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Pricing strategy

Lower margins because

price is a prime custom-

Higher margins

because price is not a

Inventory strategy

lower cost

er driver prime customer driver
Maintain capacity
Manufacturing |Lower costs through |flexibility to  buffer
Strategy high utilization against demand/ supply
uncertainty
Maintain
Minimize inventory to |buffer inventory

to deal with demand/

supply uncertainty

Lead time strategy

Reduce but not at the

expense of costs

Aggressively reduce
even if'the costs are sig-

nificant

Supplier strategy

Select based on cost ‘and

quality

Select based on speed
, flexibility, reliability
and quality.

Source

www.FirstRanker.com

Marshall L. Fisher “What is the Right Supply Chain for your
Product?”, Harvard Business Review (March — April 1997), 83-93.

To understand how a company can improve supply chain

performancein terms of responsiveness and efficiency, onehasto examine

the four drivers of supply chain performance: facilities(warehouses),

inventory, transportation, and information.

These drivers not only

determine the supply chains performance in term of responsiveness and
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efficiency, they also determine whether strategic fit is achieved across

the supply chain.

For each of the individual drivers, supply chain managers must
make a trade-off between efficiency and responsiveness. The combined
impact of these drivers then determines the responsiveness and
efficiency of the entire supply chain. Table 16-3 shows the logistics-mix
for responsiveness and efficiency.

Table 16-3 Logistics-Mix of a firm for Different Responses

Elements Responsiveness Efficiency
Fewer and concen-
Warehouses More and distributed
trated
Inventory High level Low level
Faster mode, high
Transportation Slow mode, low cost
cost.
Information needs Information needs
Information
and-costs are high and costs are less.

Creating superior value

Superior value can be created by meeting service expectations of

customers andireducing the costs of logistics.
(i) Meeting service expectations

Services expected by customers and the possible logistics design

implications are given in Table 16-4.
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Table 16-4 Logistics design and service expectations

S.
N Service Expectation Design Implication
0
Reseller assistance required
Integrated supply or total ‘
, _ |to bundle the offer along with
1. |solution (product variety
complementary products/
and assortment ) _ _
service of other suppliers
Reseller has to hire third-party
service provider such as added
5 Local customization - |[resellers to make final modifica-
" | Postponement strategy tion in the product or supplier-
owned regional assembly facili-
ties
Reseller has to maintain a stock
Emergency delivery(less|(Central warehouse) and either
3. |waiting time ) Logistics|have a own'delivery service
speculation strategy ( serviee website ) or tie up with
adelivery service providers
. Reseller has to hire sales engi-
4. |Technical support .
neers and technical personnel
‘ | Frequent deliveries. Reseller has
Lot sizes-small Logistics o _
5. ) to maintain a stock or tie up
speculation strategy ) ) . )
with a delivery service providers
Product standardization .
) Central warehouse, service
6. |and low price - Specula- _ . o
. website, direct enquiries
tion strategy
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(i) Postponement strategy

When the key element in a supplier firm’s proposed value
proposition is local customization, a postponement strategy is
appropriate. Here, the supplier delays final changes to an offering’s form
until the last possible moment through the use of third-party service
providers or supplier-owned regional assembly facilities. For example, if
physical modifications to products are necessary, the supplier firm might

partner with local assemblers, fabricators, or value-added resellers.
(ii) Speculation strategy

When low price and product standardization are the key elements
of the value proposition, a speculation strategy is recommended. In
term of physical products, a supplier firm speculates by manufacturing
them in a large lots, storing them in inventory in a central location in
anticipation of orders, and shipping them in bulk directly to customer
firms or to reseller for sale to other customer firms in small lots. To
speculate with technical support service, the supplier might provide
customer firms with self-help manuals or software, operate an Internet-
base technical service site, or direct customer inquires to a telephone

support center.

Logistics speculation strategy. When the key element of the value
proposition is emergency delivery, managers turn to logistics speculation
whereby a vendor producesstandardized products and either stocks inventory
in supplier-owned local distribution centers or relies on overnight delivery

services, to shipdhem from a centralized warehouse.

Information Systems Strategies

A management information system is complex and therefore
needs an overall plan to guide its initial development and subsequent
change. The plan will be referred to as an information systems plan,
master development plan or information resources plan. The need for
planning is obvious as companies that plan tend to achieve better results

than companies that do not plan.

Contents of Information system plan
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What does an MIS plan contain?

The master plan typically has two components-a long range plan
for three to five years or longer, and a short range plan for one year.
The long range plan provides general guidelines for direction and the
short range portion provides a basis for specific accountability as to

operational and financial performance.

The master development plan contains four major sections:

1. Information system goals, objectives and architecture.

2. Inventory of current capabilities

3. forecast of developments affecting the plan

4. The specific plan.
Goals

A very important fundamental concept of information system

planning is that the corporate strategic plan should be the basis for
the MIS strategic plan. Alignment of MIS strategy with organizational

strategy is one of the central problems of MIS planning. That is why MIS

plan is referred to as derivative of corporate plan.
The goals section as such might contain descriptions of the following:

1. Organizational goals, objectives and strategies

2. External environment (induastry, government regulation,

customers and suppliers)

3. Internal organizational constraints such as management

philosophy
4. Assumptions about business risks and potential consequences
5. Overall goals, objectives and strategy for the information system

6. Architectureoftheinformation system (categories of information

or applications)

Current Capabilities

This is a summary of the current status of an information system.

It includes the following.

1. Inventory of hardware, general purpose soft were, applications
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systems, personnel

2. Analysis of expense, hardware utilization, software utilization,

personnel utilization

3. Status of projects in process

4. Assessment of strengths and weaknesses.
Forecasts

Planning is affected by current and anticipated technology. Broad

technological changes can be perceived several years before they become
generally available. The impact of such developments as personal
computers, local area net works, data base management systems and
office automation should be reflected in the long range plan.
The specific plan
The plan should include:
1) Hard ware acquisition schedule
2) Purchased soft ware schedule

e Systems

o Applicationss

3) Application development.schedule

4) Soft ware maintenance and conversion schedule
5) Personnel resources required and schedule of hiring and training
6) Financial resources required

By object of expenditure (hardware, software, personnel)

By purpose of expenditure (operations, maintenance and

development)
MIS Planning process
How is MIS planning made?

Bowman, Davis and Wetherbe developed a three-stage model of

information system planning process. It is as given below:
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Organizational Information

. . Resource
requirements analysis

Strategic

1. Strategic Planning Stage

In this stage, objectives, goals and strategies of information system
will be defined in such a way that they align with the organizations

objectives, goals and strategies.

a. Derivation of information systems strategy from organizational

planning.

For example, if the organization’s objective is to implement quality
circles the objective of MIS is to provide data base on quality control and
provide access to quality circles in the required form. Strategic grid is a

useful tool in this regard.

