
CHAPTER ONE
WHAT ARE ORGANIZATIONS?
CHAPTER OVERVIEW


This chapter introduces students to characteristics of organizations and organizations as systems.  Definitions and examples are given to provide students an understanding of organization theory and its value in becoming better managers in a rapidly changing world.  You may wish to refer back throughout the semester to the Philips NV case that opens the chapter, and to update the case regularly from current business analyses.  Organization theory is defined and shown to have practical applications for managers.  A framework for the remainder of the book is also provided which will be useful as an introductory overview, and as a frame of reference throughout the course.

CHAPTER OUTLINE
Managing By Design 
Before reading the chapter, students will give their opinions on the following statements:
· An organization can be understood primarily by understanding the people who make it up.
· The primary role of managers in business organizations is to achieve maximum efficiency.
· A CEO’s top priority is to make sure the organization is designed correctly.
     Answers will be assessed in the chapter.    Before reading this chapter, please each of the following statement
	A LOOK INSIDE

Philips NV

	The rise and fall and rise of Philips over its almost 100-year life is a classic illustration of many of topics covered in this book.  Founded by Gerard Philips in 1891, the company initially manufactured light bulbs, seizing the opportunity of widespread home and business electrification. By the mid-1980’s, the company was active in fourteen different divisions ranging from the original lighting sector to large appliances and the new field of computers. Philips’s product development laboratories were unparalleled, developing cutting edge electrical equipment across the company’s vast product range. However, at the height of Philips’ success, several different factors were beginning to work against the company as it approached its second century. One issue was the very loose organizational structure that the company was forced to adopt when it internationalized.  Another problem was bureaucracy and inefficiency.  By the 1980s, Philips had over 300,000 employees worldwide and took on numerous social projects ranging from Philips library to the PSV Eindhoven football team. Furthermore, Philips product development division seemed to lose its knack for creating products that fit customer needs. By 1990 the company had run up an accumulated deficit of $2.6 billion. When CEO Timmer took over in 1990s he slashed the company’s workforce by 50,000, got out of the computer business altogether, terminated a number of unprofitable joint ventures, and reoriented the company towards Asian production facilities in place of increasingly costly Europe. The same cycle was followed in 1996, and once again in 2001 when the company changed its top management. Unfortunately, the company’s disappointing losses continued. By this time, the competitive situation was even intensive, as many later comers (Sony, Toshiba, and LG) have all well established as global competitors. By early 2000s, Philips resolved to move away from being a manufacturing-driven company towards one that would be customer-driven. Building from this approach, Philips developed the slogan, ‘Sense and Simplicity’, reflecting not only an external marketing tool but also a new ethos of product development. From 2004 onwards, Philips’ fortunes seemed to be on the upswing. Finally, the company seemed to be doing well with its innovations. Since then, Philips won numerous awards for its products and the company revenues rose an average of over 6 per cent per year between 2003 and 2007. By early 2008, when the company moved to simplify its organizational structure into three core divisions of consumer, healthcare and lighting, the company’s future seemed brighter than for a long time. However, some analysts still argue that the company still does not have a ‘segment killer’ product like Apple’s iPod, nor does it dominate a single product area such as Nokia in the mobile phone business.



Organization Theory in Action


Topics


The Philips case which opens the chapter illustrates organization theory topics. Consider, for example, the company’s failure to respond to or control such elements as competitors and customers in the fast-paced external environment; its difficulties implementing strategic and structural changes to help the organization attain effectiveness; difficulties coping with the problem of large size and bureaucracy; lack of adequate cost controls; and an outmoded corporate culture that stifled innovation and change. 
	COUNTERPOINT 1.1



	Note how these topics tend to take a managerial focus and also to assume that problems are the same for everyone. Typically, employees bore the brunt of the poor decision-making; but they had little input into the strategic decision-making process. Organizational theory extends beyond a managerial perspective to ask more fundamental questions about how and why organizations are designed the way that they are and may also explore alternative design. Design is reducible to a technical matter; it is an inherently political one that involves the distribution of power and opportunity. Organizations face the challenge of finding ways of changing themselves and/or change their environments to become technically, economically and ethically more responsive and effective.


Of course, the concepts of organization theory are not limited to firms like Philips. All companies and other organizations – from the largest to struggling start-ups – undergo changes that can be illuminated and informed by theories of organization design. 

	COUNTERPOINT 1.2



	Organizations are often very diverse with different departments and factions pulling in different directions as well as attempting to cooperate with each other. Organizations are often also hierarchical and undemocratic. Therefore, it is worth to take account of what may be termed the ‘political economy’ of organization. 


Current Challenges

· Globalization 
· Ethics and Social Responsibility

· Speed of Responsiveness

· The Digital Workplace

· Diversity

Purpose of This Chapter

This chapter explores the nature of organizations and organization theory as it has developed from the systematic study of organizations by scholars. Concepts are obtained from living, ongoing organizations. 
What Is an Organization?
	COUNTERPOINT 1.4



	When we claim that ‘organizations … have characteristics in common’, it is important to understand that they are diverse both in their composition and the conditions of their operation. In fact, diversity tend s to be overlooked when it is assumed that one ‘model’ of organizations is equally relevant and successful for grasping the salient features of very different kinds of organization. 


