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Social & Cultural

Social & Cultural

Hierarchy
Market
Network
Clan

Structure &
Coordination

Transaction

Costs

Knowledge

Core Notions

e Structure and Culture:
Hierarchy, Market, Network,
Clan

— (note various alternative/
equivalent terms)

» Transaction costs, relationship
costs

» Coordination Mechanisms
» Growth / Ageing Patterns
» Knowledge & Uncertainty
» Trust/ checking

Principles

People in a culture can be
closely aligned with each other
or very independent

Business tasks can require
close collaboration or simple
standardised communication

Alignment and collaboration
can give cost advantages or
represent an excessive
overhead

Key Questions

Why are there so many
different ways of doing work?

What patterns are there?
What controls the patterns?

/4
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Styles of
Interaction

Communication I BlackBox
I WhiteBox

II Collaboration

« How do the parts work (or fail to
work) together?

¢ How do the parts benefit (or fail
to benefit) from each other and
the whole?

Fragmentation

Hierarchy
incurs internal
coordination costs

Coordination Costs
Agency costs

— Monitoring costs (incurred by
supervisor)

— Bonding costs (incurred by
supervised)

— Residual loss (incurred by
organization)

Decision costs

— Information processing costs
(communication, documentation)

— Opportunity costs (due to poor
decisions)

4

Possible Moves
Centralization
- reduces agency costs?
— increases decision costs?
Decentralization
— reduces decision costs?

- increases agency costs?
ICT

— reduces decision costs?
— reduces agency costs?
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Market

incurs external
coordination costs

The costs of coordinating economic transactions
and the costs of coordinating production may
both increase with out-sourcing.

Transaction Costs Cost Factors
» Operational costs » Uncertainty / Complexity
- search » Asset specificity
— transportation « Frequency
— inventory holding il

- communication These factors translate into ‘make-or-buy’
decisions; whether it is better to provide a
+ Contractual costs service from within the organization, with
— writing contracts hierarchical coordination, or from outside the

organization, with market coordination.

— Source; O.E. Williamson, Markets and Hierarchies:
Analysis and Anti-Trust Implications (New York:
Free Press, 1975)

— enforcing contracts

V-
Network
incurs internal
and external
coordination costs
* Membership costs: + Coordination of direction and
—  establishing trust pOIICy
—  breaches of trust (failure) - difficult
e Exclusion costs: — introduces risk
—  lost opportunities
o Structural benefits
— rapid configuration to meet need
— short chains of interaction
— dense webs of relationship
/4 /4
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Examples

» Editor of news magazine wants
picture from Kosovo.

— sends staff photographer.

— buys existing photo (from
web-based library).

— commissions freelance
photographer.

* What are the advantages and
disadvantages of each method?

Electronic brokerage

— NASDAQ system creates
electronic market for over-
the-counter stocks.

— EasySabre airline
reservation system

— CommerceNet

/4 /4
Notes
* What are the key differences * Write another example here.
between hierarchy, market and
network?
* What are the key
differentiators?
/4 /4
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Coordination

» Power culture

— One person as a hub
* Role culture

— Procedure and rule frameworks
o Task culture

— Organisation contingent on work
to be done

e Person culture

— A range of dominant people
according to circumstance

e Individualism - collectivism

— Taking responsibility for oneself or

for the group
» Power distance

— Degree of authoritarianism,
concentration of power

» Uncertainty avoidance

— Use of policies, procedures and
institutions to limit exposure to

change
» Masculinity - femininity

— Achievement or people focus

Mechanisms
(based on
Minztberg) Pattern Suitable for
Mechanism Organization Style | Environment Task
Standardize Skills Professional Complex
Bureaucracy
Standardize Procedures Machine Stabl_e and Simple
Bureaucracy predictable
Standardize Norms Missionary .
s Diverse
(Indoctrination)
Standardize Inputs Complex
(Common Components) L Moderately P
- Engineering Culture .
Standardize Through Dynamic
Complex
Tools
Mutual Adjustment Adhocracy Complex
(Collaboration) Dynamic or P
Direct Supervision Simple Structure unpredictable | .
o Simple
(Centralization)
Sta_ln_dgrdlz_e O_utputs Divisional Form Multiple Diverse
(Divisionalization)
Work cultures
Handy Hofstede

