff functions.

The authority of staff in relationship to line personnel varies along a continuum. At the
one extreme, staff in purely ‘advisory’ in its authority. A staff person can be consulted at a
line manager’s discretion, and staff advice can be accepted or rejected at the line
manager’s discretion. At the other extreme, functional authority empowers the staff to
direct the line manager on matters defined as falling within the staff’s technical expertise.
A personnel department may ‘advise’ a line manager on desired qualifications for hiring
new workers; the personnel department may ‘require’ the line manager to follow statutory
reservation and other hiring guidelines.

Much of the confusion can be resolved if line and staff are considered from a “systems
vew point”. From this viewpoint line and staff positions reside not in the departments
themselves but in the relationships among them. Using the unity of command and scalar
principles, any manager is a line manager with regard to subordinates over whom the
manager has legitimate authority. For example, a personnel manager may have a number
of subordinate managers who in turn have subordinates. In that sense, the personnel
manager is a line manager in his department. But when the personnel manager advises the
production manager, the recommendations are staff functions. If, in turn, the production
manager advises the personnel manager or the chief executive, this advice is also a staff
function. Thus, the staff components of organisations support line managers with both
administrative assistance and specialised technical expertise.

SAQ4
Identify and briefly explain the two classical principles guiding horizontal
coordination, : : .

6.6 ORGANISATIONAL DESIGN

6.6.1 Bureaucracy

No discussion of organisational design is complete without a thorough look at
bureaucracy. Max Weber, a German Sociologist, argued that bureaucracy represented the
ideal to which the design of organisations should proceed. He believed that rules and
regulations are necessary not only to make the organisation function but also to protect its

Organisation Structuare
and Compatibility
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members from favouritism. According to Weber, the bureaucratic organisation should
have certain basic characteristics which are listed below :

(a) adivision or specialisation of labour;
(b) awell-developed hierarchy;

(¢) asystem of procedures that defines and protects the rights and duties of
employees;

(d) interpersonal relationships based on position rather than personality; and

(e) promotion and selection based on technical competence rather than on
“knowing someone”.

Weber clearly stated the bureaucracy, with its well-defined rules and expertise, was an
effective way of getting rid of organisational favouritism, arbitrary authority, pay offs,
kick backs, and in competence.

Limitations

The “ideal bureaucracy” advocated by Weber is based on logic, order, and legitimate
authority. Organisations adopting these bureaucratic features are supposed to be rational,
fair, and efficient as a result. Notwithstanding these intentions, bureaucracises rarely
function in the intended fashion. Today the ‘bureaucracy’ has become associated with red
tape, inefficiency, slowness, and waste. It is prone to the following limitations in practice :

(a) Since bureaucratic structures rely heavily on rules and procedures, it is
extremely difficult to change formal procedures to adapt to new conditions as
they arise.

(b) As the number of levels in the hierarchy of authority increases, persons at
higher management levels can be increasingly out of touch with lower level
operations.

(c) Over specialisation in bureaucratic structures can reduce employee initiative.
Reduced creativity and problem-solving potential may result as people conform
to ‘established rules’ instead of reaching out in new directions.

Threats to Bureaucracy

In 1966, Warran Bennis, a well-known and provocative management theorist, published
an article entitled “The coming Death of Bureaucracy”. He listed four relevant threats to
bureaucracy in a changing modemn industrial world - rapid and unexpected change,
growth in size of the organisations, complexity of modern technology, and a basically
psychological threat springing from a change in managerial behaviour.

6.6.2 Open Systems View and Contingency Perspective

The early writers on organisational design were searching for a best way to design
organisations. They tended to view organisations as “relatively unchangeable”. But these
early writers were dealing primarily with organisations that manufactured a single
product. Since change in these organisations was relatively slow, design could be seen as
a “given”. And once the best design was created, behaviour could be properly controlled
by the division of labour through formal rules, management hierarchy, and span of
control. In other words, structure was the key; everything else was dependent on it.
Traditional thinking, thus used a relatively “closed system” approach to organisations and
provides some basic principles of organising which cannot be universally applied in all -
situations.

