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Abstract

Even though the process approach to organization design gains increased popularity, there
is gtill a lack of methodologies for managing the migration process from functional,
hierarchical organizations to process networks. While current change management
approaches, such as BPR, often emphasize an organizational redesign “ from scratch”, i.e. a
total disregard of the current structure, combined with the design of a new, idealized
organization, many organizations have considered this radical restructuring as being
inapplicable and require methodologies for managing a migration from bureaucratic
structures to a dynamic, process based organizational form. This paper will discuss the
challenge of turning bureaucracies into process networks, potential gains and pitfalls will
be identified, and a methodology will be introduced.

Introduction

Many theorists, as well as practitioners, consider modern organizations, i.e. organizations
based on the control paradigm of the industrial era, as being insufficient in a world of global
markets, increasing competition and changing customer requirements.

Change approaches such as reengineering, are a proposed solution to the problemacy
of surviving in a dynamic world. Even though many companies are embarking on these
trends due to threats imposed through environmental contingencies, the radicality of many of
these approaches appears to be insufficient for managing the complexity of organizational
transformation from a modern to a” postmodern” form.

This article is intended to propose an "incremental” approach to organizational
transformation, which will allow organizations to migrate from a bureaucratic to a process-
based form without the disruptive disturbances evolving from a reengineering effort in its
more radical form. | will present guidelines for choosing appropriate processes for
incremental reengineering, present a methodology approach and stake out a way for changing
the organizational steering paradigm from a simple collaborative to a cooperative way (as
described by Kémmerer and Ljungberg (1994)), where management by control is replaced by
symbolic management, i.e. commitment of the individuals being involved, rather than
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behavioral control by superior managers. Additionally, critical success factors for this process
will be identified and the changing roles of organizational members will be briefly discussed.
Finally 1 will briefly present a vision of an organization totally based upon processes and

describe some of the implications of this perspective.

The nature of bureaucracies
Organization and operation
Organizations, no matter if we talk about businesses, public institutions, or other forms of
corporations, are no natural phenomena, but social constructions, i.e. they exist because their
members perceive them to do so (Harrington 1991). They evolve as a result of a striving for
some kind of order, i.e. they are the artificial result of human efforts to handle the severe
issues of complexity and to implement an artificial order, where a natural one cannot be
found. Regarding this socia-constructionistic perspective, bureaucratic structures in
businesses appear to be a way of providing mechanisms for dealing with the increasing need
to handle the difficulties occuring as a result of the requirements to run the business with
regard to environmental dynamics and the needs for coordination and cooperation of several
functional activities.

However, when looking at the outcome of these intentions, we can often observe, that
the measures taken to struggle with increasing internal and external complexity are often only
reflected by increasing internal complexity, i.e. more complex information flows through the
organizational element of the company, while the operational flow, i.e. the way of the
product, or service, remains rather unaffected.

In order to describe this
organizational duality, we can use the
distinction between organization and
operation, as described by Kosiol (1962).
This distinction emphasizes a conception
of organizations as having two aspects -
organization and operation - where the
operational part isthe carrier of the product

or service, while organization is the formal
depictable  structure  describing  the

Fig. 1 Operational flow

relationships of hierarchy and control.
Even though Kosiol considered the two
elements as not being clearly distinctable and the distinction itself as a scientific trick, aimed
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to reduce the problems being related to the

domain of organization design, | find this

| 6112 13
distinction useful in order to point out one X . [—-L
of the potential sources for ineffect-iveness, | 7\ [l i:IT__llﬁ_
namely the divergence between the ¢ ' — =
L |

organizational and the  operationa

workflows. When complexity increases, due 7 - asl_

to growth, diversification, shifting market L J

positioning strategies a.o0., these two sub-
elements of the corporation become more Fig. 2 Organizational flow

and more divergent, thus delaying the

handling of current workflows, and complicating the adaptation to changing environmental
constraints.

