Excuse me
young man!
Those aren't
freel
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CHAPTER 5: CHARTING THE FUTURE- ' ETCHEN

ORGANIZATIONAL ,s-rnugruns AND FIT




Welcome back, dear reader, to a world where young Atlas Black is about to receive a startling
call. In our last episode, Atlas found that hiring employees for his emerging restaurant is mucs
than he thought it would be. If he is to be successful in starting his enfrepreneurial endeave-
need to break with his old habits and finally get organized.

Picasso once said,

"Everything you can
imagine is real."
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Dude, chill out.

You missed class last wees
so I thought I'd give
you a wake-up call
this time.

Uh, oh. Thanks.
T'll see youina , : e
few minutes. / = = : ' \




+ 2bvod

$J0M25N02 JN0A
40 sjuawa|2 bujAJy Lsow
2y} 0 auo 2q upd spo3foud
dnoub 4oy su22.09 [DUOILDINPD
JnoA u uaas Ajqoqoud 24,n04 ‘3jdwioxs

S, V)
AN L) \). ‘sauoz

. — 404 "3W14 JO UMDP 2y 2oUIs 2doad
/ : WL .
1uzaa} jip 4o uoyozjuobuo ayy o4 pajjddo
uaaz aghow [ N\ 2q up3 uolsnionb sy

puD 5U011D20]
{uadajiip
$5042D
paJ4244p2s
s22A0jdw= Jo
SPUDSNOY L Yjim

o PRI
U23q ADY LDYL SU2YL0 YL N ,
|[ 4d29x2 juawuIzA0b Jo W04 )

Suo14pziupbuo : e 45dom ay4 si \GULuoEwa: "oyt

40 U1 DALSNY PIDS 22U0 [[1Y2JNY) UoLSUIM

doy4 |pijuatod W
2yl 2u1bowit I

A4V Uil
T siy4 do2|so
32Dq ||p4 04 fou
Ad4 05 uo)4pziupbao
1noqo 2q
04 pasoddns s) Appoy
2dni22| 2y} .=u\$

‘p2zi1uvbuo 240w
42b o4 paau am
MUyl T ‘2404 Aup
v mou gsnf |12y
O} pJDYy 0 puiy s,47
"WpaJp poob b spm
41 2gAbw 4O “wpaup
PPq © poy T yuiyy 1

‘P2|[D2 T uaym Auagpf
2[411] D pawa3s nok ‘og




Before we geft into
the challenges of
organizing for
today's modern
corporations, I'd like
to begin by giving
you anisYory ot
organization through
the ages.

One of the oldest recordec smames
organizations comes from oz o

found himself as the solz juaze o
daunting task since estimates sun
exceeded one million people =% “ne e

Jethro offered Moses some pracs oo

— = Moses that he should act as
Moses' father-in-law Jethro noticed the problem people. He should teach them ==

occurring with Moses being the sole authority on all effort to minimize troubles and o=
matters and he warned Moses that he would wear demonstrate how the people shouz e
himself out if he tried to handle such a heavy load alone. they are to perform.

These men would serve as judges for the
people at all times, but the difficult cases
would be brought to Moses.

This is perhaps the first recorded A similar idea is used today in our justice system, where “ne
example of a clear hierarchy of authority lower courts for easy-to-solve cases, and the Suprems Cau
- an arrangement of individuals handles the most difficult cases.
based on rank.
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Olic o the Fear mel Dude! You
el ude! You e
most famous wearisl

people to A dress'
discuss the ‘ >
importance of
unity of
command was
Niccolo
Machiavelli.

Y

His book The Prince was written in the early 1520
a practical guide to politics. It was confroversia
because of his "ends justifies the means” menta =
that is often viewed as mercenary and coldhearsas

For example, Machiavelli argued that love and fe=
cannot exist fogether, and it is better to be faames

than to be loved.

Wasn't that "better to
be feared" line in one of
the Godfather movies?

Yup! It was
in Iron Man, too.

Many other ideas concerning
the management of individuals :
also date back thousands of T wouldn't
years ago. One such idea is the want to play
span of control. Trivial Pursuit
with this guy!
Historically, a span was a unit
of measurement based on the
difference between the tip of
the thumb fo the tip of the
little finger. The idea of span
of control refers fo the
number of individuals that
should report to a single
manager. For example,
like the system
suggested by Jethro
to Moses, the Roman
military also used ten
as the number of
subordinates per boss.




