OfL

==
.o @ @ P

-
L3
-
s
5 mn ®
0 o
>
0 00 * *
* R4 R 00 00
o TN
o
‘e AT
. *e 1N oo
. VABY E
- o
[

o N
* *
*

@a

R
TR

Structuring your

t

organiza

to meet

global aspirations

1011

The matrix structure is here to stay, but its complexity can be minimized,

and companies can get more value from it
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The way a company organizes itself —how

it allocates responsibilities, how it organizes
support services, and how it groups products,
brands, or services —can have a substantial
impact onits effectiveness. Global companies,
however, find structure difficult: in our recent
survey of over 300 senior executives,' only 44
percent agreed that their organizational structure
created clear accountabilities.

Global companies find structure difficult because
there are no simple solutions —most global
structural options create challenges as wellas
benefits. For example, many companies have
focused for years on standardizing structures;
easily understood and navigated structures simpilify
costs and make sharing of risk and information
easier and therefore support many of the benefits
of being global. However, global companies are
now often finding that they are reaching the limits of
this benefit—their standardization has become so
thorough that they find it hard to achieve the flexibility
needed to respond to local market requirements.
Many are therefore starting to revisit the trade-off
between standardization and local flexibility.

Another structural challenge faced by global
companies is creating the right balance between
minimizing complexity (making it easy to get things
done and get decisions made) and capturing
knowledge and innovation. Itis often hard to get
things done in a global organization due to its size
and the multiple time zones that it encompasses.
In addition, the inevitable duplication of some
activities across businesses, regions, and
functions creates uncertainty about where to go
to get atask completed or a question answered.
One way to solve thisis to create self-contained,
vertically integrated, global businesses within
which decisions can be made quickly and
complexity is minimized. However, such silos
make it much harder to find, share, and benefit
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from knowledge across businesses. In our survey,
for example, only 46 percent of senior executives
felt that ideas and knowledge were freely shared
across divisions, functions, and geographies
within their companies.

For most global organizations, these trade-offs
are greatly influenced by their archetype. (See
“Next-generation global organizations” on page 1
for a description of these.) For example, the right
answer to the trade-off between complexity and
knowledge sharing for a customizer company,
which tailors its products and services to each
market and which therefore needs to create a lot
of local innovation wherever it operates, is likely to
be very different than it is for a global offerer, which
offers standardized products.

Otherissues may also affect these trade-offs.
Forexample, the correct answer to the trade-off
between standardization and local flexibility may
vary across markets even for the same business;
there may be a need for greater delegation in
dynamic high-growth markets, where decisions
need to be taken more quickly, than in established
developed markets. Likewise, the way in which a
company has grown can also be important. If, for
example, acompany has grown organically, it may
have a high degree of structural standardization;
its biggest challenge may be deciding how to

flex the model to allow more local tailoring. Ifa
company has grown inorganically, it may have the
opposite problem: country or business silos may
operate relatively independently and be difficult

to standardize globally.

Given the complexity of these issues, it is not
surprising that many global companies end up
creating highly complex structures that incorporate
multiple businesses within a matrix of business,
functional, and geographic structures. As one
executive told us, “The overall matrix between
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geography, service line, and global functionin
our company is, at best, cumbersome: thisis
no way to out perform local competition in fast-
moving markets.”

Emerging thinking on new structures

Each company will, of course, face a somewhat
different mix of the challenges described above,
depending ontheir archetype, their strategy, and
their history. Nevertheless, we see anumber of
approaches emerging that may in time help global
companies find the right structure for their situation.

Be clear about what needs to be global.
Globalizing businesses, products, or functions
canmake it easier to capture strategic and cost
benefits, and to share knowledge and skills to
drive innovation. This could mean moving from a
geographic structure —say, three regional product
development centers—to a single global structure
that groups all related activities together. For
example, a global publishing company recently
created “global verticals” of people who work on
similar publications in every country. This made

it easier to exchange ideas on those types of
publications and increased innovation. And that
added more value than the previous geographic
structure, which had only made it easy for people
working on different kinds of publications in the
same country to share information.

Focus country organizations on what needs to
be local. Even as they determine what needs to be
global, companies need to be just as deliberate in
deciding what should be local. Globalization can
destroy value if the activities globalized in fact need
to be locally tailored. The publishing company
reorganized with that awareness. Although many
activities were globalized, country managers

were retained to manage sales and marketing

operations, which require much more local
customization; some back-office services (such as
local finance and HR support) were also left under
local management and they managed the interface
with global shared services.

The right answer here will be affected by the
organization’s archetype. But thisis not the

only consideration; other issues can be just as
important. Inindustries where local risks can
threaten an entire organization—such as oiland
gas, metals and mining, and even audit—global
transparency onriskis critical and therefore risk
processes need to be more globalized.