Definition

Organizations are social entities that are goal directed, with deliberately structured activity systems, and with a link to the external environment.

	COUNTERPOINT 1.5



	Like all definitions it has limits that flow from the assumptions that are made. Therefore, it is worth stressing that this is simply one possible definition that is potentially misleading as well as illuminating.

‘Social entities’. This is a key point as it indicates that organizations are cultural and political as well as economic phenomena.

‘Goal-directed’. This element emphasizes how activity in organizations is highly instrumental rather than intrinsically meaningful.

‘Designed as deliberately structured and coordinated activity system’. In contrast to other human ‘activity system’, such as family, it is likely that the division and coordination of labour in work organizations will be more ‘deliberately structured’.

‘Linked to the external environment’. It is important to appreciate that organizations exist within a wider context or set of conditions. 


Types of Organizations 


We will study both large and small organizations.  We will also look at the distinctions between manufacturing and service organizations, as well as the distinction between for-profit business and nonprofit organizations.
Importance of Organizations 

Organizations create value for owners, customers, and employees by their activities.  They bring together resources to accomplish specific goals, whether those goals are putting on the Olympics or planting new trees in the city.  Organizations produce goods and services, using innovative techniques and modern manufacturing technology, for competitive pricing.  Organizations adapt to and influence the environment and its globalization while accommodating the challenges of diversity, ethics, and the motivation and coordination of employees.  
	BOOKMARK 1
The Company: A Short History of Revolutionary Ideas
by John Micklethwait and Adrian Wooldridge

	‘The limited liability corporation is the greatest single discovery of modern times and is a relatively recent innovation’.  The idea of a limited liability company started in 1856 by the Joint Stock Companies Act enacted by the London Board of Trade. During the past few years, although it seems that large corporations have been increasingly in conflict with societies’ interests, the authors argue that their force has been overwhelmingly for the cumulative social and economic good.


	LECTURE ENHANCEMENT

ORGANIZATIONAL TYPOLOGIES 

To understand and conceptualize the world of organizations, researchers have developed typologies by which organizations can be classified.  A typology is a set of categories, with each category including certain characteristics which differentiate the organizations in it from those in other categories.  Just as artists portray the same person or scene in different ways, researchers have based their typologies on different underlying dimensions that they see as important in differentiating between organizations. Typologies are methods of organizing information.  The characteristics of the organizations in each cell indicate the nature of the organizations.  

One typology, for example, which influenced organizational research, was developed by Talcot Parsons in 1960.  Parsons maintained that organizations had different functions in society and that these functions could be the basis for typing organizations.  Parsons' four functions and examples of organizations are:

Type of Organization
Functions



Examples

Adaptation

           Acquire resources


Businesses

Goal attainment

Set and implement goals

Government                                                                                                                agencies

Integration


Maintain and coordinate system
Courts

Latency or pattern

Transmit culture and values
Educational and     

                                                                                                 religious

                                                                            maintenance






                                organizations

Because organization theory involves the use of models to describe important dimensions of an organization, we will study several typologies in this course.  For example, in Chapter 4, a typology based on Duncan’s classification of perceived environmental uncertainty has been developed.  In chapter 4, Thompson's typology on technological interdependence is discussed in terms of its influence on organizational structure.  Typologies lend some insight into understanding organizations and serve as a good basis upon which to analyze cases.  Typologies must be relatively simple, yet complete enough to enable distinct categorization and development of understanding and comparison among types of organizations.  Because of a typology’s simplicity, a difficulty to some is in placing organizations in just one category.  Look for dominant characteristics as you classify an organization, acknowledging that there are overlapping areas, but not getting hung up on them.  When studying conglomerates, each product division may be categorized separately on the typology.


Framework for the Book

Part 1 introduces the basic idea of organizations as social systems and the nature of organization theory. Part 2 is about strategic management, goals and effectiveness, and the fundamentals of organization structure. Part 3 considers the various open system elements that influence organization structure and design, including the external environment, interorganizational relationships and the global environment. Part 4 describes how organization design is related to such factors as manufacturing and service technology, organizational size and life cycle and information and control systems. Part 5 shifts to dynamic processes that exist within and between major organizational departmental and includes topic such as innovation and change, culture and ethical values, decision-making processes, managing intergroup conflict and power and politics.
Plan of Each Chapter
Each chapter begins with an organizational case to illustrate the topic to be covered
· Theoretical concepts are introduced and explained in the body of the chapter

· In Practice segments are included in each chapter

· Bookmarks are included in most chapters
· Leading by Design examples illustrate the dramatic changes taking place in management thinking and practice.
· Briefcase items to highlight key points
· Counterpoints are included throughout in each chapter.
· Each chapter closes with a ‘Summary and Interpretation’ section that reviews and explains important theoretical concepts.
Summary and Interpretation 

The primary focus of this chapter is upon the characteristics and dynamics of organization structure – how they are influenced by their wider environment and how key decisions makers attempt to manage their environment by designing effective structure. Many types of organizations exist. One important distinction is between for-profit businesses and nonprofit organizations. Managers strive to design organizations to achieve both efficiency and effectiveness. As the context of organizations becomes more turbulent and complex, managers and organizations face a range of intertwined challenges. Moreover, these challenges are tending to prompt a shift away from highly structured systems based on a mechanical model toward looser, more flexible systems based on a more organic model.
DISCUSSION QUESTIONS
1. Any definition of organization provides a way of ‘not seeing’ as well as a way of ‘seeing’. Discuss.