The research & developments offered by Burns and Stalker had roots in the “Open
systems” view of organisations, There is input-output interdependency between the
organisation and its environment and accordingly, there is an imperative need to
introduce a dynamic element into thinking about organisational structure and design.

In this way modern theory, instead of viewing all bureaucratic structures as inevitable
dysfunctional whatever the circumstances, takes a “contingency” perspective on the
issue. In other words, there is no “ideal structure” suitable for all organisations under all
circumstances. The appropriate structure is essentially “a child of the circumstances™.

Burns and Stalker investigated 20 manufacturing firms in England and Scotland and
concluded that two quite different organisational structures could be successful, _
depending on the nature of a firm’s environment. The bureaucratic form of organisation
thrived when the environment was stable, but experienced difficulty when the
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‘environment was rapidly changing and uncertain. In the latter environments, successful
P and Compatibility

organisations used a structure that contrasted markedly with the traditional bureaucracy.
This alternative emphasised horizontal relations, flexibility and managerial discretion.
Burns and Stalker called the two different but equally successful structures “mechanistic”
and “organic” organisations, respectively.

Mechanistic Structure

The mechanistic type of organisation is highly bureaucratic. It involves more
centralised authority, many rules and procedures, a precise division of labour,
narrow spans of control, and formal and impersonal means of coordination.
Decision-making in this structure adheres to the chain of command. This type of
organisation is suitable when the operating environment is basically stable.

Organic Structure

The organic structures have a flexible and relaxed organisations. They exhibit
basic characteristics as decentralised authority, few rules and procedures, less
precise division of labour, wider spans of control, and informal and personal means
of coordination. Organic structures do better when environmental conditions are
rapidly changing.
Figure 6.2 gives a continuum of organisational design strategies of mechanistic and
organic structure

Mechanistic Principles of Organising Organic
Structure Structure
Centralised . Hierarchy of Authority e Decentralised
Many ) Rules and Procedures Few
Precise - Division of Labour Ambiguous
Narrow ) Span of Control R Wide
Formal and Coordination Informal and
Impersonal - Personal

Figure 6.2 : A Continuum of Organisational Design Strategies

As you seen, in essence, mechanistic and organic structures are opposite ends on a
continuum of organisational design strategies. In practice, almost all organisations are
likely to show different combinations. Thus, no organisation or its sub-unit is likely to be
purely mechanistic or purely organic in nature. You can also note, any organisation,
whether it uses a mechanistic or organic structure, it will still reflect the basic principles
of organising.

SAQS
(a) Identify five characteristics of an ideal bureaucracy as given by Max Weber.

(b) Do you find these characteristics in modern organisations ? Also list out the
major limitations of bureaucracy with examples.

(c) Summarise the organisational design implications contained in open systems .
view and contingency perspective.

(d) Describe three basic differences between mechanistic and organic structures.
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6.7 STRATEGIC FACTORS AND DESIGN IMPLICATIONS

An open systems view and a contingency model of organisational design focuses on two
sets of situational forces — environmental, and contextual.

Environmental forces include general and specific factors in the external environment of
the organisation. On the other hand, contextual forces include internal elements of the
organisation such as organisational strategy, its technology, age of the organisation, size
of the organisation in terms of number of employees, nature of output, goals and values
of the organisation, ownership pattern, and people working in the organisation.

You need to ensure that the structure of an organisation is compatible with the situation as
defined by organisational environment and its context.

To ensure organisational compatibility, you have to identify and assess the design
implications of the following strategic factors :

o Environment — general and specific,
. Size of the organisation,

. Technology,

* Strategy, and

N People.

6.7.1 Environmental Influences on Structure

You are well aware of the fact that organisations continuously interact with the outside
(external) environment and the effect of environmental certainty or uncertainty on
organisational structure and design is to be properly and adequately evaluated.

Environmental Variability

This refers to the degree of change or uncertainty with which an organisation or its
sub-units is involved. Accordingly, the type of environment may be either
relatively certain or uncertain owing to the following three factors :

(i) the frequency of changes in the relevant environment;
(ii) the degree of difference (variation) involved in each change; and
(iii) the degree of predictability in the overall pattern of change.