The grid is a diagnostic tool to understand the role of MIS in
an organization. The position in the grid explains the needed level of
top management involvement and the relationship-of the MIS plan and
organizational plan (i) & (ii) Integration of corporate Planning &MIS
planning(iii) Guidance from corporate plan for alignment; Detailed
operational and capacity planning by<MIS function.(iv) No guidance

from corporate plan

Stratégic impact of planned

Application development portfolio

Low High
Strategic (i) -
Impact of
Existing Supbport Turnaround
Operating (i) (i)
Applications Factory Strategic
High

Figure 16-1 Strategic grid
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b) Strategic fit with organization culture

MIS should fit with culture of organization which reinforces
values, norms and beliefs about the organization. If the culture is not
clear to information system planners, clues can be obtained from the

following sources

o Stories --- particular stories or incidents popular with

organization
o Meetings --- Items in agenda considered important by managers

o Top management behavior --- the concern shown by top

management shall be concern through out the organization

« Physical layout --- the location of activities and relative positions

and size of facilities, offices etc
« Rituals --- Banquets, parties, orientations—reflect values

o Documents --- What is written by Whom and to whom can help

understand ends and means of an organization.

These clues can be organizedinto “rules of the game” and classified

into organizational tasks and relationships.
c) Strategy Set transformation

It is used to produce objectives, goals and strategy for MIS by the

following steps
» Explicatethe organizations strategy set

o Identify the stake holders and their goals and identify

organizational goals and strategies of organization for each

group

« Validate the organizational goals & strategies by asking

management.

» Transform the organization strategy set into MIS objectives in the

light of identified constraints and formulating MIS strategies.

2. Organizational Information Requirements
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Information requirements are essential organization wide level for
information system planning, identifying applications and planning
Information architecture. There are four strategies for determining

information requirements.
1. Asking

Closed questions; open questions, Brain storming guided

brainstorming and group consensus.

2. Deriving from an existing information system

e~

in the organization

P in other organization

P in text books or studies

P Proprietary system or package

3. Study of utilizing system (object system analysis)

Several methods have been proposed as given below:

Primary requirements orientations
Method
Organisation Application

Normative analysis X
b. Strategy set X

transformation
c. Critical factors X

analysis X
d. Process analysis X
e. Ends-means analysis X
f. Socio technical analysis X
g. Input-process-output analysis X

3. Resource allocation

The last stage is the resource allocation to determine which
application shall be implemented and in what order. Since information

system resource are limited not all projects can be done at once. Each
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project is to be analyzed in terms of the following factors.

i. Expected Profit improvements or cost savings -quantitative and

qualitative.

ii. Need basis -need of the system to have the development proceed

in an orderly fashion
iii. System management factors---priority projects.
Four approaches are generally used in resource allocation
1). Comparative cost or Benefit

a. ROI- A simple traditional approach to evaluating profitability of

investment is return on investment method.

b. Zero based budgeting-It implied budgeting investment from

scratch without consideration of previous evaluations.

2).  Portfolio approach —-Considering a set of investment proposals

and evaluating them together to arrive at right combination.

3). Charge out- It is the method of charging the users. Based on

utility the proposal is considered.

4). Steering committee ranking-Top level committee that is set up for

evaluation and development ranks the proposals.

Summary

Physical distribution refers to the process of moving goods
to customers from the.factory gates of manufacturers. In includes
warehouses, inventory, transportation, information and packing. The
systems concept’of distribution led to integrated logistics system and
now to supply chain management. Logistics can contribute to savings in
both time and cost and enhance promotional value of products. Logistics
design involves service-cost trade off. Service elements of logistics
include delivery time, delivery reliability, order accuracy, information
access, damage, ease of doing business and value-added services. Supply
chain management is the integration of business processes from end user
through suppliers that provides products, services and information that
add values for customers. Supply chain components include customers,
retailers, whole sales, manufacturers and suppliers. Supply  chain
strategy represents a value chain and forms a subset of competitive
strategy. Supply chains can be responsive or efficient by design. MIS

development is a continuous process. MIS managers have to become
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aware of the technological advances in system hard ware and software
to make MIS more effective. Users should be enthusiastic to utilize the

system. Top management support is essential for MIS to thrive
Self-Assessment Questions

1. Physical distribution and logistics
Supply chain and value chain
Integrated logistics system
Postponement strategy

Logistics speculation strategy.

2.

3

4

5

6. Speculation strategy

7. Strategic Planning

8. 3-stage model of IS planning
9. Strategic grid

10. Strategy set transformation

11. Resource allocation

Activities

1. Visit Websites of five large organizations and prepare.a report an ‘IT

strategies of large companies.

2. Conduct a study on logistics system of local enterprises and make a

class room presentation.
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UNIT -V

Lesson 17 - Planning And Resources Allocation

Lesson Outline

Introduction

Planning defined

Nature of planning

Types of plans

Steps in planning

Resource allocation

Methods of resource allocation
Resource allocation process
Problems in resource allocation
Summary

Self assessment questions

Activities

vV VvV VvV VvV V V V V V V V V V

References

Learning Objectives
After reading this lesson you should be able to

» Understand the concept of planning and examine its nature
» Illustrate and explain the steps in the process of planning

» Examine the elements of planning

Introduction

While planning is the first step in formulating strategies

resource allocation in the creative process of allocating resources into
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competences that could be used to garner competitive advantages.
C.K. Prahlad and Hamel see resource allocation in an organization as
a portfolio of resources and competences. Strategic managers have to
take adequate care in identifying the resource allocation needs and make

right allocations.
Planning - defined

Planning is a way of organizational life. Planning is futuristic,
decision oriented and goal driven. It is the first function of management
and is the foundation for other functions like organizing and controlling.

Here are some definitions on planning

“Planning bridges the gap from where we are to where we want to
go. It makes it possible for things to occur that would not otherwise

happen”.
“Planning involves selecting missions and objectives and
achieve them; it requires decision making.”

BHEL used Delphi technique to explore future direction of power
development. Firstly, it canvassed an open ended questionnaire to the
engineers in several plants to give.ideas for technological breakthrough
for 30 to 40 years. In the second round these were summarized and asked
to be prioritized. In the third round the estimated timings and rationale
for forecast was asked.'This helped BHEL not only to get 19 different
forms of energy sources but also provided “refined guest mates” The
results were helpful in corporate planning and for formulating R & D

projects.

Nature of Planning

There are four major aspects here.
(i)  Its contribution to purpose and objectives;
(ii) Its primacy among the manager’s tasks;
(iii) Its pervasiveness, and

(iv) The efficiency of resulting plans
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Planning precedes all the other managerial functions. It involves

setting up objectives necessary for all group efforts. Every executive

should plan about recruitment, structure and controls. Figure 17.1 show

the kind of contribution planning makes.

Necessary for

What kind of organisation

structure to have

i Which helps us know

What kind of People we

need and when

and how to achieve

them

v

and direction

Which effects the kind

of leadership we have

lead people

How most etfectively to

of plan

in order to ensure success

control

By turnishing standards of

Figure 17.1. Key decisions in planning

Primacy

Planning is the first function leading to other functions in man-

agement. Figure 17-2 shows the linkages.

