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Chapter 11 


 
 


Organizational Transformations: 


Birth, Growth, Decline, and 


Death 
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Learning Objectives 


Organizations that successfully carve out a niche in their environments so that they 


can attract resources (such as customers) face a series of problems in their  


struggle for growth and survival. This chapter examines the organizational change 


and transformation problems that occur over the life cycle of an   organization. 


Entrepreneurs and managers who understand the forces that lead to the birth of 


organizations, that influence how they grow and mature over time, and that 


eventually may cause their decline and death will be able to change their 


organization’s strategy and structure to increase its effectiveness and chances of 


survival. 


 
After reading this chapter you should be able  to: 


 


1. Appreciate the problems involved in surviving the perils of organizational 


birth and what actions founders can take to help their new organizations 


survive. 


2. Describe the typical problems that arise as an organization grows and 


matures, and how an organization must change if it is to survive and 


prosper. 


3. Discuss why organizational decline occurs, identify the stages of decline, 


and describe how managers can work to prevent the failure and even the 


death or dissolution of an  organization. 
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The Organizational Life Cycle 


Why do some organizations survive and prosper while others fail and die? Why do 


some organizations have the ability to manage their strategies, structures, and 


cultures to gain access to environmental resources while others fail at this task? To 


answer these questions, researchers suggest we need to understand the dynamics 


that affect organizations as they seek a satisfactory fit with their environment.
1 


It is 


commonly believed that organizations experience a predictable sequence of stages 


of growth and change over time: the organizational  life cycle . 


 
 
 


 
Organizational life cycle 


 


A sequence of stages of growth and development 


through which organizations may  pass. 


 
 
 


The four principal stages of the organizational life cycle are birth, growth, decline,  


and death (see Figure 11.1 ).
2 


Organizations pass through these  stages at 


different rates, and some do not experience every stage. Moreover, some  


companies go directly from birth to death without enjoying any growth if they do not 


attract customers or resources. Some organizations spend a long time in the growth 


stage, and many researchers have identified various substages of growth through 


which an organization must navigate. There are also substages of decline. Some 


organizations in decline take corrective action, change quickly, and turn themselves 


around. 
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The way an organization can change in response to the problems it confronts 


determines whether and when it will go on to the next stage in the life cycle and 


survive and prosper or fail and die. Each stage is examined in detail   here. 


 


Figure 11.1 A Model of the Organizational Life  Cycle 


Organizations pass through these four stages at different rates, and some do not 


experience every stage. 
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Organizational Birth 


Organizations are born when people  called entrepreneurs recognize and take 


advantage of opportunities to use their skills and competences to utilize resources    


in new ways to create value.
3 


Michael Dell found a new way to market low-priced 


computers to customers: mail order. Liz Claiborne took advantage of a growing   


niche in the women’s clothing market—business attire for women. Dell and   


Claiborne saw an opportunity to create value (for computer users and 


businesswomen), and they both seized the opportunity to found an organization that 


could produce lower priced products—PCs and business attire—than the 


competition. 


 
 
 


 
Entrepreneurs 


 


People who recognize and take advantage of 


opportunities to use their skills and competences to 


create value. 


 
 
 


Organizational birth , the founding of an organization, is a dangerous  stage of 


the life cycle and associated with the greatest chance of failure. The failure rate is 


high because new organizations experience the liability  of newness —the 
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dangers associated with being the first to operate in a new environment.
4 


This 


liability is great for several reasons. 


 
 
 


 
Organizational birth 


 


The founding of an organization: a dangerous life 


cycle stage associated with the greatest chance of 


failure. 


 
 
 
 
 


 
Liability of newness 


 


The dangers associated with being the first in a new 


environment. 


 
 
 


Entrepreneurship is an inherently risky process. Because entrepreneurs undertake 


new ventures, there is no way to predict or guarantee success.
5 


Entrepreneurs bear 


this uncertainty because they stand to earn potentially enormous returns if their 


businesses take off. Much of the time, however, entrepreneurs make mistakes in 


judgment or planning, and the result is organizational  death.
6


 


 
A new organization is fragile because it lacks a formal structure to give its value- 


creation processes and actions reliability and stability. At first, all its activities are 


performed by trial and error; organizational structure emerges gradually as 


decisions are made about what roles, rules, and SOPs should be implemented. 


Eventually, for example, it may become clear that one manager should   handle 
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money coming in from customers (accounts receivable), another should control 


money being paid out to suppliers (accounts payable), and another should obtain 


new accounts. But at first, in a new organization, the structure is in the mind of the 


founder; it is not formalized in a chart or a set of rules. The structure is flexible and 


responsive, allowing the organization to adapt and continually improve its routines  


to meet the needs of its  environment. 


 
A flexible structure can be an advantage when it allows the organization to change 


and take advantage of new opportunities, but it can also be a disadvantage. A 


formal structure provides stability and certainty by serving as the organization’s 


memory. 


 
 
 
 
 
 


 
Structure specifies an organization’s activities and the procedures for getting them 


done. If such procedures are not written down, a new organization can literally   


forget the skills and procedures that made it successful. A formal structure provides 


an organization with a firm foundation from which to improve on existing procedures 


and develop new ones.
7
 


 
Another reason why organizational birth is a dangerous stage is that conditions in 


the environment may be hostile to a new organization. Resources, for example, 


may be scarce or difficult to obtain because many established organizations are 


competing for them. 
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Developing a Plan for a New Business 


 
One way in which entrepreneurs can address all these issues is through the crafting 


of a business plan that outlines how they plan to compete in the   environment. 


Table 11.1 lists the steps in the development of a business  plan. 


 


Planning for a new business begins when an entrepreneur notices an opportunity to 


develop a new or improved good or service for the whole market or for a specific 


market niche. For example, an entrepreneur might notice an opportunity in the fast- 


food market to provide customers with healthful fast food, such as rotisserie chicken 


served with fresh vegetables or burritos made with organic ingredients. This is what 


the founders of the Boston Market and Chipotle restaurant chains  did. 


 
The next step is to test the feasibility of the new product idea. The entrepreneur 


conducts as thorough a strategic planning exercise as possible, using SWOT 


analysis, the analysis of organizational strengths and weaknesses and 


environmental opportunities and threats. Potential threats might be that KFC will 


decide to imitate the idea and offer its customers rotisserie chicken, which KFC did 


after Boston Market identified the new market niche. The entrepreneur should 


conduct a thorough analysis of the external environment (see  Chapter 3 ) to test 


the potential of a new product idea and must be willing to abandon an idea if it 


seems likely that the threats and risks may overwhelm the opportunities and  


returns. Entrepreneurship is always a very risky process, and many entrepreneurs 


become so committed to their new ideas that they ignore or discount the potential 


threats and forge ahead—only to lose their  shirts. 


 
If the environmental analysis suggests that the product idea is feasible, the next   


step is to examine the strengths and weaknesses of the idea. At this stage the main 


strength is the resources possessed by the entrepreneur. Does the entrepreneur 


have access to an adequate source of funds? Does the entrepreneur have any 


experience in the fast-food industry, such as managing a restaurant? To   identify 
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weaknesses, the entrepreneur needs to assess how many and what kind of 


resources will be necessary to establish a viable  new 


 
Table 11.1 Developing a Business  Plan 


 
 
 
 
 
 
 
 
 


 


venture—such as a chain of burrito restaurants. Analysis might reveal that the new 


product idea will not generate an adequate return on investment. Or it might reveal 


that the entrepreneur needs to find partners to help provide the resources needed  


to open a chain on a sufficient scale to generate a high enough return on 


investment. 


 
After conducting a thorough SWOT analysis, if the entrepreneur decides that the 


new product idea is feasible, the hard work begins: developing the actual business 


plan that will be used to attract investors or funds from banks. Included in   the 


 


1. Notice a product opportunity, and develop a basic business idea 


Goods/services 


Customers/markets 


2. Conduct a strategic (SWOT) analysis 


Identify opportunities 


Identify threats 


Identify strengths 


Identify weaknesses 


3. Decide whether the business opportunity is feasible 


4. Prepare a detailed business plan 


Statement of mission, goals, and financial objectives 


Statement of strategic objectives 


List of necessary resources 


Organizational timeline of events 
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business plan should be the same basic elements as in the product development 


plan: (1) a statement of the organization’s mission, goals, and financial   objectives; 


(2) a statement of the organization’s strategic objectives, including an analysis of   


the product’s market potential, based on the SWOT analysis that has already been 


conducted; (3) a list of all the functional and organizational resources that will be 


required to implement the new product idea successfully, including a list of 


technological, financial, and human resource requirements; and (4) a timeline that 


contains specific milestones for the entrepreneur and others to use to measure the 


progress of the venture, such as target dates for the final design and the opening of 


the first restaurant. 


 
Many entrepreneurs do not have the luxury of having a team of cross-functional 


managers to help develop a detailed business plan. This obviously is true for solo 


ventures. One reason why franchising has become so popular is that potential 


entrepreneurs can purchase and draw on the business plan and experience of an 


already existing company, thereby reducing the risks associated with opening a 


new business. 


 
In sum, entrepreneurs have a number of significant challenges to confront and 


conquer if they are to be successful. It is not uncommon for an entrepreneur to fail 


repeatedly before he or she finds a venture that proves successful. It also is not 


uncommon for an entrepreneur who establishes a successful new company to sell it 


in order to move on to new ventures that promise new risks and returns. An   


example of just such a entrepreneur is Wayne Huizenga, who bought many small 


waste disposal companies to create the giant WMX waste disposal company, which 


he eventually sold. A few years later Huizenga took control of Blockbuster Video  


and, by opening and buying other video store chains, turned Blockbuster Video into 


the biggest video chain in the United States, only to sell it in 1994. A historical 


example of an entrepreneur who transformed the steel industry is presented in 


Organizational Insight 11.1 . 
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Organizational Insight 


11.1 Andrew Carnegie and Entrepreneurship 


Andrew Carnegie was born in Scotland in 1835; he was the son of a master 


hand-loom weaver who, at that time, employed four apprentices to weave  


fine linen tablecloths.
8 


His family was well-to-do, yet ten years later they  


were living in poverty. Why? Advances in weaving technology had led to the 


invention of steam-powered weaving looms that could produce large 


quantities of cotton cloth at a much lower price than was possible through 


hand-loom weaving. Hand-loom weavers could not compete at these low 


prices and Carnegie’s father was put out of business. In 1848, his family,   


like hundreds of thousands of other families in Europe at this time, decided  


to emigrate to the United States to find work and  survive. 


 
The Carnegies settled near Pittsburgh, where they had relatives, and the 


father continued to weave tablecloths and sell them door to door, making 


around $6 dollars a week. His mother, who had come from a family of 


cobblers, took in shoes for repair and made around $4 a week. Carnegie 


found a job as a “bobbin boy,” replacing spools of thread on power looms in  


a textile factory; he took home $1.20 for a 60-hour  week. 


