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[FL]. Today we will begin with our week 3 of this course on Organization Design Change

and Transformation. This is module 3 and lecture one in this particular topic in this particular

week we will be speaking about the basic challenges of organizational design, designing

organizational structure, authority and control, organizational structures types of structures,

contemporary design structures, why do structures differ and we shall also be speaking about

the information sharing perspective on structure.
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So, in today’s lecture we will be speak we will be discussing the basic challenges of

organizational design and how do organizations you know deal with such challenges when

they have to you know decide on their organizational structure.

(Refer Slide Time: 01:18)

So, managers must continuously assess the manner in which their organizations are designed.

We have been stressing upon the fact right from the first lecture that organizations need to

you know design themselves structure themselves keeping in mind the environment and as

and when changes in the environment take place, you know organization structure

organization design may require a change ok.

So, managers must continuously assess the manner in which the organizations are designed

and environmental changes may require changes in the structure or in the design of the

organization and while designing an organization, managers may face challenges and they



may have to make some very very difficult choices which we will see as we proceed in this

week.

(Refer Slide Time: 02:14)

Now, let us first talk about differentiation. Now as an organization grows managers must

decide on issues pertaining to control and must coordinate the activities across different

divisions, across different functions, across different teams and groups of people for

maximum value creation. So, the major challenge design challenge is about managing

differentiation and organizational roles are the fundamental building blocks of differentiation

ok. 

So, when we talk of differentiation into the various job roles leads to clarity of authority and

responsibility expectations and requirements for each of the roles in the organization and so,



differentiation is very very essential an organizational roles are the fundamental building

blocks of man of differentiation.

(Refer Slide Time: 03:09)

Now, what is differentiation? So, differentiation may be defined as a process by which an

organization allocates resources including people to various organizational tasks and it creates

the various task and authority relationships so, that organizational objectives can be achieved.

So, when we talk of differentiation we are actually talking creating and managing the division

of labour or the degree of specialization you know. So, broadly speaking we say that

organizations can be simple organizations or complex organizations. Simple organizations are

those which have very few employees who perform all the tasks who perform all the jobs.



So, differentiation is very low as the division of labour is low ok. On the other hand we have

complex organizations which are characterized by many employees in the organization and

each of these employees are doing different tasks, they have different activities to perform

and so, differentiation is very high as the division of labour is very high. 

So, when we talk of differentiation we say it is creating and managing the division of labour

or the degree of specialization and it is actually the process by which an organization

allocates resources including people to various organizational tasks and it creates task and

authority relationships so, that the organizational objectives can be achieved.

(Refer Slide Time: 04:31)

Now, you look at this here we have a role, we have a function, we have a division and we

have the organization let us first start with what our role is. So, when we talk of a role an

organizational role. So, it is a it basically refers to the expected set of task related behaviours



owing to a person’s position owing to the person or the you know person occupies in the

organization.

So, such identifiable and clearly distinct tasks and responsibilities make an employee

accountable for the duties and responsibilities that he must perform because of the position

that he holds. So, a person who can hold another person accountable possesses authority over

him or her ok.

So, I repeat you know when we talk of an organizational role, it is a person’s expected set of

task related behaviours owing to the position that he or she occupies in the organization such

identifiable and clearly distinct task and response and responsibilities make an employee

accountable for the duties and responsibilities that he must perform because of the post or the

position that he possesses.

And a person you know who can hold another person accountable for his actions holds

authority over him possesses authority over him. Now what is authority? Authority is the

power vested in a person to hold another person accountable for his actions to hold another

person responsible for his actions.

So, the power also you know when we talk of authority, the power to hold another person

responsible is you know something which we will define authority and the power will also

extend to making decisions regarding allocation of organizational resources and their use ok.
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So, this is what we have as a role. So, you know it is a person’s expected set of task related

behaviours owing to the position that he or she occupies and a person who occupies a

position is a role is expected to perform certain duties certain responsibilities and because of

the position that he holds and he is accountable to somebody else with and that somebody

else has authority over him. 

So, authority is the power which is vested in the superior to hold the subordinate accountable

or responsible for his actions ok. The next thing that we come to is a function or a division.

Now in an organization there exist several subunits where in people with similar and related

jobs and roles are brought together and grouped ok. So, there will be several subgroups or

subunits in an organization where in people with similar job roles will be brought together

and grouped. 



