
Organizational Structure 
and Controls

Studying this chapter should provide you with
the strategic management knowledge needed to:

1. Define organizational structure and
controls and discuss the difference
between strategic and financial controls.

2. Describe the relationship between strategy
and structure.

3. Discuss the functional structures used to
implement business-level strategies.

4. Explain the use of three versions of the
multidivisional (M-form) structure to
implement different diversification
strategies.

5. Discuss the organizational structures used
to implement three international
strategies.

6. Define strategic networks and strategic
center firms.

Chapter Eleven

K n o w l e d g e  O b j e c t i v e s

11

The success of Amaze Entertainment, creator of Sony’s

Playstation2, is partly a function of the match between

its corporate-level strategy and organizational structure.
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Amaze Entertainment: Bringing Video-Game 
Excitement Directly to You!

Amaze Entertainment was founded in 1996. It has become one of the world’s
largest and most successful independent developers of interactive video-game
entertainment.The firm believes that it is quite skilled at “creating reliable,
solid, interactive experiences for platforms ranging from PCs and Macs to
handheld devices and gaming consoles—including next-generation systems like
the Nintendo Game Cube, Microsoft X-Box and Sony Playstation2.” As this
array of products suggests, Microsoft, Mattel, Sony, and Electronic Arts are
but a few of Amaze’s clients. Designing and producing games linked to Holly-
wood blockbusters is an important source of the firm’s profitable growth.
Amaze’s games based on Harry Potter and the Sorcerer’s Stone, The Lord of the
Rings: The Two Towers, Finding Nemo, and Daredevil, for example, have been
highly successful.

Although relatively small (with approximately 220 employees in mid-
2003), Amaze Entertainment is a diversified company with an organizational
structure featuring five core business units (called studios) serving different
markets. Each specialized studio is guided by a unique vision and has its own
culture. However, all the studios rely on technical sophistication and skilled
designers to produce their products.The goal of the Adrenium studio is to
surprise, amuse, and captivate even the most seasoned gamer. Azurik is one
of its popular games. Griptonite is Amaze’s handheld entertainment studio.
In addition to Harry Potter, Griptonite has produced handheld games based on
Star Wars, Barbie, and Ren and Stimpy, among others.The PC entertainment
studio is called KnowWonder. Oriented to family fun, KnowWonder creates
digital entertainment products for use on PCs.Titles produced by KnowWon-
der are intended to educate as well as entertain.The Fizz Factor studio was
acquired by Amaze.The “Fizz” unit seeks to be a premiere developer of orig-
inal character-driven console and handheld titles for customers such as Has-
bro and Nickelodeon. Black Ship studios is the newest Amaze business unit.
After gaining success in its U.S. domestic market, Amaze decided to expand
into what it envisions to be a lucrative Asian market, starting with Japan.
The former president of Nintendo Software USA is heading Black Ship,
which is focused on developing partnerships and superior products by work-
ing with the best publishers in Asia. Amaze believes that Black Ship has the
potential to eventually account for as much as 33 percent of the firm’s total
revenues.

Amaze Entertainment is using a related constrained corporate-level
strategy, with each of its five studios implementing a differentiation business-
level strategy.The cooperative multidivisional organizational structure (dis-
cussed later in the chapter) is used at Amaze to support its related constrained
corporate-level strategy.This structure means that while Amaze’s studios
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work independently, all five of them share the firm’s strength in innovative
game technologies as well as its ability to share knowledge among its
employees regarding their game development skills.The corporate office cen-
tralizes strategic planning and marketing efforts to foster cooperation among
the five studios.This proper match between corporate-level strategy and
structure has contributed to the firm’s ability to establish a niche with Holly-
wood producers. Indeed, as an Amaze executive says, “There really isn’t
another studio in the world that can do what we do. With one contract, pub-
lishers can get a great PC game, a great Game Boy game and a great con-
sole game—nobody that I know of offers that.” Family-oriented games form
the other market niche analysts believe Amaze dominates.

SOURCES: 2003, Amaze Entertainment, http://www.amazeentertainment.com, July 7; 2003, One market at a time, Business
Week Online, http://www.businessweek.com, April 15; S. Ernst, Fast-growing Amaze builds on its Hollywood ties, Puget Sound
Business Journal, 23(41): 12; L. Hawkins, 2003, Computer-game maker puts Fizz back into Austin, Texas, industry, Austin
American-Statesman, June 23.

As described in Chapter 4, all firms use one or more business-level strategies. In Chap-
ters 6–9, we discuss the other strategies that might be used (corporate-level, interna-
tional, and cooperative strategies). Once selected, strategies can’t be implemented in a
vacuum. Organizational structure and controls, this chapter’s topic, provide the frame-
work within which strategies are used in both for-profit organizations and not-for-
profit agencies.1 However, as we explain, separate structures and controls are required
to successfully implement different strategies. For example, Amaze Entertainment uses
a form of the multidivisional structure to support use of its related constrained
corporate-level strategy, while each of its business units or studios employs a version
of the functional structure to effectively implement the differentiation business-level
strategy. Top-level managers have the final responsibility for ensuring that the firm has
matched each of its strategies with the appropriate organizational structure and that
changes to both take place when needed.2 The match or degree of fit between strategy
and structure influences the firm’s attempts to earn above-average returns.3 Thus, the
ability to select an appropriate strategy and match it with the appropriate structure is
an important characteristic of effective strategic leadership.4

This chapter opens with an introduction to organizational structure and controls.
We then provide more details about the need for the firm’s strategy and structure to be
properly matched. Executives at Amaze Entertainment are aware of this need and are
committed to maintaining a proper match between its corporate-level strategy and the
structure used to implement it. Affecting firms’ efforts to match strategy and structure
is the fact that they influence each other.5 As we discuss, strategy has a more important
influence on structure, although once in place, structure influences strategy.6

The chapter then describes the relationship between growth and structural
change that successful firms experience. This is followed with discussions of the dif-
ferent organizational structures that firms use to implement the separate business-
level, corporate-level, international, and cooperative strategies. A series of figures
highlights the different structures firms match with strategies. Across time and based
on their experiences, organizations, especially large and complex ones, customize these
general structures to meet their unique needs.7 Typically, the firm tries to form a struc-
ture that is complex enough to facilitate use of its strategies but simple enough for all
to effectively implement.8 For example, the main priority of the organizational struc-
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ture developed by DnB NOR, Norway’s largest commercial bank, was “to adapt the
functional organization as far as possible to our customer activities, making sure that
the chosen structure will enable us to realize potential synergies.”9

Organizational Structure and Controls

Research shows that organizational structure and the controls that are a part of it
affect firm performance.10 In particular, when the firm’s strategy isn’t matched with the
most appropriate structure and controls, performance declines.11 An ineffective match
between strategy and structure is thought to account for Zurich Financial Services’
recent performance declines.12 Recognizing this mismatch, the firm is restructuring its
business portfolio to focus on its core non-life insurance programs. Less diversification
and a renewed concentration on its core business area are expected to result in a match
between corporate-level strategy and structure.13 Even though mismatches between
strategy and structure do occur, such as the one at Zurich Financial Services, research
evidence suggests that managers try to act rationally when forming or changing their
firm’s structure.14

Organizational Structure

Organizational structure specifies the firm’s formal reporting relationships, procedures,
controls, and authority and decision-making processes.15 Developing an organizational
structure that effectively supports the firm’s strategy is difficult,16 especially because of
the uncertainty (or unpredictable variation17) about cause-effect relationships in the
global economy’s rapidly changing and dynamic competitive environments.18 When a
structure’s elements (e.g., reporting relationships, procedures, and so forth) are properly
aligned with one another, that structure facilitates effective implementation of the firm’s
strategies.19 Thus, organizational structure is a critical component of effective strategy
implementation processes.20

A firm’s structure specifies the work to be done and how to do it, given the firm’s
strategy or strategies.21 Thus, organizational structure influences how managers work
and the decisions resulting from that work.22 Supporting the implementation of strate-
gies,23 structure is concerned with processes used to complete organizational tasks.24

Effective structures provide the stability a firm needs to successfully implement its
strategies and maintain its current competitive advantages, while simultaneously pro-
viding the flexibility to develop competitive advantages that will be needed for its
future strategies.25 Thus, structural stability provides the capacity the firm requires to
consistently and predictably manage its daily work routines,26 while structural flexibil-
ity provides the opportunity to explore competitive possibilities and then allocate
resources to activities that will shape the competitive advantages the firm will need to
be successful in the future.27 An effective organizational structure allows the firm to
exploit current competitive advantages while developing new ones.28

Modifications to the firm’s current strategy or selection of a new strategy call for
changes to its organizational structure. However, research shows that once in place,
organizational inertia often inhibits efforts to change structure, even when the firm’s
performance suggests that it is time to do so.29 In his pioneering work, Alfred Chan-
dler found that organizations change their structures only when inefficiencies force
them to do so.30 Firms seem to prefer the structural status quo and its familiar work-
ing relationships until the firm’s performance declines to the point where change is
absolutely necessary.31 In addition, top-level managers hesitate to conclude that there
are problems with the firm’s structure (or its strategy, for that matter), in that doing so
suggests that their previous choices weren’t the best ones.32 Because of these inertial
tendencies, structural change is often induced instead by the actions of stakeholders

Organizational structure
specifies the firm’s formal
reporting relationships,
procedures, controls, and
authority and decision-
making processes.
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who are no longer willing to tolerate the firm’s performance. For example, continuing
losses of customers who have become dissatisfied with the value created by the firm’s
products could force change, as could reactions from capital market stakeholders (see
Chapter 2). This appears to be the case for Sears, Roebuck and Co. Because of dissat-
isfactions expressed by those it tried to serve, Sears recently changed its organizational
structure in ways that it believes allows it to better satisfy customers’ needs.33

In spite of the timing of structural change described above, many companies
make changes prior to substantial performance declines. Appropriate timing of struc-
tural change happens when top-level managers quickly recognize that a current orga-
nizational structure no longer provides the coordination and direction needed for the
firm to successfully implement its strategies.34 As we discuss in the Strategic Focus,
Eastman Chemical Company has made various changes to its organizational structure
prior to significant performance declines. Indeed, in commenting about one of the
changes to the firm’s structure, a company official asserted, “This was not a company
that reorganized in response to plummeting sales, laying off thousands of workers to
stay afloat. This was restructuring from strength.”35

As we discuss next, effective organizational controls help managers recognize
when it is time to change the firm’s structure. Eastman Chemical Company uses a mix-
ture of strategic and financial controls to judge its overall performance. In addition,
the controls in place at Eastman help the firm determine when to make changes to its
organizational structure.