 
Once his employer found out he could read and write, a rare skill at this  


time, he became a bookkeeper for the factory. In his spare time he became  


a telegraph messenger and learned telegraphy. He began to deliver 


telegrams to Tom Scott, a top manager at the Pennsylvania Railroad, who 


came to appreciate Carnegie’s drive and talents. Scott made him his 


personal telegrapher for the astonishing sum of $35 a week. Carnegie was 


now 17. Only seven years later, when he was 24, he was promoted to 


Scott’s job, as superintendent of the Western Division of the railroad. At   30, 
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he was offered the top job of superintendent of the whole railroad! Carnegie 


had other ambitions, however. During his time at the railroad he had  


invested cleverly in railroad stock and was now a weal4hy man, with an 


income of $48,000 a year, of which only $2,800 came from his railroad 


salary. 


 
While a manager at the railroad, Carnegie had made his name by  


continually finding ways to use resources more productively to reduce costs 


and increase profitability. His company’s stock price had shot up—which 


explains why he was offered the railroad’s top job. Carnegie  saw 
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an opportunity to apply his cost-cutting skills in the backward steel industry. 


Carnegie had noticed U.S. railroads’ growing demand for steel as they built 


new U.S. railways rapidly in the 1860s. At that time, steel was made using 


small-batch production, an expensive, labor-intensive process we discussed 


in Chapter 9 , and the steel produced cost $135 a  ton.
9
 


 
In searching for ways to reduce the steel-making costs, Carnegie was   


struck by the fact that many different companies performed each of the 


different operations necessary to convert iron ore into finished steel 


products. One company smelted iron ore into “pig iron”; another company 


then transported the pig iron to other companies that rolled the pig iron into 


bars or slabs. Many other companies then bought these bars and slabs and 


made them into finished products such as steel rails, nails, wire, and so on. 


Intermediaries who bought the products of one company and then sold   


them to another connected the activities of these different companies. The 


many exchanges, or “handoffs,” involved in converting iron ore into finished 


products greatly increased operating costs. At each stage of the production 


process steel had to be shipped to the next company and reheated to allow  


it to become soft enough to work on. Moreover, these intermediaries were 


earning large profits for providing this service, which also raised the cost of 


the finished products. 


 
Carnegie also noticed that the steel produced by British steel mills was of a 


higher quality than the steel made in U.S. mills. The British had made major 


advances in steel-making technology, and U.S. railroads preferred to buy 


their steel rails. Carnegie made frequent trips to Britain to sell U.S. railroad 


stock. On one trip he saw a demonstration of Sir Henry Bessemer’s new  


“hot blasting” method for making steel. Bessemer’s famous process made it 


possible to produce great quantities of higher-quality steel continuously, as  


a process, not in small batches. Carnegie instantly realized the  enormous 
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cost-saving potential of the new technology. He rushed to become the first 


steel maker in the United States to adopt  it.
10


 


 
Carnegie sold all his stocks and invested his capital to create the Carnegie 


Steel Company, which was the first low-cost Bessemer steel-making plant   


in the United States. Determined to retain the profit that intermediaries were 


making in his business, he also decided his company would perform all the 


steel-making operations necessary to convert iron ore into finished   


products. For example, he constructed rolling mills to make steel rails next  


to his blast furnace so that iron ore could be converted into finished steel 


products in one continuous process. 


 
Carnegie’s innovations led to a dramatic fall in steel-making costs and 


revolutionized the U.S. steel industry. His new production methods reduced 


the price of U.S. steel from $135 a ton to $121, yet his company was 


enormously profitable, with a profit margin between 35% and 50%. Most of 


his competitors could not compete with his low prices and were driven out of 


business. He plowed back all his profits into building his steel business and 


constructed many new low-cost steel plants. By 1900, his company became 


the leading U.S. steel maker, and he was one of the richest men in the   


world. 
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A Population Ecology Model of 


Organizational Birth 
 
 


 


Population ecology theory 


 


A theory that seeks to explain the factors that affect 


the rate at which new organizations are born (and 


die) in a population of existing  organizations. 


 
 
 
 
 


 
Population of organizations 


 


The organizations that are competing for the same 


set of resources in the environment. 


 
 
 
 
 


 
Environmental niches 


 


Particular sets of resources. 
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The way in which Carnegie transformed the U.S. steel industry is a story about how 


and why the number and nature of companies in an industry changes over   time. 


Population ecology theory seeks to explain the factors that affect the  rate at 


which new organizations are born (and die) in a population of existing 


organizations.
11 


A population of organizations comprises the organizations 


that are competing for the same set of resources in the environment. All the fast- 


food restaurants in Houston, Texas, constitute a population of restaurants that 


compete to obtain environmental resources in the form of dollars that people are 


willing to spend on to obtain food conveniently. Apple, Dell, HP, Lenovo, Acer, and 


the other PC companies constitute a population of organizations that are seeking to 


attract environmental resources in the form of dollars that consumers are willing to 


spend on personal computing. Different organizations within a population may 


choose to focus on different  environmental niches  , or particular sets of 


resources or skills. Today, as mobile computing devices become more possible, all 


these companies are competing against  the 


 
 
 
 
 
 


 
leader, Apple, that was dominating the market in 2011 with its iPhone and iPad 


devices. To fight back, Nokia teamed with Microsoft to offer new mobile devices 


based on the Windows 8 operating system, and other companies have teamed with 


Google to develop mobile devices based on software platforms such as Android   


and Gingerbread. 
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Number of Births 


 
According to population ecology theory, the availability of resources determines the 


number of organizations in a population. The amount of resources in an  


environment limits population density  —the number of organizations that can 


compete for the same resources in a particular environment.
12 


Population ecology 


theorists assume that growth in the number of organizational births in a new 


environment is rapid at first as organizations are founded to take advantage of new 


environmental resources, such as dollars that people are willing to spend on mobile 


personal computing (see Figure 11.2 ).
13


 


 
 
 


 
Population density 


 


The number of organizations that can compete for 


the same resources in a particular  environment. 


 
 
 


Two factors account for the rapid birthrate. The first is that as new organizations are 


founded, there is an increase in the knowledge and skills available to generate  


similar new organizations—such as companies that are eager to adopt Google’s   


free mobile software platforms. Also, many new organizations are founded by 


entrepreneurs who leave existing companies to set up their own companies using  


the competences they have learned by working in those companies. Many new 


companies have been founded by people who left pioneering organizations such as 


Xerox, Microsoft, IBM, and Google. For example, eBay was founded by Pierre 


Omidyar, who left Microsoft to use his skills to develop its auction software   platform. 
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The second factor accounting for the rapid birthrate in a new environment is that 


when a new kind of organization is founded and survives, it provides a role model. 


The success of the new organization makes it easier for entrepreneurs to found 


similar new organizations because success confers legitimacy, which will attract 


stakeholders. Fast-food restaurants, for example, were a relatively untested kind of 


organization until McDonald’s proved their ability to attract resources in the form of 


customers. Entrepreneurs watched McDonald’s create and succeed in the   U.S. 


fast-food market and then imitated McDonald’s by founding similar companies, such 


as Burger King and Wendy’s. McDonald’s became a U.S. institution, gave the 


population of fast-food organizations legitimacy, and allowed them to attract 


stakeholders such as customers, employees, and investors. Today, fast food is  


taken for granted in most countries around the world, especially China, where rising 


wages are allowing its one billion citizens to enjoy fast food, especially fried chicken 


from KFC. Similarly, 
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Figure 11.2 Organizational Birthrates over  Time 


According to population ecology theory, the rate of birth in a new environment 


increases rapidly at first and then tapers off as resources become less plentiful and 


competition increases. 


 
 
 
 
 
 


 
Groupon, the leader in the online deals that pioneered selling discounted services 


and goods, spawned imitators such as LivingSocial and is facing growing 


competition from companies such as Facebook and  Google. 


 
Once an environment is populated with a number of successful organizations, the 


organizational birthrate tapers off (see the S-shaped curve in  Figure 11.2 ).
14 


Two factors work to decrease the rate at which organizations are founded.   First, 
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births taper off as the availability of resources in the environment for late entrants 


diminishes.
15 


Companies that start first, like McDonald’s or Groupon, have a 


competitive edge over later entrants because of first-mover   advantages. 


First-mover advantages are the benefits an organization derives from  being an 


early entrant into a new environment. They include customer loyalty, a recognized 


brand name, and the best locations for new businesses like  restaurants. 


Latecomers enter an environment that is partially depleted of the resources that   


they need to grow. Investors, for example, become increasingly reluctant to lend 


money to new startups because their chances of survival in an already competitive 


environment are poor unless they can somehow discover and find a way to attract 


resources. Similarly, the best managers and workers prefer to work in organizations 


that have established reputations and offer secure employment   opportunities. 


 
 
 


 
First-mover advantages 


 


The benefits an organization derives from being an 


early entrant into a new  environment. 


 
 
 


The second factor that decreases the birthrate is the difficulty of competing with 


existing organizations for resources.
16 


Potential entrepreneurs are discouraged  


from entering an industry or market because they understand that the larger the 


number of companies already competing for resources, the more difficult and 


expensive the resources will be to obtain. To obtain new customers, new  


companies may need to overspend on advertising or innovation, or they may need  


to reduce their prices too much. Moreover, existing companies may band together 


and make it very hard for new companies to enter the market. They may engage in 


collusion, agreeing (illegally) to set their prices at artificially low levels to drive   new 
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rivals out of an industry, or they may erect barriers to entry by investing heavily in 


advertising so it is very expensive for new companies to enter the   market. 
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Survival Strategies 


 
Population ecologists have identified two sets of strategies that organizations can 


use to gain access to resources and enhance their chances of survival in the 


environment: (1) r-strategy versus K-strategy and (2) specialist strategy versus 


generalist strategy. 
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R-Strategy Versus K-Strategy 


Organizations that follow an r-strategy are founded early in a new 


environment—they are early entrants. Organizations that follow  a K-strategy are 


founded late—they are late entrants.
17 


The advantage of an r-strategy is that an 


organization obtains first-mover advantages and has first pick of the resources in   


the environment. As a result, the organization is usually able to grow rapidly and 


develop skills and procedures that increase its chance of surviving and prospering. 


Organizations that follow a K-strategy are usually established in other environments 


and wait to enter a new environment until the uncertainty in that environment is 


reduced and the correct way to compete is apparent. For example, Samsung, HTC, 


and Motorola did not enter the smartphone industry until Apple demonstrated the 


huge global market potential for smartphones and their applications. Sometimes 


these organizations then take the skills they have established in other environments 


and use them to develop effective products that allow them to compete with 


organizations following the r-strategy. In 2011, for example, Apple claimed 


Samsung’s new smartphones and tablets were simply imitations of its own mobile 


devices, and Apple sued Samsung, which countersued, and a battle was raging 


between them. 