Nothing is
s particularly hard \
if you divide it into)
| small jobs.
~Henry Ford

Another early managerial
idea is that of division of
labor. The idea is that if
you divide a task into
smaller and simpler tasks,
it is more efficient than
creating most products one/
at a time.

automobile mass production and the

much older,

Many folks associate this with Ford's early

industrial revolution, but this idea is actually

< inl1776 in
2m Smith's
‘< The Wealth
" lations, he

" zusses the

mal
“onization of a
factory. If a
2 'e worker
~“ormed all the
“20s himself

zn making a pin,
could only

w<e about 20

ins a day.

N :
1 ® &
K NN =

grinds it at the top for receiving the head. Under this
system, ten workers could make 48,000 pins a day.

However, the work would go much faster if jobs were divided
into multiple steps where one man draws out the wire, another
straightens it, a third cuts it, a fourth points it, and a fifth

I think I'm starting to get
the point! Get it?

You're such
a pinhead!

Of course,
Adam Smith did
not invent the
division of labor;
he was simply one
of the most
famous
economists to
explain the
idea.

|page 8




Early ideas of the division of labor date back fo Xenophon, a
Greek writer about 400 B.C. who wrote about division of labor
for making shoes. Xenophon argued that it is impossible for a
man of many trades to do all of them well. Tn large cities, one
man makes shoes for men,

You'll be faster than \ Do T look like
Hermes in these babies! \_ arunner to you?

I hear
was seen

Do you use imitation leather
for your repairs?

That doesn't even
exist yet.

There are even places where one man earns a living just
by mending shoes, another by cutting them out, another
Jjust by sewing the uppers together, while there is
another who performs none of these operations but
assembles the parts.

The term came into use after the French Revolution
in the late 1700s and refers to the structure, rules,
and regulations that control activity in most large

page 9 Iorganizaﬂons and government agencies. %

those who purs.e
specialized tase
do it bes®
The study of orgen :
and organizatone
structure canne® 5
complete withme
understanding <=z -
bureaucracy. The
comes from the &
word Biro,

Do you even know woe
they are? y




Today, many
are seen as

universities are

large organizations
bureaucracies. Many

bureaucracies. Many
government agencies

) \ are bureaucracies, and
many medium and larger
J : for-profit organizations
R are extremely
‘ bureaucratic,
.
r
: =
In today's

~“Zanization, the
‘oureaucracy” has
“2Tive connotation.
many, it brings to
an encounter with
2yees who claim a
2in task isn't their
jobor other
“zfficiencies. As e
“ents, many of you
‘2 felt the pain of
"9 from building to
2ing in an effort to
something as simple
s registering for
~asses or frying to
olete a degree plan. 7
2. passing the buck > ' \\\
s an issue in many \\\\ L
bureaucracies. A \\_ \\ }\\\ >
Ny 7

il SELhn

/ J \\
N
|

4
AT
b

\—-‘/

il

I need to
register.

7~ You'll need
to go to the office
\ across campus for
that.

me to come
here!

« Elements Description

Bureaucracy was not always seen in such a
negative light. In the early 1900s, Max
Weber, a German sociologist, developed the
concept of an ideal bureaucracy. In Weber's
day, like today, many organizations were run
in a dubious manner. Employees could be
hired and fired at any time, and even
talented employees might not receive a
deserved promotion because such positions
were often saved for the family of owners or
other top managers. Weber hoped that
bureaucracies could be used to provide a
more ideal organization of employees within
large organizations. The following slide
outlines key elements of Weber's ideal
bureaucracy, as well as some problems that
ocecur from bureaucratic structures.

Potential Problems for Modern Organizations

“'sion of Labor Tasks are specialized into different

departments within an organization.

Individuals might act as if a certain task isn't their
Jjob even when they have the ability to help
customers, suppliers, or other employees.

zrarchy of
thority to whom each employee reports.

There is a unity of command where it is clear

Individuals may not be empowered to make decisions,
and decision making can take longer if permission from
the next higher level in the hierarchy is always
needed.

“2rmal Selection Employees are hired based on their

qualifications.

Generally a good thing, this could increase the time it
takes to process qualified applicants.

“ules and Regulations
in the organization.

Formal rules govern the actions of individuals | Many organizations operate based on outdated rules

and regulations.

“ationality

flows upward to top managers.

Logical decisions are made where information Rationality doesn't always occur in organizations.
flows down from the CEQ or owner to lower
levels in the organization and information

Many subordinates do not support the ideas of

CEOs, and important information from low-level
workers may not always reach higher-level

decision makers. page 10
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In today's organizations,
instead of discussing if
they are bureaucratic or
not - because they all
are fo some degree - we
discuss how to structure
organizations in the
best form.

Unlike the history of
hierarchies in general,
the study of structures
is more recent - with
most developments
oceurring in the last
100 years or so.