ANSWER: Students should come up with several definitions of an organization and discuss what the problems with these definitions are. Defining an organization within a certain perspective or paradigm can distort other meanings of the word, or the parameters under which it is studied. Defining an organization in a certain way can mean that other approaches to running it might be missed. 

Organizations are not static, and success might come from design rather than structure. 

Equally, when we say ‘organizations face challenges’ or ‘the company failed to …’ we probably do not mean all the people who work in that organization or company. In fact, organizations are often very diverse with different departments and factions pulling in different directions as well as attempting to cooperate with each other. 
This book takes into account the ‘political economy’ or organizations: ‘a theoretical framework that focuses on two key components of organizations and their interaction: the polity and the economy of organizations. The polity, or political system of organizations, is the constitution, or fundamental norms, of the organization and the system of authority, power, and influence. The economy is the economic structures and processes of the organization; that is, the system for processing and transforming raw materials into the goods and services that the organization produces.’
2. How do the challenges facing managers and employees within organizations influence one another?

ANSWER: The key element of an organization is not a building or a set of policies and procedures; organizations are made up of people and their relationships with one another. An organization exists when people interact with one another. The importance of people and their interactions is evident in a growing emphasis upon empowering employees by increasing opportunities to learn and to contribute as they work together toward ostensibly ‘common’ goals.
Managers deliberately structure and coordinate organizational resources to achieve ‘the organization’s purpose’. However, even though work may be structured into separate departments or sets of activities, there is a trend towards improving horizontal coordination of work activities, often using teams of employees from different functional areas to work together on projects. Boundaries between departments, as well as those between organizations, are becoming more flexible and diffuse as companies face the need to respond more rapidly to changes. Today, many companies are even cooperating with their competitors, sharing information and technology to their mutual advantage in joint ventures and other collaborative arrangements.
3. Identify some key differences between organizations and consider how the challenges affect them in different ways.

ANSWER: Some organizations are large, multinational corporations. Others are small, family-owned businesses.

Some manufacture products such as automobiles or computers, whereas others provide services such as legal representation, banking or medical services. Obviously different products and structures require different types of team and teamwork. 

A further important distinction is between for-profit businesses and nonprofit organizations. The activities of managers in for-profit organizations are directed primarily at producing goods and services in a way that retains the confidence of shareholders. Managers in nonprofits do not face this particular constraint. They may, however, encounter many other challenges. These include the difficulty of securing funding or raising capital or competing with profit-making businesses. The distinctive characteristics of nonprofit organizations created by this difference present unique challenges for their organizational leaders. Financial resources for nonprofits typically come from sources such as government grants, private foundation grants and donations, rather than from the sale of products or services to customers.

In businesses, managers focus on developing and positioning the organization’s products and services in ways that are intended to increase sales revenues. Nonprofit organizations are responsive to demands that are inadequately met by markets. In nonprofits, services are typically provided to nonpaying clients, and a major problem for many organizations is securing a steady stream of funds as well as staff or volunteers to continue operating. Nonprofit managers are often committed to serving a large pool of potential clients with limited income. To serve these clients, they are obliged to keep organizational costs as low as possible and, in order to secure funding, must demonstrate a highly efficient use of resources. As they do not have a conventional ‘bottom line’, it is more difficult or inappropriate for nonprofits to measure their performance in terms of returns on capital invested, for example. Nonprofits have, instead, to measure intangible goals such as ‘improve public health’ or ‘make a difference in the lives of the

disenfranchised’.
4. Illustrate and explore how we live in an organizational world.

ANSWER: With rapid advances in technology and communications, the time it takes to exert influence around the world from even the most remote locations has been reduced from years to only seconds. Markets, technologies and organizations are becoming increasingly interconnected.

It is now more feasible to locate different parts of an organization wherever it makes the most business sense: top leadership in one country, technical brainpower and production in other locales, depending upon calculations of where is best for cutting costs, generating revenues and thereby increasing the return on capital invested to shareholders. A related trend is to contract out some functions to organizations in other countries or to partner with foreign organizations to gain global advantage. India’s Wipro Ltd used to sell cooking oils; by 2012, the company had 140 000 employees in 54 countries, who develop sophisticated software applications, design semiconductors and manage back-office solutions for giant companies from all over the world. Many of Intel’s new chip circuits are designed by companies in India and China.

These organizations can often do the job 50 to 60 per cent more cheaply than companies based in more developed, but more expensive, capitalist economies, creating new advantages as well as increased competitive pressures. Companies large and small are searching for the structures and processes that can help them reap the advantages of global interdependence and minimize the

disadvantages.
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