This organizational duality is depicted by figures 1 & 2, taken from a medium sized
swedish service company, where fig. 1 describes the operational, and fig. 2 the organizational
flow. It is obvious, that the built-in mechanisms for control, coordination, and approval, as
found in virtually al hierarchically structured organizations, result in two apparently
divergent flows. The main emphasis of any attempt to transform the corporation must
therefore be the alignment of these two flows, before the issue of supporting workflows with
information technology may become a relevant issue. Disregarding this precondition will
result in sub-optimized systems which will support and harden the existing bureaucratic
structures, instead of alowing the design and development of efficient and effective

busi nesses.

Management and contr ol
Modern organization theory has provided us with severa "Management by ...” approaches,
such as "by exception”, "by delegation”, "by objectives’, aso. Despite their intention of
subsidiarity in decision-making, one could claim, that they al to some extent belong to the
"Management by control” paradigm, since control is the mgor tool for coordination and
management of complexity. The focus of the control structures is ultimately the control of
human behavior and the outcome of human activities within the organizational structure
(Ouchi 1977).

In order to ensure the reaching of pre-defined goals, superior instances are established
for approval and measurement of actions to be taken. With an increasing number of
individuals involved, i.e. an increasing need for co-ordinating their activities, the number of
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"bureaucrats’ increases as well. The role of this organizational group, more commonly called
"middle management”, is a dual one: They collect information and prepare it for the further
flow upwards in the hierarchy, thus providing their superiors with input for decision-making,
and they quantify the often qualitatively defined strategic goals, thus transforming them into a
basis for human behavior, which then, in turn, can be controlled against the quantitative pre-
Settings.

This control paradigm implies the belief, that individuals are virtually incapable of
being guided by qualitatively defined goals, i.e. they need to be behaviorally controlled in
order to achieve the objectives defined and to perform the task assigned. One can conclude,
that the control and steering mechanisms resulting from this belief ought to be major disablers
for designing, constructing, and implementing process-based corporations with self-managing

units which are cooperating in a networked way.

The way to go

From structureto process

Instead of defining organizations in structura terms, dividing them into business units,
departments, or functions, they can be defined as sets of processes. This perspective enables a
shift of focus from the organization as an ingtitutional phenomenon to its ends, and the means
to achieve them. The identification of activities and the integration of those into processes,
their interrelation and outcome, according to the organization’s mission and process
objectives then becomes the primary task for organization design, instead of providing an
institutional functional frame (Simon 1995).

Applying a process-perspective will have a considerable impact on several aspects of
organizations, such as superiority and sub-ordination, the way of promoting and rewarding
people, and the way of coordinating the activities and processes towards the organizational
goals.

The management paradigm shift

Traditionally, management has been based upon regulating and limiting the behavior of
individuals in order to adapt them to the requirements imposed by achieving the goals pre-
defined by their superiors. However, it can be argued that this top-down control manner is
insufficient to meet the challenges emerging from the application of process-principles on
organizations. Therefore, new management mechanisms have to be found and applied for
ensuring the continuity of purpose and achievement of outcomes, without maintaining a
control structure that limits human capabilities. Instead, we should try to create and apply
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control mechanisms that align individuals to the organizational goals in a more subtle way.
This can be achieved by gaining a genuine understanding of the meaning that people put into
their activities, i.e. the process of providing meaning becomes a major managerial task, rather
than the definition of behavioral patterns.

Benchmarking

Benchmarking has become a common term for the process of measuring several factorsin the
own organization, in order to compare them with the values of companies being conceived as
best-in-practice. While the term itself has its origin in surveying and found its way into
business administration by the way of Xerox Inc., the concept is now applied by a variety of
companies in a multiplicity of industries on many different measures, including time-to-
market, activity-costs, customer satisfaction, thus covering quantitative, as well as qualitative
measures.

Benchmarking allows the uncovering of pathologies in virtually any part of both
organizational sub-elements, either by measuring against other companies, or by generic
benchmarking, i.e. relating the performance values of the currently existing company against
an idealized model of the desired future state.

Since any change project requires starting points for analysis, design, and evaluation,
benchmarking becomes a precondition, as well as a critical success factor for the entire
process, since dismission may result in wrong indications about the incorporatibility of

existing parts.