6.7.2 General and Specific Environment

The external environment can be broadly classified into two parts — general, and specific
environment.

The general environment consists of the social, cultural, economic, legal, political, and
educational conditions in the locality within which an organisation operates.

On the other hand, the specific environment consists of the actual organisations, groups,
and persons with whom an organisation must interact in order to survive, grow, and
prosper in the long-run. These include people and other organisations of immediate and
direct consequence such as the resource suppliers, regulators, clients and consumers.

Elements In the General Environment

You can identify the following major elements in the general environment of an
organisation : :

Social and Cultural Forces

Social and Cultural values indicate what actions are important, right, proper, and
desirable from a societal perspective. Note that social and cultural influences are
particularly important for Multi-national Corporations (MNCs) since they operate
in more than one country. Even within a country, however, the social and cultural
values may vary from one region to another (South Indian vs North Indian), and
also from time to time (Traditional vs Modern).

Level of Economic Development

The economic prosperity in a region substantially influences the amount of
resources grow and develop. Adverse changes in the economic health of a country
or region can have a dramatie imnact on the nerformance of even verv laroe firme
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The educational conditions of a region can have a major impact on an
organisations’ operations. For example, higher-technology firms, infact, tend to
locate the close proximity to universities and institutes with strong engineering and

computer science programmes.
Governmental Influences

Govemments influence organisations through laws and regulations that restrict
certain freedoms of action. Organisations will have to know the “rules of the
game” and play accordingly.
Example

. In 1991, Indian Government announced a series of new economic policies and
structural adjustment programmes. The emphasis shifted from a “license-permit
raj” to that of a more or less “free-market economy”. Many Indian companies had
to respond to the winds of change created by privatisation, globalisation,
liberalisation, opening up the economy fer foreign investment and MNCs. This
brought about an imperative need to restructure some of the organisations which
would be more compatible with the changed macro-economic business
environment. This suggests that.a well-developed and stable legal-political system
can provide important services for organisations.

Elements in the Specific Environment

You can identify the following major elements in the specific environment of an
organisation :
(1) The basic structure of the industry with special reference to the number and size
of firms.

(2) The degree of inter-connection between firms.
(3) The nature of the cost structure within the industry.

(4) The nature, type and characteristics of the markets, actual or potential, to which
the firm sells.

(5) Degree, form and nature of the competition.
(6) The technological imperative — labour intensive or capital intensive.

6.7.3 Relating the Organisation to its Environment

As a designer of organisation structure, you have to see that sufficient and proper efforts
have been made to relate the organisation to its general and specific environment. You
need to understand that organisations are basically ‘information-processing systems’.
People in the organisation must have access to relevant information, and process and
interpret it properly as a basis for problem-solving, decision-making, and action. Note
that information processing becomes more difficult and complex as the uncertainty
present in the situation increases.

Examples

Few organisations exist in a competely stable (certain) environment. Organisations
making matches, bottles, cans, and toothpicks experience relatively little change.
Their customers and competitors are fairly well-known. But organisations involved
with plastics, electronics and solar power experience great uncertainty and rapid
changes. Technological breakthroughs occur frequently. You may be aware that the
organisations manufacturing mini computers are constantly changing their
products.

Implications

The successful organisations or their sub-units existing in relatively uncertain and
unpredictable environments should be designed and structured differently from
those existing in relatively known and certain environments.

6.7.4 Size-Structure Relationship

The size of an organisation is an internal (contextual) factor that determines which type
of structure is more effective. The size of an organisation is normally measured by the
number of people working for the organisation in a single location.
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Size has effect on structure. In general, as size increases, the organisation tends to

- become more formal and complex to have more rules and more formal positions, ranks,

sub-units, and sections within sub-units. As the organisation expands in size by addmg
more employees, it becomes a “decentrahsed bureaucracy”.