Organizational Controls

Organizational controls are an important aspect of structure.36 Organizational controls
guide the use of strategy, indicate how to compare actual results with expected results,
and suggest corrective actions to take when the difference between actual and expected
results is unacceptable. The fewer the differences between actual and expected out-
comes, the more effective are the organization’s controls.37 It is hard for the company
to successfully exploit its competitive advantages without effective organizational con-
trols.38 Properly designed organizational controls provide clear insights regarding
behaviors that enhance firm performance.39 Firms rely on strategic controls and finan-
cial controls as part of their structures to support use of their strategies.40

Strategic controls are largely subjective criteria intended to verify that the firm is
using appropriate strategies for the conditions in the external environment and the
company’s competitive advantages. Thus, strategic controls are concerned with exam-
ining the fit between what the firm might do (as suggested by opportunities in its exter-
nal environment) and what it can do (as indicated by its competitive advantages; see
Figure 3.1). Effective strategic controls help the firm understand what it takes to be
successful.41 Strategic controls demand rich communications between managers
responsible for using them to judge the firm’s performance and those with primary
responsibility for implementing the firm’s strategies (such as middle- and first-level
managers). These frequent exchanges are both formal and informal in nature.42

Strategic controls are also used to evaluate the degree to which the firm focuses
on the requirements to implement its strategies. For a business-level strategy, for exam-
ple, the strategic controls are used to study primary and support activities (see Tables
3.8 and 3.9) to verify that those critical to successful execution of the business-level
strategy are being properly emphasized and executed. With related corporate-level
strategies, strategic controls are used to verify the sharing of appropriate strategic fac-
tors such as knowledge, markets, and technologies across businesses. To effectively use
strategic controls when evaluating related diversification strategies, executives must
have a deep understanding of each unit’s business-level strategy.43

Partly because strategic controls are difficult to use with extensive diversification,44

financial controls are emphasized to evaluate the performance of the firm following the

Organizational controls
guide the use of strategy,
indicate how to compare
actual results with expected
results, and suggest correc-
tive actions to take when
the difference between
actual and expected results
is unacceptable.

Strategic controls are
largely subjective criteria
intended to verify that the
firm is using appropriate
strategies for the conditions
in the external environment
and the company’s competi-
tive advantages.
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Strategic
Focus

Effective Timing of Structural Change at 
Eastman Chemical Company
Founded in 1920 to supply basic photographic materials to Eastman Kodak Company,
Eastman Chemical Company (ECC) was spun off and became an independently traded
public company in 1994. A global firm with sales exceeding $5 billion annually and with
production operations in 17 countries, ECC manufactures and markets more than 1,200
plastics, chemicals, and fibers products. Collectively, this array of products and their suc-
cess has resulted in ECC becoming the world’s largest supplier of polyester plastics for
packaging, a leading supplier of coatings, raw materials, specialty chemicals, and plastics,
and a major supplier of cellulose acetate fibers and basic chemicals.

On September 1, 1999, ECC announced that it had created two major business
groups—one for its polymers business and one for its chemicals business. From 1994
until the 1999 reorganization, ECC had operated through a functional structure. How-
ever, the functional structure was no longer capable of dealing with the firm’s increasing
product and market complexity and diversity. Following analysis of the situation, execu-
tives concluded that organizing the firm around two core product divisions would lead 
to stronger relationships with customers. Increased efficiency, primarily in the form of
quicker response to customers’ needs, and greater accountability for performance were
other benefits expected from the new structure in addition to an enhanced focus on cus-
tomers. With the new structure, each business group was given direct responsibility for
manufacturing, sales, and pricing and product management decisions.Thus, the polymers
and chemicals businesses were each to operate with an independent set of organizational
functions.

ECC’s structure was changed again in 2002. In this instance, 1994’s product
divisions were changed to create the Eastman Division and the Voridian Division.The
purpose of this structural change was to allow ECC to “strategically focus on the unique
needs of individual markets.”The Eastman Division consists of three product segments—
coatings, adhesives, specialty polymers, and inks; specialty plastics; and performance chemi-
cals and intermediates. Polymers and fibers, the product groups
formed in 1999, became Voridian’s two core segments in 2002.
In general, Voridian uses the cost leadership business-level strat-
egy while the differentiation strategy is used in the Eastman
Division, primarily to continuously develop innovative products.

In 2003, Developing Businesses became the third divi-
sion in ECC’s multidivisional structure. Soon after its formation,
this division had 20 to 30 projects in the pipeline in various
stages of development.The purpose of creating this division
was to provide a unique environment to “leverage Eastman’s
technology expertise, intellectual property and know-how into
business models that extend to new customers and markets.”
For the most part, Developing Businesses focuses on service
businesses that are less capital intensive compared to the
products that are the mainstay of the Eastman and Voridian
Divisions.

SOURCES: 2003, Eastman introduces new business unit, Chemical Market Reporter,
263(13): 3; 2003, Eastman Chemical Company, Standard & Poor’s Stock Reports, http://
www.standardandpoors.com, June 3; 2003, The company profile, http://www.eastman
chemicals.com, July 10; 2003, Eastman facts, http://www.eastmanchemicals.com, July 9;
1999, Eastman announces management reorganization, http://www.eastmanchemicals.
com, July 27.
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Eastman Chemical Company

was originally a division of

Eastman Kodak Company,

a supplier of photographic

materials. Eastman Chemical

now produces a variety of

consumer goods, some of

which are featured here.The

organizational controls that

led to Eastman Chemical’s

independence from its parent

company allow each company

to better handle its own

market complexities and

customer needs.
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unrelated diversification strategy. The unrelated diversification strategy’s focus on finan-
cial outcomes (see Chapter 6) requires the use of standardized financial controls to com-
pare performances between units and managers.45 Financial controls are largely objective
criteria used to measure the firm’s performance against previously established quantita-
tive standards. Accounting-based measures, such as return on investment and return on
assets, and market-based measures, such as economic value added, are examples of
financial controls.

When using financial controls, firms evaluate their current performance against
previous outcomes as well as their performance compared to competitors and industry
averages. In the global economy, technological advances are being used to develop highly
sophisticated financial controls, making it possible for firms to more thoroughly analyze
their performance results and to assure compliance with regulations. For example, Oracle
Corp. developed software tools that automate processes firms can use to meet the finan-
cial reporting requirements specified by the Sarbanes-Oxley Act.46 (This act requires a
firm’s principal executive and financial officers to certify corporate financial and related
information in quarterly and annual reports submitted to the Securities and Exchange
Commission.) Pfizer Inc.’s expectations of sophisticated financial controls are that they
will: “(1) safeguard the firm’s assets, (2) ensure that transactions are properly authorized,
and (3) provide reasonable assurance, at reasonable cost, of the integrity, objectivity, and
reliability of the financial information.”47

Both strategic and financial controls are important aspects of each organiza-
tional structure, and any structure’s effectiveness is determined by using a combination
of strategic and financial controls. However, the relative use of controls varies by type
of strategy. For example, companies and business units of large diversified firms using
the cost leadership strategy emphasize financial controls (such as quantitative cost
goals), while companies and business units using the differentiation strategy emphasize
strategic controls (such as subjective measures of the effectiveness of product devel-
opment teams).48 As explained above, a corporate-wide emphasis on sharing among
business units (as called for by related diversification strategies) results in an emphasis
on strategic controls, while financial controls are emphasized for strategies in which
activities or capabilities aren’t shared (e.g., in an unrelated diversification).

Relationships between Strategy and Structure

Strategy and structure have a reciprocal relationship.49 This relationship highlights the
interconnectedness between strategy formulation (Chapter 4 and Chapters 6–9) and
strategy implementation (Chapters 10–13). In general, this reciprocal relationship finds
structure flowing from or following the selection of the firm’s strategy. Once in place,
structure can influence current strategic actions as well as choices about future strate-
gies. The general nature of the strategy/structure relationship means that changes to the
firm’s strategy create the need to change how the organization completes its work. In
the “structure influences strategy” direction, firms must be vigilant in their efforts to
verify that how their structure calls for work to be completed remains consistent with
the implementation requirements of chosen strategies. Research shows, however, that
“strategy has a much more important influence on structure than the reverse.”50

Regardless of the strength of the reciprocal relationships between strategy and
structure, those choosing the firm’s strategy and structure should be committed to
matching each strategy with a structure that provides the stability needed to use current
competitive advantages as well as the flexibility required to develop future advantages.
This means, for example, that when changing strategies, the firm should simultaneously
consider the structure that will be needed to support use of the new strategy. Aware of
this mandate, executives at the new Hewlett-Packard continue to adjust the firm’s struc-
ture in light of the strategies being used following the combining of the former Hewlett-

Financial controls are
largely objective criteria
used to measure the firm’s
performance against previ-
ously established quantita-
tive standards.
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Packard and Compaq Computer Corp.51 The fact that a proper strategy/structure match
can be a competitive advantage52 supports actions such as those being taken at Hewlett-
Packard. When the firm’s strategy/structure combination is a competitive advantage, it
contributes to the earning of above-average returns.53

Evolutionary Patterns of Strategy and 
Organizational Structure

Research suggests that most firms experience a certain pattern of relationships between
strategy and structure. Chandler54 found that firms tended to grow in somewhat pre-
dictable patterns: “first by volume, then by geography, then integration (vertical, horizon-
tal) and finally through product/business diversification”55 (see Figure 11.1). Chandler
interpreted his findings to indicate that the firm’s growth patterns determine its struc-
tural form.

