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Introduction 

Designing organizations is a complex exercise. Managers have to make choices about how to group individuals and structure their tasks. Organization design must take into account the company’s strategy, competitive environment, stage of the lifecycle and various other factors. In short, it is a fine balancing act. This fine book by Robert Simons, a Harvard School professor examines the various considerations that go into organization design.
An evolutionary process 

In the early days of an organization, business design receives little attention. Over time, problems emerge. The charisma of the founders becomes insufficient to manage a larger enterprise. Systems and processes become important. This is when a functional structure is typically chosen. Decision making becomes centralized. Over time, the functional structure becomes inadequate to respond to the needs of the market place. That is when a divisional structure becomes necessary. But with time, a divisional structure leads to fiefdoms. Coordination becomes difficult, resources are wasted and profitability declines. At this time, headquarters may take control. But this leads to red tape and decision making slows down. The pressure builds for simplifying the organization, divesting non core businesses and removing red tape. 

Reconciling tensions
Managers must design organizations that can adapt over time. Organizations have to learn to reconcile the tensions between:

· Strategy & structure
· Accountability and adaptability

· Ladders and rings

· Self-interest and mission success

Managers must design organizations to implement the current strategy and also allow new ideas to flow that will feed into tomorrow’s strategies. What is often forgotten is that structure determines how information from the market is processed and acted upon. Thus structure determines strategy and strategy determines structure in an interdependent fashion. 
Accountability is at the heart of organization design. People are answerable for performance on some measured dimension. While accountability is important, it should not discourage employees from experimenting and working on new ideas. 
A successful organization structure must not only take into account the ladders (vertical hierarchy) but also the rings (horizontal networks).

Human behaviour is a critical design variable. Organization design must promote the kind of behaviour that strikes the right balance between self interest and the organization’s needs.

The author defines organization design as the formal system of accountability that defines key positions in an organization and legitimates rights to self goals, receive information and influence the work of others.
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Key Design Principles
Organization design is the principal mechanism for legitimating authority and power through formal rights. Each manager stipulates the rights of subordinates to receive information, set specific goals of subordinates and influence the decisions of others. 

Four issues must be carefully examined before undertaking organization design:

· Customer definition – who is the primary customer?
· Critical performance variables – strategic intensions, tactics, milestones

· Creative tension – need to encourage experimentation & new ideas

· Commitment to others – importance of shared responsibility in achieving organizational goals.

The span of attention depends on:

a) Span of control: What resources do I control to get my job done?

b) Who do I need to interact with and influence to achieve the goals for which I am accountable?  

c) Who do I need to interact with and influence to achieve the goals for which I am accountable? 

d) How much support can I expect when I reach out to others for help?

Five key concepts shape organization design:
· Strategy shapes structure
· People have limited attention – limited information processing capabilities

· Organizations process information

· Units must be differentiated and integrated

· There are only a small number of configurations that describe most organization forms.

A company must be clear about who the customer is. The first step is to identify the people who receive utility from the value creation process and who routinely transact with the firm through markets. Then the firm needs to identify which customer to concentrate on. A consumer products firm may have retail customers as its primary customer while in case of a pharma company, it could be clinical physicians. 
The building blocks

The basic building blocks of any organization structure are market facing units and operating core units. Market facing units gather market data about customers, competitors, opportunities and threats. Responsiveness must drive the design of market facing units. 
Responsiveness must be balanced by efficiency. It is the job of operating core units to do just that. Managers of operating core units are responsible for standardizing work processes, applying best practices to the firm’s internal operations and ensuring efficiency through economies of scale and scope. The scarce resources must be distributed optimally between the market facing and operating core units.
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In the past, organization design was ultimately a trade off between responsiveness and efficiency. Information Technology is facilitating higher efficiency with an acceptable level of responsiveness. IT can forge very close links with customers. Dell is a good example.

Span of control is the range of resources for which a manager is given decision rights and held accountable for performance. Market facing managers usually want a wide span of control to maximize customer responsiveness. But as the span of control increases, there is duplication of resources leading to inefficiency. This is where the operating core comes in. The actual span of control chosen, would depend on what is more important, customer responsiveness or cost control. There are five possible designs:

· Low price – When customers are price sensitive, span of control must be wide for managers of internal operating functions. The operating core units must supply inputs to market facing units efficiently and cost effectively.
· Local value creation – Here, the basis for competing is tailoring products and services to suit the tastes and needs of customers in particular geographic regions. A significant portion of value creation must be located close to the customer. The managers of regional units have a wide span of control.