The major subunits will pertain to the function or will pertain to the division or the

department ok and if we related to a function. So, a function is a subunit which will comprise

of people who are performing you know performing a similar duty and they share similar

knowledge skills abilities and so, its a group of individuals who possess a similar skill sets as

a unit and they share their resources, they share their skill sets and perform similar activities

and so, they are working together.

When we talk of it the when we talk of a division we are actually talking of another subunit

which comprises several departments or functions that work together to produce goods and

services.
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So, you know. So, we have the function and we have the division. A function here is a

subunit comprising groups of people who possess similar skills, they work as a unit, and they



share knowledge, resources and methods to perform their duties. A division is another subunit

which will comprise several departments or several functions and they will all work together

to produce a good order service ok. 

So, so there are these subunits in an organization. So, beyond a role there is a function which

is a subunit and then there is a division which are again subunits and if the number of these

different subunits is high, it means that organizational complexity is also high ok. So,

differentiation into functions and divisions increases organizational control and enables

effective performance of the task. 

So, here we have the role which is which is actually a set of task related behaviours owing to

a position that a person occupies, then there are subunits of function where people are

grouped together because they share similar skills and they work together to perform a certain

similar functions and then you have the divisions which is again subunits of departments or of

you know functions where you know where in there is huge amount of coordination between

the different subunits to achieve the co-organizational goals.

And so, whenever that the number of subunits either in the form of function or in the form of

divisions is high, it denotes higher levels of organizational complexity and differentiation into

functions or at and divisions increases organizational control it also leads to coordination at

better coordination and of course, leads to effective accomplishment of the tasks and of

course, then at the overall we have the organization.



(Refer Slide Time: 10:06)

So, now we come to the next which is differentiation in terms of horizontal and vertical

differentiation. Till now we said that differentiation is the process by which you know

wherein you know wherein you know the it is a process by which organizations allocate the

resources including people to various tasks and they create task and authority relationships. 

So, that organizational objectives can be met we said it is basically trying to manage the

division of labour or the degree of specialization. But when we talk of differentiation we

further can you know see it in two forms as vertical differentiation and horizontal

differentiation ok. So, what is horizontal differentiation and what is vertical differentiation let

us discuss that a little more now ok.

So, based on the authority which is vested in a role, the organizational chart will differentiate

organization roles in a vertical manner ok. Based on the authority which is vested in a role the



organizational chart will differentiate the roles in a vertical manner and this leads to

hierarchy. So, what is hierarchy? A categorization of people according to the relative

authority that they hold and the rank that they you know hold is termed as a hierarchy. 

So, the top management roles own more authority and responsibility than the middle

management roles or the lower management roles and so, and each lower role is under the

control and supervision of the higher role ok. So, when we talk of you know a vertical

differentiation we are actually talking of organizational hierarchy where people are

categorized according to the relative authority that they possess and the rank that they hold.

And the top management roles own more authority and responsibility than the middle

management roles or the lower management roles and the lower and the middle are under the

control and supervision of the higher roles above. So, while designing organizations

managers have to decide on the extent of vertical differentiation in the organization that is

they have to decide on the number of levels that they are going to have from the top to the

bottom.
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So, the manner in which organizations design its hierarchy and reporting relationship to link

to the various organization roles and subunits we refer to it as vertical differentiation. So, it

clearly creates the distribution of authority among levels providing to the organization greater

control over peoples activity. So, people at the top level have greater control over people at

the middle and the lower levels ok. 

So, the this man the manner in which the organization designs it hierarchy and reporting

relationships is what constitutes the vertical differentiation. Now, there is another

differentiation which is horizontal. So, the manner in which organization groups different

tasks into roles and further roles into subunits that is the functions and the divisions this is

known as the horizontal differentiation. 



So, the roles are differentiated according to the task responsibilities ok. So, horizontal

differentiation encourages division of labour which enables specialization and productivity.

So, we have a horizontal differentiation and we have a vertical differentiation. 

We started with hierarchy where we said that you know the organizational chart basically

differentiates organizational roles in a vertical manner and people are you know people are

categorized based on the authority that they possess and the rank that they hold and so, top

middle and lower and so forth and while this designing the organizations.

A managers have to decide on the extent of vertical differentiation that they would want to

have which means the number of levels that they like to have, but this is with respect to the

vertical which is based on authority ok amongst different levels authority relationships

superior subordinate relationships and so forth. 