As shown in Figure 11.1, sales growth creates coordination and control problems
that the existing organizational structure can’t efficiently handle. Organizational growth
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Efficient implementation
of formulated strategy

Sales Growth—
Coordination
and Control
Problems

Multidivisional
Structure

Functional
Structure

Simple
Structure

Efficient implementation
of formulated strategy

Sales Growth—
Coordination
and Control
Problems

Figure 11.1
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creates the opportunity for the firm to change its strategy to try to become even more
successful. However, the existing structure’s formal reporting relationships, procedures,
controls, and authority and decision-making processes lack the sophistication required
to support use of the new strategy. A new structure is needed to help decision makers
gain access to the knowledge and understanding required to effectively integrate and
coordinate actions to implement the new strategy.56

Three major types of organizational structures are used to implement strategies:
simple structure, functional structure, and multidivisional structure.

Simple Structure

The simple structure is a structure in which the owner-manager makes all major deci-
sions and monitors all activities while the staff serves as an extension of the manager’s
supervisory authority.57 Typically, the owner-manager actively works in the business
on a daily basis. Informal relationships, few rules, limited task specialization, and
unsophisticated information systems describe the simple structure. Frequent and infor-
mal communications between the owner-manager and employees make it relatively
easy to coordinate the work that is to be done. The simple structure is matched with
focus strategies and business-level strategies as firms commonly compete by offering a
single product line in a single geographic market. Local restaurants, repair businesses,
and other specialized enterprises are examples of firms relying on the simple structure
to implement their strategy.

As the small firm grows larger and becomes more complex, managerial and
structural challenges emerge. For example, the amount of competitively relevant
information requiring analysis substantially increases, placing significant pressure on
the owner-manager. Additional growth and success may cause the firm to change its
strategy. Even if the strategy remains the same, the firm’s larger size dictates the need
for more sophisticated workflows and integrating mechanisms. At this evolutionary
point, firms tend to move from the simple structure to a functional organizational
structure.58

Casketfurniture.com, a firm mentioned in Chapter 4 as an example of a com-
pany using the focus differentiation strategy, may soon move from the simple structure
to a functional structure. Family-owned and managed, this venture is a new part of

MHP Enterprises Ltd.’s operations.
As a small family firm, MHP has long
been managed through the simple
structure. In 1997, MHP decided to
expand its distribution by establishing
Casketfurniture.com. Using the Inter-
net, this venture sells what it believes
are creative products throughout the
world. The continuing success of Cas-
ketfurniture.com could create coordi-
nation and control problems for MHP
that may be solved only by the firm
changing from the simple to the func-
tional structure.59

Functional Structure

The functional structure is a structure
consisting of a chief executive officer
and a limited corporate staff, with

The simple structure is 
a structure in which the
owner-manager makes all
major decisions and moni-
tors all activities while the
staff serves as an extension
of the manager’s supervisory
authority.

The functional structure
is a structure consisting of a
chief executive officer and a
limited corporate staff, with
functional line managers in
dominant organizational
areas, such as production,
accounting, marketing,
R&D, engineering, and
human resources.
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functional line managers in dominant organizational areas, such as production,
accounting, marketing, R&D, engineering, and human resources.60 This structure
allows for functional specialization,61 thereby facilitating active sharing of knowledge
within each functional area. Knowledge sharing facilitates career paths as well as the
professional development of functional specialists. However, a functional orientation
can have a negative effect on communication and coordination among those repre-
senting different organizational functions. Because of this, the CEO must work hard
to verify that the decisions and actions of individual business functions promote the
entire firm rather than a single function.62 The functional structure supports imple-
mentation of business-level strategies and some corporate-level strategies (e.g., single
or dominant business) with low levels of diversification.

Multidivisional Structure

With continuing growth and success, firms often consider greater levels of diversifica-
tion. However, successful diversification requires analysis of substantially greater
amounts of data and information when the firm offers the same products in different
markets (market or geographic diversification) or offers different products in several
markets (product diversification). In addition, trying to manage high levels of diversi-
fication through functional structures creates serious coordination and control prob-
lems.63 Thus, greater diversification leads to a new structural form.64

The multidivisional (M-form) structure consists of operating divisions, each rep-
resenting a separate business or profit center in which the top corporate officer dele-
gates responsibilities for day-to-day operations and business-unit strategy to division
managers. Each division represents a distinct, self-contained business with its own
functional hierarchy.65 As initially designed, the M-form was thought to have three
major benefits: “(1) it enabled corporate officers to more accurately monitor the per-
formance of each business, which simplified the problem of control; (2) it facilitated
comparisons between divisions, which improved the resource allocation process; and
(3) it stimulated managers of poorly performing divisions to look for ways of improv-
ing performance.”66 Active monitoring of performance through the M-form increases
the likelihood that decisions made by managers heading individual units will be in
shareholders’ best interests. Diversification is a dominant corporate-level strategy in
the global economy, resulting in extensive use of the M-form.67

Used to support implementation of related and unrelated diversification strate-
gies, the M-form helps firms successfully manage the many demands (including those
related to processing vast amounts of information) of diversification.68 Chandler
viewed the M-form as an innovative response to coordination and control problems that
surfaced during the 1920s in the functional structures then used by large firms such as
DuPont and General Motors.69 Research shows that the M-form is appropriate when
the firm grows through diversification.70 Partly because of its value to diversified cor-
porations, some consider the multidivisional structure to be one of the 20th century’s
most significant organizational innovations.71

No organizational structure (simple, functional, or multidivisional) is inherently
superior to the other structures.72 In Peter Drucker’s words: “There is no one right
organization. . . . Rather, the task . . . is to select the organization for the particular
task and mission at hand.”73 In our context, Drucker is saying that the firm must select
a structure that is “right” for the particular strategy that has been selected to pursue
the firm’s strategic intent and strategic mission. Because no single structure is optimal
in all instances, managers concentrate on developing proper matches between strate-
gies and organizational structures rather than searching for an “optimal” structure.

We now describe the strategy/structure matches that evidence shows positively
contribute to firm performance.

The multidivisional 
(M-form) structure con-
sists of operating divisions,
each representing a separate
business or profit center in
which the top corporate offi-
cer delegates responsibilities
for day-to-day operations
and business-unit strategy 
to division managers.
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Matches between Business-Level Strategies 
and the Functional Structure

Different forms of the functional organizational structure are used to support implemen-
tation of the cost leadership, differentiation, and integrated cost leadership/differentiation
strategies. The differences in these forms are accounted for primarily by different uses
of three important structural characteristics or dimensions—specialization (concerned
with the type and number of jobs required to complete work74), centralization (the
degree to which decision-making authority is retained at higher managerial levels75),
and formalization (the degree to which formal rules and procedures govern work76).

US I N G T H E FU N C T I O NA L ST RU C T U R E T O IM P L E M E N T
T H E CO S T LE A D E R S H I P ST R AT E G Y
Firms using the cost leadership strategy want to sell large quantities of standardized
products to an industry’s or a segment’s typical customer. Simple reporting relationships,
few layers in the decision-making and authority structure, a centralized corporate staff,
and a strong focus on process improvements through the manufacturing function rather
than the development of new products through an emphasis on product R&D charac-
terize the cost leadership form of the functional structure77 (see Figure 11.2). This structure
contributes to the emergence of a low-cost culture—a culture in which all employees
constantly try to find ways to reduce the costs incurred to complete their work.

In terms of centralization, decision-making authority is centralized in a staff
function to maintain a cost-reducing emphasis within each organizational function
(for example, engineering, marketing, etc.). While encouraging continuous cost reduc-
tions, the centralized staff also verifies that further cuts in costs in one function won’t
adversely affect the productivity levels in other functions.
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Functional Structure for Implementation of a Cost Leadership StrategyFigure 11.2
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Notes: • Operations is the main function 
• Process engineering is emphasized rather than new product R&D 
• Relatively large centralized staff coordinates functions 
• Formalized procedures allow for emergence of a low-cost culture 
• Overall structure is mechanistic; job roles are highly structured
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Jobs are highly specialized in the cost leadership functional structure. Job spe-
cialization is accomplished by dividing work into homogeneous subgroups. Organiza-
tional functions are the most common subgroup, although work is sometimes batched
on the basis of products produced or clients served. Specializing in their work allows
employees to increase their efficiency, reducing the firm’s costs as a result. Highly for-
malized rules and procedures, often emanating from the centralized staff, guide the
work completed in the cost leadership form of the functional structure. Predictably fol-
lowing formal rules and procedures creates cost-reducing efficiencies. Known for its
commitment to EDLP (“everyday low price”), Wal-Mart’s functional organizational
structures in both its retail (e.g., Wal-Mart Stores, Supercenters, Sam’s Club) and specialty
(e.g., Wal-Mart Vacations, Used Fixture Auctions) divisions are formed to continu-
ously drive costs lower.78 As discussed in Chapter 4, competitors’ efforts to duplicate
the success of Wal-Mart’s cost leadership strategies have failed, partly because of the
effective strategy/structure matches in Wal-Mart’s business units.