It is not difficult for you to realise that the structure for a firm of two hundred employees
may not be adequate if that firm expands to six hundred employees located in several
different cities. If the same number of departments is maintained, the span of control for
many managers will significantly increase.

However, note that size does not affect structure at constant rate. For examples, when an
organisation with 10000 employees should be considerably less than if those 1000 were
added to a firm that has only 500 employees.

Finally, you have to bear in your mind that organisational size is an important factor but
not a sufficient condition to influence the design and structure due to the related effects of
technology and environment.

6.7.5 Technology and Structure

Technology is composed of the major techniques (processes) and tasks performed to
produce the output of the organisation.

Organisations employ two types of technology — operations technology, and information
technology. Operations technology represents the tools, techniques and knowhow
necessary for effective taks performance. Work flow of every organisation consists of the
acquisition of inputs (reasons), the processing of these inputs, and the exit of outputs.

Example
A hospital takes in patients, treats them, and sends them out hopefully healthier.

As far as operations technology is concemed it includes managerial and non-managerial
knowledge or experience, a range of equipment from very simple to very complex,
production techniques that vary widely, and a variety of different materials.

Example

An individual weaving a rug on a handloom is using relatively simple technology,
which an operater in the control room of a large automated refiney is using
complex, sophisticated technology. Yet, both are involved in operations technology.

On the other hand, information technology converts information inputs into information
outputs. Since organisations are essentially “information-processing systems”,
information technology is also equally relevant.

While designing and struciu.n'ng an organisation, you need to bring about and sustain
sound interrelationship between workflow operations technology, and information
technology.

In order to establish relationship between an organisation’s technology and its structure,
you can classify the technologies used by organisations into two types of activities —
routine (simple, requiring a few repetitive tasks); and non-routine (complex, requiring a
variety of non-repetitive tasks).

Example

The technology used in mass-production activities may be classified as routine.
The technology utilised in research and development activities may be classified as
non-routine.

The structures that are most effective for these two technologies differ. For organisations
employing a routine technology, a mechanistic structure is usually more effective. An
organic structure is generally more effective for organisations employmg a non-routine
technology.

‘Further, note that technology is also an important consideration for departmental units. A .

number of simple and complex technologies may be used in different departments within
an organisation.

Example

The marketing research and computer systems departments are likely to have
non-routine technologies. Both the departments can be organically structured,
since they need a lot of freedom and flexibility to be effective. In contrast, the
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6.7.6 Strategy-Structure Relationship

A strategy is a comprehensive plan or action orientation that sets critical direction and
guides the allocation of resources for an organisation. The way an organisation grows and
operates in its environment is largely determined by its strategy. Organisation strategy is
made up of two parts — strategy development, and strategy implementation.

You have to evaluate the following core elements in strategy development and strategy
implementation :
strategy Development

o Products and services you will offer (“What” you are going to do)

. Customers and markets you will serve (“whom” you will do it for)

] Competitive advantages (“why” the customers will buy from you)

. Product and market opportunities (“where” you will place your emphasis).
Strategy Implementation

* Systems and structures (“how” you are going to bring about the what, who,
why, and where). -
Now you realise that an organisation’s strategy is a major determinant of its ultimate
structure.
Examples
(1) A firm that competes overseas may require a set of structural relationships
different from those needed by a firm that limits itself to a single plant in India.

(2) A corporation in a few businesses with single product lines is likely to use a
centralised structure. A corporation in several businesses with several unrelated
product lines is likely to use a highly decentralised structure. '

6.7.7 People-Structure Relationship

A given structure may not be consistent with the needs and aspirations of people at work.
From the view point of a contingency perspective, mechanistic structures are stable and
well-defined, and as such, they appeal to people wanting “task direction” and “more
routine” in their work.

Example

People working in a manufacturing or assembly-line situation who are depending
more on external guidance for technical peoblems to be solved prefer to work in
mechanistic (bureaucratic) structures. Becase it provides clearly defined tasks and
more predictable authority relationships.

