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Learning Objectives

* Explain why organizations exist and the purposes they serve

* Describe the relationship between organizational theoryand
organizational design and change, and differentiate between
organizational structure and culture

e Understand how managers can utilize the principles of
organizational theory to design®and change their
organizations to increase organizational effectiveness

* [dentify the three principal ways in which managers assess
and measure organizational effectiveness

* Appreciate the way in which several contingency factors
influence the design of organizations
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What is an Organization?

* Organization: A tool people use to coordinate their
actions to obtain something they desire or value

* Entrepreneurship: The process by which people
recognize opportunities to satisfy needs and then
gather and use resources to.meet those needs
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How Does an Organization Create
Value?

*Value creation takes place at three stages: input,
conversion, and output

* Each stage is affected by the environment in
which the organization operates

* Organizational environment: The set of forces and
conditions that operate beyond an organization’s
boundaries but affect its ability to acquire and use
resources to create value
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Figure 1.1 - How an Organization Creates Value

Organization’s Inputs

Organization obtainsinputs
from itsenvironment

e Rawmaterials

e Moneyand cam’lal_/_._
e Humanresources

e [nformation and knowledge

e Customersof service organizations

Or,

o

Sales of oujputs allow organization
oobtain few suppliesofinputs

e Customers

e Shareholders
e Suppliers

e Distributors
e Government

e Competitors
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Organization's Conversion Process

Organization transformsinputs
and addsvalue to them

e Machinery

) %
e Human ski ilities

|

} Organization's Outputs

Organization releases outputs to
itsenvironment

e finished goods
e Services
e Dividends

e Salaries

e Value for stakeholders
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Why do Organizations Exist?

* To increase gpecialization and thedivision of
labor

- BRISIBREIEEES 2 .ows specialization

- BEEEIEIESEEH - | ows individuals tobecome experts at
their job =
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Why do Organizations Exist? (cont.)

* To use large-scale technology

* Economies of scale: Cost savings that result when
goods and services are produced in largevolume on
automated production lines

* Economies of scope: Cost savings that result when an
organizationis able to use underutilized resources
more effectively because they can be shared across
differentproducts or tasks
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Why do Organizations Exist? (cont.)

* To manage the organizational environment

* An organization’s environment is'the source of
valuable input resources and is the marketplace into
which it releases outputs

* ltis the source of economic, social, and political
pressures that affect an organization’s ability to obtain
these resources
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Why do Organizations Exist? (cont.)

e To economize on transaction costs

* Transaction costs: The costs associated with
negotiating, monitoring, and governing exchanges
between people

* To exert power and.control

* Organizations can exert great pressure on individuals
to conform to task and production requirements in
order to increase production efficiency
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Why do Organizations Exist? (cont.)

* The five factors help explain why more value can
be created when people worktogether,
coordinating their actionsdn an-organized setting,
than when they work alone
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Figure 1.3 - Why Organizations Exist
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Organizational Theory, Design, and Change

*Organizational theory: The study " of how
organizations function and how they affect and are
affected by the environment in- which they operate

* Organizational structure: The formal system of task
and authority relationships thatcontrol how people
coordinate their_actions and use resources to
achieve organizational goals
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Organizational Theory, Design, and Change (cont.)

* Organizational culture: The set of shared values and

norms that controls organizational. members’
Interactions with each other and with suppliers,
customers, and other © people outside the
organization
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Organizational Theory, Design, and Change (cont.)

* Organizational design: The process by which
managers select and manage —aspects of
structure and culture so that an organization can
control the activities necessary to_achieve its
goals
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Organizational Theory, Design, and
Change (cont.)

* Organizational change: The process by which
organizations redesign their structures and
cultures to move from their present state to some
desired future state toincrease their
effectiveness
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Figure 1.4 - The Relationship Among Organizational Theory, Structure, Culture,
Design, and Change

Organizational Theory

The study of how organizations function and how they affect and
are affected by the environment in which they operate.

Organizational Structure Organizational Design Organizational Culture
e The formal system of task and and Change e The set of shared values and norms
authority relationships that e The process by:which managers that controls organizational
controls how people are to select and manage various members’ interactions with
cooperate and use resources to dimensions and components of each other and with people
achieve the organization’s goals. organizational structure and outside the organization.

culture so that an.organization
can control the activities
necessary to achieve its goals.

e Controls coordination and
motivation; shapes behavior of
— ™  people and the organization.

e Controls coordination and
motivation; shapes be
people and the organization.

® Balances the need of the
organization to manage external
and internal pressures so that it
can survive in the long run. e Evolves as organization grows and
differentiates.

e |s shaped by people, ethics, and
organizational structure.

e Allows the organization to

continually redesign and e Can be managed and changed
transform its structure and through the process of
culture to respond to a organizational design.

changing global environment.
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Importance of Organizational Desigh and Change

\.

Dealing with contingencies

* Contingency: An event that might occurand must be
planned for

* The design of an organization determines how
effectively an organization is able to respond to various
pressures in its environment and so obtain scarce
resources

* Challenges organizations must be ready to face
* Globalization

* Changing technology
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Importance of Organizational Design
and Change (cont.)

* Gaining competitive advantage
L- Competitive advantage: The ability of one company to
outperform another because its managers are able to
create more value from the resources at their disposal

* Core competences: Managers® skills and abilities in
value-creating activities

* Strategy: The specific pattern of decisions and actions
that managers take to use core competencies to
achieve a competitive advantage and outperform
competitors

These slides are for education s onl are intende r stude roll this course.
nautone g Tt EHeERaR M AR OUtoBLAtH VSR CACHY Brombited
Any misuse may result in academlc or legal consequences.' 1-20



Importance of Organizational Design
and Change (cont.)

