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Preface

Most introductory texts to Business Administration are wide-ranging and are
always useful for every business courses and not transferable to any professional
environment. This textbook introduces “Organization and Change Management”
which are two dominant areas in Business Administration. The authors have
developed this document for students and faculty alike, and it aims to support both
the learning and teaching requirements of today. It covers the most important
methods, tools and approaches and thereby provides a sound introduction to the
large field of Organizational Theory. The book focuses on the following questions:

= What is the purpose of organizing?

= What are the possible forms of organizational structures?

= Which approaches for change management exist?

= Which model should be selected for the situation at hand?

To promote successful learning, the text includes review questions and multiple-
choice questions:

= The review questions allow the reader to consolidate the various issues quickly
and efficiently.

= The multiple-choice questions help the reader to repeat concepts and content
and also to develop the understanding of business principles.

Review questions and in particular multiple-choice questions provide quick feed-
back allowing students to manage their own learning. Progress is controlled inde-
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pendently and easily. While managing their progress, students will immediately
be able to identity future learning priorities. The textbook is supported by addi-
tional material available on the website www.versus.ch/links.

Zurich, February 2013 Jean-Paul Thommen
Bern, February 2013 Stefan N. Grosser



Table of contents

Chapter 1: Fundamentals ............ ..o 1
1.1 Introduction .. ... ...ttt 11
1.1.1 Organization as a managementtool .. ...................... 11
1.1.2 Term “organization” .............c.ouuuuinennrnunenen... 13
1.1.3 Formal and informal organization ......................... 13
1.1.4 Problem-solving process of the organization . ................ 14

1.2 Formal elements of organizations . .. ............. ..o, 16
121 Task ..o 16
1.2.2 Job/unit/position .. ............o i 18
1221 TermsS . .ovt ettt e e 18

1.2.2.2 Creation of jobs, units or positions ................. 20

1.2.2.3 Job/unit/position and workplace ................... 21

1.2.2.4 Job/unit/position and department .. ................. 21

1.2.3 Tasks, competences, and responsibility ..................... 22
1.2.4 Connecting paths or channels betweenjobs ................. 23

1.3 Organizational culture .......... ... .. .. .0t 24
1.3.1 Characteristics of an organizational culture .. ................ 24
1.3.2 Culture types .. ..ottt e e 26
1.3.3 Effects of organizational cultures ......................... 29

1.3.4 Analysis and design of organizational culture ................ 30



8 Table of contents

1.4 Structure and organization . .............c...iuiiititiaan.. 31
1.4.1 Structural organization . .. ...............vuiiiinenenen .. 31
1.4.2 Process Organization . ................ooueueniunnnenen... 34

1.4.2.1 Work analysis and work synthesis . ................. 34
1.4.2.2 Objectives of the organizational structure and the

dilemma of scheduling . ............ ... .. ... ... .. 36

143 Summary . ...ttt e 36

1.5 Degree of specialization ................ .. i, 37

Review QUESLIONS . . . ...ttt 41

Chapter 2: Organizational instruments ....................cccviirvinnnnns 43

2.1 IntroduCtion . .. ..ottt e 43

2.2 Instruments for structural organization . .......................... 44
2.2.1 Organigram/organizational chart .............. ... ... ...... 44
2.2.2 JOb desCription . .. .........c.uuiiiine 47
2.2.3 Organizational functionschart . ........................... 49

2.3 Process organization inStruments . .................ouiuiiaenan.. 51
2.3.1 Flowchart ...... ... . . 51
2.3.2 Network diagram method and barchart .. ................... 53

2.3.2.1 Introduction ...............ciuiiiiiiin. 53
2.3.2.2 Structure planning: structure and presentation of

network diagrams . . .......... ... . .. 54
2.3.2.3 Scheduling with network diagram .................. 58
2.3.2.4 Capacity planning ........... .. ... 60
2325 Costplanning . ... ...t 61

2.4 Degree of organization ...............uuiiiiiinini i, 62

Review QUESHIONS . . . ..ottt e 64

Chapter 3: Structural organization ....................ccciviiiiiinnnnt. 65

3.1 Structuration principles . ......... . 65
3.1.1 Principles of job formation ............... ... ... .. ...... 66
3.1.2 Management principles ............ .. .. . ... 69

3.1.2.1 Single-line management system (unity of command) ... 70
3.1.2.2 Multiple-line management system . ................. 72
3.1.3 Allocation of decision-making competences . ................ 73