· Global standard of excellence - Here, companies compete by establishing excellence in product design, technology or brand attributes. Customers are defined on a global basis. Market facing units are configured by global product family, not by region or function. 

· Dedicated service relationship – Here, the focus is on offering important customers, a long term service relationship. Long term customer satisfaction and responsiveness to customer needs become the basis for differentiation.

· Expert Knowledge – Here, units are grouped by knowledge specialty. Customers reside in knowledge markets, rather than product markets. Cost efficiency is a low priority for such organizations. Experts in the market facing units (professors, research scientists, physicians) are allocated all available resources subject only to the constraint of revenue intake from the constituents who actually pay the bills.
Regardless of configuration, some functions such as finance must be centralized. Finance ensures that there exists adequate information to support accountability. Finance also provides critical shared services such as transaction processing, payroll, accounts receivable and cash sweeps. 
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Control Systems
Organization design demands the right performance measures. A good measure must be objective, complete and be responsive to the efforts of the individual whose activities are being monitored. In addition, a measure must be clearly linked to economic value creation. Most measures are used as part of diagnostic control systems to monitor organizational outcomes and correct deviations from pre set standards of performance.

There are various reasons for people failing to respond to diagnostic control systems. These include:

Confusing goals – Accounting measures may conflict with an organization’s strategy. Too many measures can also confuse people. These days, technology facilitates easy collection of information. There is always the temptation to measure too many variables. Focus on the critical performance variables is important. The power of technology should not be allowed to create confusion. It must be harnessed to increase efficiency and effectiveness.

Conflicting incentives – People may be rewarded for behaviours that are different from the behaviour senior managers desire. Incentives may be strongly driven by financial measures. 

Misalignment of accountability & control – Accountability and control may not be aligned. The span of accountability is defined as the range of trade offs that affect the performance measures used to evaluate a manager’s achievements. When the span of accountability is greater than the span of control, individuals are forced to become entrepreneurs. As Simons puts it, entrepreneurship is the process by which individuals pursue opportunities without regard to the resources they currently control. But the entrepreneurial gap must not be so wide as to cause frustration or deep anxieties about failure. Also, individuals must have the right personal attributes such as initiative and resourcefulness to succeed in such a context.

Faulty connection to value creation – Outcome measures may fail to respond to improvements in driver measures. Incentives play a key role in any control system. Incentives can go beyond pure financial awards. Hardwired incentives represent a direct connection between goals, results and rewards. Payouts are determined by a pre set formula. The problem here is that managers may negotiate lower goals, take actions that maximize the payout formula but do not lead to desired results. Soft wired incentives are determined subjectively based on effort. Such incentives facilitate the recognition of innovation, entrepreneurship and unique contributions in support of strategy implementation. Softwired incentives will be effective when subordinates trust the ability of seniors to recognize contribution. Superiors must also be willing to invest sufficient time to understand what is happening in the business. 

Inadequate competence & skills – Individuals may not be capable enough to respond effectively when given a wide span of accountability, demanding goals and insufficient resources. 
Stability vs Innovation

A critical task of leadership is to balance the natural forces of stability inherent in any organization structure with the need to constantly create and test new ideas. Horizontal linkages must connect silos. Span of influence defines the width of the net that an individual casts in collecting data, probing for new information and attempting to influence the work of others. If high levels of creative tension are needed to stimulate learning and adaptation, wide spans of influence may be desirable to ensure that the market facing and operating core units are interacting regularly. Creative tension can be injected by building interactive networks. These are the structures and systems that stimulate individuals to gather information and to influence the decisions of others. To build temporary interactive networks, ad hoc teams that cut across organizational boundaries can be formed. A stronger level of interaction may be facilitated through the formation of permanent cross unit teams.  Dotted line relationship is another mechanism. At the logical extreme, lies a matrix structure. 

Performance goals should be challenging but achievable. While facing difficult targets, people respond in surprisingly creative ways. When there are stretch goals, there should also be escape valves for failure. This is to ensure that unethical or damaging behaviour is not displayed by people in their enthusiasm to achieve the goal. 