 
 
 


 
r-strategy 


 


A strategy of entering a new environment  early. 
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K-strategy 


 


A strategy of entering an environment late, after other 


organizations have tested the water. 


 
 
 


The difference between r-strategy and K-strategy is evident in the situation that 


emerged in the PC environment. In 1977, Apple Computer founded the PC market 


when it developed the Apple I. Other small companies quickly followed Apple’s  


lead. Each of them pursued an r-strategy and developed their own unique   PCs. 


Many of these companies were successful in attracting resources, and the 


population of PC companies grew quickly. IBM, the dominant seller of mainframe 


computers, realized the huge potential resources of the PC market. It adopted a 


K-strategy and moved to develop its own PC (based on Microsoft’s MS-DOS 


operating system), which it introduced in 1981. IBM’s ability to put its massive 


competences to work in the new environment and to  take 


 
 
 
 
 
 


 
advantage of its brand name allowed IBM to become the dominant competitor. As 


MS-DOS became the industry standard, IBM drove most of the smaller r-strategists 


out of the PC market. Apple survived IBM’s challenge by focusing its competences 


on satisfying the PC needs of academic and publishing customers. Then Steve   


Jobs returned and revolutionized the company, giving it a new “rebirth,” and by   


2011 Apple had become the most valuable global high tech company and Jobs was 


declared “CEO of the Decade.” 
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Specialist Strategy versus Generalist Strategy 


The difference between a specialist and a generalist strategy is defined by the 


number of environmental niches—or sets of different resources (customers)—for 


which an organization competes. Specialist organizations  (or specialists ) 


concentrate their competences and skills to compete for resources in a single 


niche—for example, smartphones. Generalist organizations  (or generalists  ) 


use their well-developed competences to compete for resources in many or all 


niches in an environment—for example, smartphones, inexpensive cellphones, 


landline phones, netbooks, tablets, and so  on.
18


 


 
 
 


 
Specialists 


 


Organizations that concentrate their skills to pursue a 


narrow range of resources in a single  niche. 


 
 
 
 
 


 
Generalist 


 


Organizations that spread their skills thinly to 


compete for a broad range of resources in many 


niches. 


 
 
 


By focusing their activities in one niche, specialists are often able to develop core 


competences that allow them to outperform generalists in that niche. Specialists, for 


example, may be able to offer customers much better service than the service  


offered by generalists or, because they invest all their resources in a narrow   range 
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of products, they may be able to develop superior products. Nvidia, the leader in 


graphics chips, for example, invests all its resources to produce these state-of-the- 


art chips and does not invest resources to compete with Intel or AMD in making 


microprocessors or memory chips. 


 
Generalists can often outcompete specialists when there is considerable 


uncertainty in the environment and when resources are changing so that niches 


emerge and disappear continually. Generalists can survive in an uncertain 


environment because they have spread their resources over many niches. If one 


niche disappears they still have others in which to operate. If a specialist’s niche 


disappears, however, there is a much higher chance of organizational failure and 


death. In 2011 Nvidia was under increasing pressure as demand for desktop PCs 


and graphic chips fell sharply and its future now depends on the success of its 


Tegra mobile graphics chip. 


 
Specialists and generalists normally coexist in many environments because 


generalists create the conditions that allow specialists to operate successfully.
19 


Large department stores, for example, stock many different types of clothing but are 


only able to stock a limited amount of each type, for example, evening wear or 


sportswear. Given that customers often want more choices in clothing, specialty 


clothing stores that are able to offer an extensive selection of one type of clothing—


for example, evening wear—can be successful, especially because they can charge 


a premium price for their selection of unique clothes. This is the opportunity for the 


entrepreneur even when there are powerful generalists   around. 
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The Process of Natural Selection 


 
The two sets of strategies—specialist versus generalist and r versus K—give rise to 


four strategies that organizations can pursue: r-specialist, r-generalist, K-specialist, 


and K-generalist (see Figure 11.3 ).
20


 


 
Early in an environment, as a niche develops and new resources become available, 


new organizations are likely to be r-specialists—organizations that move quickly to 


focus on serving the needs of particular customer groups. Many new organizations 


grow and prosper, as did Apple. As they grow, they often become generalists and 


compete in new niches. While this is happening, however, K-generalists (usually the 


divisions or subsidiaries of large companies like IBM or GE) move into the market  


and threaten the weakest r-specialist organizations. Eventually, the   strongest 


r-specialists, r-generalists, and K-generalists dominate the environment by serving 


multiple market segments and by pursuing a low-cost or differentiation   strategy. 


Large companies, having chosen the K-generalist strategy, often create niches for 


new firms to enter the market, so K-specialists are founded to exploit the new 


market segments. In this way, generalists and specialists can coexist in an 


environment because they are competing for different sets of  resources. 


 
The early beginnings of the car industry provide a good example of this 


organizational birth process. The first car companies (such as Packard and 


Dusenberg) were small 
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Figure 11.3 Strategies for Competing in the Resource  Environment 


 
 
 
 
 
 
 


crafts operations that produced high-priced cars for small market segments. These 


companies were the original r-specialists. Then Henry Ford realized the potential for 


establishing a mass market via mass production, and he decided to pursue   a 


K-generalist strategy by producing a low-priced standardized car for the mass  


market. Meanwhile, at GM, Alfred Sloan was rapidly developing a K-generalist 


strategy based on differentiation. He positioned GM’s different car divisions to serve 


the whole range of market segments, from low-price Chevrolets to high-price 


Cadillacs. The low price and high variety of car models now available soon put   


many of the small r-specialists out of business. GM and Ford, together with   


Chrysler, proceeded to dominate the environment. Many new small companies 


pursuing K-specialist strategies then emerged to serve specialist segments   that 
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these companies had left open. Luxury-car manufacturers like Cord and Packard 


produced high-priced vehicles and prospered for a while, and overseas carmakers 


such as Rolls-Royce, Mercedes-Benz, and Bugatti were popular among the   rich. 


 
In the 1970s, Japanese companies like Toyota, Nissan, and Honda entered   the 


U.S. market with a K-specialist strategy, producing cars much smaller than the 


vehicles that the Big Three were making. The popularity of these new cars quickly 


gave the Japanese companies access to the resources they needed to allow them 


to switch to a K-generalist strategy, and they began to directly threaten the Big 


Three. Thus, over time, new generations of organizations are born to take 


advantage of changes in the distribution of resources and the appearance of new 


niches. 


 
New organizations continually emerge to take advantage of new opportunities. The 


driving force behind the population ecology model of organizational birth   is 


natural selection , the process that ensures the survival of  the organizations 


that have the skills and abilities that best fit with the environment.
21 


Over time, 


weaker organizations, such as those with old-fashioned or outdated skills and 


competences or those that cannot adapt their operating structure to fit with changes  


in the environment, are selected out of the environment and die. New kinds of 


organizations emerge and survive if they can stake a claim to an environmental  


niche. In the car industry, Ford was a more efficient competitor than the craft shops, 


which declined and died because they lost their niche to Ford. In turn, Japanese 


companies, which continued to innovate and develop new skills, entered the U.S.   


car market. When customers selected Japanese cars because they wanted smaller, 


better quality vehicles, U.S. carmakers were forced to imitate their Japanese 


competitors in order to survive. 
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Natural selection 


 


The process that ensures the survival of the 


organizations that have the skills and abilities that 


best fit with the environment. 


 
 
 


Natural selection is a competitive process. New organizations survive if they can 


develop skills that allow them to fit with and exploit their  environment. 


Entrepreneurship is the process of developing new capabilities that allow 


organizations to take advantage of new niches or find new ways to serve existing 


niches more efficiently.  Entrepreneurship, 
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Focus on New Information Technology 


Amazon.com, Part 6 


Jeff Bezos was the first entrepreneur both to realize that the Internet could  


be used effectively to sell books and to act on the opportunity by  


establishing Amazon.com. As such he gave his company a first-mover 


advantage over rivals, which has been an important component of its strong 


position in the marketplace. Being early, Amazon.com was able to capture 


customer attention, and keep their loyalty—in 2011 65% of its business is 


repeat business. Moreover, Amazon.com’s very success has made it   


difficult for new competitors to enter the market, and the birthrate into the 


industry has tapered off  substantially. 


 
First, new “unknown” competitors face the major hurdle of attracting 


customers to their websites rather than to Amazon.com’s website. Second, 


even “known” competitors such as Barnes & Noble and Borders, which 


imitated Amazon’s strategy and developed their own online bookstores,  


faced the problem of luring away Amazon’s customer base and securing  


their position. Being late entrants, these organizations essentially followed a 


K-strategy, whereas Amazon.com followed an r-strategy. This delay in   


going online has cost them dearly in the current highly competitive 


environment, Barnes & Noble is struggling, and Border’s went bankrupt in 


2011, and all its stores were shut  down. 


 
Indeed, the process of natural selection has been operating in the book- 


selling industry in a major way because, as discussed in earlier chapters, 


thousands of small, specialized bookstores have closed their doors. Even 


large bricks-and-mortar bookstores that may carry hundreds of thousands   of 
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books have been unable to compete with an online bookstore that can offer 


customers the more than 1.5 million books in print at large price  discounts. 


 
In 2011, Amazon announced that for the first time sales of its heavily 


discounted online books that users download to its Kindle mobile reading 


devices outsold “paper” books. Amazon.com and its largest competitor 


Barnes & Noble, which launched its new Nook color book reader in 2011, 


are locked in a fierce battle, but Amazon.com is still winning the online book-


selling war. However, it seemed that plans were in progress in 2011  for 


Amazon to introduce its own color Kindle as the popularity of all kinds of 


tablet computing devices increased and Apple’s iPod became a new threat 


to Amazon’s dominance of online book  sales. 


 
Even its success in the online book market did not provide Amazon with 


sufficient resources to ensure its continued growth and survival, however,  


and it has become a generalist and entered many new market niches by 


opening online storefronts in which it can compete profitably. As previously 


discussed, it started to sell more and more varieties of product and moved 


from being a specialist online bookstore to a generalist online retailer.
22 


The 


changes to its strategy and structure not only have allowed it to survive—it 


has prospered as its profitability increased throughout the 2010s and its  


future looks rosy indeed. Borders’ and Barnes & Noble’s struggle makes it 


likely that Amazon will have less competition in the book market in the   


future. Similarly, in electronics, Circuit City went bankrupt in 2009. And Best 


Buy, the biggest bricks-and-mortar electronics retailer, is also struggling to 


compete against Amazon, which has been gaining market share in the 


electronics market as well. Small wonder that Amazon’s stock price rose to   


a record high in 2011. 
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an ongoing process, leads to a continuous cycle of organizational birth as new 


organizations are founded to compete for resources in an environment, as Focus on New 


Information Technology: Amazon.com, Part 6  discusses.
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The Institutional Theory of 


Organizational Growth 


If an organization survives the birth stage of the organizational life cycle, what  


factors affect its search for a fit with the environment? Organizations seek to   


change themselves to obtain control over scarce resources and reduce uncertainty. 