On the other hand, while organic structures are flexible and less defined, they appeal to
people wanting “task discretion” and “more variety” in their work.
Example

Scientists and other professionals prefer to work in organic structures. They have
high skill levels and expertise that result in considerable job knowledge and
problem-solving capabilities. As a result, they often prefer to work w1th more
freedom at complex and uncertain tasks.

SAQ6

(a) List out the major strategic variables to be considered while, designing an
organisation structure. -

(b) Identify the major elements in the general and specific environment of an
organisation. How do they affect organisation’s structure ?

(¢) Bring out the relationship between technology and structure with examples.
(d) Whatis the effect of organisational size on structure ? :

(e) Summarise the impact of strategy on structure. }
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() What personal values, do you hold that might make you prefer either a
mechanistic or organic structure as an employees ? and as a manager ?

6.8 SUB-SYSTEM DESIGN

A sub-system is a single department of work unit headed by a manager and representing a
smaller part of a larger organisation. A comprehensive approach to organisational design
provides appropriate structures for each subsystem in an organisation and a proper
coordination among them.

As already pointed out, organisation structure must be compatible with the strategic
factors in environment and context. Even within an organisation, differences among
subsystems will emerge as each subunit tries to position itself best to meet the special
demands of its ‘sub-environment’. A sub-environment is relatively certain if there is clear
information regarding it, cause and effect relationships are known, and the time span of
clear feed back is short.

Now you will be introduced to the two basic elements of subsystem design, namely,
differentiation and integration.

Differentiation

“Differentiation” is a term used to represent the degree of difference that exists among
the structures and managerial orientations of various departments or other subsystems of
an organisation. Differentiation occurs in four basic dimensions - structure, time
orientation, interpersonal orientation, and goal orientation.

Formality of Structure

A manager from a mechanistic unit may will be bound by rigid rules and
procedures that limit his or her discretion in inter unit negotiations. This could be
quite frustrating for some one from a more organic unit who is used to flexible
problem solving and is willing to make an on-the-spot decision. Formality of
structure tends to be greater in such departments-as manufacturing and finance.
Long-range planning (LRP) units tend to have fewer rigid rules'and set procedures.

Time Orientation

Subunits that have relatively immediate feedback, than do subunits that may not
get feedback for months or years, such as Research and Development.

Inter-personal Orientation

To the extent that patterns of communication, decision-making, and social
interaction vary from one unit to the next, it may be harder for personnel from
different sub-systems to work together. For instance, manufacturing people tend to
be concerned with-*‘tasks”; while sales and marketing people tend to be concerned
with “relationships”.

Goal Orientation

When goal differences exist, it is harder for managers from different subunits to
agree on solutions to common problems. For example, production managers tend
to be “cost conscious”; while marketing managers are “volume conscious”.

Different industries also have varying amounts of differentiation. For instance, the
“container manufacturing organisations” have little need for differentiation since they
exist in a relatively certain environment with a stable and known technology. On the other

- . hand, the “plastics organisations” exist in a relatively uncertain, high technology

environment.
Integration

The problem is that increased differentiation creates a need for increased coordination.
Besides this, coordination becomes more difficult as differentiation increases.

“Integration” represents the level of coordination achieved among subsystems in an
organisation. A high degree of differentiation indicates that members in different
sub-units view problems differently and that conflicts arise about how best to handle



situations. When subsystem differentiation is low, an organisation can rely on integrating Organisation Structure
mechanjsms more common to a mechanistic structure like rules and procedures, and and Compatibility
hierarchical referral (referring a problem upward to a common supervisor). In the case of

high differentiation, more elaborate means for achieving effective lateral (horizontal)

relations such as cross-functional teams or task forces and eventually a matrix structure

can be used.

6.8.1 Team Based Organisations
Team — A Definition

“A Team is a small number of people with complementary skills, who are
commifted to a common purpose, performance goals, and approach for which they
_hold themselves mutually accountable.”

- Example

VOLTAS has got teams to analyse malfunctions in its air-conditioners and to relay
the data to the production department. Composition of such a team includes :

The service me¢chanic who handled the complaint at the customers site,
representatives from sales, manufacturing, the quality department that inspected
the air-conditioner, and the engineering department which had designed the
product.