The expected growth rate of a market can also
be important. Markets that are growing rapidly
often require more local decision making on
issues needed to compete, such as product
innovation, marketing, and partnering. More
activities will likely need to be localized when
acompany first enters amarket and is less
familiar with it (this may particularly be the case in
emerging markets, where building relationships
with local stakeholders such as regulators

and governments is often critical). As the local
business grows, some of this decision making
may be taken back above the country level

to the business division or corporate center.
Companies need to think through all these
issues systematically in deciding what should

be local, and be aware of both the benefits and
constraints of localizing decision making as well
as the possibility that the right answer may vary by
business as well as by country.

Be clear on the logic for regional structures.
Atraditional rationale for regional structures
was the need for a “span breaker” within a
global organization, to gather information from
local organizations and pass it to the corporate
center. As communication and travel across
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geographies becomes easier, this role is often

far less important and does not have to be done
within aregional structure. Given that regional
structures are often expensive —they quickly start
to duplicate corporate functions such as finance,
HR, and marketing which also exist at both local
and global levels—we are starting to see atrend
toward either removing or radically reducing the
size of regional offices. In some cases, companies
have reduced these offices to small teams of

10 or fewer, which focus on people (rather than
business) performance management, coaching,
and business intelligence activities such as
spotting regional and country risks, competitive
risks, and opportunities. These new regional
structures typically do not spend time aggregating
financial or other data at a regional level and then
reaggregating it at a global level.

There are, of course, exceptions to this trend;
in organizations where the logic for regional
structures is clear, the personnel should be
retained. For example, some companies are
retaining them if a corporate function tends to

operate regionally (procurement, for example,

if suppliers operate regionally) or if major
competitors are regional. In emerging markets,
regional structures can be important if the
company seeks to build capabilities that are
specific to operating in faster-moving markets
(e.g., new innovation approaches). But evenin
these cases, companies will benefit from making
sure that these structures are not duplicating
other activities that add more value by being done
globally or locally.

Companies should also consider whether the
underlying premise of many regional structures —
the traditional logic of managing countries in
groups based on their proximity —is still valid. As
barriers to travel and communication fall, it may
make more sense to group companies according
to their strategic needs and rate of growth if these
are more important in determining the support
needed from a regional office. However, when
doing this, itisimportant to assess whether the
new structures that are being created contain
roles that are sustainable over time.
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Create small physical corporate centers

that focus on external reporting, serving the
board, and holding the brand and values of the
organization. Other elements traditionally housed
in the corporate center (such as strategy, HR,
procurement, and supply chain) can be retained
inthe corporate center (or global shared services),
butin some cases, they can be relocated to the
physical region where they add the most value.
(See “Reinventing the global corporate center” on
page 41 for a more detailed discussion.)

New ways to manage complexity. Inevitably,
organizing a global company will require a matrix,
but the complexity this creates can be minimized.
We know from our research on organizational
complexity? that getting accountabilities right —
making it clear who is responsible for what

and removing duplications in responsibility —is
one of the major ways in which companies

can make it easier to get things done. So, for
example, a company could create a network

of marketing experts to share knowledge and
skills across the enterprise on issues such as
new communications approaches, while leaving
the responsibility for decision making on these
issues to the local management. With minimal
duplication, and managers who are trained

and given incentives to be highly collaborative,
this approach will add value from shared
knowledge without reducing local flexibility.
Standardizing structures —for example, in this
case, making marketing roles relatively similar

We believe that the rebalancing of many global
companies toward emerging markets combined
with the accelerating pace of communication
technologies opens up a whole new set of
structural options. By being thoughtful about

across businesses—makes it easier to create
these links. Companies are also now reducing
complexity by decreasing the number of cells
within the matrix structure rather than assuming
that every intersection within the matrix requires
separate management: Unilever recently reported
that it had reduced the number of its managed
organizational units from more than 200 to 32.

Create end-to-end global business services
with clear customer interfaces. Most global
companies have long since brought widely used
services—IT, HR, purchasing, financial reporting,
and the like—together across their businesses
and regions. We are now starting to see the next
step in the evolution of these services, one that
canincrease business effectiveness and reduce
cost. Afew companies, such as P&G, DHL, and
Unilever, are integrating back-office services

from several functions so that a comprehensive
package of services is provided for discrete
processes—for example, integrating HR and
financial data to support a single reporting process.
This approach can remove some hard-to-spot
duplication between functional tasks and create
services that are better suited for users’ needs.

It also means that a senior manager can have a
single point of contact for global business services,
rather than separate links into each shared service
function. And providing all the services needed for
agiven process can also help firms capture greater
economies of scale and create more attractive
roles for services leaders.

the global-local balance within their companies,
the role of regions, the corporate center and
business services, companies can create
organizations that capture global benefits while
remaining locally agile.
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