They can increase their control over resources by growing and becoming   larger. 


 
Organizational growth is the life cycle stage in which organizations develop 


value-creation skills and competences that allow them to acquire additional 


resources. Growth allows an organization to increase its division of labor and 


specialization and thus develop a competitive advantage. An organization that is able 


to acquire resources is likely to generate surplus resources that allow it to grow 


further. Over time, organizations thus transform themselves: They become something 


very different than they were when they started. Microsoft took the resources that it 


obtained from its popular MS-DOS system, for example, and used them to employ 


more computer programmers, who developed new software applications to bring in 


additional resources. In this way, Microsoft grew from strength to strength and 


transformed itself into a software company that competes in almost all segments of 


the market. In 2011, facing strong competition from Google and Apple, it was striving 


to become a dominant player in mobile computing devices, hence its acquisition of 


Skype, the online communication service provider, for $8.5 billion and its alliance with 


Nokia that will use the Windows platform in its future mobile devices. Although sheer 


size can increase an organization’s chances of stability and survival, Microsoft and 


other companies should not pursue growth as an end in itself. Growth should be the 


by-product of an organization’s ability to develop core competences that satisfy the 


needs of its stakeholders and so provide access to scarce resources.23 Institutional 


theory studies how organizations can increase their ability to grow and survive in a 


competitive environment by becoming legitimate, that is, accepted, reliable, and 


accountable, in the eyes of their stakeholders. 
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Organizational growth 


 


The life cycle stage in which organizations develop 


value creation skills and competences that allow 


them to acquire additional  resources. 


 
 
 
 
 


 
Institutional theory 


 


A theory that studies how organizations can increase 


their ability to grow and survive in a competitive 


environment by satisfying their  stakeholders. 


 
 
 


New organizations suffer from the liability of newness, and many die if they cannot 


develop the competences needed to attract customers and obtain scarce   


resources. To increase their survival chances as they grow, organizations must 


become acceptable and legitimate in the eyes of their stakeholders, and they do   


this by satisfying the latter’s needs. Institutional theory argues that it is as important 


to study how organizations develop skills that increase their legitimacy  to 
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stakeholders as it is to study how they develop skills and competences that   


increase their operational efficiency. Institutional theory also argues that to increase 


their chances of survival, new organizations adopt many of the rules and codes of 


conduct found in the institutional environment surrounding  them.
24


 


 
The institutional environment is the set of values and norms that  govern the 


behavior of a population of organizations. For example, the institutional environment 


of the insurance industry comprises strict rules and procedures about what   


insurance companies can and cannot do and penalties and actions to be taken 


against those that break those rules. Insurance companies that follow legal rules   


and codes of conduct are considered trustworthy, and therefore legitimate, by 


stakeholders, such as customers, employees, and any group that controls the   


supply of scarce resources.
25 


As a result they are considered to be legitimate and  


are able to attract resources and improve their chances of survival. So the best way 


for a new organization to gain and strengthen its legitimacy is to imitate the goals, 


structure, and culture of successful organizations in its  population.
26


 


 
 
 


 
Institutional environment 


 


The set of values and norms in an environment that 


govern the behavior of a population of  organizations. 
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Organizational Isomorphism 


 
As organizations grow, they may copy one another’s strategies, structures, and 


cultures and try to adopt certain behaviors because they believe doing so will 


increase their chances of survival. As a result, organizational   isomorphism 


—the process by which organizations in a population become more alike or 


similar—increases. Three processes that explain why organizations become more 


alike have been identified: coercive, mimetic, and normative   isomorphism.
27


 


 
 
 


 
Organizational isomorphism 


 


The similarity among organizations in a  population. 


 
 
 
 


Coercive Isomorphism 


Isomorphism is said to be coercive when an organization adopts certain kinds of 


values and norms because it is pressured to by other organizations or by society in 


general. For example, an organization that increasingly depends on other 


organizations will tend to adopt their values and norms so it will become    


increasingly similar to them. For example, the previous chapter discusses how the 


general public has put pressure on Nike, Walmart, Apple, and other organizations to 


boycott goods made by children in developing countries and how these companies 


have responded by creating uniform codes of supplier conduct. Coercive 


isomorphism also results when organizations are forced to adopt nondiscriminatory 


equitable hiring practices because they are mandated by  law. 
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Mimetic Isomorphism 


Isomorphism is mimetic when organizations intentionally imitate and copy one  


another to increase their legitimacy. A new organization is especially likely to imitate 


the structure and processes of successful organizations when the environment is 


highly uncertain and so it needs to search for a structure, strategy, culture, and 


technology that will increase its chance of survival.
28 


Because of mimetic 


isomorphism, a population of similar organizations, such as fast food restaurants,   


will increasingly come to resemble one another along the lines suggested by   the 


S- shaped curve in Figure 11.2 . 


 


McDonald’s was the first organization to operate a national chain of fast-food 


restaurants. Ray Kroc, the entrepreneur who orchestrated its growth, developed 


rules and procedures that were easy to replicate in every McDonald’s restaurant. 


Standardization allowed the individual restaurants within the McDonald’s 


organization to imitate one another, so that each reached its high-efficiency 


standards. Entrepreneurs who later entered the fast-food environment studied why 


McDonald’s was so successful and  then 


 
 
 
 
 
 


 
imitated the techniques and procedures that McDonald’s had developed. Thus fast- 


food customers expect certain standards of quality, speed, and cleanliness, and  


they expect to clear their own tables. Retail stores also imitated one another in 


devising their codes of ethical conduct so that no particular retailer could be singled 


out as being unresponsive. 


 
Although imitating the most successful organizations in a population increases their 


chances for survival and success, there is a limit to how much a new   organization 
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should seek to imitate existing ones. The first organization in an industry gains a 


first-mover advantage; if later arrivals model themselves too closely on the first 


mover, there might be no reason for customers to try them out. Each new 


organization must develop some unique competences to differentiate itself and 


define the niche where it has access to most resources. Chipotle’s claim to fame is 


that it can provide customers with a customized, organic burrito, unlike Taco Bell, 


whose burrito is very standardized, and although Chipotle’s burrito is more 


expensive, the chain has enjoyed explosive growth in the  2000s. 


 


Normative Isomorphism 


Isomorphism is normative when organizations come to resemble one another over 


time because they indirectly adopt the norms and values of other organizations in  


the environment. Organizations can acquire norms and values in a circuitous, even 


“viral” way for several reasons. Managers and employees frequently move from one 


organization to another and bring with them the norms and values of their former 


employers. Most companies in an industry recruit their managers from other 


companies in the same industry, for example. So AT&T recruits managers from 


Verizon and T-Mobile, and Dell recruits managers from PC and high-tech   


companies that have been experiencing similar kinds of operating   problems. 


Organizations also indirectly acquire specific sets of values and norms through 


membership in industry, trade, and professional associations. Through meetings, 


personal contacts, and publications, these associations promote specific ideas and 


norms to their members. Because of this indirect influence, organizations within an 


industry come to develop a similar view of the  world. 
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Disadvantages of Isomorphism 


 
Although organizational isomorphism can help new and growing organizations 


develop stability and legitimacy, it has some disadvantages.
29 


The ways 


organizations have learned to operate may become outdated, inertia sets in, and   


the result is low effectiveness. Also, the pressure to imitate competitors and beat 


them at their own game may reduce the incentive to experiment so that the level of 


innovation declines. For many decades, for example, the Big Three U.S. carmakers 


were happy to imitate one another and compete to make the best full-size fuel- 


inefficient cars. Innovations to reduce the costs of making a car or to improve 


efficiency and quality significantly were few and slow in coming because no U.S. 


company saw a reason to take the lead. Only the entry of new high-quality, low-cost 


global carmakers into the U.S. market showed U.S. carmakers how uncompetitive 


they had become and that new kinds of vehicles and better ways to make them 


should be developed as quickly as  possible. 
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Greiner’s Model of 


Organizational Growth 


Institutional theory is one way to look at how the need to achieve legitimacy leads a 


growing organization to change its structure, strategy, and culture and imitate those  


of successful organizations. If organizations do model themselves on one another in 


this way, it follows that both the imitators and the imitated encounter similar kinds of 


strategic and structural problems as they grow over the life  cycle. 


 
One of the best-known life cycle models of organizational growth is Greiner’s model 


(see Figure 11.4 ). He proposes that an organization passes  through five 


sequential growth stages during the course of its evolution, and that at each stage a 


specific organizational design problem causes a crisis that must be solved if a 


company is not to fall into a chasm and so becomes unable to advance from one 


stage to the next.
30 


Companies that fall into the chasm fail and die; companies that 


have skills in organizational design use them to cross the chasm and then they can 


proceed to the next stage of organizational  growth. 


 


 


Figure 11.4 Greiner’s Model of Organizational  Growth 


Each stage that Greiner identified ends with a crisis that must be resolved before 


the organization can advance to the next  stage. 
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Stage 1: Growth through Creativity 


 
Greiner calls the first stage in the life cycle the growth through creativity stage. In  


this stage (which includes the birth of the organization), entrepreneurs develop the 


skills and abilities to create and introduce new products for new market niches. As 


entrepreneurs create completely new procedures and learn to improve them, a   


great deal of organizational learning occurs. They learn which products and 


procedures work best, for example, and how to continuously improve them so they 


can continue to grow and obtain more resources. In this stage, innovation and 


entrepreneurship go hand in hand as an organization’s founders work long hours to 


develop and sell their new products with the hope of being rewarded by future  


profits. As noted earlier, eBay was founded by Pierre Omidyar, the former Microsoft 


software engineer who designed a new online auction platform and then obtained  


the financing needed to bring it online on a shoestring budget. In the creativity  


stage, the norms and values of the organization’s culture, rather than the hierarchy 


and organizational structure, control people’s  behavior. 


 
Once a new organization is up and running, a series of internal forces begin to 


change the entrepreneurial process. As the organization grows, the founding 


entrepreneurs confront the task of having to manage the organization, and they 


discover that management is a very different process from   entrepreneurship. 


Management involves using organizational resources to achieve organizational 


goals effectively. Thus, for example, in its manufacturing operations, management 


is confronted with the problem of making the production process more   efficient. 


Early in the life of a new company, however, management is not likely to pay much 


attention to efficiency goals. Entrepreneurs are so involved in getting  the 
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organization off the ground that they forget the need to manage organizational 


resources efficiently. Similarly, they are so involved in providing customers with 


high-quality products that they ignore the costs involved. Thus, after securing a 


niche, the founding entrepreneurs are faced with the task of developing the 


functional competences necessary to allow their organization to grow effectively, a 


task to which they are often not really suited and for which they lack the necessary 


skills. 