US I N G T H E FU N C T I O NA L ST RU C T U R E T O IM P L E M E N T
T H E DI F F E R E N T I AT I O N ST R AT E G Y
Firms using the differentiation strategy produce products that customers perceive as
being different in ways that create value for them. With this strategy, the firm wants to
sell nonstandardized products to customers with unique needs. Relatively complex and
flexible reporting relationships, frequent use of cross-functional product development
teams, and a strong focus on marketing and product R&D rather than manufacturing
and process R&D (as with the cost leadership form of the functional structure) char-
acterize the differentiation form of the functional structure (see Figure 11.3). This
structure contributes to the emergence of a development-oriented culture—a culture
in which employees try to find ways to further differentiate current products and to
develop new, highly differentiated products.
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Functional Structure for Implementation of a Differentiation Strategy

New Product
R&D

Human
Resources

Operations Marketing Finance

MarketingR&D

President and
Limited Staff

Figure 11.3

Notes: • Marketing is the main function for keeping track of new product ideas 
• New product R&D is emphasized 
• Most functions are decentralized, but R&D and marketing may have centralized staffs that work closely with each other 
• Formalization is limited so that new product ideas can emerge easily and change is more readily accomplished 
• Overall structure is organic; job roles are less structured
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Thinking Globally, Acting Locally: The Foundations of
Procter & Gamble’s Multidivisional Structure
Consumer giant Procter & Gamble (P&G) has a bold self-perception, believing that its
rightful place in corporate America is as a company that is admired, imitated, and
uncommonly profitable. Historical successes suggest that this perception is reasonably
consistent with reality. Across time, P&G has been quite profitable while analysts have
viewed the firm’s management techniques as setting “the gold standard” for others to
emulate.Two of the innovations and subsequent skills for which P&G is recognized are
brand management and excellence in managerial training. CEOs Jeff Immelt (GE), Meg
Whitman (eBay) and W. James McNerney, Jr. (3M) are just a few of the alumni who
have achieved great success following their P&G careers.

As with all successful firms, P&G is challenged to continuously reinvent itself while
striving to outperform its competitors. Rivals such as Unilever are launching intense
campaigns to improve their competitive positions relative to P&G. Unilever began
restructuring in 1999 to deliver on the promises of its “Path to Growth” agenda.
Unilever’s five-year restructuring involves a major overhaul of its portfolio.The firm 
“has sold low-growth businesses and acquired new-growth drivers, most notably Best-
foods, which it bought for $24 billion in 2000.The company also snapped up diet brand
SlimFast and Ben & Jerry’s ice cream.”

P&G also restructured its operations in 1999. Framed around the objective of
having an organizational structure that would allow the firm to “think globally and act
locally,” P&G formed a unique version of the cooperative multidivisional structure to
support use of its related constrained diversification strategy.This structure, which P&G
officials believe is a source of competitive advantage for the firm, features five global
business product units (GBUs) (baby, feminine and family care, fabric and home care, food
and beverage, and health and beauty care) and seven market development organizations
(MDOs), each formed around a region of the world, such as Northeast Asia. Using the five
global product units to create strong brand equities through ongoing innovation is how
P&G thinks globally; interfacing with customers to ensure that a division’s marketing
plans fully capitalize on local opportunities is how P&G acts locally. Information is shared
between the product-oriented and the marketing-oriented efforts to enhance the corpora-

Strategic
Focus
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Continuous product innovation demands that people throughout the firm be able
to interpret and take action based on information that is often ambiguous, incomplete,
and uncertain. With a strong focus on the external environment to identify new oppor-
tunities, employees often gather this information from people outside the firm, such as
customers and suppliers. Commonly, rapid responses to the possibilities indicated by the
collected information are necessary, suggesting the need for decision-making responsi-
bility and authority to be decentralized. To support creativity and the continuous pur-
suit of new sources of differentiation and new products, jobs in this structure are not
highly specialized. This lack of specialization means that workers have a relatively large
number of tasks in their job descriptions. Few formal rules and procedures are also char-
acteristics of this structure. Low formalization, decentralization of decision-making
authority and responsibility, and low specialization of work tasks combine to create a
structure in which people interact frequently to exchange ideas about how to further dif-
ferentiate current products while developing ideas for new products that can be differen-
tiated to create value for customers.

US I N G T H E FU N C T I O NA L ST RU C T U R E T O IM P L E M E N T T H E
IN T E G R AT E D CO S T LE A D E R S H I P/DI F F E R E N T I AT I O N ST R AT E G Y
Firms using the integrated cost leadership/differentiation strategy want to sell prod-
ucts that create value because of their relatively low cost and reasonable sources of dif-
ferentiation. The cost of these products is low “relative” to the cost leader’s prices
while their differentiation is “reasonable” compared to the clearly unique features of
the differentiator’s products.

The integrated cost leadership/differentiation strategy is used frequently in the
global economy, although it is difficult to successfully implement. This difficulty is due
largely to the fact that different primary and support activities (see Chapter 3) must be
emphasized when using the cost leadership and differentiation strategies. To achieve
the cost leadership position, emphasis is placed on production and process engineer-
ing, with infrequent product changes. To achieve a differentiated position, marketing
and new product R&D are emphasized while production and process engineering are
not. Thus, effective use of the integrated strategy results when the firm successfully
combines activities intended to reduce costs with activities intended to create addi-
tional differentiation features. As a result, the integrated form of the functional struc-
ture must have decision-making patterns that are partially centralized and partially
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tion’s performance. Indeed, some corporate staff members are responsible for focusing on
making certain that knowledge is meaningfully categorized and then rapidly transferred
throughout P&G’s businesses.Those working to achieve this objective are part of P&G’s
Global Business Services (GBS) group. Last, the Corporate Functions group is essentially
a set of consultants ready to assist those working in the global business units and the mar-
ket development organizations in their efforts to use “best practices” in terms of organiza-
tional functions, such as external relations, information technology management, and
human resources practices. In summary, P&G’s cooperative structure uses GBUs to define
a brand’s equity, MDOs to adapt a brand to local preferences, the GBS group to support
operations through infrastructure services such as accounting and employee benefits and
payroll, and Corporate Functions to assure that the latest and most effective methodolo-
gies are being used to conduct the firm’s product- and marketing-oriented operations.

SOURCES: 2003, Procter & Gamble Home Page, http://www.procter&gamble.com, July 5; 2003, Procter & Gamble cor-
porate structure, http://www.procter&gamble.com, July 9; D. Ball, 2003, Unilever cuts sales estimates as U.S. competition
stiffens, Wall Street Journal Online, http://www.wsj.com, June 23; R. Berner, 2003, P&G: New and improved, Business Week,
July 7, 52–63.
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The cooperative form is a
structure in which horizon-
tal integration is used to
bring about interdivisional
cooperation.

decentralized. Additionally, jobs are semispecialized, and rules and procedures call for
some formal and some informal job behavior.

Matches between Corporate-Level Strategies 
and the Multidivisional Structure

As explained earlier, Chandler’s research showed that the firm’s continuing success
leads to product or market diversification or both.79 The firm’s level of diversification
is a function of decisions about the number and type of businesses in which it will
compete as well as how it will manage the businesses (see Chapter 6). Geared to man-
aging individual organizational functions, increasing diversification eventually creates
information processing, coordination, and control problems that the functional struc-
ture can’t handle. Thus, use of a diversification strategy requires the firm to change
from the functional structure to the multidivisional structure to develop an appropri-
ate strategy/structure match.

As defined in Figure 6.1 in Chapter 6, corporate-level strategies have different
degrees of product and market diversification. The demands created by different lev-
els of diversification highlight the need for each strategy to be implemented through a
unique organizational structure (see Figure 11.4).

US I N G T H E CO O P E R AT I V E FO R M O F T H E
MU LT I D I V I S I O NA L ST RU C T U R E T O IM P L E M E N T
T H E RE L AT E D CO N S T R A I N E D ST R AT E G Y
The cooperative form is a structure in which horizontal integration is used to bring about
interdivisional cooperation. The divisions in the firm using the related constrained diver-
sification strategy commonly are formed around products, markets, or both. We discuss
related constrained firm Procter & Gamble’s (P&G’s) cooperative form of the multidi-
visional structure in the Strategic Focus. As we explain, P&G’s organizational struc-
ture is intended to allow the firm to “think globally, yet act locally.”

In Figure 11.5, we use product divisions as part of the representation of the
cooperative form of the multidivisional structure, although as the P&G example in the
Strategic Focus suggests, market divisions could be used instead of or in addition to
product divisions to develop the figure. Thus, P&G has modified the core cooperative
form of the multidivisional structure to satisfy its unique strategy/structure match
requirements.