* Purposes or missions

* Strategies
* Procedures

* Programmes

* Objectives or goals

* Policies
* Rules

* Budgets
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PLANNING
setting Objectives
deciding how to
accomplish them

. il

.

rganizing - teaming

l

i|Leacling - performance

|

_,|C0ntmlling - results

Figure 17.2: Planning in Management

Productivity

-

for

Pervasiveness

Planning is the function of allymanagers; from the head of a gang
to a factory crew. Managers at all levels and in all functions have to
engage themselves in planning” Without planning they will be in dark

not knowing where to go.
Efficiency of plans

Planning and Controlling are the Siamese twins of management.
Plans are.efficient if they achieve their purpose at a reasonable cost
where cost is measured not only with cost or production but also in the
level of individual and group satisfaction. There are occasions where

programmes are good but failed due to poor morals.
Types of Plans

The failure of managers to recognize that there are several types
of plans has often caused difficulty in making planning effective. Plans

encompass any cause of future action and hence vary as under.
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Purposes or missions

Identifies the basic task of a firm or agency. Ex. Purpose of

business is the production and distribution of goods and services
Dupont - Better things through chemistry

Kleenex - Production and sale of

paper & products
Hallmark - Social expression of business

] & ] - First responsibility to doctors,

nurses, patients and mothers

Dow chemical - Sharing world’s obligation for

the protection of the environment

Conglomerates express their mission as ‘synergy’ which is

achieved through combination of a variety of companies.

Therefore mission is the organization’s purpose and fundamental
reason for existence. A mission statement is the broad declaration of
the basic. Unique purpose and scope of operations distinguish the

organization from others.
Objectives and goals

Planning aims at goal setting.” Goals and objectives are ends
towards the activity aimed. They represent the end toward organizing,
staffing, leading and controlling. Each department may have its own
goals, which contribute to' objectives of organizations as illustrated

below.

Production department  |Producing 22 units per day

Marketing department |Selling 25 units per day

Training 200 managers in the
Personnel department

first quarter.
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Invest Rs. 200 crores with

Finance department 32% return on investment in

the current year.

Goals serve many purposes like the following
* Increase performance * Clarify expectations
* Facilitate the controlling function * Increased motivation

Goals have levels that compare with hierarchy of organization as depicted
in Table 17-1

Table 17-1 Plan types

Type of Time |Management| Focusof
Type of plans Description
goals range level plans
Strategic plans | Strategic Broadly de- |5 years Top Organization
goals fined targets management |level
or future

end results

set up by top

management
Tactical plans | Tactical Future- ‘end | 1-5 years | Middle Department
goals results  set management | level
up by middle
management

for specific
departments

or units
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Operational [ Operational | Set by lower | One year | Lower Unit/group/
plans goals management management |level

that address individual

measurable

outcomes
required
from the

lower levels

Peter F. Drucker gives eight major areas for goal setting by

organizations.
*Market standing *Innovation
*Human resources *Financial resources
*Physical resources *Productivity
*Social responsibility *Profit requirements
Strategies

Strategies are grand plans in the light of what.it was believed
an adversary might or might not do. Strategy-may be defined as
follows. “Strategy is the determination of basic-long term objectives of
an enterprise and the adoption of courses.of<action and allocation of
resources necessary to achieve these goals™

A strategy might include such<as marketing directly rather than
through distributors or concentrating’on proprietary products of having

a full time of autos ex: General Motors.

Strategies are of two types

Generic strategies - involve organization expansion in some select areas.
The generic strategies include -
P Overall cost leadership

p Differentiation
P Focus

Grand strategies - A master strategy that provides direction at the

corporate level
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Concentration
_| Growth strategy ’< Integration (vertical horizontal)

Diversification

Grand strategies |——| Stability strategy | —— Harvest

— Turnaround

—| Defensive strategy I— Divestiture

Bankruptcy

Liquidation

Figure 17.3.Major Grand Strategies
Policies

Policies are plans or general statements or understandings that
guide or channel thinking in decision making. Policies define an area
in which decision is to be made and ensure consistency to objectives.

Policies help managers maintain control and delegate authority.

Policies exist at all levels in an-organization. They may be major or
minor. Policies include hiringtrained engineers, encouraging employee
suggestions, confirming te-high standards, setting competitive prices,
cost plus pricing etc. ~Companies can have policy manuals which may
stipulate non-acceptance of gifts from suppliers, favours of entertainment

or seek outsidecemployment.

Making policies is difficult for

» They are seldom defined in writing

» Delegation of authority will create confusion

» Actual policy may be difficult to ascertain and intended policy may

not be clear.

Policies are necessary at different hierarchical levels as shown in Figure
17-4
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| President |

:

| Vice-president sales |%Company policy of aggressive price competition

Policy of competing aggressively only in non proprietary product

| Regional sales manager |% .
lines

Policy of limiting district sales managers to special price

| District sales manager | < concessions not exceeding 10% - then only when necessary to get

an order.

Figure 17.4 Policies at different levels

Procedures

Procedures are plans that establish a required method of handling
future activities. They are guides to action, rather than thinking and they
detail the exact manner in which certain activities must be accomplished.
Procedure is thus a prescribed series of steps to be taken under certain
recurring circumstances. Well-established ones are called ‘Standard
Operating Procedures. Ex: In Banks SOPs govern how tellers handle
deposits.

The following procedures are common and f@re across different

departments.

Production Department release.of'stock

Traffic Department - shipping means & route

Finance Department - <oustomer credit approval,

acknowledgement receipts

Marketing Department

for original order

Rules

“A statement that spells out specific actions to be taken or not taken in a

given situation”

Unlike procedures, rules do not normally specify a series of steps. They

dictate what must or must not be done.

Ex: 1. “No Smoking” is a rule unrelated to procedure.
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2. Fraction of more than half ounce should be treated as one ounce.

Policies guide decision making, but rules allow no discretion in

decision making.
Programmes

Programmesinvolve different departments or units of organization
composed of several different projects which may take about one year to

complete. Programme may be defined as follows.

“A programme is a comprehensive plan that coordinates a complex

set of activities related to a major non recurring goal”.

“Programmes are a complex of goals, policies procedures, rules,
task assignments, steps to be taken, resources to be employed and
other elements necessary to carry out a given course of action

supported by budgets”.
Examples of programmes are

1. A major airline acquiring $400 million fleet of jets

2. Five year programme to improve status and quality
of supervisors.

3. A minor programme of a supervisor to improve morale
of workers.

Making programmes-include six steps:

i. Dividing the project into parts

ii. Determining relationships and pulling in a sequence
iii~Deciding responsibilities for mangers

iv. Determining how to complete and what resources are necessary
v. Estimating time requirements

vi. Developing a schedule of implementation

A primary programme may trigger off a series of small programmes.
Budgets

Budget isa numberized programme. It can be defined as follows.

“Budget is a statement of expected results expressed in numerical

terms”
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Budget can be expressed in financial terms, labour hours, units,

machine hours etc. It may show expenses, capital outlays, cash flows etc.

A budget is a fundamental planning instrument. Budget forces precision

in planning.

» Flexible/variable budgets - vary according to the level of
output
« Programme budgets - an agency to identify goals,

develop programmes to meet them and give cost estimates.

o Operating budget - A finance plan for each
responsibility during budget period.

« Capital budget - Budget for Mergers &

Acquisitions, divestiture of fixed assets.