4
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Counter-
cultures

Formation Uses
* Reaction to non-inclusive * Black teams
cultural constructions

— Use to attempt to break systems
— People find alternative definitions and security
of success and power . Intrapreneurship
* Based in cultural identity — Use to establish radical alternative
— Usually forms a strong and routes for business
distinctive identity to mark out
difference
» Attempts to subvert values and
style

4 4

According to Max Boisot, a political
economy of information coincides
with a theory of cultural processes.

CD-Theory
C-Space

Undiffused Diffused
information that is not information that is
readily shared readily shared
Codified Proprietary Public
information than can Knowledge ... Knowledge
easily be set out on N
paper for transmission i’

Problem
solving

[ D

easily be set out on . v

Uncodified
information than cannot
paper for transmission N i
Personal Common
Knowledge Sense

Source: Max Boisot.
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Four Types of
Social
Discourse

There are some interesting parallels
and important differences between
this theory and the preceding one.

Digital Analogue
“plain speaking” “rhetoric”
sharp differentiation blurred, ambiguous,
undifferentiated
Foreground (scientismic) (metonymic)
intentiona| meanin S EXp|anatI0nS JUStIfIC&tIOﬂS
comprising the techno-
social order
Background (hyperbolic) (metaphoric)
implicational meanings Assertions Accounts
comprising the moral-
aesthetic order

Source: Stephen Linstead, Rhetorical & Organizational
Control. Also draws on work by Gowler & Legge.

Culture and
Structure

Undiffused / Internal | Diffused / External « Different industries and firms

] Hierarchy Market may have different cultures
- « Different groups within the
2 same organization may have
g ] different cultures.

o Production --1-- Sales

x

o

2 [ R&D }————{ Board ]

=

o

2
-]

Network Clan

Source: Max Boisot.
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Cultures
change over
time

Undiffused / Internal | Diffused / External Different life-stages of a
— product / industry typically
Monopoly Competition display different structures and
3 cultures.
%
8 { Licensing }-----P[ Trading 1
L
:cf_a [Sub-Contract}--»--%oint Venture]
E
5
Start-Up Oligopoly »
Source: Max Boisot.
Developmental Growth by ;
Stages of Creativity - age J1sice
Organization —— .
Growth b Leadership
. . y — T
Direction —
Crisis of
NS
Autonomy
Growth_ by .
Decentralization —
Crisis of
——-
Control
Grow_th b){
Coordination —
Crisis of
——-
Red Tape
Growth by.
Collaboration —
Crisis of
Larry E. Greiner, Affiliation
HER July-August 72 Groyvth by P —
Updated HBR May-June 1998. Alliance V v
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Larry E. Greiner,
Developmen HBR July-August 1972,
eve Op ent Updated HBR May-June 1998.

Crises

¢ Leadership: who will lead the company out [+ Red-tape: how do both line

of the confusion created by unbridled and staff managers overcome
creativity and solve the managerial problems the inappropriate aspects of the
confronting it through creating formal systems and procedures created
business structures? to manage the enterprise as a

whole, as they seek to respond

¢ Autonomy: how will lower-level employees to local conditions?

be freed from cumbersome and centralized

top-down hierarchy to make better use of « Affiliation: how will the
their more direct knowledge about markets organization begin to look
and technology? outside itself for partners and

opportunities, as it realises that
there is no internal solution,
such as through new products,
for stimulating its further
growth?