6.8.2 Organic Structural Appendages

Sometimes, management may desire to maintain an overall mechanistic structure but the
gain the flexibility that the organic structure provides. An alternative is to append an
organic structural unit to a mechanistic organisation. Two examples of such appendages
are the “task force” and the “committee structure”.

The Task Force Structure

The task force structure is a temporary structure created to accomplish a specific,
will-defined, and complex task that requires the involvement of personnel from a
number of organisational sub-units. It is quite similar to a “temporary matrix”.
Members serve the task force until its goal is achieved, at which time the task force
is disbanded. Then the members move on to a new task force, return to their
permanent functional department, or leave the organisation. Because the task force
is temporary, it can be used to attack problems that cut across functional lines with
only minimal disturbance to the organisation’s mechanistic main frame.

Example

A Breakfast Cereal manufacturing company decides to create a “new breakfast
cereal”, This company can bring together people with expertise from product
design, food research, marketing, manufacturing, finance, and other relevant
functions to formulate the product, design its package, determine its market,
compute its manufacturing costs, and project its profits. Once the problems have
been worked out of the product and it is ready to be mass produced, the task force
disbands and the cereal is integrated into permanent structure.

The Committee Structure

This is another option which combines a range of individual experiences and
backgrounds for dealing with problems that cut across functional lines.

Commiittees may be of a temporary or permanent nature. A temporary comiittee
typically is the same as the task force. Permanent committees, however, facilitate
the bringing together of diverse inputs like the task force, plus they offer the
stability and consistency of the matrix. Members of the committee are permanently
attached to a functional department. They can meet at regular or irregular intervals
to analyse problems, make recommendations or final decisions, coordinate
activities, or oversee projects. '

Example
An audit committee to objectively evaluate the organisation’s operations.
6.8.3 Levels of the Organisation and Design Implications

Now you w1ll realise that strategic factors of organisational design may not affect ail :
levels of the organisation in the same way. ‘ 25
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Top Management Level

At the top or strategic level, size and environment may be more important than
technology, since top people must keep themselves well-informed about the external
environment. In this context, top management must continuously gather information
about such areas as economic and energy conditions, changing attitude of peopie towards
work, social responsibility of the business, and the growing number of environmental and
consumer pressure groups.
Middle Management Level
The middle management level performs two basic functions :

(a) Coordinating, administering, and servicing the operating level; and

(b) mediating between the operating level and those who use the products and

services.

Matrix structure is quite often used for integrating the activities of different specialists
while maintaining specialised organisational units.
Example

Hospital personnel such as nurse report to a single administrator but work in
several different departments such as medicine, surgery, and psychiatry.

Operating Level

At the operating level, size may be important because it affects group dynamics or team
work; environment may be important because it affects the kind of work being done. And
the smaller the organisational sub-unit, the more the structure is affected by technology,
which in turn, affects behaviour. At the operating level, mostly it involves creating and
maintaining relatively autonomous groups (teams) of employees who are collectively
responsible for their output.

SAQ7

(a) Explain the concepts of differentiation and integration. Identify the four basic
dimensions of differentiation in subsystem design.

(b) How do you justify the need for integration ? Give example.

(c) Compare and contrast differentiation and integration with division of labour and
specialisation,

(d) Identify team-based organisations in manufacturing and service industries.
(e) Inwhat way, task force structure is different from committee structure ?

(f) Summarise the design imaplications from the viewpoint of top management,
middle management, and operating level.

6.9 DESIGNING ORGANISATION STRUCTURE IN
PRACTICE

6.9.1 Functional Organisation

In classic organisational form given in Figure 6.3, you can see that the grouping or
structuring is done on the basis of common activities. In other words, all the people
performing similar activities are grouped together. For example, all engineering activities
are grouped together.

Benefits
. Availability of expertise through specialisation
. No duplication of skill, personnel, tesources.

. Provides professional development opportunities for the members.

ey
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J Due to the concentration of legitimate authority, reward power, and coercive and Compatibility
power in a supervisor, subordinates know to whom they should be responsive

and from whom they should take guidance.