 


Crisis of Leadership 


Frequently, when an entrepreneur takes control of the management of the 


organization, significant problems arise that eventually lead to a crisis of leadership. 


eBay founder Pierre Omidyar, for example, had created the software platform that 


made it the dominant player in the online auction market. But to attract outside 


funding, investors demanded that eBay be managed by an experienced CEO who 


had the proven skills to manage a growing company. They recruited Meg Whitman, 


who had experience in high-tech startups, and she orchestrated its growth into the 


powerhouse it has become. Very often, investors realize that the founding 


entrepreneur is not the best person to manage a growing company because he or 


she lacks the organizational skills to develop the right strategy and structure to   


cross the chasm. 
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Stage 2: Growth through Direction 


 
The crisis of leadership ends with the recruitment of a strong top-management team 


to lead the organization through the next stage of organizational growth: growth 


through direction. The new top-management team takes responsibility for directing 


the company’s strategy, and lower-level managers assume key functional 


responsibilities. In this stage, a new CEO such as Meg Whitman chooses an 


organizational strategy and designs a structure and culture that allow the 


organization to meet its effectiveness goals as it grows. As we saw in  Chapter 6 , 


a functional or divisional structure is established to allow the organization to regain 


control of its activities, and decision making becomes more centralized. Then the 


adoption of formal standardized rules and procedures allows each organizational 


function to monitor and control its activities better. Managers in production, for 


example, develop procedures to track cost and quality information, and the   


materials management function develops efficient purchasing and inventory control 


systems. 


 
Often, growth through direction turns around an organization’s fortunes and propels 


the organization up the growth curve to new levels of effectiveness, as happened at 


eBay in the 1990s. As an organization continues to grow rapidly, however, the   


move to centralize authority and formalize decision making often leads to a new 


crisis. 
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Crisis of Autonomy 


With professional managers now running the show, many organizations experience   


a crisis of autonomy, which arises because the organization’s creative people in 


departments such as R&D, product engineering, and marketing become frustrated  


by their lack of control over new product development and innovation. The structure 


designed by top managers and imposed on the organization centralizes decision 


making and limits the freedom to experiment, take risks, and be internal 


entrepreneurs. Thus the increased level of bureaucracy that comes in the growth- 


through-direction stage lowers entrepreneurial motivation. For instance, top- 


management approval may be needed to start new projects, and successful 


performance at low levels of the hierarchy may go unnoticed or at least unrewarded 


as the organization searches for ways to reduce costs. Entrepreneurs and  


managers in functional areas such as R&D begin to feel frustrated when their 


performance goes unrecognized and when top managers fail to act on their 


recommendations to innovate. Employees and managers feel lost in the growing 


organizational bureaucracy and become more and more frustrated with their lack of 


autonomy. 


 
This situation occurred in eBay during the mid-2000s. When its rapid growth but 


deteriorating performance led its top managers to choose new ways to raise 


revenues that would raise its profits, it led to a revolt among eBay sellers, who saw 


more and more of their profit going to eBay. The level of innovation in eBay fell and 


Meg Whitman resigned in 2008 and was replaced by a new CEO, John Donahoe, 


who has worked hard to bring about new growth by finding new ways to attract 


buyers and sellers—and to lower selling costs. Once again, Amazon.com’s online 


fixed-price retail platform has become a major competitor to eBay’s auction  


platform, however, and hurt its  performance. 


 
What happens if the crisis of autonomy is not resolved? Internal entrepreneurs are 


likely to leave the organization and a company falls into the chasm. In high-tech 


industries, entrepreneurs often cite frustration with bureaucracy as one of the   main 
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reasons they leave one company to start their own.
31 


In the 2000s, for example, 


many of Microsoft’s top software engineers jumped ship and deserted the company 


for Google because they felt their efforts were not being rewarded; now in the   


2010s Google is experiencing the same problem. The departure of an   


organization’s entrepreneurs not only reduces its ability to innovate but also creates 


new competitors in the industry. By not resolving the crisis of autonomy, an 


organization creates a major problem for itself and limits its ability to grow and 


prosper.
32
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Stage 3: Growth through Delegation 


 
To solve the crisis of autonomy, organizations must delegate authority to lower-level 


managers in all functions and divisions and link their increased control over 


organizational activities to a reward structure that recognizes their   contributions. 


Thus, for example, managers and employees may receive bonuses and stock 


options that are directly linked to their performance. In essence, growth through 


delegation allows the organization to  strike 


 
 
 
 
 
 


 
a balance between recruiting experienced managers to improve performance and  


the need to provide room for entrepreneurship so that the organization can innovate 


and find new ways to reduce costs or improve its products. Jen-Hsun Huang, CEO  


of Nvidia, the leading graphics chip company, delegates authority to small teams  


and creates a setting in which members can act entrepreneurially and control their 


own development activities. Huang also rewards these team members with stock 


options, and the most successful team members become highly visible stars in the 


organization. At the same time, however, Huang and his top-management team 


control the meshing of the activities of different teams to execute the company’s long-


term strategy. Indeed, Huang designed Nvidia’s structure to avoid the crisis of 


autonomy, and the organization has profited from his  foresight. 


 
Thus, in the growth-through-delegation stage, more autonomy and responsibility are 


given to managers at all levels and functions. Moving to a product team structure or   


a multidivisional structure, for example, is one way in which an organization can 


respond to the need to delegate authority. These structures can reduce the time 


needed to get new products to market, improve strategic decision making, and 


motivate product or divisional managers to penetrate markets and respond faster   to 
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customer needs. At this stage in organizational growth, top managers intervene in 


decision making only when necessary. Growth through delegation allows each 


department or division to expand to meet its own needs and goals, and 


organizational growth often proceeds at a rapid pace. Once again, however, the 


organization’s very success brings on another crisis: Explosive growth can cause 


top managers to feel that they have lost control of the company as a   whole. 


 


Crisis of Control 


When top managers compete with functional managers or corporate-level    


managers compete with divisional managers for control of organizational resources, 


the result is a crisis of control. The need to resolve the crisis of autonomy by 


delegating authority to lower-level managers increases their power and control of 


organizational resources. Lower-level managers like this extra power because it is 


associated with prestige and access to valued rewards. If managers use this power 


over resources to pursue their own goals at the expense of organizational goals, the 


organization becomes less effective. Thus power struggles over resources can 


emerge between top and lower-level managers. Sometimes during this power 


struggle, top management tries to recentralize decision making and take back   


control over organizational activities. However, this action is doomed to failure 


because it brings back the crisis of autonomy and so an organization falls into the 


chasm. How does the organization solve the crisis of control so that it can prevent 


this and continue to grow? 
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Stage 4: Growth through Coordination 


 
To resolve the crisis of control, as we saw in  Chapter 4 , an organization must 


find the right balance between centralized control from the top of the organization  


and decentralized control at the functional or divisional level. Top management   


takes on the role of coordinating different divisions and motivating divisional 


managers to take a company-wide perspective. In many organizations, for example, 


divisions can cooperate and share resources in order to create new products and 


processes that benefit the organization as a whole. In  Chapter 8 , we saw how 


this kind of coordination is very important for companies pursuing a strategy of  


related diversification. If companies are growing internationally, coordination is even 


more important. Top functional managers and corporate headquarters staff must 


create the “matrix in the mind” that facilitates international cooperation between 


divisions and countries. 


 
At the same time, corporate management must use its expertise to monitor and 


oversee divisional activities to ensure that divisions efficiently use their resources, 


and it must initiate company-wide programs to review the performance of the 


various divisions. To motivate managers and align their goals with those of the 


organization, organizations often create an internal labor market in which the best 


divisional managers are rewarded with promotion to the top ranks of the 


organization while the most successful functional-level managers gain control over 


the divisions. If not managed correctly, all this coordination and the complex 


structures to handle it will bring about yet another  crisis. 








Page 52 of 92 
 


 
 
 
 
 
 
 
 
 
 
 
 


Crisis of Red Tape 


Achieving growth through coordination is a complex process that has to be   


managed continuously if organizations are to be successful. When organizations fail 


to manage this process, they are plunged into a crisis of red tape. The number of 


rules and procedures increases, but this increased bureaucracy does little to  


increase organizational effectiveness and is likely to reduce it by stifling 


entrepreneurship and other productive activity. The organization becomes overly 


bureaucratic and relies too much on the formal organization and not enough on the 


informal organization to coordinate its activities. How can an organization cut itself 


free of all the confining red tape so that it can once again function effectively and 


avoid failure and the fall into the  chasm? 
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Stage 5: Growth through Collaboration 


 
In Greiner’s model, growth through collaboration becomes the way to solve the   


crisis of red tape and push the organization up the growth curve. Growth through 


collaboration emphasizes “greater spontaneity in management action through    


teams and the skillful confrontation of interpersonal differences. Social control and 


self-discipline take over from formal control.”
33 


For organizations at this stage of the 


growth cycle, Greiner advocates the use of the product team and matrix structures 


which, as we discussed in Chapter 6 , many large companies use to improve 


their ability to respond to customer needs and introduce new products   quickly. 


Developing the interpersonal linkages that underlie the “matrix in the mind” for 


managing global linkages is also a part of the collaborative strategy. Collaboration 


makes an organization more organic by making greater use of mutual adjustment 


and less use of standardization. 


 
Changing from a mechanistic to an organic structure as an organization grows is a 


difficult task fraught with problems; hence, many companies do fall into the chasm. 


Although Xerox and Chrysler moved to a product team structure to streamline their 


decision making, this change was not made until after both companies had 


experienced huge problems with their structures—problems that increased costs, 


reduced product quality, and severely reduced their effectiveness. Indeed, both 


companies came close to  bankruptcy. 
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Managerial Implications 


Organizational Birth and Growth 


1. Analyze the resources available in an environment to 


determine whether a niche to be exploited  exists. 


2. If a niche is discovered, analyze how the population of 


organizations currently in the environment will compete with 


you for the resources in the niche. 


3. Develop the competences necessary to pursue a specialist 


strategy in order to attract resources in the  niche. 


4. Carefully analyze the institutional environment to learn the 


values and norms that govern the behavior of organizations in 


the environment. Imitate the qualities and actions of  


successful organizations, but be careful to differentiate your 


product from theirs to increase the returns from your specialist 


strategy. 


5. If your organization survives the birth stage, recognize that it 


will encounter a series of problems as it grows and 


differentiates. 


6. Recognize the importance of creating an effective top- 


management team and of delegating authority to professional 


managers in order to build a stable platform for future  growth. 