¢ Control: how will top-level executives
recover control over a highly decentralized
organization as autonomous managers prefer
to run their own shows without coordinating
plans, money, technology, personnel etc?

I] Source: Morgan, Images of Organization, pp 89 ff

Bureaucracy

* Inhibits Organization Learning * Institutionalises Processes

— Bureaucratic approaches to — People can undertake roles
organization impose without understanding the
fragmented structures of purpose or context

thought on their members — Allows organizations to

— Bureaucratic approaches to achieve goals without trusting
accountability encourage individuals with key knowledge
employees to engage in or skills
defensive and deceptive — Can give standardised outputs
practices - >

where it is important to be

— There is often a gap between even-handed in the treatment
what people say and what they of customers and clients
do.

4 4
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Component-
Based
Business

The component-
based business is
wired together
dynamically from
“components”
providing services
to one another.

E.g. Supply Chain,
eBusiness, Joined-
Up Government

¢ The fagade or screen presents a
coherent identity to an external
community (users or customers).

¢ Behind the screen is an articulated
(loosely coupled) structure.

« Can we make each side conform with
the requirements of the other side?

/ L

—_—

Facade

Economies of L

(Screen)

Scale/Scope

COHERENT
IDENTITY

A\
Brand Integrity

possibility

extension a group

— To trust a reification or a social
construct is a mistake

» Generates potential and

— Works to maximise the
performance of the party trusted

Flexibility A O
y Customer Service
Trust
Giving Implications
 Unilateral, a leap of faith » Checking
— Calculated and hedged trust is — Need to assess the forces acting to
prudence promote breach of trust

» Given to a person or by » Partnership

4

— Checking must not imply mistrust
— Trust establishes mutual vulnerability
Not hierarchical or power based

— Does not sit well with conventional
relationships within and between
enterprises
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Mimicry
The signs of trust
can be faked

ECONOMICS of TRUST
The value of the underlying business?
The potential losses arising from abuse?
The cost of displaying the signs of trust?

ECONOMICS of MIMICRY

STRATEGIES
Faking trusted signs

Attaching to / taking over
trusted things

Mingling with trusted things
Sleeping until trusted
Borrowing trusted identity

PHYSICAL EXAMPLES
Counterfeit Products

— refilled beer cans

The incentive to abuse the trust?
The incentive to mimic?
The cost to mimic the signs?

— Pirated (software) CDs
— “British” beef

» Spurious employees,
consultants

Trust and
Transaction

Transaction Type

Level of
trust
required

Level of
trust
available

Performance Ambiguity

Goal Congruence (Product Uncertainty)

Market Low Low
Bureaucracy Medium Medium
Clan (Group) High High

Source: William Ouchi

[
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Trust &
Security

Social capital Security

Eliminates compliance costs » Understand and police

Allows plans to be adjusted boundaries

. * Detect intrusion
Streamlines processes

* Mount an effective response

Discussion
Questions

One of the supposed advantages of the “lean and mean” company is
that uncertainty and volatility is exported to other firms, such as
suppliers and subcontractors. Discuss the possible consequences of
this approach.

According to some sources, it takes fewer man-hours to build a
Lexus than it does to put right the faults on a new Mercedes.
Supposing this to be true, discuss the possible causes and implications
of this difference.
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Reading

Required
Hatch Ch 6,7
Handy Ch 6, 7

Suggested
Max Boisot, Information & Organizations
(out of print)
Henry Mintzberg, The Structuring of
Organizations (Prentice Hall, 1979)

Grahame Thompson et al (eds), Markets,
Hierarchies and Networks: The
Coordination of Social Life (Sage, 1991)

Richard Veryard, Component-Based Business:
Plug and Play (Springer, 2001)

Robert Westwood & Stephen Linstead (eds), The
Language of Organization (Sage, 2001)

O.E. Williamson, Markets and Hierarchies:
Analysis and Anti-Trust Implications (New

York: Free Press, 1975) 7
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