Three Variations of the Multidivisional StructureFigure 11.4

Multidivisional
Structure
(M-form)

Strategic Business Unit
(SBU) Form

Cooperative
Form

Competitive
Form
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All of the related constrained firm’s divisions share one or more corporate
strengths. Production competencies, marketing competencies, or channel dominance
are examples of strengths that the firm’s divisions might share.80 Production expertise
is one of the strengths shared across P&G’s divisions. At Halliburton Co., the world’s
largest oilfield services company, the firm’s competence in the development and appli-
cation of sophisticated technologies is shared between its two major divisions.81

The sharing of divisional competencies facilitates the corporation’s efforts to
develop economies of scope. As explained in Chapter 6, economies of scope (cost sav-
ings resulting from the sharing of competencies developed in one division with another
division) are linked with successful use of the related constrained strategy. Interdivi-
sional sharing of competencies depends on cooperation, suggesting the use of the coop-
erative form of the multidivisional structure.82 Increasingly, it is important that the links
resulting from effective use of integration mechanisms support the cooperative sharing
of both intangible resources (such as knowledge) as well as tangible resources (such as
facilities and equipment).83

Different characteristics of structure are used as integrating mechanisms by the
cooperative structure to facilitate interdivisional cooperation. Defined earlier in the
discussion of functional organizational structures, centralization is one of these mech-
anisms. Centralizing some organizational functions (human resource management,
R&D, marketing, and finance) at the corporate level allows the linking of activities

Notes: • Structural integration devices create tight links among all divisions 
• Corporate office emphasizes centralized strategic planning, human resources, and marketing to foster cooperation between divisions 
• R&D is likely to be centralized 
• Rewards are subjective and tend to emphasize overall corporate performance in addition to divisional performance 
• Culture emphasizes cooperative sharing
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Cooperative Form of the Multidivisional Structure for 
Implementation of a Related Constrained Strategy
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Figure 11.5
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among divisions. Work completed in these centralized functions is managed by the
firm’s central office with the purpose of exploiting common strengths among divisions
by sharing competencies. The intent is to develop a competitive advantage in the divi-
sions as they implement their cost leadership, differentiation, or integrated cost lead-
ership/differentiation business-unit strategies that exceeds the value created by the
advantages used by nondiversified rivals’ implementation of these strategies.84

Frequent, direct contact between division managers, another integrating mecha-
nism, encourages and supports cooperation and the sharing of either competencies or
resources that have the possibility of being used to create new advantages. Sometimes,
liaison roles are established in each division to reduce the amount of time division man-
agers spend integrating and coordinating their unit’s work with the work occurring in
other divisions. Temporary teams or task forces may be formed around projects whose
success depends on sharing competencies that are embedded within several divisions.
Formal integration departments might be established in firms frequently using tempo-
rary teams or task forces. Ultimately, a matrix organization may evolve in firms imple-
menting the related constrained strategy. A matrix organization is an organizational
structure in which there is a dual structure combining both functional specialization
and business product or project specialization.85 Although complicated, an effective
matrix structure can lead to improved coordination among a firm’s divisions.86

The success of the cooperative multidivisional structure is significantly affected
by how well information is processed among divisions. But because cooperation
among divisions implies a loss of managerial autonomy, division managers may not
readily commit themselves to the type of integrative information-processing activities
that this structure demands. Moreover, coordination among divisions sometimes
results in an unequal flow of positive outcomes to divisional managers. In other words,
when managerial rewards are based at least in part on the performance of individual
divisions, the manager of the division that is able to benefit the most by the sharing of
corporate competencies might be viewed as receiving relative gains at others’ expense.
Strategic controls are important in these instances, as divisional managers’ perform-
ance can be evaluated at least partly on the basis of how well they have facilitated
interdivisional cooperative efforts. Furthermore, using reward systems that emphasize
overall company performance, besides outcomes achieved by individual divisions,
helps overcome problems associated with the cooperative form.

US I N G T H E ST R AT E G I C BU S I N E S S UN I T FO R M
O F T H E MU LT I D I V I S I O NA L ST RU C T U R E T O
IM P L E M E N T T H E RE L AT E D LI N K E D ST R AT E G Y
When the firm has fewer links or less constrained links among its divisions, the related
linked diversification strategy is used. The strategic business unit form of the multidi-
visional structure supports implementation of this strategy. The strategic business unit
(SBU) form is a structure consisting of three levels: corporate headquarters, strategic
business units (SBUs), and SBU divisions (see Figure 11.6).

The divisions within each SBU are related in terms of shared products or mar-
kets or both, but the divisions of one SBU have little in common with the divisions of
the other SBUs. Divisions within each SBU share product or market competencies to
develop economies of scope and possibly economies of scale. The integration mecha-
nisms used by the divisions in a cooperative structure can be equally well used by the
divisions within the individual strategic business units that are part of the SBU form
of the multidivisional structure. In the SBU structure, each SBU is a profit center that
is controlled and evaluated by the headquarters office. Although both financial and
strategic controls are important, on a relative basis, financial controls are vital to head-
quarters’ evaluation of each SBU; strategic controls are critical when the heads of
SBUs evaluate their divisions’ performance. Strategic controls are also critical to the

The strategic business
unit (SBU) form is a
structure consisting of three
levels: corporate headquar-
ters, strategic business units
(SBUs), and SBU divisions.
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headquarters’ efforts to determine if the company has chosen an effective portfolio of
businesses and if those businesses are being successfully managed.

Used by large firms, the SBU structure can be complex, with the complexity
reflected by the organization’s size and product and market diversity. Related linked
firm GE, for example, has over 20 strategic business units, each with multiple divisions.
GE Aircraft Engines, Appliances, Power Systems, NBC, and GE Capital are a few of
the firm’s SBUs. As is frequently the case with large diversified corporations, the scale
of GE’s business units is striking. GE Aircraft Engines, for example, is the world’s
leading manufacturer of jet engines for civil and military aircraft. With almost 30 divi-
sions, GE Capital is a diversified financial services company creating comprehensive
solutions to increase client productivity and efficiency. The GE Power Systems busi-
ness unit has 21 divisions, including GE Energy Rentals, GE Distributed Power, and
GE Water Technologies.87

In many of GE’s SBUs, efforts are undertaken to form competencies in services
and technology as a source of competitive advantage. Recently, technology was iden-
tified as an advantage for the GE Medical Systems SBU, as that unit’s divisions share
technological competencies to produce an array of sophisticated equipment, including
computed tomography (CT) scanners, magnetic resonance imaging (MRI) systems,
nuclear medicine cameras, and ultrasound systems.88 Once a competence is developed
in one of GE Medical Systems’ divisions, it is quickly transferred to the other divisions
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SBU Form of the Multidivisional Structure for 
Implementation of a Related Linked Strategy

President

Headquarters Office
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Corporate
Finance

Corporate
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Strategic
Business
Unit

Strategic
Business
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Strategic
Business
Unit

Division DivisionDivision Division DivisionDivision Division DivisionDivision

Figure 11.6

Notes: • Structural integration among divisions within SBUs, but independence across SBUs 
• Strategic planning may be the most prominent function in headquarters for managing the strategic planning approval process of SBUs for the president
• Each SBU may have its own budget for staff to foster integration 
• Corporate headquarters staff serve as consultants to SBUs and divisions, rather than having direct input to product strategy, as in the cooperative form
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in that SBU so that the competence can be leveraged to increase the unit’s overall per-
formance.89 The sharing of competencies among units within an SBU is an important
characteristic of the SBU form of the multidivisional structure (see the legend to Fig-
ure 11.6).

US I N G T H E CO M P E T I T I V E FO R M O F T H E
MU LT I D I V I S I O NA L ST RU C T U R E T O IM P L E M E N T
T H E UN R E L AT E D DI V E R S I F I C AT I O N ST R AT E G Y
Firms using the unrelated diversification strategy want to create value through efficient
internal capital allocations or by restructuring, buying, and selling businesses.90 The
competitive form of the multidivisional structure supports implementation of this
strategy.

The competitive form is a structure in which there is complete independence
among the firm’s divisions (see Figure 11.7). Unlike the divisions included in the coop-
erative structure, the divisions that are part of the competitive structure do not share
common corporate strengths (e.g., marketing competencies or channel dominance).
Because strengths aren’t shared, integrating devices aren’t developed for use by the
divisions included in the competitive structure.

The efficient internal capital market that is the foundation for use of the unre-
lated diversification strategy requires organizational arrangements that emphasize
divisional competition rather than cooperation.91 Three benefits are expected from the
internal competition that the competitive form of the multidivisional structure facili-
tates. First, internal competition creates flexibility—corporate headquarters can have
divisions working on different technologies to identify those with the greatest future

The competitive form is a
structure in which there is
complete independence
among the firm’s divisions.
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Competitive Form of the Multidivisional Structure for 
Implementation of an Unrelated Strategy

Figure 11.7

President

Headquarters Office

Finance AuditingLegal Affairs

Division Division Division DivisionDivision Division

Notes: • Corporate headquarters has a small staff 
• Finance and auditing are the most prominent functions in the headquarters office to manage cash flow and assure the accuracy of performance data 

coming from divisions 
• The legal affairs function becomes important when the firm acquires or divests assets 
• Divisions are independent and separate for financial evaluation purposes 
• Divisions retain strategic control, but cash is managed by the corporate office 
• Divisions compete for corporate resources
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Strategic
Focus

United Technologies Corp.: Where Strategy 
and Structure Are Matched
United Technologies is a diversified corporation providing high-technology products to the
aerospace and building systems industries throughout the world. Operating in over 180
countries and employing more than 155,000 people worldwide and with annual sales rev-
enue of approximately $28 billion, the firm’s recent market capitalization exceeded $33
billion. United Technologies’ multidivisional structure features six business units (Siko-
rsky, Pratt & Whitney, Hamilton Sundstrand, UTC Fuel Cells, Otis, and Carrier) as well
as a corporate-level research center. Operating independently, these units compete against
one another for resources that are allocated from corporate headquarters.The firm
spends more than $2.5 billion annually on R&D, with the clear majority of these funds
allocated to the corporate-level research center.This center’s primary responsibility is to
work individually with the six units to assist in developing product and process innova-
tions that are unique to each unit’s operations.