A benchmarking framework

In this paper, | will use athree-layered benchmarking framework, that alows the application
of benchmarking on severa levels, depending on the level of intention, and the focus of
change. Each level will contain qualitative, as well as quantitative measures. Since
benchmarking builds on requirements for comparability, there is, however, a need for
choosing even the qualitative aspects with a certain regard to quantifiability.

In the following, the measures being proposed for the different levels will be briefly
introduced in order to allow a better understanding of the methodology approach to follow. A
more detailed description of the framework including the integration with a methodological
approach to process analysis and redesign is currently developed by Michael Mandahl and
Ka Simon (Redwood 1995) and will be completed during spring 1995.

The following list is intended to provide a brief introduction to several usable

benchmarking methods, however, they may be replaced/complemented with others that might
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be in place due to e.g. ongoing quality improvement projects, as long as they are choosen

upon the premise of comparability and quantifiability.

Activity Based Costing (ABC)
ABC is based on the principle to allocate all costs directly to the object under concern, thus
identifying cost drivers and diffuse overhead-costs, where the value adding contribution is
undetectable. This is achieved by analyzing organizational activities and their impact on the
cost structure of the operations.

Critical Success Factors (CSF)

CSF analysis was originally developed to determine managers information needs for
decision taking and was widely used in the development of MISs. However, this method can
successfully be applied all over an organization in order to identify all factors being critical to
the performance of activities. This includes the accessibility of resources of different kinds,
such as work force, information, capital, but may even include a consideration of the

activities environment and the potential SWOTs being imposed from there.

Transaction Cost Analysis(TCA)

The TCA approach is based on the assumption that al organizational processes contain two
cost elements - production- and transaction-costs. While production costs are concerned with
specific activities, the transaction element deals with any costs generated by the need of co-
ordinating several activities to become a process. This might include additional costs for

logistics, communication, aso.

Time Based Competition (TBC)

TBC, even known as Time Compression Corporate level:
ROI, TTM

Management or Cycle Time Reduction, considers
/ Process level: \

time as a manageable factor, such as e.g. costs. TCA. TBC

Activity level:

The basic assumption is that time is a factor as
ABC, CSF

well suited for gaining competitive advantage as

any other of the classical resources.

Fig. 3 Benchmarking framewor k
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Return on investment (ROI)
ROI is a financial measure depicting the amount of capital invested in a specific
project/product flowing back into the company, and relating the result to aternative

investment forms, thus allowing a comparison of their rentability.

Time-to-market (TTM)

TTM isthe total time a company needs to react on an occurring need, i.e. the time required to
provide a product to the market that satisfies the requirements of the demanders. Since
product life cycles become shorter and shorter, and the reactibility to changing customer
requirements turns to be one of the most critical factors for survival and success, TTM can be
considered to be an important measure on corporate level.

A methodology approach

Although there are now severa methodological approaches to organizationa transformation
based on a process-perspective, many of them are based on a top-down approach, i.e. that
analysis, design, and implementation of the new organization are based on a fragmentation of
idealized meta-processes down to activity level, thus disregarding existing and often well
operating operational processes. The approach presented in the following encourages a more
contingent thinking: Start with a multi-level analysis of the current operations, design an
idealized model of the future state, implement upon the basis of reusing the workable existing
functiona elements and align and fine-tune.

The methodological approach to be presented in the following, currently developed
under the name of MULTI - Multi Level Task Integration - has, despite the fact that it shares
several common-alities with other process approaches, some charact-eristics that makes it
different. The basic differ-ences between reengine-ering and MULTI on the conceptual level
are described in table 1. It is, however, important to point out, that the content of the table is
reflecting my own perception of BPR, and the methods and tools used, and cannot be
generalized to be valid for all methodologies and projects. In the following, the methodology
stages will be introduced and described.
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Preconditions

In order to allow a successful organizationa transformation, several preconditions have to be
fulfilled. However, since the preconditions for migrate change are not significantly different
from those being necessary for more radical change approaches, they will only be briefly
considered here.