Interactive control systems are the information systems managers use to involve themselves regularly and personally in the decision activities of subordinates. These systems serve as the hot buttons of senior management. They are primarily used for learning. Subordinates know that in meetings with senior managers, they will be challenged and asked to offer explanations and action plans in response to emerging information & trends.
Incentives must be properly designed for the interactive networks to work effectively. To promote collaborative behaviour, rewards can be liked to overall corporate performance. Another approach may be to base a substantial portion of the incentives on subjective evaluation, often supported by a 3600 evaluation process.

A balance must be maintained between creative tension, interactive networks and a wide span of influence on one hand and line-of-sight accountability on another. In rapidly changing dynamic markets, creative tension is more important. Innovation must be encouraged. In slower moving, less demanding industries, managers can narrow spans of influence and avoid interactive networks.

Managers must ensure that influence skills do not lead to politicking and other dysfunctional behaviour. To encourage and assist people to build and exploit interactive networks, training and job rotation are essential. 

Shaping human behaviour 
Simons believes human nature is an endogenous design variable. Senior managers must create conditions for people to display the desirable behaviours.

Commitment to others is an important factor. It can take two forms: willingness to help others achieve their goals and willingness to share information proactively with people of other units. The company’s choices regarding customer loyalty and the complexity of organization design influence commitment to others. When the need to achieve customer loyalty is high, commitment to others becomes critical. Employees must be willing to step outside their job descriptions to anticipate and satisfy customer needs. When the market is price sensitive and customer loyalty is less critical, commitment to others becomes less critical.
Commitment to help others is important when the value chain and structures are complex. Collaborative work style becomes a must because decision outcomes must be negotiated, goals must be reconciled and work must be coordinated. People must respond to requests for help.
Shared responsibilities are the obligations that individuals assume to help others who are working towards shared goals. Shared responsibilities include responsibility to customers, the mission, the team, constituents.  
The span of support is the range of support that an individual can anticipate and expect from people in other units. Attempts to widen span of support through shared responsibilities may be thwarted when:
a) Individualized incentives create a destructive attitude.
b) A culture of winners and losers discourages collaboration.

c) Senior managers are quick to find fault with people for failures. Then it becomes difficult for people to stick their neck out and become associated with activities outside their span of control.

Shared purpose is important if people must form a cohesive group that pulls together. 

Trust plays an important role in promoting shared responsibilities. When there is trust, people are confident that stepping forward to help other group members will be reciprocated in the future. When the need for trust is high, promotion from within is the norm. If people must reach out and help others, leaders must send the right signals and lead by example.

Design Intervention 
Organization designs can be changed in a number of ways. Design interventions can range from evolutionary to revolutionary. A soft intervention means the basic structure is not changed. The focus is on changing the patterns of action. The first step may be to promote create tension and interactive networks through mechanisms such as task-forces, cross unit groups and dotted line relationships. Stretch goals, cross unit cost allocations and interactive control systems may also be used to foster interactive networks. Leaders can send clear signals about the importance of assuming shared responsibilities.

In a hard intervention, managers redraw the organization chart to redefine market-facing and operating core units and to reallocate resources. Often, a new structural configuration results. Spans of control are realigned and new accountabilities are assigned to individual managers and units. This type of intervention can create high levels of anxiety. Hard interventions are unlikely to succeed over the long term unless the soft levers ensure that the supply and demand of resources in the new organization are in balance. 

Conclusion

The following interrelated steps are involved in organization design:
1) Examine the 4Cs: Customer definition, critical performance variables, creative tension and commitment to others.

2) Apply the tools at hand: resources, measures and awards, out-of-the-box pressure and leadership.

3) Design the four levers: unit structure, diagnostic control systems, interactive networks and shared responsibilities.

4) Align the four spans: control, accountability, influence and support.

An organization must remain flexible and be capable of changing over time. Structure is not merely a passive reflection of strategy. Structure affects people, how they relate to each other and how they question assumptions, experiment and learn. Organization design must recognize the tension between allocating resources to implement today’s strategies and creating pressures for people to adapt for tomorrow. 

The human factor plays a key role. Indeed, the most important ingredient in any organization design is the ability to preserve the spontaneous human ingenuity that can figure out how to create new opportunities and overcome obstacles along the way. Different designs require people with different skills, aptitudes and preferences. But regardless of these differences, if any organization is to succeed and endure, it must respond to the basic needs of the people who populate it. These needs are personal gain, safety, leering and bonding.