Board of
Directors

Chairman and Managing Director

_ 1 ' | i

Engineering Personnel Manufacturing Marketing Financial
Manager Manager Manager Manager Manager
, Figure 6.3 : Functional Organisation
Drawbacks

. Although there is a focal point (responsible person) for the various functions
(Engineering Manager, Manufacturing Manager), there is no focal point for all
the functions and activities associated with a specific programme/product/
project.

. Possibility of assuming the narrow functional interests by the members is very
high. You may frequently hear: "That is not my department’s problem. That is
a manufacturing problem, not an engineering problem".

Example

Engineers may design a product to meet performance specifications, but may not
appreciate the problems involved in manufacturing or maintenance of the same.

6.9.2 Project/Product/Programme Organisation

Chairman and

Managing Director
Engineeing Mannfacturing Marketing Financial
Manager Manager Manager Manager
Programme Programme Programme
Manager Manager Manager
Project B Project B Project B
I T 1
Engineering Engineering Engineering
Manufacturing Manufacturing - Manufacturing
Quality Control Quality Control Quality Control
Marketing Marketing Marketing
Cost Analysis Cost Analysis Cost Analysis

Figure 6.4 : Programme Organisation
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It could be seen from the “programme organisation chart” given in Figure 6.4 that the
grouping or structuring is done on the basis of end project/product/programme. Whatever
may be the end product/project, all personnel associated with that entity are grouped
together and work full-time for a single project/programme manager.

Example
All personnel working in the design and construction of a nucléar power plant.
Benefits

i The integration/coordination with the effective since all the personnel
associated with the programme work for the programme mananger. For
example, all the engineering, manufacturing, quality control, marketing, and
cost personnel working on project A work for the project manager A; they do
not work for the respective functional managers.

. As in the functional organisation, legitimate authority, reward power, and
coercive power are all concentrated in one supervisor — the programine
managers.

. The programme manager serves as a contact person to clarify any doubts

pertaining to his project. He possesses necessary and relevant information in
this regard or atleast he knows where to get the information. This facilitates
the successful operation of the project in terms of cost, schedule and
performance.

. Since all personnel working in a particular project work on only one set of
problems and all of them are concerned with one end product, there will be a
sense of involvement and commitment on their part. On the contrary, in a
functional organisation, the engineer may be working on three programmes at
once and thus may not feel very much involved and identified with any one.

Drawbacks

. Each function is duplicated for each programme. So, there are several
engineering sections, several manufacturing sections, several quality control
sections, etc. Within the same organisation. This shows that the costs of
duplicating the several “companies within the companies’™ could be prohibitive.

. For instance, Research and Development, and Engineering professionals will
be working on one set of design, test, engineering, and manufacturing
problems for a long period of time. This sheltered existence for seveal years
can contribute to their professional obsolescence.

d ‘When a programine gets completed, project personnel may have no
“functional home offices” to return. The anxiety and uncertainty created by
this situation may retard the efficiency and productivity of the project staff.

6.9.3 Matrix Organisation

As an organisation grows, its structure normally becomes more complex. It adds tasks,
departments, people, and hierarchical levels. Advances in technology make tasks more
complex. Advanced tasks require more specialists. The structure may need to be adjusted
to integrate and coordinate activities in large, technologically complex organisations. The
matrix structure may be used to overcome some of the coordination, decision-making,
and control problems that arise in such organisations.

A matrix organisation combines the product and functional forms of departmentation to
focus on complex special projects or continuing programmes.