Steps in Planning

Planning is a step by step process. It involves the following steps.
(i) Being aware of opportunities

Every planner should scan the -external environment for

opportunities and threats.

(ii)  Establishing objectives
Planner has to identify, the objectives for the enterprise or unit.

They should be specific and ‘measurable.

(iii) Developing premises

Planner has to go about understanding the current and future
environment in which the goals can be accomplished. Forecasting
based on published reports and research is necessary to know the future
scenarios. Clear assumptions about the environment are outcome of
this step.

(iv) Determining alternative courses

Planner has to develop a large number of alternative courses of

action for examination.
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(v) Evaluating alternative courses

Evaluation can be done only when a planner has clear guidelines
for determining and comparing worth of each alternative course of action.
Criteria like return on investment, risk, time horizon and limiting factor

may be employed to evaluate the alternatives.
(vi)  Selecting a course

On evaluation the planner will use his or her judgment to decide

upon one course of action, which is appropriate or right for the company.
(vii) Formulating derivative plans

To support basic plan it will be necessary to develop a series of

minor plans. .
(viii) Numbering plans by budgeting

For each department budget allocations will be necessary to
facilitate the implementation of the plans. Planner has to make the

resource allocation as such properly.
Resource Allocation

The resources may be existing with a company or many be
acquired through capital allocation. Resources include physical, financial

and human resources essential for-implementing plans.

Resources are broadly of four categories.

1. Money

2. Facilities and equipments

3. Materials, supplies and services
4. Personnel

Decisionsinvolvedinallocation of resources have vital significance
in strategy implementation. In single product firms it may involve
assessment of the resource needs of different functional departments. In
the multi divisional organization it implies assessing the resource needs

of different SBUs (discussed in lesson 4 of Unit I) or product divisions

Redeployment or reallocation of resources becomes necessary
when changes take place. The redeployment of resources is quite critical

when there are major changes and shifts in strategic posture of company.
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Redeployment of resources may arise due to strategies of a company to

grow in certain areas and withdraw from the other.

Methods of Resource Allocation
Based on Percentages

Usually, companies have been following system of allocation of

resources by percentages.

The following arguments reject this method.

It may not serve much purpose these days. They may be of help

only in making some comparisons.

Theallocation of resources should not be based on their availability

or scarcity as it may prove to be counter productive.

The resource allocation should be made with regard to strategies
of a company for its future competitive position and growth. The
decisions of resource allocation are also closely connected with the

objectives of a company.
Based on Modern Methods

Other methods include -Portfolio models, product life-cycle
charts, balance sheets, profit and loss statements income statements. When
retrenchment or turnaround . strategies are implemented zero-based
budgeting is used. During mergers, acquisitions and expansion, capital

budgeting techniques aré suggested.

Resource allocation is not purely a rational technique but is based
on several behavioral and political considerations. The other analytical
conceptual models used for strategic choice are growth share matrix,

‘stop light’, and Directional Policy Matrix used in multi divisional firms.

A more comprehensive approach to management decisions on
resource allocation is provided by the budgeting system carefully geared

to the chosen strategy.
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Resource Allocation Process

A framework for the strategic budgeting process is shown in the following

chart.
Corporate Corporate Goals and Tentative Budget Summary
Level objectives strategy resource al-  requests are  Budgets are
and strategy  either ap- locationsare  reviewed and prepared
are stated proved or made and approved
along with altered budgets are
assumptions
- £
. 4 i o -
SBU objec-  Premises and Prliminary  Changes Approved
tives and forcecasts are  budgets are  inresource  budgets are
strategy are  prepared prepared requirements received and
defined are proposed final plants
SBU Level are made
Figure. 17.5.The resource allocation process
Source

William F. Glueck & Lawrence R. Jauch, Strategic Management .
p- 316)

Top management initiates the process. In large organizations
the budget department at the headquarters provides all information to
the SBUs and- advises them in connection with preparation of budget
proposals:

Strategy communication

As the first step in the process, the corporate objectives and
strategy are stated along with the environmental and competitive

conditions to be communicated to the SBUs (organizational units).
SBU initiative

They in turn draw up preliminary budgets after defining the unit-

wise objectives and strategies.
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Negotiation

The process involves a series of negotiations among managers at
the SBU and corporate levels. For instance, unit manages having defined
the objectives and strategy of the unit prepare the premises and forecasts

which are sent for approval by the top management.
Preliminary budget

Tentative allocation of resources takes place at the corporate
level and budget proposals are called for on that basis. The preliminary
budgets indicate changes in the resource requirements as compared

with the previous period.
Proposals sent

Based on the preliminary budget units draw up their plans
and programmes. And make proposals. The proposals are sent for

consideration of the top management by the SBUs.
Approval

Only on approval of the proposals the
Problems in Resource Allocation

There are several difficulties in resource allocation. The following are

some of the identified problems.

i) Scarcity of resources

Financial, physical, and human resources are hard to find. Firms
will usually face difficulties in procuring finance. Even if fiancé is
available, the cost of capital is a constraint. Those firms that enjoy investor
confidence and high credit worthiness possess a competitive advantage
as it increases their resource-generation capability. Physical resources
would consist of assets, such as, lard machinery, and equipment. In a
developing country like India, many capital goods have to be imported.
The government may no longer impose many conditions but it does

place a burden on the firm’s finances and this places a restriction on
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firms wishing to procure physical resources. Human resources are
seemingly in abundance in India but the problem arises due to the non-
availability of skills that are specially required. Information technology
and computer professionals, advertising personnel, and telecom, power
and insurance experts are scarce in India. This places severe restrictions
on firms wishing to attract and retain personnel. In sum, the availability

resources is a very real problem.
ii) Restrictions on generating resources

In the usual budgeting process these are several restrictions for
generating resources due to the SBU concept especially for new divisions

and departments.
iii) Overstatement of needs

Over statement of needs is another frequent problem in a bottom-
up approach to resource allocation. The budgeting and corporate
planning departments may have to face the ire of those executives who
do not get resources according to their expectations. Such negative

reactions may hamper the process of strategic planning itself.
Summary

Planning is the 'first and very important step in strategic
management Planninginvolvesforecastingand decision making to design
future operations.” Planning involves deciding purposes or missions,
objectives or'goals, strategies, policies, procedures, rules, programmes
and budgets. Planning involves lower(operational), middle(tactical),
and top(strategic ) management levels and covers both long and short
range time periods. The next step to planning is resource allocation
that is budgeting. There are several methods which include portfolio
models, product - life cycle analysis, zero based budgeting and capital
budgeting techniques. Resource allocation involves some problems.
Scarcity of resources, restrictions on SBUs and over statement of needs
are problems. Redeployment of resources is essential when changes take

place in the strategies of the firm.
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Self -Assessment Questions

1. Define planning and illustrate it as an important function of

management

Outline the steps in planning process.

What are the elements of planning? Explain them with examples.
Examine the significance of planning function.

What is resource allocation? Explain why it is studied with planning.

A

What are the different methods of resource allocation? How is it done

at different strategic levels?
7. What are the steps in developing resource plan of organizations?

8. Examine the problems in resource allocation and how companies

overcome the problems.