During the 1990s, United Technologies’ unrelated diversification strategy was
implemented very successfully as demonstrated by the fact that the firm’s stock outper-
formed the S&P 500 index, rising at a ten-year average annual rate of 21 percent versus
15 percent for the index. However, the aftermath of the September 11, 2001 attacks has
affected the firm’s independent business units. As analysts noted, “Ongoing cuts in Boeing
and Airbus commercial aircraft production should continue to temper near-term demand
for UTX’s Pratt & Whitney jet engines and Hamilton Sundstrand aircraft components.”
The Otis Elevator business unit has cushioned the firm’s bottom line while these other
two units continue to be affected by the worst slump in aviation history. Between 2002
and 2003, for example, the percentage of the firm’s operating profits accounted for by
Otis grew from 24.8 percent to 27.4 percent while Pratt & Whitney’s percentage of total
operating profits declined from 38.3 percent to 33.2 percent.

To continue reducing its dependence on the volatile airline industry, United Tech-
nologies acquired Chubb PLC for $1 billion in 2003. Based in the United Kingdom,
Chubb specializes in electronic security products (e.g., hotel locks and burglar alarms)
and services (e.g., security guards). A cross-border transaction, this strategic acquisition
reflects United Technologies’ desire to build a portfolio of businesses that are more stable
and less cyclical compared to those competing in the aviation industry. In addition to
being available at an attractive price, Chubb appealed to United Technologies because
electronic security is one of the few sectors of the global economy that emerged stronger
after the September 11, 2001 attacks. Company officials anticipate that in the current
environment, Chubb will join Otis as a primary contributor to the corporation’s operating
profits. As part of United Technologies, Chubb will compete with all other business units
for corporate resources and will operate independently from them as called for by the
competitive form of the multidivisional structure.

SOURCES: J. L. Lunsford, 2003, United Technologies’ formula: A powerful lift from elevators, Wall Street Journal Online,
http://www.wsj.com, July 2; A. Raghavan, 2003, U.S. firms are shopping for European M&A deals, Wall Street Journal Online,
http://www.wsj.com, June 30; A. Raghavan & R. Sidel, 2003, United Technologies to buy Chubb PLC for $1 billion, Wall
Street Journal Online, http://www.wjs.com, June 12; 2003, United Tech gets U.S. clearance to buy Chubb, Reuters,
http://www.reuters.com, July 1; 2003, United Technologies, Standard & Poor’s Stock Reports, http://www.standardandpoors.
com, July 3; 2003, UTC Fuel Cells, United Technologies Home Page, http://www.unitedtechnologies.com, July 10.

potential, for example. Resources can then be allocated to the division that is working
with the most promising technology to fuel the entire firm’s success. Second, internal
competition challenges the status quo and inertia, because division heads know that
future resource allocations are a product of excellent current performance as well as
superior positioning of their division in terms of future performance. Last, internal
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competition motivates effort. The challenge of competing against internal peers can be
as great as the challenge of competing against external marketplace competitors.92

Independence among divisions, as shown by a lack of sharing of corporate strengths
and the absence of integrating devices, allows the firm using the unrelated diversification
strategy to form specific profit performance expectations for each division to stimulate
internal competition for future resources. The benefits of internal capital allocations or
restructuring cannot be fully realized unless divisions are held accountable for their own
independent performance. In the competitive structure, organizational controls (prima-
rily financial controls) are used to emphasize and support internal competition among
separate divisions and as the basis for allocating corporate capital based on divisions’
performances. At Textron Inc., for example, return on invested capital is the primary
measure used to assess the performance of the firm’s unrelated business units. Accord-
ing to the firm, “return on invested capital serves as both a compass to guide every
investment decision and a measurement of Textron’s success.”93

To emphasize competitiveness among divisions, the headquarters office main-
tains an arms-length relationship with them and does not intervene in divisional
affairs, except to audit operations and discipline managers whose divisions perform
poorly. In this situation, the headquarters office relies on strategic controls to set rate-
of-return targets and financial controls to monitor divisional performance relative to
those targets. The headquarters office then allocates cash flow on a competitive basis,
rather than automatically returning cash to the division that produced it. Thus, the
focus of the headquarters’ work is on performance appraisal, resource allocation, and
long-range planning to verify that the firm’s portfolio of businesses will lead to finan-
cial success.94

As explained in the Strategic Focus, United Technologies Corp. uses the com-
petitive form of the multidivisional structure to support use of its unrelated diversifi-
cation strategy.

The three major forms of the multidivisional structure should each be paired
with a particular corporate-level strategy. As explained in the Strategic Focus, United
Technologies uses the competitive form of the multidivisional structure to implement
the unrelated diversification strategy. Table 11.1 shows these structures’ characteristics.
Differences are seen in the degree of centralization, the focus of the performance appraisal,
the horizontal structures (integrating mechanisms), and the incentive compensation
schemes. The most centralized and most costly structural form is the cooperative structure.
The least centralized, with the lowest bureaucratic costs, is the competitive structure.
The SBU structure requires partial centralization and involves some of the mecha-
nisms necessary to implement the relatedness between divisions. Also, the divisional
incentive compensation awards are allocated according to both SBUs and corporate
performance.

Matches between International Strategies 
and Worldwide Structures

As explained in Chapter 8, international strategies are becoming increasingly impor-
tant for long-term competitive success.95 Among other benefits, international strate-
gies allow the firm to search for new markets, resources, core competencies, and tech-
nologies as part of its efforts to outperform competitors.96

As with business-level and corporate-level strategies, unique organizational
structures are necessary to successfully implement the different international strate-
gies.97 Forming proper matches between international strategies and organizational
structures facilitates the firm’s efforts to effectively coordinate and control its global
operations.98 More importantly, recent research findings confirm the validity of the
international strategy/structure matches we discuss here.99
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US I N G T H E WO R L DW I D E GE O G R A P H I C AR E A ST RU C T U R E
T O IM P L E M E N T T H E MU LT I D O M E S T I C ST R AT E G Y
The multidomestic strategy decentralizes the firm’s strategic and operating decisions to
business units in each country so that product characteristics can be tailored to local
preferences. Firms using this strategy try to isolate themselves from global competitive
forces by establishing protected market positions or by competing in industry segments
that are most affected by differences among local countries. The worldwide geographic
area structure is used to implement this strategy. The worldwide geographic area struc-
ture is a structure emphasizing national interests and facilitating the firm’s efforts to
satisfy local or cultural differences (see Figure 11.8).

Because using the multidomestic strategy requires little coordination between
different country markets, integrating mechanisms among divisions in the worldwide
geographic area structure aren’t needed. Hence, formalization is low, and coordination
among units in a firm’s worldwide geographic area structure is often informal.

The multidomestic strategy/worldwide geographic area structure match evolved
as a natural outgrowth of the multicultural European marketplace. Friends and fam-
ily members of the main business who were sent as expatriates into foreign countries
to develop the independent country subsidiary often implemented this type of struc-
ture for the main business. The relationship to corporate headquarters by divisions
took place through informal communication among “family members.”100

Unilever, the giant Dutch consumer products firm and major competitor for
Procter & Gamble, has refocused its business operations.101 As a result, the firm
grouped its worldwide operations into two global divisions—foods, and home and per-
sonal care. The firm uses the worldwide geographic area structure. For the foods divi-
sion (known as Unilever Bestfoods), regional presidents are responsible for results
from operations in the region to which they have been assigned. Asia, Europe, North
America, Africa, the Middle East and Turkey, and Latin America are the regions of

The worldwide geo-
graphic area structure
is a structure emphasizing
national interests and facili-
tating the firm’s efforts to
satisfy local or cultural
differences.
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Overall Structural Form

Cooperative M-Form SBU M-Form Competitive M-Form 
Structural (Related Constrained (Related Linked (Unrelated Diversification 
Characteristics Strategy)a Strategy)a Strategy)a

Centralization of Centralized at Partially centralized Decentralized to
operations corporate office (in SBUs) divisions

Use of integration Extensive Moderate Nonexistent
mechanisms

Divisional performance Emphasize subjective Use a mixture of Emphasize objective 
appraisals (strategic) criteria subjective (strategic) (financial) criteria

and objective (financial) 
criteria

Divisional incentive Linked to overall Mixed linkage to Linked to divisional 
compensation corporate corporate, SBU, and performance

performance divisional performance

aStrategy implemented with structural form.

Characteristics of the Structures Necessary to Implement Table 11.1
the Related Constrained, Related Linked, and 

Unrelated Diversification Strategies
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the foods division. The firm describes the match between the multidomestic strategy
and Unilever’s worldwide geographic structure (in terms of the firm’s foods division):
“Unilever Bestfoods’ strength lies in our ability to tailor products to different markets
as well as to anticipate consumer trends and demands. This comes from our deep
understanding of the countries in which we operate and our policy of listening to our
customers.”102

A key disadvantage of the multidomestic strategy/worldwide geographic area
structure match is the inability to cre-
ate global efficiency. With an increas-
ing emphasis on lower-cost products in
international markets, the need to pur-
sue worldwide economies of scale has
also increased. These changes have fos-
tered the use of the global strategy and
its structural match, the worldwide
product divisional structure.