The structures
I'll be discussing
now are all used
by organizations
today. The most
simple is called
Just that - a
simple
structure.

\) ’ ,,'

A\ )L

—

Welcome to the
Volk House B&B. I'm the
owner, manager, cook,
cleaner, and once a year

L'm the accountant,

In small mom-and pop-operations, such as
perhaps a bed and breakfast or small clothing

boutique, a single manager performs most
functions.

I wonder how to
make a Flaming
Moe.

In Moe's bar on The Simpsons, for example, Mece
is seen performing all the operations of the
business. The Comic Book Guy operating his own
small shop would also likely follow a simple
structure.

e TS

Trying fo relate comics to
management? That's nuts.

kiage 11!

As organizations
grow, many move
from a simple
: structure to a
\ ((@: functional structure

; wherein several
managers each

L oversee a different
' @ £ element of
e NS production,

So, you might h
that handles ac
that does mark:

In the TV sh:
Pennsylvania,
resource man

R

Jim Hulp;zr'r

Phyllis Lapin




S : We have just
~ And this can a few forms for

be a whole new you to fill out
opportunity for the before you can
company... officially start.

e o
=)

Our custom shakes

. | are available at our
— : two locations

1 worldwide.

How much is
it going to
cost?

So, you might have a department - —
that handles accounting and one
that does marketing and sales.

A functional structure is of fen used to organize
a company's individual locations, such as the
All-American Burger down the street.

And one for human resource
management.

In the TV show The Office, you see an example of a functional structure at their Scranton,

Pennsylvania, branch where Dwight, Jim, and others sell paper, another person handles human
resource management, and others manage the books.

Dunder Mifflin (Functional Structure)

Michael Scott

Regional Manager

\

SALES _Qu!;li‘ry Human Resources Accounting

Control

Jim Halpér‘é

) Toby Flenderson Kevn;\ ises Angela Martin
Creed Bratfton

|

Customer Service

Phyiis Lapin Dwight Schrute

Warehouse

Oscar Martinez

Kelly Kapor

That reminds
me! T have o TiVo
that show when T
get my cable turned
. back on!

Darry! Philbin

Jerry DiCanio

Lonnie Collins

3
Madge Madsen




such as mark

of the earliest companies to adopt this
structure was Gen

Look! I got some
Canadian candy bars!
An Aero bar and ¢ box
of smarties!

eting and human resources. One

eral Motors, as multiple

as Jim Beam

While there are si

each SBU, there
For example, ther

In general, multidivisi
organized by product o

onal structures tend to be
" geographical area. A third

. Courvoisier, and Maker's Mark.

milarities between products within

Multidivisiong| structures can also be used fo-

arge firms that compete in multi

a number of other brands, also has a
multidivisional structure.

are no similarities between SBUs.

e is no relationship between alcohol
and golf,

‘ I know a few
people who would
beg to differ.

I see your point and T
should elaborate further
There is limited benefit £2-
@ company that owns golf
products to own alcohol

products. Although the

same consumers

might use both products anz

7 | f even at the same place anc
Y (9 time, most alcohol is not

\/ consumed on the golf
course. So, most of golf

products and alcohol
. products are not shipped
\ A to the same

’n location.

Diversi
number
also ac!
Genera
relate -
engines
they he
folks s1
that "6




When CEOs are
considering making
acquisitions or
mergers, they often
try to incorporate
the idea of synergy.
Synergy is the hope
that two companies
together will
produce innovations,
cost savings, or

economies of scale I think a good example of the concept
Th‘ﬂ_ woqld not be of synergy is found in the Reese's
possible if the two Peanut Butter Cup. Chocolate and
companies were not peanut butter alone are one thing, but
combined. combined their powers result in a
mighty tasty snack.

P

HUMMER i We're
- ' keeping it in

Saturn

Chevrolet

4 AN the family.

"2 idea of synergy applies to diversified cor

zll. For corporations, diversification refers to the number
-~ different products a corporation manages. For example,
zneral Motors is engaged in related diversification

=cause their products generally relate to the automobile
“2ustry. They achieve synergy by owning their own auto cars. For example, the Chrysler PT
=rts supplier - GM auto parts. They save time and energy Cruiser uses the same platform as
“oking for and negotiating with suppliers. the Dodge Neon,

At another auto manufacturer,
Chrysler, they achieve synergy by
using the same platform for multiple

By the way, does
anyone know who
GE's first CEO was?
I ask this question
every semester and
was surprised to
find that it was the
Who Wants to be a
-iversified corporations that manage a \ L B Millionaire million
umber of more unrelated products can dollar question one

2'so achieve synergy. For example, night. The
..-aner'al Electric owns companies that » - participant, by the
clate to consumer electronics, aircraft - j ; X

:ngines, financial services, and NBC. Yet, way, missed the
“ney have a strong corporate brand. Many ' : ) question. Any
“olks still remember their advertisement thoughts?