But there is another kind of differentiation which is horizontal wherein the organization

groups tasks into roles and further the roles into subunits which we just discussed here as the

function and the division subunits. So, this kind of differentiation is what is horizontal

differentiation where roles are differentiated not according to authority, but according to task

responsibilities. So, horizontal differentiation encourages division of labour and enables

specialization and productivity.
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Now, managers in organizations have to face some tough challenges you know and there are

these three different design challenges that organizations face that managers face one is time

to balance differentiation and integration two centralization and decentralization three

balancing standardization and mutual adjustment. So, let us come to the first one which is

balancing differentiation and integration.
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Now, when we talk about the in differentiate the balancing differentiation and integration you

know the issue that comes in is about the about you know managing the horizontal

differentiation ok. So, it is expected that horizontal differentiation will result in specialization

it lead to higher productivity; however, it has been seen that specialization restricts

communication among subunits and the subunits you know fail to learn from each other yeah.

So, members of the various functions or member of the different divisions they develop a

subunit orientation which means that they try to view things from a very tunnel perspective,

they try to see it from a very narrow frame their own you know department of functional

perspective.

So, this predisposition to view a role in an organization through one’s own lens you know

through the lens of a one subunit and its time frame and its goals and objectives and



interpersonal perspectives while ignoring the others is something which is which can be

problematic for organizations. 

So, while it is expected that horizontal differentiation will lead to you know productivity, will

lead to specialization, and people will learn from each other the fact is that people within the

subunits either in divisions or in departments you know do not communicate much with each

other and they do not learn much from each other and when that happens it is not fruitful for

the organization.

So, members of the various functions or divisions they develop a very narrow view of looking

at things from their own functional or divisional perspective they develop the subunit

orientation and this cannot this is not healthy for an organization. So, there is this problem

about how to integrate with the rest of the organization.
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So, integration of organizational subunits is essential. Now what is integration? Integration is

the coordination of various tasks, roles, functions and divisions to ensure that the various

subunits they cooperate with each other rather than compete together they should cooperate

rather than compete and they must work together.

So, the different units or the different subunits you know must learn to collaborate must learn

to cooperate with each other, must work on to work with each other as teams rather than

competing with each other and so in. So, you know while we have horizontal differentiation,

it is also important that there is integration. So, that tasks roles functions divisions can better

coordinate amongst each other ok. 

So, managers use a number of integrating mechanisms like hierarchy of authority direct

contract, liaison roles, task force teams integrating roles and integrating departments so, that

they can bring about integration you know so, that integration in the organization can be

enhanced.
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So, you have hierarchy of authority as one of the ways in which managers try to try to bring in

integration you know. So, hierarchy of authority you know the here the authority hierarchy

dictates who reports to him. So, it will differentiates employees by the amount of authority

that they own ok.

Then there is direct contact where managers meet and coordinate activities face to face

through direct contact. The problem is that manager in one function has no authority over

managers in the other function. So, this can be a problem you know as a mechanism this has

this weakness where manager in one function has no authority over manager in another, but

nonetheless you know managers try to meet each other and coordinate activities through

direct contact.



The third is a liaison role which is another mechanism which is used to bring about

integration in the in the organization. A manager is tasked with the with coordinating with

managers of other subunits on behalf of his or her subunit then we have task force.

(Refer Slide Time: 19:24)

So, here in the in this slide you can see that the R and D manager is trying to you know be a

liaison between the production and the marketing manager or the marketing the R and D is

trying to liaison between the production and the marketing. Another integrating mechanism is

task force. 

A task force is a temporary committee which is formed to address a specific issue. Members

of the task form task force are you discuss a problem and they are responsible for bringing

coordinating solutions back to the respective functions for further discussion and approval in



a task force managers meet basically to coordinate the various activities cross functional

activities between different departments.

So, you can see here you know that there is this task force which has people from sales R and

D, production marketing engineering and it is a temporary committee which is formed to

address the issue they discuss and then they go back to their functional areas for further

discussion and approval ok and so, this makes the task force this that the attempts or the

efforts by the task force are highly cross functional and you know a cross functional approach

is there to solve problems.

Then you have teams, a team is a permanent task force which is formed to address long term

strategic or administrative issues and people managers meet regularly to coordinate their

activities.
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Sometimes the integration may require setting up of a new department or a new role. So,

integrating role is a new role and a full time position which is created to manage activities of

two or more functions or two or more divisions to improve the communication between them.