US I N G T H E WO R L DW I D E
PRO D U C T DI V I S I O NA L
ST RU C T U R E T O IM P L E M E N T
T H E GL O BA L ST R AT E G Y
With the corporation’s home office
dictating competitive strategy, the
global strategy is one through which
the firm offers standardized products
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Worldwide Geographic Area Structure for Implementation 
of a Multidomestic Strategy

Figure 11.8

Multinational
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America

Asia United
States

Australia
Middle
East/
Africa

Notes: • The perimeter circles indicate decentralization of operations 
• Emphasis is on differentiation by local demand to fit an area or country culture 
• Corporate headquarters coordinates financial resources among independent subsidiaries 
• The organization is like a decentralized federation
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across country markets. The firm’s success depends on its ability to develop and take
advantage of economies of scope and scale on a global level. Decisions to outsource
some primary or support activities to the world’s best providers are particularly help-
ful when the firm tries to develop economies of scale.

The worldwide product divisional structure supports use of the global strategy.
In the worldwide product divisional structure, decision-making authority is centralized
in the worldwide division headquarters to coordinate and integrate decisions and
actions among divisional business units (see Figure 11.9). This structure is often used
in rapidly growing firms seeking to manage their diversified product lines effectively,
as in Japan’s Kyowa Hakko. With businesses in pharmaceuticals, chemicals, biochem-
icals, and liquor and food, this company uses the worldwide product divisional struc-
ture to facilitate its decisions about how to successfully compete in what it believes are
rapidly shifting global competitive environments.103

Integrating mechanisms are important to effective use of the worldwide product
divisional structure. Direct contact between managers, liaison roles between depart-
ments, and temporary task forces as well as permanent teams are examples of these
mechanisms. One researcher describes the use of these mechanisms in the worldwide
structure: “There is extensive and formal use of task forces and operating committees
to supplement communication and coordination of worldwide operations.”104 The
evolution of a shared vision of the firm’s strategy and how structure supports its
implementation is one of the important outcomes resulting from these mechanisms’
effective use. The disadvantages of the global strategy/worldwide structure combina-
tion are the difficulty involved with coordinating decisions and actions across country
borders and the inability to quickly respond to local needs and preferences.

The worldwide product
divisional structure is a
structure in which decision-
making authority is central-
ized in the worldwide
division headquarters to
coordinate and integrate
decisions and actions
among divisional business
units.
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Worldwide Product Divisional Structure for 
Implementation of a Global Strategy

Global
Corporate

Headquarters

Worldwide
Products
Division

Worldwide
Products
Division

Worldwide
Products
Division

Worldwide
Products
Division

Worldwide
Products
Division

Worldwide
Products
Division

Figure 11.9

Notes: • The headquarters’ circle indicates centralization to coordinate information flow among worldwide products 
• Corporate headquarters uses many intercoordination devices to facilitate global economies of scale and scope 
• Corporate headquarters also allocates financial resources in a cooperative way 
• The organization is like a centralized federation
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US I N G T H E CO M B I NAT I O N ST RU C T U R E T O IM P L E M E N T
T H E TR A N S NAT I O NA L ST R AT E G Y
The transnational strategy calls for the firm to combine the multidomestic strategy’s
local responsiveness with the global strategy’s efficiency. Thus, firms using this strategy
are trying to gain the advantages of both local responsiveness and global efficiency.105

The combination structure is used to implement the transnational strategy. The combi-
nation structure is a structure drawing characteristics and mechanisms from both the
worldwide geographic area structure and the worldwide product divisional structure.

The fits between the multidomestic strategy and the worldwide geographic area
structure and between the global strategy and the worldwide product divisional struc-
ture are apparent. However, when a firm wants to implement both the multidomestic
and the global strategies simultaneously through a combination structure, the appro-
priate integrating mechanisms for the two structures are less obvious. The structure
used to implement the transnational strategy must be simultaneously centralized and
decentralized; integrated and nonintegrated; formalized and nonformalized. These
seemingly opposite characteristics must be managed by an overall structure that is
capable of encouraging all employees to understand the effects of cultural diversity on
a firm’s operations.

This requirement highlights the need for a strong educational component to
change the whole culture of the organization. If the cultural change is effective, the
combination structure should allow the firm to learn how to gain competitive benefits
in local economies by adapting its core competencies, which often have been developed
and nurtured in less culturally diverse competitive environments. As firms globalize
and move toward the transnational strategy, the idea of a corporate headquarters has
become increasingly important in fostering leadership and a shared vision to create a
stronger company identity.106

Matches between Cooperative Strategies and Network Structures

As discussed in Chapter 9, a network strategy exists when partners form several alliances
in order to improve the performance of the alliance network itself through cooperative
endeavors.107 The greater levels of environmental complexity and uncertainty companies
face in today’s competitive environment are causing increasing numbers of firms to use
cooperative strategies such as strategic alliances and joint ventures.108

The breadth and scope of firms’ operations in the global economy create many
opportunities for firms to cooperate.109 In fact, the firm can develop cooperative rela-
tionships with many of its stakeholders, including customers, suppliers, and competi-
tors.110 When the firm becomes involved with combinations of cooperative relation-
ships, it is part of a strategic network, or what others call an alliance constellation.111

A strategic network is a group of firms that has been formed to create value by
participating in multiple cooperative arrangements, such as alliances and joint ven-
tures. An effective strategic network facilitates the discovery of opportunities beyond
those identified by individual network participants.112 A strategic network can be a
source of competitive advantage for its members when its operations create value that
is difficult for competitors to duplicate and that network members can’t create by
themselves.113 Strategic networks are used to implement business-level, corporate-
level, and international cooperative strategies.

Commonly, a strategic network is a loose federation of partners who participate
in the network’s operations on a flexible basis. At the core or center of the strategic
network, the strategic center firm is the one around which the network’s cooperative
relationships revolve (see Figure 11.10).

Because of its central position, the strategic center firm is the foundation for the
strategic network’s structure. Concerned with various aspects of organizational struc-

The combination struc-
ture is a structure drawing
characteristics and mecha-
nisms from both the world-
wide geographic area
structure and the worldwide
product divisional structure.
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ture, such as formal reporting relationships and procedures, the strategic center firm
manages what are often complex, cooperative interactions among network partners.
The strategic center firm is engaged in four primary tasks as it manages the strategic
network and controls its operations:114

Strategic outsourcing. The strategic center firm outsources and partners with
more firms than do other network members. At the same time, the strategic cen-
ter firm requires network partners to be more than contractors. Members are
expected to find opportunities for the network to create value through its coop-
erative work.
Competencies. To increase network effectiveness, the strategic center firm seeks
ways to support each member’s efforts to develop core competencies that can
benefit the network.
Technology. The strategic center firm is responsible for managing the development
and sharing of technology-based ideas among network members. The structural
requirement that members submit formal reports detailing the technology-oriented
outcomes of their efforts to the strategic center firm facilitates this activity.
Race to learn. The strategic center firm emphasizes that the principal dimensions
of competition are between value chains and between networks of value chains.
Because of this, the strategic network is only as strong as its weakest value-chain
link. With its centralized decision-making authority and responsibility, the
strategic center firm guides participants in efforts to form network-specific com-
petitive advantages. The need for each participant to have capabilities that can be
the foundation for the network’s competitive advantages encourages friendly
rivalry among participants seeking to develop the skills needed to quickly form
new capabilities that create value for the network.115
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Implementing Business-Level Cooperative Strategies

As noted in Chapter 9, there are two types of business-level complementary alliances:
vertical and horizontal. Firms with competencies in different stages of the value chain
form a vertical alliance to cooperatively integrate their different, but complementary,
skills. Firms that agree to combine their competencies to create value in the same stage
of the value chain form a horizontal alliance. Vertical complementary strategic alliances,
such as those developed by Toyota Motor Company, are formed more frequently than
horizontal alliances. Acting as the strategic center firm, Toyota fashioned its lean pro-
duction system around a network of supplier firms.116

A strategic network of vertical relationships, such as the network in Japan
between Toyota and its suppliers, often involves a number of implementation issues.117

First, the strategic center firm encourages subcontractors to modernize their facilities
and provides them with technical and financial assistance to do so, if necessary. Sec-
ond, the strategic center firm reduces its transaction costs by promoting longer-term
contracts with subcontractors, so that supplier-partners increase their long-term pro-
ductivity. This approach is diametrically opposed to that of continually negotiating
short-term contracts based on unit pricing. Third, the strategic center firm enables
engineers in upstream companies (suppliers) to have better communication with those
companies with whom it has contracts for services. As a result, suppliers and the
strategic center firm become more interdependent and less independent.118

The lean production system pioneered by Toyota has been diffused throughout 
the Japanese and U.S. auto industries. However, no auto company has learned how to
duplicate the manufacturing effectiveness and efficiency Toyota derives from the coop-
erative arrangements in its strategic network.119 A key factor accounting for Toyota’s
manufacturing-based competitive advantage is the cost other firms would incur to imitate
the structural form used to support Toyota’s application. In part, then, the structure of
Toyota’s strategic network that it created as the strategic center firm facilitates cooperative
actions among network participants that competitors can’t fully understand or duplicate.

In vertical complementary strategic alliances, such as the one between Toyota
and its suppliers, the strategic center firm is obvious, as is the structure that firm estab-
lishes. However, this is not always the case with horizontal complementary strategic
alliances where firms try to create value in the same part of the value chain, as with
airline alliances that are commonly formed to create value in the marketing and sales
primary activity segment of the value chain (see Table 3.6). Because air carriers com-
monly participate in multiple vertical complementary alliances, it is difficult to select
the strategic center firm. Moreover, participation in several alliances can cause firms
to question partners’ true loyalties and intentions. For these reasons, horizontal com-
plementary alliances are used less frequently than their vertical counterpart.