Secure top-management commitment
From the President, CEO, and the entire top management level, but even from the supervising
instances like the supervisory board, a commitment to the intended change is required
throughout the entire change process.
Current statistics about the failure of

BPR projects shows, that a significant Feature AR BPR MULT
number of projects fail due to the lack Analysis Topdown | Multi-level
of top management commitment to

change. This commitment is not only Design Topdown | Topdown
about "selling” the change to the

employees, but to support it in an active Implementation Top down Egg?g;“l:]g

manner, and first of all, to become a
positive example, e.g. is it difficult to
justify staff reduction due to the need
for reducing costs, while, at the same

Table1 BPR and MULTI -

Conceptual differences

time, management salaries and benefits increase at an accelerating pace, as could be observed
in Sweden during the past years, and it can be assumed that similar phenomena have occurred
in other countries as well.

Assemble change team

The change team should be assembled with regard to the multi-functionality of the processes
being the output of the transformation process,, i.e. the team must consist of members from
the various parts of the company. To be able to assess the aspects of functional SWOTS, local
cultures, potential conflicts etc. the change team members should possess broad skills and
knowledge beyond their functional core competencies.
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Preconditions Analysis Design
Secure top-manage- Multi-level anlysis Design idealized model
ment commitment of operation and of operations
_,\ organization
Assemble change :> Align organization with
team _l/ Benchmarking on operationa flows
existing operations
Allocate resources Redesign relationships
and authority Determine SWOTs
T} 5T B
|
Reconsideration Fine-tuning Implementation
Evaluate change Benchmarking on new Modify existing
process and results operations activities
Institute organizational Institute improvement Integrate into processes
learning program
Establish new manage-
Make change Align with new ment style
permanent management style

Fig. AMULTI stages

Allocate resources and authority

To be successful, the change team must dispose all resources necessary and the authority to
acquire them, otherwise there is a potentia risk for "undercover” operations from staff
members being threatened by the changes to come. This potential change resistance is a
critical success factor, since it may delay, or even endanger, the change process.

Analysis

While many "radical” BPR proponents advocate the design of the new process ”"from
scratch”, i.e. under disregard of the existing organization and the operations performed, one
can simply conclude, that the prefix "re-” implies that genuine knowledge about the existing
processes and structures must be gained, before a redesign, or reengineering effort can take
place. It may be counterargued that this automatically leads to a consideration of the
pathological organization, thus limiting the creativity required to look "afresh at the
company’s operations’, however, being aware of the structure, operations, and performance
levels at the current state reduces the need for fine-tuning, since the definitely existing real
world constraints can be taken under consideration in the design phase, and existing strengths
and opportunities can be incorporated into the new process-organization to be the result of the
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change process. Disregarding the current structures and operations may result in a lack of
understanding of local cultures, informal power bases, and may generate change resistance.

Multi-level analysis of operation and organization

Many of the current change approaches are emphasizing an analysis in a top-down manner,
thus implicitly building on the theories of Herbert Simon, who considered complexity as the
major problem for organization analysis and design , and who advocated a fragmentation of
the organization into smaller, independent and manageable parts, in order to ensure
perspecuity. This top-down analysis, however, implies the potential risk of missing severa
aspects of the organization, the operations performed and the issues of organizational and
individuals' behavior.

The simultaneous multi-level analysis to be performed instead allows a detailed
consideration of the elementary activities, as well as of the operational processes and
organizationa structures they belong to. The methods used here might be process-mapping
(e.g. with ISAC, BSP), activity analysis, and strategic framework analysis on a corporate
level.

Benchmarking on existing operations

In order to identify the performance levels, cost structures and pathologies of the current
operations, these will be benchmarked according to the framework described above. The
results of the benchmarking process will allow a comparison with other companies, so that
the achievable levels of performance can be explored, and build a basis for the change goals,
i.e. the level of ambition. They will aso be used for fine-tuning and feedback, so that the
achieved results of the change process can be measured against the pre-change state. The
latter aspect, follow-up of the achieved changes, is actually neglected in many current change
projects.