7. Then, following principles outlined in earlier chapters, manage 


the process of organizational design to meet each growth   


crisis as it emerges. Establish an appropriate balance between 


centralizing and decentralizing authority, for example, and 


between standardization and mutual  adjustment. 








Page 55 of 92 
 


 


 


 


 


Organizational Decline and 


Death 


 
 
 
Greiner’s growth model shows organizations as continuing to grow through 


collaboration until they encounter some new, unnamed crisis. But, for many 


organizations, the next stage in the life cycle is not continued growth but 


organizational decline, as shown by the direction of the dashed line  in 


Figure 11.4 . Indeed, Greiner’s model suggests that if an  organization cannot 


solve the particular crisis associated with a growth stage, by changing its strategy or 


structure, this will result in organizational  decline. 


 
Organizational decline is the life cycle stage that an organization enters  when it 


fails to “anticipate, recognize, avoid, neutralize, or adapt to external or internal 


pressures that threaten [its] long-term survival.”
34 


The liability of newness, for 


example, threatens young organizations, and the failure to develop a stable   


structure can cause early decline and failure. Similarly, in Greiner’s model, the   


failure to adapt strategy and structure to match a changing environment can result   


in crisis and failure. Regardless of whether decline sets in at the birth or the growth 


stage, the result is a decrease in an organization’s ability to obtain resources from   


its stakeholders.
35 


A declining company may be unable to attract financial   


resources from banks, customers, or human resources because the best managers  


or employees prefer to work for the most successful  organizations. 
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Organizational decline 


 


The life cycle stage that an organization enters when 


it fails to anticipate, recognize, avoid, neutralize, or 


adapt to external or internal pressures that threaten  


its long-term survival. 


 
 
 


Decline sometimes occurs because organizations grow too fast or too much.
36 


The 


experience of IBM, GM, and Sony suggests that organizations tend to grow past the 


point that maximizes their effectiveness. Figure 11.5 illustrates the relationship 


between organizational size and organizational effectiveness. The figure shows that 


organizational effectiveness is highest at point A, where effectiveness E  1 is 


associated with organizational size S 1. If an organization grows past this point—for 


example, to point S 2—effectiveness falls to E 2, and the organization ends up at 


point B. 
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Effectiveness and Profitability 


 
An important method stakeholders such as managers and investors employ to 


assess organizational effectiveness is to compare how well one company in an 


industry is performing relative to others by measuring its profitability relative to 


theirs. In evaluating organizational effectiveness, it is crucial to understand the 


difference between a company making a profit and being profitable, that is, a 


company’s profitability. 


 
Profit is simply the total or absolute monetary difference between a company’s 


sales revenues and operating costs; if its sales are $10 million and costs are $8 


million, it has 


 


 


Figure 11.5 The Relationship between Organizational Size and Organizational 


Effectiveness 
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made a profit of $2 million. Profitability measures how well a company is 


making use of its resources by investing them in ways that create goods and 


services that it can sell at prices that generate the most  profit. 


 
 
 


 
Profitability 


 


A measurement of how well a company is making 


use of resources relative to its  competitors. 


 
 
 


The important difference between them is that the size of the profit that a company 


makes in one year says little about how well its managers are making use of 


resources and its ability to generate future profits. In the car industry, for example,    


in good economic times, companies like Ford, GM, and Toyota may make billions of 


dollars of profit each year, but this tells us little about their relative  profitability—


which company is most effective now and will be in the   future. 


Profitability, in contrast, gives managers and investors much more information to 


assess how well one company is performing against others in its industry. To see 


why this is so, consider the following  example. 


 
Imagine there are three large companies in an industry and each pursues a    


different business model. Company A decides to make and sell a no-frills low-priced 


product; Company B offers customers a state-of-the-art high-priced product; 


Company C decides to offer a midpriced product targeted at the average customer. 


The company that has invested its capital in such a way that (1) it is making   the 
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most productive use of its resources (which leads to low operating costs) and (2)  


has created a product that customers are clamoring to buy even at a premium price 


(which leads to high sales revenues) will have the highest  profitability. 


 
Suppose, for example, that Company A makes a profit of $50 million, B makes $25 


million, and Company C makes $10 million. Does this mean Company A has 


outperformed Company B and C and is generating most returns for its 


stockholders? To answer this question, we need to calculate their relative 


profitability. Determining profitability is a two-step process. First, it is necessary to 


compute a company’s profit, which is the difference between sales revenues and 


operating costs. Second, it is necessary to divide that profit by the total amount of 


capital invested in productive resources—property, plant, equipment, inventories, 


and other assets—to make and sell the product. Now we know how much capital 


each company has invested to generate that  profit. 


 
Suppose we find out that Company A has made $50 million profit on $500 million of 


invested capital, Company B has made $25 million on $100 million of invested 


capital, and Company C has made $10 million on $300 million. Company A’s 


profitability is 10%, Company B’s is 25%, and Company C’s is 3%. Company B is 


generating profit at two and a half times the rate of A, whereas C is only marginally 


profitable. Company B has done the most to create value for stakeholders because 


its higher level of profitability will have increased the demand for and price of its 


stock. The importance of considering the relative profitability of companies, rather 


than differences in their total profit, is  clear. 


 
As noted earlier, company profitability is usually considered over time because it is 


seen as an indicator of a company’s ability to generate future profit and   capital. 


Figure 11.6 depicts how the profitability of these three companies  has changed 


over time. Company B’s profitability has been increasing rapidly over time, 


Company A’s at a much lower rate, and Company C’s has hardly increased at all. 


As an investor, which company’s stock would you buy? Because the stock of a 


company normally rises as its profitability rises and vice versa, Company B   would 
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have been the most profitable company to invest in by far. Company A is also 


making a respectable return for its investors: It is profitable and holding its own in 


the industry. However, it needs to reorganize to find new ways to compete with 


Company B, perhaps by copying or imitating Company B. Company C is making a 


profit but it is only marginally profitable. Its owners have to decide if the benefits of 


staying in business outweigh the costs—the falling value of its shares and possible 


future losses. With such low profitability, it may be very hard to find new ways to 


make better use of its resources and increase its profitability. At such a competitive 


disadvantage, however, it might become clear to managers and investors that 


Company C’s capital would be better used in some other business. Company C’s 


managers might decide to sell their company’s assets and go out of   business. 


 
In any industry, companies are in competition (1) to develop new and improved 


products to attract customers, and (2) to find ways to make more productive use of 


their resources to reduce their operating costs. In the supermarket industry, for 


example, competition from Walmart forced Kroger and Albertson’s to find better 


ways to use their 
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Figure 11.6 Differences in  Profitability 


 
 
 
 
 
 
 


resources to maintain and increase profitability. Kroger, for example, invested its 


capital to build attractive new stores and install new kinds of IT to allow it to lower its 


operating costs. Its profit and stock price reached a record level in 2008. Albertson’s 


has not done so well. It continued to decline and was bought by private investors  


who have been busy selling off thousands of its stores in different regions so it  


seems likely that the company will soon disappear and  die. 
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Greiner’s model assumes that managers have the ability to identify and solve 


organizational crises and so can restore company profitability if its performance 


begins to fall. In today’s highly competitive global environment, there are many 


external and internal forces outside managers’ control that prevent a turnaround   


and so profitability continues to fall. Two factors that often lead to continuing decline 


and loss in effectiveness are organizational inertia and environmental   changes. 
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Organizational Inertia 


 
An organization may find it difficult to adapt to changes occurring in the environment 


because of organizational inertia —the forces inside an organization  that make 


it resistant to change. Although Greiner and other adaptation theorists believe 


organizations do have the ability to change and adapt to new conditions in their 


environments, population ecology theorists are more pessimistic. They believe that 


organizations are subject to considerable inertia and do not have the ability to   


quickly or easily change their strategy or structure to avoid decline. Some factors  


that cause inertia were discussed in the previous chapter. Three more are risk 


aversion, the desire to maximize rewards, and an overly bureaucratic culture. When 


these factors operate together, the problems facing managers are greatly 


compounded. 


 
 
 


 
Organizational inertia 


 


Forces inside an organization that make it resistant to 


change. 
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Risk Aversion 


As organizations grow, managers often become risk averse—that is, they become 


unwilling to bear the uncertainty associated with entrepreneurial activities.
37 


They 


prefer to protect the status quo and keep things the way they are, so over time an 


organization becomes increasingly difficult to change. Risk aversion may set in for 


several reasons. Managers’ overriding concern may be to protect their power and 


status so they pursue safe courses of action and choose inexpensive   projects. 


Then, if the projects fail, no major damage will have been done. Often, managers 


try to maximize the chance of success by pursuing new projects similar to those 


that have already brought the organization  success. 
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The Desire to Maximize Rewards 


Research suggests that managers’ desire for prestige, job security, power, and the 


strong property rights that bring large rewards often leads them to focus on  


strategies that increase organizational size, even if this reduces future profitability 


and organizational effectiveness.
38 


The management teams of many large 


companies such as Goodyear, Kodak, and Anheuser-Busch have been accused of 


pursuing their own goals at the expense of shareholders, customers, and other 


stakeholders. Those management teams lacked any incentive to improve 


organizational effectiveness because they would not gain personally from doing so, 


and only powerful stakeholders or the threat of takeover can discipline them and 


force them to streamline operations. The turnarounds achieved at both IBM and 


Xerox, for example, only came about when new top management teams took  


control. Of course in companies such as Tyco, Enron, and Arthur Andersen, the 


pursuit of personal interest led to unethical and illegal acts that resulted in the 


downfall of these companies. 
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Overly Bureaucratic Culture 


As discussed in Chapter 7 , in large organizations, property rights  (such as 


salaries and stock options) can become so strong that managers spend all their   


time protecting their specific property rights instead of working to advance the 


organization’s interests. Top managers, for example, resist attempts by subordinate 


managers to take the initiative and act entrepreneurially because subordinates who 


demonstrate superior skills and abilities may threaten the position of their 


managers—and thus their managers’ property rights.
39 


Another bureaucracy-  


related problem is that, as C. Northcote Parkinson pointed out, in a bureaucracy, 


managers want to multiply subordinates, not rivals. So to protect their positions, 


managers limit the autonomy of their subordinates. One way of limiting autonomy is 


to establish a tall hierarchy so that subordinates have less authority and their 


behavior can be closely scrutinized. Another way is to develop a bureaucratic  


culture that emphasizes keeping the status quo and the need for maintaining 


conformity to organizational procedures. Such a culture might be desirable in the 


armed forces, but it is not beneficial to a large company fighting for survival in an 


uncertain environment. 


 
Although the behavior of managers is sometimes a major cause of organizational 


inertia and decline, it is important to realize that managers may not be deliberately 


trying to hurt the organization. Bureaucratization and risk aversion may creep up on 


organizations unexpectedly. 
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Changes in the Environment 


 
Environmental changes that affect an organization’s ability to obtain scarce 


resources may lead to organizational decline. The major sources of uncertainty in  


the environment are complexity, the number of different forces that an organization 


has to manage; dynamism, the degree to which the environment is changing; and 


richness, the amount of resources available in the environment (see  Figure 3.2 ). 