3.2 Structural organizations in practice ..................ieuininan.. 74

3.2.1 Functional organization ..................cuuienenenan .. 74
3.2.1.1 Pure functional organization ...................... 74
3.2.1.2 Line-and-staff organization ....................... 75

3.2.2 Divisional organization ...................iiiiiiiiien... 78



Table of contents 9

3.2.3 Management holding .......... ... ... . . ... 81
3.2.3.1 Characterization and delimitation .................. 81
3.2.3.2 Structures of a management holding ................ 82
3.2.4 Matrix organization . .............i.iiiii i 83
3.2.5 Network organization and virtual organization ............... 84
3.2.6 Project organization . ................ciuiiiiiinan., 87
3.2.7 Team organization ...............c.vuiinenenenenenen... 89
3.2.8 SUMMATY ..ottt e 91
3.3 Primary and secondary organization .................. ... ... .. 92
Review QUESHIONS . . .. ..ottt 93
Chapter 4: Organizational structures for manufacturing .................... 95
4.1 Workshopprinciple ......... ... .. i 96
4.2 Continuous production principle ............ .. .. .. .. .. . ..., 97
4.3 Batchproduction ... ...........oiininin i 100
44 SUMMATY .« . . v ettt e e e e e e e 102
Review QUESHIONS . . ..o v ottt e 102
Chapter 5: Organizationalchange .....................ccviiiiinnnnnn. 103
5.1 Introduction . . .. ..ot 103
5.2 Basic model of organizational design .. ......................... 104
521 OVEIVIEW .ttt e e e 104
5.2.2 Recognizing organizational problems ..................... 105
5.2.3 Initiation and promotion of reorganization ................. 106
5.2.4 Planning reorganization . ..................veuienenn.... 106
5.2.5 Introduction of the organization’s chosen solution ........... 107
5.2.6 Monitoring and further developing of the new organizational
COMCEPL « vttt et e e e e e e e e e e e 108
5.3 Business reengineering as a fundamental and radical organizational
Change . . ... o 109
5.4 Organizational development . ........... ... ... ... ... ..., 110
5.4.1 Organizational development as evolutionary organizational
change . ... .. ... 110
5.4.2 Process of organizational change ......................... 111
5.4.3 Organizational learning .............. .. .. .. ... 115
5.5 Comparison of the concepts change of business reengineering and
organizational development .............. .. .. .. ..., 118

Review qUeStions . . ...ttt 120



10 Table of contents

Bibliography ........ ..o 137

The authors ... i i ettt ettt e nanns 139



Chapter 1
Fundamentals

Introduction

1.1.1| Organization as a management tool

A company needs to be organized to enable a division of labor. This is necessary
because several people work together to fulfill the overall goal of the company.
Tasks are allocated to employees and groups. The question arises: “What does
such a division of labor look like?”” As everyone knows from personal experience,
e.g., family, school, church, associations, there are several observable forms of
organizations and several ways to achieve this division of labor.

Ultimately, a company strives for the most efficient organizational structure. As
early as 1776, Adam Smith had already compared the effects of various forms of
division of labor. In a pin factory, ten workers produced 48 000 needles per day.
Each worker performed only two to three tasks and produced 4800 pins per day.
If, however, each worker performed all the required tasks to produce one pin, each
worker would have produced only 20 pins per day. This example shows that with
a clearly defined division of labor and specialization, a higher productivity can be
achieved.
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Based on this example, organizing, a major organizational task, can be de-
scribed as follows:

Organizing means that the overall mission of the company, which is jointly per-
formed by employees and machines, is divided into specific sub-tasks. These sub-
tasks need to be (efficiently) interrelated so that the organization’s goals are
achieved optimally.

Certain concerns are associated with any form of division of labor, which can have
a positive or negative effect on company performance. For example, an increase
in the division of labor often leads to a boost in productivity; however, the follow-
ing phenomena can also occur:

= A higher level of dependency: If an element, e.g., a worker is absent or a
machine breaks down in the fragmented, but interrelated production process,
production stops. If there is a defined division of labor, then only one element
fails and the total amount produced is reduced only by the performance of this
element.

= A higher level of complexity for the organization: Each task ensures the success
of the overall process and must be coordinated carefully. For example, when
frontline employees work too quickly, a temporary inventory is created in the
production chain and subsequent employees have to work overtime to reduce
this inventory.