As seen in matrix organisation chart given in Figure 6.5, the broken lines represent the
product manager cutting across the functions. Generally, the product manager and his
senior staff are permanently assigned to the project, whereas the individuals who are
temporarily drawn to the project are still assigned to their “functional home” offices.
Further, you can seen that the employees assigned to a particular product (A or B) have a
dual reporting relationship. For example, an engineering employee assigned to product A
reports to both the Engineering Manager and the Product Manager A. The Engineering
Manager is responsible for problems requiring engineering expertise (standards and
procedures). The product manager is responsible for coordinating and controlling all the
activities relating to product A, including budgetary responsibility. The product manager
and the engineering manager both report to the same higher-level manager.
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Product Engineering Production Quality Con- Marketing Financial
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] Product Product A Product A Product A Product A ] Product A .
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Manager E | 1 Engg. Production { | Qual. Con. Marketing Finance
- Line Authority Project Authority
Figure 6.5 : Matrix Organisation Chart
Benefits

. The matrix design allows a company to specialise its technical expertise and to
assign specific responsibility for each product/project.

. Because of the existence of the functional home offices from which the
programme can draw resources, the matrix can be quite flexible as the
programme progresses through the different programme life cycle phases.

. Functional personnel can be assigned to the programmes with little resultant
duplication of personnel.

Drawbacks

. In the functional form, it is generally perceived that the functional manager
has the legitimate authority, reward power, and coercive power to direct the
personnel. In the project form, the project/programme manager has the
authority and power to direct the project staff. But in the matrix, it is usually
ambiguous because the functional and programme managers normally share
the authority and power. :

d The assignment of search resources (particularly personnel) to two managers
(the functional and project managers) by definition leads to conflict. For
example, if the functional manager wants an engineer to work on a problem at
the home office, and the B product manager requires his/her efforts as well as
the C product manager, simultaneously, who resolves the conflict ?

SAQS
(a) Inwhatway, project organisation is different from functional organisation ?

(b) List out the major advantages and disadvantages of project type of organisation
structure. ' 29
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(c) Under what circumstances, project organisation is preferable to other
alternatives ?

(d) List out the advantages and disadvantages of functional org_anisatiori.

(&) Under what conditions, would you recommand a functional organisation
structure ?

(f) How does a maltrix organisation combine the advantages of both the functional
and project forms of departmentation ? '

(g) Inamatrix organisation, employees often work for more than one boss. Does
this violate the principle of unity of comrmand ?

(h) Pick an organisation with which you are familiar. Would you recommand any
changes in its structure ? Explain.

(i) Assume that you are a consultant who has been hired by the Chief Executive of
a large company to make recommendations on how the organisation should be
organised. List out the questions, you would ask to gain the information needed
to guide you in designing the appropriate structure.

6.10 SUMMARY

Management makes organisational changes to fit changing conditions and to increase the
organisation’s effectiveness. While planning the organisation structure, the management
needs to identify and group the work logically, define and delegate authority and
responsibility, and establish relationships between positions and units to facilitate
harmonious team work.

The classical principles of organising are based on two basic ideas : (a) an individual
person cannot do everything, and (b) what the work is divided, it must also be
coordinated. The basic principles of organising-are only guides, because organisations
constantly change. Moreover, they are merely principles and not laws. As symptoms of
organisational problems appear, managers study them, make adjustments, and check to
see if the problems have been solved.

The “closed system” approach to organisational problems offers the basic principles of
organising ‘within’ the organisation. However, an “open system” approach requires the
managers to lay emphasis on environmental and contextual factors that affect
organisational design and structure.

There is no single best kind of organisation. Contingency theory suggests that relatively
rigid, mechanistic, centralised approaches work well when the information and
technology are well known. Under conditions of uncertainty, more organic, open systems
are better. Within this broad range is a wide degree of choice. In practice, you can widely
find the existence of functional organisations, project organisations and matrix form of
organisations. The effective manager should not accept current organisational designs
without question, Instead, the manager should constantly be testing, questioning, and
modifying in order to come up with the best design possible given current knowledge, the
particular situation, and the organisation’s values.

Top managers are responsible for ensuring that the structural configuration of the
organisation as a whole is compatible with its environment and context, and that
subsystem relationships are adequately differentiated and integrated. At the subsystem
levels, middie and lower managers must act in similar fashion to ensure that work unit
structures meet the needs of their special sitnations and circumstances.

6.11 ANSWERS TO SAQs

Refer the relevant preceding text in the unit or other useful books on the topic listed in
the section “Further Reading” to get the answers of the SAQs.