The greater the uncertainty in the environment, the more likely that some 


organizations in a population, especially organizations affected by inertia, will go   


into decline. 


 
Sometimes the niche that an organization occupies erodes, and managers no   


longer have the incentive or ability to change strategy to improve the organization’s 


access to resources. That is what happened to AOL and Yahoo! as the demand for 


new kinds of online applications such as social networking became so popular and 


users switched to Facebook. Sometimes the environment becomes poorer, and 


increased competition for resources threatens existing organizations that have not 


been managing their growth very effectively. For example, rising gas prices have 


harmed global carmakers that cannot offer price-conscious customers a range of 


small hybrid or electric fuel-efficient cars. In fact, rising fuel prices are an example of 


an “environmental jolt,” a major change in the environment that precipitates an 


immediate crisis.
40 


Just as global carmakers have been jolted by soaring fuel prices 


in the 2010s, so such prices have caused life-threatening problems for large U.S. 


airlines such as Delta and United Continental. Airlines have responded by massive 


downsizing that has involved the layoff of thousands of employees and the    


reduction in the number of flights as they shrink their route  structure. 


 
Obviously, the combination of an uncertain, changing environment with 


organizational inertia makes it difficult for managers to anticipate the need for 


change. It also 
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hampers and limits their ability to adopt new strategies and structures that will allow 


an organization to adapt to the changing environment. In  Chapter 12 , we 


examine how organizations can promote organizational learning, a process that 


facilitates change and overcomes inertia. Here we discuss a model that charts the 


main stages of the decline process, just as Greiner’s model charted the main stages 


of the growth process. 
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Weitzel and Jonsson’s Model of 


Organizational Decline 


Organizational decline occurs by degrees. Weitzel and Jonsson have identified five 


stages of decline.
41 


At each stage except the dissolution stage, if managers do take 


prompt action they can reverse the  decline. 


 


Stage 1: Blinded 


In the blinded stage, the first decline stage identified by Weitzel and Jonsson, 


organizations are unable to recognize the internal or external forces and problems 


that threaten their long-term survival. The most common reason for this blindness is 


that organizations do not have in place the monitoring and information systems they 


need to measure organizational effectiveness and to identify sources of 


organizational inertia. Internal signals that indicate potential problems are an 


excessive number of personnel, a slowdown in decision making, a rise in conflict 


between functions or divisions, and a fall in  profits. 


 
At this stage, remedial action to gain access to good information and effective top 


managers who are able to react quickly and put in place the right strategies and 


structures can stop the decline and put the organization back on its growth path. 


Thus to avoid decline in the first place, managers must be able to monitor internal 


and external factors continuously, so they have the information to take timely 


corrective action. 
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Stage 2: Inaction 


If an organization does not realize it is in trouble in the blinded stage, its decline 


advances to the inaction stage. In this stage, despite clear signs of deteriorating 


performance such as falling sales or profits, top managers make little attempt to 


correct problems. This failure to act may be because managers are misinterpreting 


available information. Managers might decide that their problems are owing to a 


short-term environmental change that the organization can weather, whereas in 


reality there has been an environmental jolt—a shift in consumer demand from 


pickups and SUVs to small fuel-efficient cars, for example. Inaction may also occur 


because managers are focused on the pursuit of goals that benefit them in the short 


run, even though in the long run this will hurt other stakeholders. Organizational 


inertia will also slow down managers’ response to the situation. Management may 


follow tried-and-true approaches to solve the organization’s problems—approaches 


that may be inappropriate given the shift in the  environment.
42


 


 
As the inaction stage progresses, the gap between acceptable performance and 


actual performance increases. Now, prompt wide-ranging action by managers is 


vital to reverse the decline. Managers must take major steps to stop decline, such 


as by downsizing and laying off employees or by scaling back the scope of their 


operations. Often a major reorganization and change to a new form of structure is 


necessary to overcome the inertia that has developed as the organization has 


become large and complex. 
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Stage 3: Faulty Action 


If managers fail to halt decline at the inaction stage, the organization moves into the 


faulty action stage. Problems continue to multiply despite corrective   action. 


Managers may have made the wrong decisions because of conflict in the top- 


management team, or they may have changed too little too late because they    


feared that a major reorganization might do more harm than good. Often managers 


fear that radical change may threaten the way the organization operates and put the 


organization at risk.
43 


For example, because of organizational inertia, Kodak’s last 


five CEOs were either unable or unwilling to make the radical structural and   


strategic changes necessary to turn the company around. Only after Antonio Perez, 


its present CEO, took over has Kodak committed itself to the competitive reality of 


digital imaging and slashed its workforce and facilities. By then, however, Kodak   


was in stage 4, the crisis stage. Very often, an organization reaches the faulty-   


action stage because managers become overly committed to their present strategy 


and structure and fear changing them even though they are clearly not working to  


halt the decline. The incredible turnaround orchestrated by Carlos Ghosn at Nissan  


is discussed in Organizational Insight 11.2 . 
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Organizational Insight 


11.2 Carlos Ghosn Shakes Up Nissan 


In 1999, Japanese carmaker Nissan was in big trouble: Its performance was 


rapidly declining. No longer profitable, its debt had soared to over $19   


billion, and its market share both at home and in the vital U.S. market was 


dropping fast. In decline, it welcomed an offer by Renault, the French 


carmaker, to buy a controlling interest in its operations for $5.4 billion and to 


pump in money to turn around its performance. Nissan immediately 


dispatched Carlos Ghosn, an expert in managing turnarounds, to take  


control of the company. Ghosn had fixed Michelin’s U.S. division by ruthless 


cost cutting. He was then recruited as Renault’s COO to turn around that 


company and cut $4 billion in annual expenses. Now he was poised to do  


the same at Nissan. 


 
Ghosn was one of the first non-Japanese CEOs of a major Japanese 


company. His appointment generated considerable resistance from  


Nissan’s Japanese managers, who did not want a foreigner in charge, 


especially one who seemed likely to shake up the company. Ghosn quickly 


saw that the problem was that Nissan used 24 different car platforms to 


produce its cars, which required it to operate with too many expensive 


factories. Ghosn knew that to reduce costs it would be necessary to close 


down five factories and eliminate a dozen car platforms to wipe out $5  


billion in operating costs. However, this was Japan, where lifetime 


employment is still widespread, and such a move would shock the 


company’s employees. So operating in great secrecy to push his 


restructuring through, he waited to tell Nissan’s board of directors about his 


plant-closing plans until the night before his public announcement. He   also 
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told them that if they did not back his decision, he would close down seven 


factories instead.
44


 


 
The stunned Japanese gave in, but a public outcry took place in Japan as a 


foreign CEO proposed to break long-held Japanese norms. Ghosn was 


forced to travel with a bodyguard as he went on a tour of inspection of all 


Nissan’s Japanese facilities, in part to share his views on how Nissan must 


change in the future. He made clear to Nissan’s employees that his strategy 


was not just cost cutting. He also told Nissan engineers and managers that 


he was going to change Nissan’s culture and thus the way they  worked. 


Japanese companies are notoriously bureaucratic and hierarchical. They 


operate with conservative, cautious values that make subordinates reluctant 


to make suggestions to their superiors. Top managers are always jockeying 


to protect their turf—hence the 24 different product platforms—and change  


is always slow and incremental. 


 
Ghosn destroyed these values by creating strict performance targets for 


managers, based on reducing costs and introducing innovative new 


vehicles, which could only be reached if managers reengineered the way 


the company worked. In particular, its engineers, designers, and other 


functional experts were instructed to be bold in their approach to new 


vehicle design and production. He created autonomous product teams 


empowered to make radical changes to vehicle design; he decentralized 


control, and the top managers who resisted were retired or moved around. 


Moreover, he insisted that Nissan’s  engineers 
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and functional experts cooperate with those from Renault, both to speed 


innovation and share resources and to transform Nissan’s values and  


norms. His goal quite simply was to transform the company and change the 


way it operated. One result is that today Nissan operates with only ten  


global platforms.
45


 


 
Ghosn succeeded. Nissan, which also owns Infinity, has introduced a whole 


stream of futuristic vehicles in the 2000s that have received rave reviews   


and resulted in soaring sales. Today, Nissan is highly profitable, and in  


Japan Ghosn became a famous celebrity, even a national hero. He is  


revered as one foreigner who could show the Japanese how things could be 


done better. In 2005, Ghosn’s success led to his appointment as the CEO of 


Renault. In 2011, he and the Renault-Nissan board still meet once a month  


to make the medium- and long-range decisions presented to them by a   


score of cross-company teams determined to keep the company at the 


forefront of the ongoing changes in carmaking such as the move to more   


fuel efficient, safer kinds of vehicles. 
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Stage 4: Crisis 


By the time the crisis stage has arrived, only radical top-down changes to an 


organization’s strategy and structure can stop a company’s rapid decline and  


increase its chances of survival. An organization in the crisis stage has reached a 


critical point in its history, and the only chance of recovery is a major reorganization 


that will very likely change the very nature of its culture forever. If no action has   


been taken before an organization reaches stage 4, change becomes even more 


difficult, and the chances of success decline because stakeholders have begun to 


dissolve their relationships with the organization.
46 


The best managers may already 


have left because of fighting in the top-management team. Investors may be  


unwilling to risk lending their money to the organization. Suppliers may be reluctant  


to send the inputs the organization needs because they are worried about getting 


paid. Very often by the crisis stage only a new top-management team can turn a 


company around. To overcome inertia, an organization needs new ideas so it can 


adapt and change in response to new conditions in the  environment.
47
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Stage 5: Dissolution 


When an organization reaches the dissolution stage, it cannot recover, and decline   


is irreversible. At this point, the organization has lost the support of its stakeholders, 


and its access to resources shrivels as its reputation and markets   disappear. 


Perhaps Sharper Image has reached this point. If new leaders have been selected, 


they are likely to lack the organizational resources to institute a successful 


turnaround and develop new routines. The organization probably has no choice but  


to divest its remaining resources or liquidate its assets and enter into final  


bankruptcy proceedings. In either case, it moves into dissolution, and organizational 


death is the outcome. 


 
As organizational death occurs, people’s attachment to the organization changes. 


They realize the end is coming and that their attachment to the organization is only 


temporary.
48 


The announcement of organizational death signals to people that 


efforts to prevent decline have failed and further actions by participants are futile.   


As the disbanding process begins, the organization severs its links to its 


stakeholders and transfers its resources to other organizations. Inside the 


organization, formal closing or parting ceremonies serve as a way of severing 


members’ ties to the organization and focusing members on their new roles outside 


the organization. 