3. Managing diversity
* Differences in the race, gender, and national origin of

organizational members have importantimplications
for organizational culture and effectiveness

* Learning how to effectively utilize a diverse workforce
can result in‘better decision making and more effective
workforce
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Importance of Organizational Design and
Change (cont.)

* Promoting efficiency, speed, and innovation

* The better an organization functions, the more value it
creates

* The correct organizational design can lead to faster
iInnovation and quickly getnew products to market

These slides are for education s onl are intende r stude roll this course.
nautone g Tt EHeERaR M AR OUtoBLAtH VSR CACHY Brombited
Any misuse may result in academlc or legal consequences.' 122



&K The Consequences of Poor Organizational
Design

* Decline of the organization

* Talented employees leave to take positions in
growing organizations

* Resources become harder to acquire
* The processof value creation slows down
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How do Managers Measure
Organizational Effectiveness?

* Control - Having control over the external
environment and having the ability to attract
resources and customers

*Innovation - Developing an organization’s skills
and capabilities so theorganization can discover
new products and processes
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How do Managers Measure
Organizational Effectiveness? (cont.)

* Efficiency - Means developing modern
production facilities using new information
technologies that can produceand distribute a
company’s products in‘atimely.and cost-
effective manner
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Table 1.1 - Approaches to Measuring Organizational Effectiveness

Approach

Description

Goals to Set to Measure Effectiveness

External resource
approach

Internal systems
approach

Technical
approach

Evaluates the organization’s ability to
secure, manage, and control scarce and
valued skills and resources

Evaluates the organization’s ability to
be innovative and function quickly and
responsively

Evaluates the organization’s ability to
convert skills and resourees into goods
and services efficiently

* Lower costs of inputs

® Obtain high-quality inputs of raw materials and
employees

*® Increase market share

® Increase stock price

® Gain support of stakeholders such as government
or environmentalists

¢ Cut decision-making time

*® Increase rate of product innovation

® Increase coordination and motivation of employees

® Reduce conflict

® Reduce time to market

® Increase product quality

® Reduce number of defects

® Reduce production costs

® Improve customer service

® Reduce delivery time to customer
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Measuring Effectiveness: Organizational Goals

* Official goals: Guiding principles that the
organization formally states in‘its annual report
and in other public documents

* Mission: Goals that explain whythe organization
exists and what it should be doing

* Operative goals: Specific long-term and short-
term goals that guide managers and employees
as they perform-the work of the organization
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Figure 1.5 - Plan of the Book

Part 1

The Organization and Its

Environment Chapter 1

Organizations and Organizational Effectiveness

Chapter 2
Stakeholders, Managers, and Ethics

Chapter 3
Organizing in a Changing Global Environment

l

e ator r G AR, R ShEgare O RCGHh Ut BUTH e Ry proited. -

Any misuse may result in academic or legal consequences.”

1-28



Figure 1.5 - Plan of the Book (cont.)

Part 2
Organizational Design

Chapter 4
Basic Challenges of Organizational Design

Chapter 5 Chapter 6
Designing Organizational Structure: Designing Organizational Structure:
Authority and Control Specialization and Coordination
| |
|
Chapter 7

Creating and Managing Organizational Culture

Chapter 8 Chapter 9
Organizational Design and Strategy Organizational Design, Competences,
in a Changing Global Environment and Technology

Th lid f i | int d solely for student lled in thi .
o S ratonz I R R EEare b BORHEAoh Ot Ru AR Ry promited. -

Any misuse may result in academic or legal consequences.”



Figure 1.5 - Plan of the Book (cont.)

Part 3
Organizational Change

Chapter 10
Types and Forms of Qrganizational Change

Chapter 11
Organizational
Transformations:
Birthy Growth,
Decline, and Death
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Chapter 12 Chapter 13
Decision Making, Innovation,
Learning, Knowledge Intrapreneurship,
Management, and and Creativity

Information Technology
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Managing
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Summary

* Organizations are a tool people use to achieve
their goals

* Organizational theory is the study of how
organizations function and howthey affect and
are affected by their environment

* Organizational effectiveness must be monitored
by managers

These slides are for educational ses only and are intended solely for students enrolled in this course.
aathor e B S e S e R R e
Any misuse may result in academic or legal consequences.” 131



	chapter01.ppt
	Slide 1 
	Learning Objectives
	What is an Organization? 
	How Does an Organization Create Value?
	Figure 1.1 - How an Organization Creates Value
	Why do Organizations Exist?
	Why do Organizations Exist? (cont.)
	Why do Organizations Exist? (cont.)
	Why do Organizations Exist? (cont.)
	Why do Organizations Exist? (cont.)
	Figure 1.3 - Why Organizations Exist
	Organizational Theory, Design, and Change
	Organizational Theory, Design, and Change (cont.)
	Slide 14 
	Organizational Theory, Design, and Change (cont.)
	Figure 1.4 - The Relationship Among Organizational Theory, Structure, Culture, Design, and Change
	Importance of Organizational Design and Change
	Importance of Organizational Design and Change (cont.)
	Importance of Organizational Design and Change (cont.)
	Importance of Organizational Design and Change (cont.)
	The Consequences of Poor Organizational Design
	How do Managers Measure Organizational Effectiveness?
	How do Managers Measure Organizational Effectiveness? (cont.)
	Table 1.1 - Approaches to Measuring Organizational Effectiveness
	Measuring Effectiveness: Organizational Goals
	Figure 1.5 - Plan of the Book
	Figure 1.5 - Plan of the Book (cont.)
	Figure 1.5 - Plan of the Book (cont.)
	Summary