Activities

1. Visit the website of a public sector unit and examine how corporate

planning is done in that organization. Note the details.

2. Go to an educational institution (a college or a university) in your
place. Discuss with strategists Viz.,Vice-Chancellors, Principals,
Registrars, Deans or Secretary and Correspondents and discuss how

they allocate resources to the departments. Record the findings.
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Lesson 18 - Organization Structure And Culture

Lesson Outline

Introduction
Concepts

Key elements of organization structure and design

vV V V V

Organization design decisions

» Boundary less organization

» Learning organization
Organization culture -Concept
Influence of culture on strategy
Cultural web
Cultural audit
Summary
Self Assessment Questions

Activities

vV Vv VvV Vv VvV V V V

References

Learning Objectives
After reading this lesson you should be able to

»> Define organization structure and design

» Describe the key elements of Structure and differentiate them.

Introduction

No other topic in strategic management has undergone as much
change in the past few years as that of organization structure and culture.
In the lesson 4 of Unit I a detailed discussion on structures is given

with illustration while discussing the SBU structure. The creation of
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right structure and the right kind of norms, customs, habits and beliefs
are important for enduring employer —employee relationships. In this
competitive era, trust and ideal cooperation alone leads to survival and

success of organizations.
Concepts

Just what is an organization’s structure?  An organizational
structure is the formal framework by which job tasks are divided, grouped,
and coordinated. When managers develop or change an organization’s
structure, they are engaged in organizational design, a process that
involves decisions about six key elements: work specialization,
departmentalization, chain of command, span of control, centralization

and decentralization, and formalization.

What is organizational culture? It’s a system of shared meaning
and beliefs held by organizational members that determines, in large
degree, how they act. It represents a common perception held by the
organization’s members. Just as tribal cultures have rules and taboos
that dictate how members will act toward each other and outsiders,
organizations have cultures that govern how its members should behave.
In every organization, there are systems or patterns of values, symbols,
rituals, myths, and practices that have evolved over time. These shared
values determine to a large degree what employees see and how they
respond to their world. Whe&@o##Snted with problems or work issues,
the organizational culture-the “way we do things around here”-influences

what employees can'do and how they conceptualize, define, analyze, and

resolve issues.
Key Elements of Organizational Structure and Design
The key elements in organization structure and design are:

Departmentation
Chain of command
Span of control

Centralization and decentralization

vV V V V V

Formalization

We will now examine each one of them and see how they affect the design

questions
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What type of arrangement is suitable for the effective functioning of the

organization?

Should the chain of command be long or short? Should it allow lateral

relationships?

How many employees should a supervisor manage?

Should the decision authority be concentrated at the top or diffused?
Should there be informal work relationships?

Departmentation

qOnce activities are divided based on work specialization common tasks
are to be grouped together. This is called departmentalization. There are

five bases for departmentation.

1. Functions
2. Geographical areas
3. Product

4. Process
5

Customers

Figure 18.1 to 18.5 illustrate the arrangements along with advantages

and disadvantages

Functional Departmentalization

Plant Manager

Manager, Manager, Manager, Manager, Manager,

Figure 18.1 Five Common Forms of Departmentalization
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+ Efficiencies from putting together similar specialties and people

with common skills, knowledge, and orientations.
+ Coordination with functional area
+ In-depth specialization
- Poor communication across functional areas

- Limited view of organizational goals

Geographical Departmentalization

Vice President

Sales Director Sales Director Sales Director Sales Director

Western Region Southern Region Midwestern Region Eastern Region

Figure.18.2 Geographic departmentalization

+ More effective and efficient handling of specific
regional issues that arise

+ Serve needs of unique geographic markets better

- Duplication of functions

- Can feel isolated from other organizational areas

280
www.FirstRanker.com



» FirstRanker.com

A Firstranker's choice

www.FirstRanker.com www.FirstRanker.com

Product Departmentalization

Bombardier,
Ltd.,

Mass Transit Recreational and Rail Products

Sector
) ) Retail and Diesel

Mass Transit Bombardier-Rotax -
Products Division

Recreational Logistic Industrial Equipment Bombardier-Rotax

Product Division Division

(Gunskirchen)

Source

Bombardier Company’s Annual Report

Allows specialization in particular products and services
Managers can become experts in their industry
Closer to customers

- Duplication of functions

- Limited view of organizational goals

Process Departmentalization Figure.18.4 Process departmentalization

Plant Superintendent

www.FirstRanker.com

Sawing Milling Assembling | |Lacquering | |Finishing Inspection
Department Department Department | |and Sanding | |Department | |and Shipping
Manger Management| | Manager Department | [Manager Department
Manager
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+ More efficient flow of work activities

- Can only be used with certain types of products

Customer Departmentalization

Director of sales

Manager, Manager, Manager,
Retail Accounts Wholesale Accounts Government Accounts

Figure.18.5 Geographic departmentalization

+ Specialists can meet Customers’ needs and problems
- Duplication of functions

- Limited view of organizational goals

Chain of Command is the continuous line of authority that extends from
upper organizationaldevels to the lowest levels and clarifies who reports
to whom. It helps.employees answer questions such as “who do I go to if
I have a problem?” or “To whom am I responsible?”

You'can't discuss the chain of command without discussing the
other concepts: authority, responsibility and unity of command. Author-
ity refers to the rights inherent in a managerial position to tell people
what to do and to expect them to do it. This obligation or expectation
to perform is known as responsibility. Finally, the unity of command
principle (one of Fayol’s 14 principles of management) helps preserve the
concept of a continuous line of authority. It states that a person should

report to only one manager.
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Span of Control

Span of control (or supervision or management) refers to the
number of employees a supervisor can effectively manage. Organizational
levels exist since there is a limit to the number of people one can supervise
effectively. This limit varies upon situations. Figure 18-6 shows span
types and Table 18-1 discusses their advantages and disadvantages.

A wide span is associated with few levels in the organization and a
narrow span, many levels. The number of subordinates a manager can
effectively supervisor ranges from three to eight. The number of people

who directly report to a manager represent the manager ‘span of control’.

I;I Iil [ [ [

] [ ] ] [
Narrow Span Wide Span

Figure 18-6 Span types

Ex: Sears, Roebuck & Co, etc, reported good results with spans of control
of over six. There were 36 managers reporting to’' one boss and five
reporting to one and both worked. Wider spans are preferred today for

less administrative expense and more self-management.

Table 18-1 Advantages and disadvantages of different spans.

Narrow Span Wide Span
Advantages Disadvantages Advantages Disadvantages
1. Close 1. Superior 1.Superiors 1. Decision
supervision interferes too are forced |bottlenecks
much to delegate [due to
overloaded
2. Close 2. Many levels 2.Clean 2. danger of
control policies loss of control
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3. Fast 3.High costs 3.Carefully 3. Requires
communication selected exceptional

subordinates | quality managers

4. Excessive

vertical distance

Centralization and decentralization

In some organizations, top managers make all the decisions and
lower-level mangers and employees simply carry out their directives. At
the other extreme are organizations in with decision making is pushed
down to the managers who are close to the scene of action. The former
organizations are highly centralized, and the latter are decentralized.
Centralization describes the degree to which decision-making is
concentrated at a single point in the organization. In contrast, the more
that lower-level employees provide input or actually make decisions, the
decentralization is more. Table 18-2 lists some of the features and factors
that have been identified as influencing the amount of centralization or

decentralization an organization.