Determine SWOTs

The analysis of strengths, weaknesses, opportunities and threats on the different levels is a
major precondition for succeeding with change projects which are intended to build on the
existing organization and operations, since it determines capabilities, needs for improvement,
and indicates the level of change required for the operations to be incorporated in the future
state operations.
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Design

In the design stage, the idealized model of the future state will be developed under
consideration of major constraints being identified during analysis. This may include external
aspects, found in the strategic framework of the company, or internal factors, such as lack of
financial resources, which might have a significant impact on the conditions under which the
company has to work in the future, and which are outside the domain of possible change. The
designer(s) must handle the balance between the often high ambitions of change and the real
world constraints, which are often neglected by BPR approaches, intended to achieve
dramatic results by design from scratch. However, high ambitions and extreme goals are no
contradiction to regarding the limitations that undeniable do exist. One should rather see both
as complements enhancing the design of operations and organizations close to the real world.

Design idealized model of operations
The idealized model of operations depicts the workflow (the flow of tasks) through the
organizational units. However, at this stage one is not concerned with designing
organizational structures which become the functional frame for operations, but with the
design of value adding flows of products, or handling of services, while the consideration and
design of organizational structures and relationsis disregarded.

It is important to point out, that the design of operations must be previous to the
design of organizational structures and relationships in order to avoid that the structure
becomes a harness.

Align organization with operational flows

Earlier, | identified the divergence between operationa (product/service) and organizational
(related information) flows as one of the main hinders for efficient and effective performance.
The task is now to reduce this divergence by aligning the organizational flows with the value
adding processes, or workflows, which have been previously defined. This includes the
identification and definition of the structural capabilities, or ”secondary activities’” required
for building a skeleton for the operational component.

It is a question, however, to which extent the organizational element of the company should
be emphasized. It appears to be possible to totally disregard the structural component and to
apply a total process perspective. This can be advantageous firstly in order to use a
homogeneous conceptual model, i.e. to avoid struggling with different perceptions of the
same corporation, and secondly to prevent the institutionalization of the implemented
structures.
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Redesign organizational relations

Based on the idealized model of operations and the identified structural requirements the
current relationships will be redesigned. This includes the coordination of operational in- and
outputs to achieve time-compression, concurrent performance and reduced transaction costs,
i.e. applying the principles of process management, as well as reconsidering the formal and
informal relations of power and authority. At this stage, the informal relations, i.e. power
bases, aspects of local cultures and potential conflicts, a.0., can either be incorporated into the
design, thus being a potential asset when used appropriately, or build a basis for change
resistance, when neglected and remaining unconsidered.

Implementation

While the design stage is concerned with the development of an idealized image, the crucial
issue of implementation means to realize the ambitions that have been defined previously,
and, first of all, achieve this without mgor interruptions of the ongoing operations. The
objective is to enable a "smooth" migrate process from a hierarchical, structural organization
to a corporation of processes which work together in a networked way, not to generate a
major disturbance with a significant negative impact for a considerable period of time.

Modify existing activities

As the existing operational elements of the corporation shall be used as the basis for
implementing the result of the design stage, they must be modified in order to fit the
requirements of the future processes. This includes the identification of divergences, based on
the previoudly defined SWOTSs, and the development of measurements intended to reduce
them.

Integrate into processes

The redesigned and modified activities must now be integrated into value adding processes,
thus allowing the assessment of the advantages provided by a consideration of the corporation
in process terms. This includes a reduced need for interfunctional coordination, i.e. reduced
transaction costs; reduced cycle times, and a faster adaptation to customer requirements and
changing environmental constraints. Since these processes are built upon modified activities,
the integrative process becomes a matter of fine tuning, rather than enforcement of a top-
down introduced process structure. Beside the realization of the operational model designed
at the previous stage, the existing hierarchical relations are now removed, where necessary.
Graphically, the procedure is depicted in fig. 5.
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Establish new management style
As it was mentioned earlier, avirtually flat, process based corporation can not be managed by
using the conventional control and steering paradigms. Instead, a management style covering

the aspects of leadership and control in a more subtle way must be chosen and implemented.