 
The need to manage organizational decline is as great as the need to manage 


organizational growth. In fact, the processes of growth and decline are closely  


related to one another: The symptoms of decline often signal that a new path must  


be taken if an organization is once again to grow successfully. As many large 


organizations have found, the solution to their problem may be to shrink and 


downsize and focus their resources on a narrower range of products and markets. If 


an organization cannot adapt to a changing environment, it generally faces 


organizational death. 
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Managerial Implications 


Organizational Decline 


1. To prevent the onset of organizational decline, continually 


analyze the organization’s structure to pinpoint any sources of 


inertia that may have emerged as your organization has grown 


and differentiated. 


2. Continually analyze the environment, and the niche or niches 


that your organization occupies, to identify changes in the 


amount or distribution of resources. 


3. Recognize that because you are a part of the organization, it 


may be difficult for you to identify internal or external 


problems. Call on other managers, members of the board of 


directors, and outside consultants to analyze the 


organization’s current situation or stage of  decline. 


4. If you are the founder of the business, always keep in mind  


that you have a duty to your stakeholders to maximize the 


chances of your organization’s survival and success. Be 


prepared to step aside and relinquish control if new leadership 


is required. 
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Summary 


 
 
 
Organizations have a life cycle consisting of four stages: birth, growth, decline, and 


death. They pass through these stages at different rates, and some do not  


experience every stage. To survive and prosper, organizations have to change in 


response to various internal and external forces. An organization must make  


changes to its structure and culture at critical points in its life cycle. If successfully 


managed, an organization continues to grow and differentiate. An organization must 


adapt to an uncertain and changing environment and overcome the organizational 


inertia that constantly threatens its ability to adapt to environmental changes. The  


fate of organizations that fail to meet these challenges is death. Their place is taken 


by new organizations, and a new cycle of birth and death begins. Chapter   11 


has made the following main points: 


 


1. Organizations pass through a series of stages as they grow and evolve. The 


four stages of the organizational life cycle are birth, growth, decline, and 


death. 


2. Organizations are born when entrepreneurs use their skills and 


competences to create value. Organizational birth is associated with the 


liability of newness. Organizational birth is a dangerous stage because 


entrepreneurship is a risky process, organizational procedures are new and 


undeveloped, and the environment may be  hostile. 


3. Population ecology theory states that organizational birthrates in a new 


environment are very high at first but taper off as the number of successful 


organizations in a population  increases. 
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4. The number of organizations in a population is determined by the amount of 


resources available in the  environment. 


5. Population ecologists have identified two sets of strategies that 


organizations can use to gain access to resources and to enhance their 


chances of survival: r-strategy versus K-strategy (r = early entry; K = late 


entry) and specialist strategy versus generalist  strategy. 


6. The driving force behind the population ecology model is natural selection,  


the process that ensures the survival of the organizations that have the skills 


and abilities that best fit with the  environment. 


7. As organizations grow, they increase their division of labor and   


specialization and develop the skills that give them a competitive advantage, 


which allows them to gain access to scarce  resources. 


8. Institutional theory argues that organizations adopt many of their routines 


from the institutional environment surrounding them to increase their 


legitimacy and chances of survival. Stakeholders tend to favor organizations 


that they consider trustworthy and  legitimate. 


9. A new organization can enhance its legitimacy by choosing the goals, 


structure, and culture that are used by other successful organizations in its 


populations. Similarity among organizations is the result of coercive, 


mimetic, and normative  isomorphism. 


10. According to Greiner’s five-stage model of organizational growth, 


organizations experience growth through (a) creativity, (b) direction, (c) 


delegation, (d) coordination, and (e) collaboration. Each growth stage ends 


in a crisis that must be solved by making the appropriate changes if the 


organization is to advance successfully to the next stage and continue to 


grow. 


11. If organizations fail to manage the growth process effectively, the result is 


organizational decline, the stage an organization enters when it fails to 


anticipate, recognize, or adapt to external or internal pressures that threaten 


its survival. 


12. Factors that can precipitate organizational decline include organizational 


inertia and changes in the  environment. 
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13. Organizational decline occurs by degrees. Weitzel and Jonsson have 


identified five stages of decline: (a) blinded, (b) inaction, (c) faulty action, (d) 


crisis, and (e) dissolution. Managers can turn the organization around at 


every stage except the dissolution  stage. 


14.  
 
 
 
 
 
 


 


Organizational death occurs when an organization divests its remaining 


resources or liquidates its assets. As the disbanding process begins, the 


organization severs its links to its stakeholders and transfers its resources to 


other organizations. 


 


 


Discussion Questions 


1. What factors influence the number of organizations that are founded in a 


population? How can pursuing a specialist strategy increase a company’s 


chances of survival? 


2. How does r-strategy differ from K-strategy? How does a specialist strategy 


differ from a generalist strategy? Use companies in the fast-food industry to 


provide an example of each  strategy. 


3. Why do organizations grow? What major crisis is an organization likely to 


encounter as it grows? 


4. Why do organizations decline? What steps can top management take to halt 


decline and restore organizational  growth? 


5. What is organizational inertia? List some sources of inertia in a company 


like IBM or GM. 


6. Choose an organization or business in your city that has recently closed,  


and analyze why it failed. Could the organization have been turned around? 


Why or why not? 
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Organizational Theory in Action 


Practicing Organizational Theory 
 
Growing Pains 


 
Form groups of three to five people and discuss the following  scenario: 


 


You are the top managers of a rapidly growing company that has been having great 


success in developing websites for large Fortune 500 companies. Currently, you 


employ over 150 highly skilled and qualified programmers, and to date you have 


operated with a loose, organic operating structure that has given them considerable 


autonomy. Although this has worked, you are now experiencing   problems. 


Performance is dropping because your company is fragmenting into different self- 


contained teams that are not cooperating and not learning from one another. You 


have decided that somehow you need to become more bureaucratic or mechanistic, 


but you recognize and wish to keep all the advantages of your organic operating 


approach. You are meeting to discuss how to make this  transition. 


 
1. What kind of crisis are you experiencing according to Greiner’s  model? 


2. What kind of changes will you make to your operating structure to solve this 


crisis, and what will be the problems associated with implementing these 


changes? 








Page 84 of 92 
 


 
 
 


Making the Connection #11 


 
Find an example of an organization that is experiencing a crisis of growth or an 


organization that is trying to manage decline. What stage of the life cycle is the 


organization in? What factors contributed to its growth crisis? What factors led to its 


decline? What problems is the organization experiencing? How is top management 


trying to solve the problems? 


 
 


The Ethical Dimension #11 


 
Managers have many opportunities to pursue their own interests, and as discussed 


earlier, they can use their power to take advantage of their subordinates, limit their 


freedom, and even steal their ideas. At the same time, managers may have a  


natural tendency to become risk  averse. 


 
 
 
 
 
 


 
1. What kind of ethical code should an organization create to try to prevent the 


selfish managerial behaviors that can contribute to  inertia? 


2. How can an organization use ethics to encourage managers to maintain a 


risk-taking attitude that benefits all  stakeholders? 
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Analyzing the Organization: Design Module 


#11 


 
This module focuses on the way your organization is managing (a) the dynamics 


associated with the life cycle stage that it is in and (b) the problems it has 


experienced as it evolved. 


 
 


Assignment 


 
Using the information at your disposal, answer the following  questions. 


 


1. When was your organization founded? Who founded it? What opportunity 


was it founded to exploit? 


2. How rapid was the growth of your organization, and what problems did it 


experience as it grew? Describe its passage through the growth stages 


outlined in Greiner’s model. How did managers deal with the crisis that it 


encountered as it grew? 


3. What stage of the organizational life cycle is your organization in now? What 


internal and external problems is it currently encountering? How are 


managers trying to solve these  problems? 


4. Has your organization ever shown any symptoms of decline? How quickly 


were managers in the organization able to respond to the problem of 


decline? What changes did they make? Did they turn the organization 


around? 
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Case for Analysis Cisco Systems Develops a Collaborative 


Approach to Organizing 


Cisco Systems is famous for developing the routers and switches on which the 


Internet is built. In 2010 Cisco still made most of its $10 billion yearly revenue by 


selling its Internet routers and switches to large companies and Internet service 


providers (ISPs). But the boom years of Internet building that allowed Cisco to make 


enormous profits are over. And its CEO John Chambers, who has led the company 


from the beginning, has had to reexamine his organizing approach in order to  


improve the way his company’s different teams and divisions work   together. 


 
Chambers admits that until the mid-2000s he had a “control and command”  


approach to organizing. He and the company’s ten top corporate managers would 


work together to plan the company’s new product development strategies; they then 


sent their orders down the hierarchy to team and divisional managers who worked   


to implement these strategies. Top managers monitored how fast these new  


products were developed and how well they sold and intervened as necessary to  


take corrective action. Chambers and Cisco’s approach was largely   mechanistic. 


 
Chambers was forced to reevaluate his approach when Cisco’s market value    


shrunk by $400 billion after the dot.com crisis. Given that the Internet was now 


established, how could he develop the new products to allow his company to keep  


on growing? After listening to his top managers he realized he needed Cisco’s 


organizing approach and he developed a “collaborative approach,” meaning that he 


and his top managers now focus on listening carefully to the ideas of lower-level 


managers and involve them in top level decision making. In other words, the goal of 


Cisco’s new collaborative approach is to move toward a more organic structure that 


will allow Cisco’s different teams and divisions to plan long-term strategies and work 


together to achieve them so that new product developments and technology are 


shared across the organization. 
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To facilitate collaboration, Chambers created cross-functional teams of managers 


from its different divisions who were charged to work together to develop promising 


new kinds of products. Within a year, 15% of his top managers who could not  


handle its new organic approach left 


 
 
 
 
 
 


 
the company. At the same time Chambers insisted that cross-functional teams set 


measurable goals such as time required for product development, and time to bring 


the product to market, to force them to think about short-term goals as well as long- 


term goals and speed product development. The top managers of its divisions who 


used to compete for power and resources now share responsibility for one   


another’s success in the new collaborative, organic approach—their collective goal  


is to get more products to market faster. Cisco’s network of cross-functional  


councils, boards, and groups that are empowered to launch new businesses has 


reduced the time needed to plan successful new product launches from years to 


months. Chambers believes Cisco’s new organic approach will allow it to develop  


the new products that will make Cisco the global leader in both communications 


technology and Internet-linked IT hardware in the 2010s as it finds ways to bring 


innovative products to the market more quickly than its  competitors. 
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Discussion Questions 


 
1. How has Cisco changed its structure and control  systems? 


2. Relate Cisco’s changes to its control and evaluation systems to the stages 


of growth in Greiner’s model. 


3. Go online and investigate how Cisco’s new approach has worked. How is it 


continuing to change its structure and control systems to solve its ongoing 


problems? 
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