Strategic networks have been important to Cisco Systems Inc. The worldwide
leader in networking for the Internet, Cisco provides a broad line of solutions for
transporting data, voice, and video in multiple settings120 and has been involved with
a number of strategic networks in its pursuit of competitive success. Cisco recently
announced that it was changing its organizational structure. Historically, the firm’s
structure featured three primary business units—enterprise, service provider, and com-
mercial. In late 2001, Cisco changed its structure to create 11 technology areas.121 Will
cooperative strategies be as critical to the firm as it completes its work through the dic-
tates of a new organizational structure? In all likelihood, this will be the case, although
the evolution of strategy and structure at Cisco will ultimately decide this issue.

Implementing Corporate-Level Cooperative Strategies

Corporate-level cooperative strategies (such as franchising) are used to facilitate prod-
uct and market diversification. As a cooperative strategy, franchising allows the firm
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to use its competencies to extend or diversify its product or market reach, but without
completing a merger or an acquisition. For example, McDonald’s, the largest fast-food
company in the world, has more than 50 percent of its almost 31,000 restaurants out-
side the United States and serves more than 46 million customers daily.122

The McDonald’s franchising system is a strategic network. McDonald’s head-
quarters office serves as the strategic center firm for the network’s franchisees. The
headquarters office uses strategic controls and financial controls to verify that the
franchisees’ operations create the greatest value for the entire network. One strategic
control issue is the location of franchisee units. McDonald’s believes that its greatest
expansion opportunities are outside the United States. Density percentages seem to
support this conclusion. “While in the United States there are 22,000 people per
McDonald’s, in the rest of the world there is only one McDonald’s for every 605,000
people.”123 As a result, as the strategic center firm, McDonald’s is devoting its capital
expenditures (over 70 percent in the last three years) primarily to develop units in
non–U.S. markets. Financial controls are framed around requirements an interested
party must satisfy to become a McDonald’s franchisee as well as performance stan-
dards that are to be met when operating a unit.124

Implementing International Cooperative Strategies

Strategic networks formed to implement international cooperative strategies result in
firms competing in several countries.125 Differences among countries’ regulatory envi-
ronments increase the challenge of managing international networks and verifying
that at a minimum, the network’s operations comply with all legal requirements.126

Distributed strategic networks are the organizational structure used to manage
international cooperative strategies. As shown in Figure 11.11, several regional strategic
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center firms are included in the distributed network to manage partner firms’ multiple
cooperative arrangements.127 Strategic centers for Ericsson (telecommunications
exchange equipment) and Electrolux (white goods, washing machines) are located in
countries throughout the world, instead of only in Sweden where the firms are head-
quartered. Ericsson, for example, is active in more than 140 countries and employs
more than 90,000 people. Using the SBU structure, Ericsson has five strategic business
units and has formed cooperative agreements with companies throughout the world in
each unit. As a founding member of an Ethernet alliance (Intel and Cisco are also mem-
bers), Ericsson acts as the strategic center firm for this cooperative arrangement, which
seeks to solve the wireline access bottleneck by promoting open industry standards.128
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Summary SummarySummary
• Organizational structure specifies the firm’s formal

reporting relationships, procedures, controls, and author-
ity and decision-making processes. Influencing managerial
work, structure essentially details the work to be done
and how that work is to be accomplished. Organizational
controls guide the use of strategy, indicate how to com-
pare actual and expected results, and suggest actions to
take to improve performance when it falls below expecta-
tions. When properly matched with the strategy for which
they were intended, structure and controls can be a com-
petitive advantage.

• Strategic controls (largely subjective criteria) and finan-
cial controls (largely objective criteria) are the two types
of organizational controls used to successfully implement
the firm’s chosen strategy. Both types of controls are crit-
ical, although their degree of emphasis varies based on
individual matches between strategy and structure.

• Strategy and structure influence each other, although
strategy has an overall stronger influence on structure.
Research indicates that firms tend to change structure
when declining performance forces them to do so. Effec-
tive managers anticipate the need for structural change,
quickly modifying structure to better accommodate the
firm’s strategy implementation needs when evidence calls
for that action.

• Business-level strategies are implemented through the
functional structure.The cost leadership strategy requires
a centralized functional structure—one in which manu-
facturing efficiency and process engineering are empha-
sized.The differentiation strategy’s functional structure
decentralizes implementation-related decisions, especially
those concerned with marketing, to those involved with
individual organizational functions. Focus strategies, often
used in small firms, require a simple structure until such
time that the firm diversifies in terms of products and/or
markets.

• Unique combinations of different forms of the multidivi-
sional structure are matched with different corporate-
level diversification strategies to properly implement these
strategies.The cooperative M-form, used to implement the
related constrained corporate-level strategy, has a central-
ized corporate office and extensive integrating mecha-
nisms. Divisional incentives are linked to overall corporate
performance.The related linked SBU M-form structure
establishes separate profit centers within the diversified
firm. Each profit center may have divisions offering simi-
lar products, but the centers are unrelated to each other.
The competitive M-form structure, used to implement the
unrelated diversification strategy, is highly decentralized,
lacks integrating mechanisms, and utilizes objective finan-
cial criteria to evaluate each unit’s performance.

• The multidomestic strategy, implemented through the
worldwide geographic area structure, emphasizes decentral-
ization and locates all functional activities in the host
country or geographic area.The worldwide product divi-
sional structure is used to implement the global strategy.
This structure is centralized in order to coordinate and
integrate different functions’ activities so as to gain global
economies of scope and scale. Decision-making authority is
centralized in the firm’s worldwide division headquarters.

• The transnational strategy—a strategy through which the
firm seeks the local responsiveness of the multidomestic
strategy and the global efficiency of the global strategy—
is implemented through the combination structure.
Because it must be simultaneously centralized and decen-
tralized, integrated and nonintegrated, and formalized and
nonformalized, the combination structure is difficult to
organize and manage successfully.

• Increasingly important to competitive success, cooperative
strategies are implemented through organizational struc-
tures framed around strategic networks. Strategic center
firms are critical to the management of strategic networks.
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Review Questions Review QuestionsReview Questions
1. What is organizational structure and what are organiza-

tional controls? What are the differences between strate-
gic controls and financial controls?

2. What does it mean to say that strategy and structure
have a reciprocal relationship?

3. What are the characteristics of the functional structures
that are used to implement the cost leadership, differenti-
ation, integrated cost leadership/differentiation, and
focused business-level strategies?

4. What are the differences among the three versions of the
multidivisional (M-form) organizational structures that
are used to implement the related constrained, related
linked, and unrelated corporate-level diversification
strategies?

5. What organizational structures are used to implement 
the multidomestic, global, and transnational international
strategies?

6. What is a strategic network? What is a strategic center
firm?

Organizational Structure and Controls
As an executive board member for a successful 50-partner
firm that provides accounting services to corporate clients,
you are interested in expanding to offer management consult-
ing services to these clients. Another possibility for your firm
is offering both types of services to smaller clients.

Part One. You are concerned about how your organizational
structure may need to change to support these services.
Based on the material in the chapter, use the chart to rank
each type of organizational structure against the activities—
information processing, coordination, and control—that you
anticipate will need to be strengthened.

Part Two. You are also very concerned that there may be a
potential conflict of interest if your firm provides both
accounting and management consulting services to the same
client. In small groups, discuss whether it is possible for a
firm to use organizational structure and controls to achieve
its strategic objectives but also to prevent conflicts of inter-
est among its divisions.

Structural Issues of Related
Diversification
For years, Kodak used the cooperative form of the multidivi-
sional structure to implement the related-constrained diversi-
fication strategy. Following this structure, primary organiza-
tional functions such as manufacturing, customer care, and
strategic planning were centralized, which allowed such

expertise to be shared among Kodak’s seven product divisions.
The cooperative structure worked well for Kodak as it used
the related-constrained strategy to compete in what for many
years had been relatively stable markets. However, innovative
technologies and increased competition disrupted these mar-
kets, making the sharing of the firm’s technologies and related
skills across product divisions less competitively valuable.
Moreover, sharing key resources and their corresponding costs
across many business units with increased competition in
unstable markets made it difficult for Kodak to assess the
profitability of its product divisions (Consumer Imaging, Digi-
tal and Applied Imaging, Kodak Professional, Health Imaging,
Document Imaging, Entertainment Imaging) and operational
divisions (Commercial and Government, Federal Government
Contracts, and Worldwide Transportation).

Analysis of the external environment as well as of Kodak’s
resources, capabilities, and core competencies resulted in
management concluding that the firm should reduce the
number of links between its business units and their products
and services. Kodak subsequently made two consecutive
changes to the SBU structure. First, Kodak moved to a three
SBU structure in October 2000 (see Figure 11.12).This
combined the previous seven product divisions into two broad
customer-oriented SBUs (Consumer and Commercial), while
the third (Global Operations) handled Kodak’s governmental
contracts along with various supply chain and operational
needs.The resulting structure was viewed as less than opti-
mal by Kodak executives, who concluded that another form
of the SBU structure might be necessary. A new version of
the SBU structure was implemented by Kodak in November
2001 (see Figure 11.13).

1. How might these rapid, consecutive, and fundamental
changes in the corporate structure both facilitate and
hinder Kodak’s ability to realistically implement its
corporate-level strategy? 

2. Do either of the newest Kodak organizational charts
match well with the related-constrained or related-linked
corporate strategies? Why or why not?

Information 
processing Coordination Control

Simple 
structure

Functional 
structure

Multidivisional 
structure

Experiential Exercises
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Figure 11.12
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Figure 11.13
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