Therefore, there are limits for each division of labor. For example, an extreme
division of labor can fail because,

= the cost of coordinating becomes higher and offsets the actual productivity
gains,

= technological conditions (e.g., fully utilized machine park), an additional divi-
sion of labor is no longer possible, and also

= employees react negatively to the monotony of the work which not only causes
challenges at the personal level (e.g., demotivation), but also at the company
and societal level (e.g., health problems, communication difficulties, frequent
job changes).!

1 Cf. Section 1.5 “Degree of specialization”.
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‘ 1.1.2‘ Term “organization”

The term organization has different meanings when used in everyday communi-
cation or in the area of business administration. In business, the following defini-
tions are common:

1. Design aspect: A company is organized. This definition reflects the importance
of the work involved in designing the company. Organization in this sense is
therefore a design function.

2. Instrumental aspect: A company has an organization. Here, the term indicates
that every company has deliberately implemented a structure which enables
employees to achieve specific goals for the company. This organization refers
to the structures (structural organization) and processes (process organization)
of the company. This definition focuses on relationships between employees as
well as employees and the physical resources. Moreover, organization in this
sense has a regulatory function. It serves as a tool to achieve company goals.

3. Institutional aspect: The company is an organization. This definition is based
on the idea that, real world entities are called “organizations” and thus can be
investigated by researchers. Besides companies, public companies and author-
ities, religious, charitable, military and many other social institutions can be
subjects of organizational research.

‘ 1.1.3‘ Formal and informal organization

Formal organization refers to the collection of work groups that have been con-
sciously designed by senior management to maximize efficiency and achieve orga-
nizational goals. (Buchanan, 2000, p. 462)

Informational organization refers to the network of relationships that spontane-
ously establish themselves between members of the organization on the basis of
their common interests and friendships. (Buchanan, 2000, p. 462)

A designed organization involves formal structures and processes. In addition to
these predetermined structural elements, varying degrees of informal structures
are created in an organization’s reality. These structures can support (complemen-
tary structures) or weaken (substituting structures) a formal organization. Possible
reasons for these consequences might be:

the norms and values of an organization,

human characteristics (e.g., sympathy, common interests),
social status of the members of the organization,

the organizational tasks to be solved, or

working conditions (e.g., time pressure).
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In particular, the norms and values that influence the behavior of employees are of
great importance. This is referred to as organizational culture which is discussed
in more detail in Section 1.3. In reality, formal and informal organizational struc-
tures usually coexist. It is not possible to make general assumptions about the im-
pact of an informal organizational structure on a formal organizational structure.
The impact depends on the specific context and on the main objectives of an orga-
nization. However, it is important to be aware of the informal organization and its
likely effects. In addition, it is important to strengthen the positive impacts while
simultaneously eliminating conflicting or counterproductive ones.

| 114

Problem-solving process of the organization

To solve organizational problems, it is useful to analyze the problem-solving pro-
cess using a formal flow chart. Based on a general problem-solving process for an
organization, the following phases can be differentiated (» Fig. 1):

1. Analyzing the current situation: A variety of factors affect the organization of a
company. Both environmental conditions (e.g., uncertainty of the environment,
legal regulations, size of the market) as well as company-specific factors (e. g.,
size of the company, historical development, number of products) play a major
role.

2. Setting the objectives of the organization: The primary goal of an organizational
activity is to increase the efficiency of an organization by optimally dividing
labor and therefore increasing the success of a company. This goal is related
either to the structural organization or the process organization.

3. Defining the organizational measures: In order to achieve organizational objec-
tives (e.g., efficient division of labor, optimal communication channels) a com-
pany can utilize a number of organizational measures. The primary means are
the different forms of structural and process organization.

4. Defining the organizational resources: To carry out organizational measures,
adequate resources need to be made available. In addition to financial
resources, company employees who define both the organizational measures
and the necessary instruments for executing (e.g., job description, network
plan) as well as implementing the planned measures are of great value.

5. Implementing the decisions: Special emphasis is laid on the implementation of
organizational measures. Since such measures most often signify a change in
the existing structures and processes, they often affect employees who have to
adapt to new situations. Here, considerable resistance and conflict can occur.

6. Evaluating the results: This reorganization shows the extent to which a company
has managed to meet the new requirements of the environment, employees, and
the company itself by means of the given structural and process organization.
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