Similarly, an integrated department may be created which is an integrating department to

manage the activities of the various functions or divisions. 

When the number of people are large and they are playing you know and when it is needed

that a large number of employees play integrating roles a new department is created. So, you

can see here that integrating role or department is created you know and the computer

hardware division coordinates and integrates with the computer software and the applications

division. So, that is how the activities of the computer software division and application

division gets integrated ok.
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So, we come to the basic question differentiation versus integration and so, so, that is the

challenge which we started with. So, achieving a level of integration which equals to the

organizations of organizations level of differentiation is a design challenge. Organizations

must learn to differentiate as also integrate. So, trying to bring about a balance trying to

equalize the integration and the differentiation in an organization is a big challenge.

So, managers must ensure that organizations are not very high on both integration or

differentiation. Why? Because both integration and differentiation are expensive activities

one the expenses in expensive in terms of the number of people employed in the activity ok

number of managers employed and two in terms of the time which is spent on coordination of

these activities.

So, too much of differentiation and too much of integration you know is not healthy for an

organization and managers must ensure that they are neither very high nor low on both

integration and differentiation ok. There they should not be very high on both integration or

differentiation there must be a balance between both of them.
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So, while deciding on how to differentiate and integrate and extent. So, managers must pay

attention to the following. One you know managers must direct the differentiation process so,

that the organization develops its core competencies and gains competitive advantage and

they must try to integrate the organization by choosing such integrating mechanisms at the

subunits can work together and the core competencies can be enhanced. 

So, a proper balance between you know differentiation and integration must be created. So, it

has been seen that in complex highly differentiated organizations, they require a high level of

integration. On the other hand simple integrated mechanisms are adequate when

organizations are straightforward they have clearly defined role structures and so, managers

must keep it in mind that when you know if the organization is complex they would require a

high level of integration.
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The next challenge that that manager’s face is regarding centralization and decentralization

whether to have a centralized structure or a decentralized structure and so, ultimately what is

important is a balance between the two, but a proper balance is essential, but again

challenging. So, what is a centralized structure and what is a decentralized structure?

A centralized structure is where managers at the top of the hierarchy, they possess and retain

the authority to make crucial decisions. The decision making power lies with the higher levels

in the management hierarchy ok and they are the ones who make crucial decisions. A

decentralized structure on the other hand is one where managers at all the levels in the

hierarchy have the authority to make important decisions about the resources about the usage

of the resources.



So, on one hand we have a centralized structure where decision making is concentrated to the

top levels and all major decisions are taken by the top management on the other hand we have

a decentralized structure, where managers at different levels in the hierarchy have the

authority to make important decisions pertaining to their levels and ok and with regard to

utilization of resources as well.

(Refer Slide Time: 25:35)

So, the ideal situation is a balance between both such that middle and lower managers who

are close to the field of action can make decisions at the point of action and top and the long

term decision making is restricted to the top managers. So, as a, so, in this case both you

know will benefit a top managers can plan and have long term plans and the and the middle

and lower managers who are at the action field who are at close to the action field will be able

to take decisions pertaining to you know issues which they face during implementation.



So, in. So, if that if a balance is possible you know in such a case a lower managers will be

able to act promptly to issues and alterations in the environment and the top management can

spend time and energy and resources for long term strategic direction for providing long term

strategic direction to the organization.
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The third challenge that comes in is about balancing standardization and mutual adjustment.

So, what is standardization? Now when we talk of standardization we are typically you know

referring to the adherence to defined set of rules and norms which manifest in the form of

specific models or examples which are deemed to be appropriate in a situation ok.

So, to standardize operations what is required is, written rules regulations policies procedures

and this is known as formalization. So, a high level of formalization means centralization of

authority. Rules are formal written statements which state appropriate ways of behaviour



which state appropriate behaviours to achieve goals norms are styles of behaviour which I

accepted which I considered acceptable by the group and the process by which employees

learn about these norms and assimilate them is known as socialization.
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So, standardization is about the well-defined sets of rules and norms which manifest in the

form of specific models and examples which are deemed appropriate in a given situation, but

on the other hand we have mutual adjustment when you know mutual adjustment happens

when instead of standardized rules and norms people use their judgment to solve a problem.