Table 18-2 Factors influencing centralization

When more Centralization When more Decentralization

Environment is stable Environment is complex, uncertain

Lower-level managers are not as | Lower-level mangers are capable
capable'or experienced at making | and experienced at making deci-

decisions as upper-level mangers | sions

o ) ] Lower-level manages do not want to
Decisions are relatively minor ) -
have a say in decisions

Corporate culture is open to allow-
Decisions are significant ing managers to have a say in what

happens
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Organization is facing a crisis or [ Company is geographically dis-

the risk of company failure persed

Effective implementation of com-

. pany strategies depends on manages
Company is large

having involvement and flexibility

to make decisions

Effective  implementation of
company strategies depends on
mangers retaining say over what

happens

Formalization refers to the degree to which jobs within the organization
are standardized and the extent to which employee behavior is guided
by rules and procedures. If a job is highly formalized, then the person
doing that job has a minimum amount of discretion over what is to be

done, when it’s to be done, and how he or she could doit.
Organization Design Decisions

Structuring organization is an engineering job. The way the
structures are used determine the effectiveness of an organization
structure. It implies that the philosophy of management counts. There
are two generic of organizational design followed by the philosophical

factors.
P Mechanistic
P Organic

Table 18-3 describes the two organizational forms. The
mechanistic organization is a rigid and tightly controlled structure. It’s

characterized by high specialization, rigid departmentalization, narrow
spans of control, high formalization, a limited information network
(mostly downward communication) and little participation in decision-

making by lower-level employees.
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Table 18-3 Mechanistic vs organic structures

Mechanistic

High specialization

Cross-Functional Teams

Rigid Departmentalization

Cross-Hierarchical Teams

Clear Chain of Command

Free Flowof information

Narrow Spans of Control

Wide Spans of Control

www.FirstRanker.com

Centralization Decentralization

High Formalization Low Formalization

Mechanistic types of organizational structures tend to be
efficiency machines, well oiled by rules, regulations standardized tasks,
and similar controls. This organizational design tries to minimize the
impact of differencing personalities, judgments and ambiguity because
these human traits are seen as’inefficient and inconsistent. Although
no pure form of a mechanistic organization exists in reality, almost all
large corporations and‘governmental agencies have at least some of these

mechanistic characteristics.

In direct contrast to the mechanistic form of organization is
the organic organization, which is as highly adaptive and flexible, a
structure as the mechanistic organization is rigid and stable. Rather
than having standardized jobs and regulation, the organic organizations
is flexible, which allows is to change rapidly as needs require, Organic
organizations have division of labour, but the jobs people do are not
standardized. Employees are highly trained and empowered to handle
diverse job activities and problems, and these organizations frequently

use employee teams

The choice of mechanistic or organic structures depends upon several

factors as shown in Table 18-4
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Table 18-4 Choosing mechanistic or organic structure

Factor Mechanistic Organic

Large size organizations

become more formal. Small organizations tend to

5 Emphasis is on more be more team based, decen-
ize

specialization, centraliza- | tralized, goal driven and re-

tion and rules and sult oriented.

regulations.

o Focus on innovation and
Productivity and Cost ) o
Strategy sustainable competitive

minimization
advantage

‘ Unit production and
Technology | Mass production .
process production.

. ) . | Complex, unstable and
Environment | Simple ,stable and certain ]
uncertain

British scholar Woodward categorized organizations based on
three distinct technologies The first category, unit production, described
the production of times in units or small batches. The second category,
mass production described large-batch manufacturing. Finally, the
third and most technically complex group, process production, included
continuous-process production. In general, the more routine the
technology, the more standardized and mechanistic the structure can be.
Organizations with more non-routine technology are more likely to have

organics structures.
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Table 18.5 Production types and organization structures

Unit Production

Mass Production

Process Production

Low vertical

differentiation

Moderate vertical

differentiation

High Vertical

differentiation

Low horizontal

differentiation

High horizontal

differentiation

Low horizontal

Differentiation

Low Formalization

High formalization

Low formalization

Organic

Mechanistic

Organic

Boundary less organization

The term was coined by jack Welch, former chairman of General
Electric, who wanted to eliminate vertical and horizontal boundaries
within GE and break down external barriers between the company and its
customers and suppliers. This idea may-sound odd, yet many of today’s
most successful organizations arefinding that they can most effectively
operate in today’s environment by remaining flexible, not having a rigid,
predefined structure. The boundary less organization seeks to eliminate
the chain of command, to have appropriate spans of control, and to

replace departments with empowered teams.

By removing vertical boundaries through such structural
approaches ascross-hierarchical teams and participative decision making,
the hierarchy is flattened. Managers can remove horizontal boundaries
by using cross-functional teams and organizing work activities around
work processes instead of round functional departments. And external
boundaries can be minimized or eliminated by using strategic alliances

with suppliers, or value chain management.

Learning organization

It’s an organization that has developed the capacity to
continuously adapt and change because all members take an
active role in identifying and resolving work-related issues. In

a learning organization, employees are practicing knowledge
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management by continuously acquiring and sharing new knowledge and
are willing to apply that knowledge in making decisions or performing
their work. Some organizational design theories even go so far as to
say that an organization’s ability to do this-that is, to learn and to apply
that learning as they perform the organization’s work-may be the only

sustainable source of competitive advantage.

w Orgnizational Design
Characteristics « Boundary less
+ Teams

nf a learnin .
J +« Empowerment

prganization

Orgnizational Culture

» Strong Mutual Rela- THE Information Sharing
tionshipst LEARNING Open
« Sense of Communityp, ORGANISTION |/ Timely
» Caring + Accurate
»  Trust
Leadership

+ Shared vision
+« Collaboration

Figure 18.7 Learning organisation

Organization Culture-Concept

The culture of an organization has been considered to consist
of three layers: Values about theé organization’s mission, objectives or
strategies; Beliefs which people in the organization talk about; Taken
—for-granted assumptions.or the organizational paradigm. The public
statements of the organizations values, beliefs and purposes are not
descriptions of the organizational paradigm. This ‘real’ culture is
evidenced by the way the organization actually operates. Matching
strategic positioning and organizational culture is a critical feature of
successful organizations.
Influence of Culture on Strategy

Henry Mintzberg said that one of the basic building blocks of
organizational design is the ideology or culture of the organization.

There are many frames of reference which exist at the
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organizational level and can be especially important as an influence
on the development of organizational strategy. The social and cultural
influences that impact the organization can be based on many different
influences. These can be segregated into two groups, external and
internal. The combination of these two has its impact on the individual.
The external influences are the national or regional, professional/
institutional, and industry influences; and the internal influences are
those of the organization and the functional/ divisional influences. The
frames of reference are shown in Figure 18-8. Different group categories

have been shaded differently in the figure.