“nat "GE brings good things to life.” [;:93—14'




No, but he
was a CEO
for GE in the
recent past,
S0 you're on
the right
track. Think
of someone
from much
further back
in the past.

Not that
long ago.

Hey, you're on your way towards

Al

becoming a millionaire.

That is one of th
arge mergers los

For individuals.
mutual funds or
are made up of
thousands of cc
minimizing the 1
performing poe
diversify you d«
management fu

The good news is e
that our company is twice as \
large as before. The
bad news is that our debt
has also doubled.

Unfortunately, many firms have trouble creating
Synergy. You must consider that when two
companies are combined, what generally happens
is that another level in the hierarchy is needed

page 15| to manage the new, larger company.

The nearly $100
billion loss after the
AOL-Time Warner
merger of 2002 was
the largest in U.S.
history.

If no synergy is achieved, this
actually makes an acquisition or
merger more expensive to run than
when the two firms were

Separate.

Some firms have
to avoid some ¢
pitfalls of cor
diversification. |
the problems »
discussed, some ¢
rely on a structe
up of a strategic
- a group of fir:

work togetr



T heard that the
merge just went
through. Hate to be
you, dude.

“nat is one of the reasons why more than half of
rge mergers lose value for shareholders.

Looks like my
stocks are up
again! And all T
had to do was
read the paper!

An additional problem ‘
is that mergers often result in
redundancies in certain
positions that often lead to
layoffs. So, CEOs have to
carefully manage corporate /
diversification. gL

But I thought ;
individuals should

iversify.

The old Aesop fable N
about not putting all your eggs in
one basket is certainly applicable to
individuals. However, the term
“diversification” has a different
meaning when applied to
corporations than it does when
applied to individual inves‘rmenfs./

Why would a toy company
purchase an educational
company, since your products
are often sold in
different locations?

It seemed like a
good idea at the
time.

For individuals, you can diversify by purchasing
mutual funds or retirement funds. These funds
are made up of a fraction of the ownership of
thousands of companies. Thus, you are
minimizing the risk of any one company
performing poorly. For individuals, when you
diversify you do not have to perform any
management functions.

For corporations, diversification refers to
managing only a few companies rather than
thousands. So, it only makes sense to make an
acquisition or merger if some level of synhergy is
gained to offset the costs of the purchase of
the company that will be integrated and the
costs of the new level in the hierarchy that may
need to be created.

~ The last structure you
should know about is a
matrix structure. A

Some firms have learned
to avoid some of these
pitfalls of corporate
diversification. To avoid
the problems we have
discussed, some companies
rely on a structure made
up of a strategic network
- a group of firms that
work together.

For example, Nike has relied on
this structure to a large degree
over the years. Instead of owning
their own shoe manufacturers
and retail outlets, they rely ona
strategic network. These
alliances can change over time if
needed. Indeed, many people are
unaware that Nike has
outsourced much of their
marketing efforts over the years
in addition to shoe production
and shoe sales.

I love that
movie. Red pills,
blue pills, which

\_do I choose?

Somehow, T
don't think ;
that's what he




A matrix structure blends
organization based on function
(such as human resources, sales,
accounting, design, or marketing)
with organization based
on product,

what's going

Hey, Peter,

Not now,
_ Lumberg!

Of course, each structure has its own frade-offs. The move

Office Space illustrates some of these problems when the

worker burnout.

main character, Peter Gibbons, complains about having eigh®
different bosses. So, the idea of unity of command in
Weber's ideal bureaucracy is violated with this type of
structure, which can create problems in accountability and

Of course, some
problems inherent in
a matfrix structure
can be problems in
non-high-tech
companies as well.
Are there any
examples that come
fo mind as jobs many
college students
hold that violate
unity of command?

I worked ina
couple of restaurants and each
manager had a different set of
rules they would enforce and a
different idea of the best
way that I should work.

This,
unfortunately, is
a very common
problem, and one
that is
particularly
prominent with
the matrix
structure.

In conclusion, we can think of approaching modern
organizations from an ideal perspective. In an ideal
world, there would be minimal levels of hierarchy

between the CEO and lower-level workers, often
referred to as a flat structure. However, since the
time of Moses, this approach has been impractical
due to needs o manage efficiently, Consequently,
more boxes are added to organizational charts.
Thus, we move from a very flat organization, such as
when Moses directly handled all issues, to a taller

organizational structure such as most militaries
where a smaller span of control is needed.
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