So, in such cases decision making and coordination are regarded as evolutionary processes

they are not strictly by rule, but they follow an evolutionary process. Now again that the

design challenge that comes in you know is about how to balance from standardization and

mutual adjustment ok.
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So, managers must work out the best ways to standardize behaviour using rules, using norms,

but also permitting for mutual adjustment because you know people at higher levels in the

hierarchy and who are involved in functions that involve highly complex and uncertain tasks

majorly rely on mutual adjustment you know as compared to standardization.

So, its very very important that mutual adjustment is also accorded importance ok. So, for all

organizational roles the ideal ratio of these two factors should encourage both you know both

innovative and responsible employee behaviour and organizational effectiveness and for that

its important that a balance is struck between standardization and mutual adjustment ok.
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So, if we relate these design challenges to the mechanistic structure and to the organic

structure we can see here that you know individual specialization in a mechanic mechanistic

structure a person in a role specializes in a specific task or a set of tasks. So, A specializes in

X, B specializes in Y, C specializes in Z. So, A as A role A role A plays the X task, role B

plays the Y task and role B role C plays the Z task.

So, such a kind of a mechanistic structure is appropriate for organizations which operate in

stable environments we have discussed about this earlier as well the centralized decision

making authority clearly defined tasks, close supervision a information flows downwards

vertically each function is separate and responsibility for communication lies with the top

management.



So, such structures are designed in for situations where people behave in people can behave

in predictable and accountable ways and design and the structures are designed such that

people behave in predictable and accountable fashion, integrating mechanisms both within

and between functions lies in hierarchy which we just spoke of and integrating mechanisms

you know are not needed because the only integrating force is hierarchy ok and the control is

exercised through hierarchy and standardization.
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As opposed to this we have organized organic structures where there is a joint specialization

in an organic structure. A person in a role is assigned to a specific task or a set of tasks.

However, the person is able to learn new tasks and develop new skills and capabilities. 

If you see there in the first slide there was an individual specialization A doing X, B doing Y,

C doing Z, but here while the A is assigned X and B is assigned Y task and C is assigned the



Z task yet, the people work with and through each other and they are able to learn new tasks

and develop new skills and capabilities. So, joint specialization is what happens in an organic

structure the person is assigned to a one role or a specific task, but he is able to learn new task

and develop new skills and capabilities.

So, what emerges is joint specialization and this is appropriate for organizations that operate

in unstable environments, characteristics of the organic structures as we have discussed

earlier are decentralized decision making, weakly defined roles, people perform changing

tasks and develop new job skills there is a cross functional approach to problem solving and

such structures are designed such that people can quickly adapt to the changing environment. 

So, there is huge amount of flexibility. High level of integration is required which is brought

about through the mechanisms which we discussed like liaison role, task forces, integrating

roles integrating departments and the key to mute coordination lies with mutual adjustment

and informal rules and norms.
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So, here you know what I just said is mentioned in these two slides where in the case of

mechanistic there is individual specialization in organic it is joint. In mechanistic structures

you have simple integrating mechanisms through hierarchy in complex it is through task

forces and teams. 

Inorganic it is complex through task forces and teams, in mechanic structures there is

centralization in organic structures there is decentralization. In mechanistic structures tasks

are very standardized a standardized operating procedures are extensively used and work

processes are predictable, but in the case of organic structures face to face contact is you or in

today’s day and age e contact is frequently used to coordinate tasks and the work process is

relatively unpredictable.
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So, finally, coming to the contingency approach as we have discussed earlier, an organization

must design a structure such that it is a good fit and incongruence with the environment in

which it exists and operates and the contingencies or sources of uncertainty should affect the

choice of an organization design.

So, studies by Lawrence and Lorsch which we have discussed earlier as well as burns and

stalker support the contingency theory.



(Refer Slide Time: 33:24)



(Refer Slide Time: 33:26)

So, here is it that if the environmental uncertainty is low ok it is low. So, you can have

mechanistic structure simple structure, low differentiation, low integration centralized

decision making and standardized standardization on the other hand if environmental

uncertainty is high you have complex structure, high differentiation, high integration,

decentralized decision making and mutual adjustment.

So, the design challenges of differentiation and integration, centralization versus

decentralization and standardization versus mutual adjustment. These challenges should be

clearly you know met keeping in mind the environment and the you know changing forces in

the environment.
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And with this I come to an end of this lecture these are the references and we shall continue

with the topic in the next lecture.

Thank you.