Functional

/divisional
Organizational

The

Individual

Professional Industrial

(or Sector

Institutional)

National

Figure 18.9 The Cultural web

Cultural Web

The cultural web is a useful way of considering forces for and
against change. The cultural web provides an understanding on how
an organization’s culture will affect its ability to change and adapt to
new policies or environments. The organization’s cultural web is a set
of assumptions about the organization that have been internalized.
It represents the collective experience built up over years and all
organizations develop a degree of coherence in their culture to be able

to function effectively. Because organizational cultures are not easy to

change, they have an important impact on strategy.
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Figure 18.8is a schematic representation of the cultural web. The different

elements of the cultural web are described in greater detail below:
Stories:

Stories are told about the organization by its members to each
other and to new recruits. They distil the organization’s past and

legitimize behaviour, in the tradition of tribal love, complete with myths,

legends, heroes and taboos.
Routines and rituals ‘Routine’:

Routines and rituals ‘Routine is the way members behave towards
each other and towards those outside the organization. ‘Rituals’ are
the special events through which the organization emphasizes what is

important and how things are done in the organization.
Symbol:

These are the trappings of status and privilege in the organization.
Symbols such as logos, offices, cars and titles become a representation of
the nature of the organization.

Organizational structure:

This reflects the power structure and sets down important

relationships within the organization.
Control Systems:

These are the measurement and reward systems that represent

what are important areas of focus of the organization.

Power Structures:

The powerful managerial groupings are likely to be associated

with the set of core assumptions and beliefs of the organization.
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The Cultural Web

Rituals &
Foutines

Power &
Structure

Control

Systems Organization

structures

Figure 18.9 The cultural Web

Cultural Audit

In order to understand how'the culture contributes to the problem,
and work out how it needs to change in order for the organization to
deliver the strategy effectively, a cultural audit can be carried out. The
cultural audit analyzes-different aspects of the organization’s cultural

web. A cultural auditiis conducted through:
» Listening to people talk about their organization
» Observing the organization’s day to day operations
» Asking mangers to audit themselves using a checklist.
An audit of the cultural web should bring up a number of questions

that have been shown in Table. This is representative of the different

influences that play on the organization.
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Table 18.6 Analysis of the Cultural Web

Element Components

« What core beliefs do stories reflect?

o How pervasive are these beliefs?

Stories « Do stories relate to strengths or weaknesses,
success or failures, conformity or mavericks

o Who are the heroes and villains?

o  What norms do the mavericks deviate from?

o Which routines are emphasized?

o Which would look odd if changed?

« What behavior do routines@encourage?
Routines and Rituals
« What are the key rituals?

o What core beliefs do they reflect?

o Whatdoe training programs emphasize?

« _How easy are rituals/routines to change?

+ What language and jargon is used ?
o How internal or accessible is it?

Symbols « What aspects of strategy are highlighted in
publicity?

o What status symbols are there?

o Are there particular symbols which denote

the organization?
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« How mechanistic/organic are the structures?

o How flat/hierarchical are the structures?

Organisational « How format/informal are the structures?
structure o Do structures encourage collaboration or
competition?

o What type of power structures which denote

the organization?

o What is most closely monitored/controlled?

« Is the emphasis on reward or punishment?

Control Systems ,

o Are controls related to history or current
strategies?

o Are there many/few controls?

o What are the core beliefs of the leadership?
Power Structures )
o How strongly held are these beliefs?

« Howispower distributed in the organization?

o Where are the main blockages to chage?

Summary

The strategy implementation phase includes planning, resource
allocation, analysis“of organization structure and establishing a culture
for the organization. The structure of the organization determines three
key components pertaining to organizing the activities of the people in
the organization. The organization chart is the visual representation of
underlying activities and processes being undertaken by the organization.
The principle underlying the organization chart is that vertical linkages
primarily show control, while horizontal linkages indicate coordination

and collaboration. There are different organizational.

The culture of an organization has been considered to consist
of three layers: Values about the organization’s mission, objectives or
strategies; Beliefs which people in the organization talk about; Taken

—for-granted assumptions or the organizational paradigm. The public

statements of the organization’s values, beliefs and purposes are
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not descriptions of the organizational paradigm. This ‘real’ culture
is evidenced by the way the organization actually operates. Matching
strategic positioning and organizational culture is a critical feature of
successful organizations. The cultural web is a means of assessing the

dominant culture of the organization.

Self -Assessment Questions

1. How do you define organization structure and culture?
2. What are the key elements in designing structures?

3. Examine the different types of structures and analyze their merits

and demerits
4. What size of span is ideal - wide or narrow? Justify your answer
5. When do you prefer mechanistic design?

6. Outline the significance of a boundary less organization and learning

organization
7. How does culture influence strategy?
8. Illustrate and explain the ‘cultural web.
9. Describe cultural audit and examine its significance

10. Will structure follow strategy or strategy follow structure? Explain

in detail.
Activities

1. Draw the structure of the organization in which you are studying or
working. Examine how you can make it a learning organization and

a boundary less organization. Illustrate and explain them.

2. Write a short report on a chosen Chief Executive of an organization
you are familiar with. Describe how/she has been instrumental in

establishing the culture in the organization.
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Lesson 19 - Managing Change

Lesson Outline

vV v Vv Vv Vv Vv Vv Vv V Vv V VvV V V V V V V VY

Introduction

Change defined

Levels of change

Systems model of change
Reasons for change
Approach to manage change
Lewin’s three step model
Action research
Organizational development
Sensitivity training

Survey feed back

Process consultation

Team building

Inter group development
Appreciative enquiry
Methods of dealing with change
Summary

Self Assessment questions

References

Learning Objectives

After reading this lesson you should be able to

vV VvV V V V

Describe concept and the levels of change
Outline the systems model of change
Discuss the reasons for change

Describe approaches to manage change

Examine the methods of dealing with change.
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Introduction

Change is law of life. Change is an inevitable and unavoidable
process in organizations. It is only difficult in small firms but in large
organizations it requires monumental effort and persistence. Uncertain
consequences, organizational policies, various forms of resistance from
employees and suppliers buffet change process. Managers as such have
to appreciate the needs for change, understand the complexities of

change process and handle the change process effectively.
Change - Defined

According to Stephen P. Robbins change is concerned with
making things different. Change occurs when an organizational system
is disturbed by some internal or external force, occurs.Change, as a
process, is simply modification of the structure or process of a system. It

may be good or bad, the concept is descriptive only”

In the context of change we come across certain terms like

change agent, change intervention and change targets.

» Change agent is the person or persons who acts as a catalyst, and

assumes the responsibiljty for managing the change process.

» Change intervention, is a planned section to make things

different.

» Change targets are individuals and groups who are subject to

change.
Levels.of Change
Change occurs at three levels

1. Individual level
2. Group level and
3. Organization level

At the individual level change is reflected in such developments
as changes in a job assignment, physical move to a different location, or
the change in maturity of a person which occurs overtime. It is said that

changes at the individual level will seldom have significant implications
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for the total organization.

Most organizational changes have their major effects at the group
level. This is because most activities in organizations are organized
on a group basis. The groups could be departments, or informal work
groups. Changes at the group level can affect work flows, job design,
social organization, influence and status systems, and communications

patterns.