@ T

Fig. 5 Implementation steps

This "management by meaning" concept allows individuals to perceptualy manage
themselves, while they are "seduced" to adopt they corporate goals as their owns, thus
reducing the divergence between individual and collective goals. This difficult task for
management, providing employees with meaning for their actions that align them to the
corporate objectives to be achieved, is, however, not a short-term issue, but requires a
deliberate approach.

Fine-tuning

Benchmarking on new operations

In the same way as the previously existing operations were benchmarked in order to identify
SWOTs and change potentials, the new established processes will be measured, in order to
evaluate the results of the change process, and to compare the new operations with best-in-
practice companies. Additionally, the benchmarking results are used for the determination of
objectives for the improvement program to follow.

I nstitute improvement program

Performance
Since the achievements of the change project need A "
With improvement
to be sustained in order to allow long-term results, program
| T~
and many companies already have severa types of Without

. .. . improvement program
Improvement programs, tralnlng and education P prog

programs, quality improvement, a.o., in place, it » Time

appears to be natural and necessary to link those to
Fig. 6 Linked

improvement program

the organizational change processes, especialy
since there is a tendency to lose the achieved
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improvements, when no improvement program is established. The programs can be chosen
from arather wide range, including formal TQM focusing on SO 9000 certification, further
time-based competition, or other development programs intended to develop corporate core

competencies.

Align with new management style
The establishment and of the new, “seductive”

. Management
management style is no short-term and ad-hoc process, by seduction
but requires a deliberate maturation process, in order
to extend the degrees of freedom and subsidiarity of lt\)/lanagten}ent
contro
decison making, while maintaining the necessary Y -t

level of control during the change process. The result

, . L Fig. 7 Successive replace-ment of
of this successive replacement is critical to the success g ®

. _ . _ management style
of the entire change process, since failure may result in
diffuse power structures and goal displacement. The formal basis for this replacement may be
built during the transformation process, but the maturation is no matter of scheduling, but a

crucial management task, that will take significantly longer than the formal project.

Reconsideration

Since the adaptation to changing environmental conditions and requirements from pressure
groups, stakeholders and customers is no one time occurrence any longer, it becomes
necessary to evaluate the change results and to build a basis for further changes. This includes
a formal, quantitative evauation, as well as the institution of organizational learning
programs and the establishment of preconditions for making change permanent.

Evaluate change process and results
The ex post analysis of the achieved result of the change process is a necessary precondition
for evaluation and the establishment of organizational learning. Unfortunately, this necessity
is often neglected, a fact that results in diffuse perceptions of the change process itself, its
results, and the need for future change, since there are no obvious effects that can be deduced
from the change project, so that there are no visible incentives for future change.

The evaluation consists of a quantitative part, based on the results of the
benchmarking processes, and a qualitative element, considering aspects like customer

satisfaction, workplace quality, and the employees’ perceptions.
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Institute organizational learning

To implement organizational learning programs, intended to contribute to skill improvement,
the development of competencies, and adaptability to internal and external dynamics, is a
major step for sustaining achieved improvements and their further development.
Organizational learning allows improvement to become a natural part of all activities, instead
of being one of the numerous quality/productivity/etc. “things, that management comes along
with” on amore or lessregular basis.

Make change permanent

Once a genuine understanding of the organizational and environmental dynamics has been
gained, change turns from being a project related occurrence into a natural part of all
operations being performed. This requires, however, that improvement and learning has been
established and internalized successfully, and that the “seductive’” management style has
come to a maturity level that enables individuals self-adaptability and self-alignment to
changing requirements.

Conclusions

In this paper, a methodology approach to organizational transformation from a bureaucratic,
structural organization to a process based network was presented and several features of such
a network were discussed. These findings are part of the research project “The Coop”,
initiated at the Goéteborg University in 1994, and investigating aspects of information
technology use for cooperation.

This paper is not intended to provide a holistic approach to the crucia issue of
organizational transformation and I T-support for the transformation-process and the resulting
process networks, but to build a basis for further investigations and the development of
theories and methods for alowing companies and other ingtitutions to overcome the
deficiencies of modern structuralism and to become more customer-oriented, competitive,
and to use information technology in a more cooperative, intelligent way.
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