
Cases for Topic 5: Designing Organizational Architecture1 
 

1. Eastman Kodak 
For many years, Eastman Kodak had a virtual monopoly in film production. This market power 
resulted in large profits. It also permitted Kodak to control the timing for introducing new products to 
the marketplace and responding to changes in consumer demands. 

By the 1980s, Kodak's market environment had changed materially. The Fuji Corporation 
produced high-quality film that eroded Kodak's market share. Increased competition also came from 
generic store brands. In addition, the 1980s witnessed a technological explosion. Improved 
communications, design capabilities, and robotics allowed companies to bring new products to market 
within months rather than years. 

These changes in the market environment placed significant pressure on Kodak. Kodak's stock 
price dropped from over $85 per share in 1982 to just over $71 in 1984. This 16 percent decline in 
stock price appears particularly dramatic when it is compared to the substantial increase in stock 
prices for the market as a whole. Earnings per share at Kodak also dropped substantially. The 
company realized it had to change its organization to regain profits and market share. To quote Colby 
Chandler, former CEO of Kodak, at the 1984 annual meeting:  

Like many companies, we are not used to working in an environment where there is 
rapid technological transfer from laboratory to the marketplace. But we know that 
will be important in our future. 

During 1984, Kodak undertook a major corporate restructuring. Prior to the restructuring, 
decision making at Kodak was quite centralized. Top-level approval was required for most major 
decisions. The restructuring created 17 new business units with profit-and-loss responsibility. 
Business-unit managers were given increased decision-making authority for new products, pricing, 
and other important policy choices. By decentralizing decision rights, senior management hoped to 
make the company more responsive to changing customer demands and market conditions. To quote 
the 1984 annual report: 

In short, Kodak is finding new ways to stimulate the innovative nature of its people. 
The result: a spirit independence, new ideas and a quickened pace in the process 
which turns new ideas into commercial realities. 

Unfortunately for Kodak hanging the assignment of decision rights did not have significant 
impact on the company’s performance. In response, Kodak adopted the Management Annual 
Performance Plan (MAPP) in 1987. Under this plan, the base salary of management employees was 
reduced by 10 percent and replaced with a variable bonus. The bonus was to average 10 percent, 
ranging from 0 to 20 percent. Bonus payments were based on individual, unit, and company 
objectives. 

The idea behind MAPP was that changing the performance-evaluation and reward systems 
would motivate managers to be more creative and industrious. The plan, however, did not have large 
impact on managerial incentives or corporate profits. In 1993, Kodak officials were quoted as saying 
(1) that management had not really been held accountable for its failure to deliver results, (2) that 
management had to develop tougher work standards and demote failing employees, and (3) that in the 
past, managers who advanced at Kodak had excelled in office politics but not necessarily leadership.2 
Frustrated by the continued lack of success, Kodak's board of directors fired its CEO in late 1993. 

1. What factors motivated Kodak to change its organizational architecture? 
2. What mistakes did Kodak make in changing its architecture? 
3. What might it have done differently? 
4. How does this example relate to the concept of economic Darwinism? 

                                                
1 Source and recommended book for the topic: Brickley, J.A., Smith Jr., C.W., Zimmerman, J.L., 2007. Organizational 
Architecture: A Managerial Economics Approach, 4th ed., Irwin Chicago. Chapters 11 and 13. 
2 Democrat and Chronicle (June 27, 1993). 
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2. Jog PCS 

Jog PCS is a wireless telephone company. It sells portable digital phones to three customer groups: (1) 
business users, (2) high-volume individual users, and (3) low-volume individual users. Currently, the 
company is functionally organized. Primary functions include product development, marketing, sales, 
and customer service. The organizational chart is as follows: 

 
 
 
 
 
 
 
 
 
 

 
1. The CEO, von Hugel, is considering reorganizing the company as a multidivisional firm 

organized around customer type. Draw the revised organizational chart. 
2. Discuss the pros and cons of the proposed reorganization, relative to the current structure. 
3. Jessica Wilde, vice president of product development, suggests that a matrix organization 

might be better. Draw the organization chart implied by her proposal. 
4. Discuss the pros and cons of the matrix proposal relative to the multidivisional proposal. 

 

3. Chrysler Corporation 
In the early 1990s, Chrysler Corporation placed nearly all decisions about the development of a new 
vehicle in the hands of a single, cross functional product team.  In contrast, General Motors used an 
approach that placed a stronger emphasis on functional specialties.  Small teams were established that 
consisted of experts from the same functional field.  Each team was charged with a particular 
assignment that related to its area of specialization.  For example, one team might have had the 
primary responsibility for the design of the body of the vehicle, whereas another team might have 
been charged with developing the drive train.   The teams worked simultaneously on their specific 
tasks.  Some individuals on these teams also served on additional cross functional teams that were 
charged with coordinating the development process across the functional areas.  Discuss the relative 
advantages and disadvantages of these two approaches to product development. 
 

4. Johnson & Johnson 
Johnson & Johnson (J&J) is one of the largest medical products companies in the world.  In 1994, it 
had 33 major lines of business, with 168 operating companies in 53 countries.  Decision rights in J&J 
were quite decentralized.  For instance, in 1993 the baby oil manager in Italy ran his own factory and 
got to decide such things as package size, pricing, and advertising.  Similarly, other country managers 
had considerable discretionary authority for similar products sold in their countries. This type of 
decentralized decision making has served J&J well: Its returns to shareholders have been very good.  
Significant changes, however, are occurring in J&J's environment.  In particular, trade barriers have 
been significantly reduced in Europe. (1) Describe the advantages of J&J's decentralized decision 
making that have helped to explain the success of the company. (2) What organizational changes do 
you think J&J should consider given the change in the environment?  Explain.  Draw a new 
organizational chart for J&J's international operations (based on your suggestions). 
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