Changes at the organization level involve major programmes that
affect both individuals and groups. Decisions regarding these changes
are generally made by senior management and are seldom implemented
by only a single manager. Frequently, they occur over long periods of
time and require considerable planning for implementation. Example
of these changes would be reorganization of the organizational structure
and responsibilities, revamping of employee remuneration system, or

major shifts in an organization’s objectives.
Systems Model of Change

While planning a change, care is necessary to have organizational

coverage.

According to the systems model of change, the organization can
be described as six interacting variables which could serve the focus of

planned change-- people, culture task,téchnology, design and strategy.

Figure 19-1 depicts them as system variables - interrelated components.

» The people variable is.applicable to individuals working for the
organization; it is inclusive of their individual differences like
their personality, attitudes, perceptions, attributions, needs and

motives.

» The culture variable is a reflection of their shared beliefs, values,

expectations and norms of organizational members

» The task variable refers to the nature of the work itself i.e.,
whether the job is simple or complex, novel or repetitive,

standardized or unique.

» The technology variable involves the problem solving methods

and techniques used and the application of knowledge to the
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various organizational processes (ie., the task and technology in

job design.)

» The design variable refers to the organizational design in
terms of the formal organizational structure, its systems of

communication, control, authority and responsibility.

» The strategy variable refers to the organization’s planning and
decision making process with specific reference to the activities
undertaken to identify organizational goals and prepare specific

plans to acquire, and sue resources in order to accomplish those

goals.
Figure: 19.1 A systems model of change
People Culture
Task > Technology
A4
. A4
Design
Strategy

Reasons for Change

More and more organizations today face a dynamic changing
environment. This, in turn, requires them to adapt. “Change or
chaos”, is the rallying cry among mangers today world wide. Table
19-1 summarizes the six specific forces that are acting as stimulants for

change.

Table 19-1 Forces for Change
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Force Specific change variables

Nature of the |e More cultural diversity
workforce o Increase in professionals

« Many new entrants with inadequate skills

o Faster and cheaper computers

Technology ) o )
o New mobile communication devices
« Decline of the human genetic code
o o Global competitors
Competition

» Mergers and consolidations

e Growth of e-commerce

« Internet chat rooms
Social trends [« Retirement of Baby Boomers

« Increased interest in urban living

o Escalation of hostilities in the-Middle East

World politics ) ] )
« Opening of markets in China
o The war on terrorism following 9/11/01
Workforce Diversify

For instance, almost every organization has to adjust to

a multicultural environment. Human resource policies and
practices have to change in order to attract and keep this more diverse
workforce. And many companies have to spend large amounts of money
on training to upgrade reading, match, computer, and other skills of

employees.
Technology

For instance, computers are now common place in almost every
organization; and cell phones and hand-held PDAs are being increasingly

perceived as necessities by a large segment of the population.
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Competition

The global economy means that competitors are as likely to come
from across the ocean as from across town. Heightened competition also
makes it necessary for established organizations to defend themselves
against both traditional competitors who develop new products and
services and small, entrepreneurial firms with innovative offerings.
Successful organizations will be the ones that can change in response to

the competition.
Social trends Society doesn’t remain static

For instance, in contrast to just ten years ago, people are meeting
and sharing information in Internet chat rooms; The youth has become
more aggressive. The old aged people are increasing in number. Rural

areas are developing and rual market is becoming attractive.
World politics

No one could have imagined how world politics would change in
recent years. We've seen the breakup of the Soviet Union; the opening up
of South Africa and China; almost-daily suicide bombings in the Middle
East; and, of course, the rise of Muslim fundamentalism. The attacks
on New York and Washington on September 11, and the subsequent
war on terrorism, has led'to changes in business practices related to the

creation of backup systems, employee security, employee stereotyping

and profilingsand post-terrorist-attack anxiety.
Approaches to Managing Change

The three most popular approaches to manage change are

i. Lewin’s three step model

ii. Action research and

iii. Organizational development
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I) Lewin’s Three Step Model

Kurt Lewin argued that successful change in organizations should
follow three steps as shown in Figure 19-2. Unfreezing is the release of
forces dormant in the status quo. Movement is transforming form old to
new situation or to a new state. Refreezing is consolidation in the new

situation to make change permanent.

Lewin’s Three-Step Change Model

Unfreezing .| Movement Refreezing

A
A 4

Z-6T 24n314

Every change situation Kurt Lewin presents as a force field as
depicted in Figure 19-3. The status quo can be considered to be an
equilibrium state. To move from" this equilibrium-to overcome the
pressures of both individual resistance and group conformity —unfreezing

is necessary. It can be achieved in one of three ways.

The driving forces, which lead to change, can be strengthened.
The restraining forces, which hinder movement from the existing
equilibrium, can be decreased. A third alternative is to combine the first

two approaches.
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Figure 19.3 Lewin’s force field analysis model

Restraining
frces
Desired
Conditions !
/ Driving
¢ fnrces
i
III-
Restraining
forces
Restraining V. Driving forces
Current forces
I
s
Conditions Driving
frces
Before change After change

1) Action Research

Action research is a data-based, problem-oriented process that
diagnose the need for change, introduce the intervention and then
evaluates and stabilizer the deserved changes. The Action research

process is given in Figure 19-4
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Figure 19.4 The Action Research Process

Diagnose need Introduce Evaluate and stabi-
for change intervention lize change
) |
™,
Estabish ™ Disengage
e “| Gather data, Implement Determine consltands
a@nsultant /| analyze data, .| desired .| eifectiveness services i
|a|atianshi[:l y and decide L incremental |— | of change and v
s . . refreeze new
4 intervention or quantum N
A wnditions
objectives change
» Establish client-consultant relationship - Action research

usually assumes that the change agent originates outside the
system (such as a consultant), so the process begins by forming
the client-consultant relationship. Process consultation is a
method of helping people within the system solve their own
problems by making them aware of organizational processes, the
consequences of those processes, and the means by which they

can be changed.

» Diagnose the need for change — Action research is a problem-
oriented activity that carefully diagnoses the problem through

systematic analysis of the situation

» Introduce intervention — This stage in the action research model
applies one or more actions’to correct the problem. It may
include any of the prescriptions mentioned in this textbook, such
as building more effective teams, managing conflict, building
a better organizational structure, or changing the corporate
culture. Some experts recommend incremental change in which
the organization fine-tunes the system and takes small steps
toward a desired state. Others claim that quantum change is
often required in which the system is overhauled decisively and

quickly.

» Evaluate and stabilize change - Action research recommends
evaluating the effectiveness of the intervention against the

standards established in the diagnostic stage.
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The action research approach has dominated organizational change

thinking eve since it was introduced in the 1940s.
IIT)  Organizational Development (OD)

Organizational development (OD encompasses a collection of
planned-change interventions built on humanistic-democratic values
that seek to improve organizational effectiveness and employee well-
being. The following briefly identifies the underlying values in most
OD efforts.

1. Respect for people Individuals are perceived as being responsible,
conscientious, and caring. They should be treated with dignity and

respect.

2. Trust and support  The effective and healt