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Sometimes epiphanies come by email—or, in this 
case, three emails. It was Saturday at 5:17 a.m., and  
Joanna was already at her laptop. As the new CEO of 
the fictional Seabright Publishing Company, just four 
months into the job, she had returned the night before 
from a 90-day “listening tour” of the company’s opera-
tions. She hadn’t slept well. 

A recognized turnaround expert, Joanna had been 
hired by a board looking for organizational change. 
Seabright had a new strategy. It was shifting from print-
based books and magazines for professionals to global 
digital information products. Everyone agreed this was 
the right direction for the company. Yet the former 
CEO, despite making a major push for restructuring 
and change, hadn’t gotten much traction or support. 

That failure had cost him his job. 
Joanna had concluded that the strategy itself was 

sound, and Seabright’s people seemed to both under-
stand the need for a turnaround and value the shift to 
digital media. But they couldn’t execute it, especially 
when they had to work across company boundaries. 
The first few digital products were struggling to gain a 
foothold. When pressed, even the digital product man-
agers grumbled that they’d be foolish to change too 
rapidly; their bonuses were linked to last year’s metrics. 
The organization’s culture also seemed to be holding 
them back. On the listening tour, when Joanna asked 
people what needed to be fixed, they pointed fingers at 
one another. 

So, on what was supposed to be her first weekend 
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off since taking the job, Joanna woke before sunrise to 
plot a course of action. First, she checked her email. At 
the top of the queue was a note from Seabright’s senior 
vice president of production: 

About that R&D project—I think we’re looking at 
about $13 million. How soon could we seek budget com-
mittee approval? 

That was followed by one from the head of market-
ing and consumer insight: 

As I mentioned last week, I know that the app will 
deliver. Only remaining question is costs. I got an esti-
mate today of ~$12–15m. Can we talk further? 

The third was from her head of sales: 
The new digital tool will address a lot of the issues 

we had with the numbers last quarter. Expect it’ ll be 
$10 million-plus to develop. How rich are we feeling 
these days? 

Here was a perfect illustration of the problem. 
Three departments, with similarly sized propositions, 
that clearly weren’t talking to one another. Joanna rolled 
her chair backward and closed her eyes. This was more 
than a communication issue. The company’s organiza-
tional design, which had evolved in an ad hoc fashion 
over its 80-year history, was out of sync with its strategy. 
Each business leader had good intentions, but the com-
pany had too many initiatives under way, all projecting 
hockey-stick growth and rosy return on invested capital. 
The reality was underperformance, confusion, conflict, 
and spiraling costs.

The organizational design was simply too frag-
mented to meet the challenges the company faced. As 
long as that design remained in place, Joanna realized, 
getting Seabright to execute in the digital realm would 
be like entering a minivan in the Indy 500.

 
The Case for a New Organization
The Seabright story that unfolds in this article is a com-
posite, derived from several actual cases in various in-
dustries. It is written to illustrate how to design a more 
effective alignment between your strategy and your 
business structure: how to gain a consistent advantage, 
or a “right to win” in the marketplace, through the way 
you are organized. To succeed consistently in the mar-
ketplace, a company must have a clear and differenti-
ated way of creating value for its customers, supported  
by well-defined capabilities—things it does exception-
ally well that are central to its ability to perform, and 
hard to replicate. All this should be reflected in its port-
folio of products and services. But those elements will 
lead to sustainable success only if the company has the 
right organizational design, one that enables it to ex-
ecute its strategy. 

Every company’s situation is unique, and therefore 
the right design for one company will probably not 
work for others, even within the same industry. But the 
symptoms of having the wrong organizational design 
are regrettably common. They include business units 
and functions that protect their own domain’s priori-
ties to the detriment of the overall business, hoarded 
or wasted resources, strategic goals without follow-
through, and a culture that dismisses or ignores ac-
countability. These problems are not just a matter of 
personal ill will, incompetence, external pressure, or 
cultural resistance. They exist because organizational 
design determines behavior. When a company’s orga-
nizational forms are inconsistent with the broader ob-
jectives of the business, that misalignment affects the 
day-to-day actions of individual employees. It leads per-
fectly competent people to chronically underperform. 
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Essential Advantage: How to Win with a Capabilities-
Driven Strategy, by Paul Leinwand and Cesare Mainar-
di (Harvard Business Review Press, 2011)—these state-
ments can be distilled down to two elements: a “way to 
play” and a system of differentiating capabilities. The 
way to play is how a company engages with the market, 
its fundamental value proposition. For example, some 
companies choose to distinguish themselves as innova-
tors, continually introducing new products and services, 
whereas others are value providers, offering their prod-
ucts or services at an attractive price point. Capabilities 
are cross-functional combinations of technology, pro-
cesses, skills, and mind-sets that work together synergis-
tically. Differentiating capabilities are the few (typically, 
three to six) capabilities that enable a company to stand 
out from competitors and consistently provide value for 
its chosen customers that no one else can match. 

A successful company doesn’t gain its way to play 
and capabilities system by accident. Like an athlete 
picking a game he or she can win, and then honing 
skills to play that game more successfully, the company 
seeking a strategy looks to build on its strengths and its 
prospective market opportunities by choosing the path 
that encompasses both. Inevitably, this means choosing 
not to pursue some directions. That’s a difficult deci-
sion for many companies, particularly those in rapidly 
evolving sectors, which have many opportunities and 
few certainties. Nonetheless, being clear and consistent 
about where to play and where not to play is a necessary 
step toward building a coherent strategy, where every-
thing the company does fits well together. 

A coherent strategy also provides the necessary 
starting point for the organizational design process. 

Conversely, a company with a strong link between its 
strategy and its organizational design can, like an en-
gine firing on thousands of cylinders instead of a few, 
generate energy and creativity at all levels. 

Even when leaders recognize that their problems 
are organizational, they try to solve them in ineffective 
ways, by making rapid, reactive changes to the organi-
zational structure. They shift the “lines and boxes” of 
the org chart, or divide up responsibilities differently. 
They may also force a few recalcitrant leaders to resign, 
sending an implicit message to current executives: “If 
you can’t deliver, I’ll get someone who will.” But these 
fixes don’t address the actual cause of underperfor-
mance: a misaligned organizational design. 

At Seabright, Joanna was able to diagnose the 
problem because she had seen it at other companies. By 
making a few major changes to the organizational de-
sign, she could enable the new strategy to deliver. Given 
a job this big, the main question was where to start. 

Designing for Strategic Fit
How do you translate a business strategy into an orga-
nizational design? How can you connect the dots be-
tween company-wide objectives and the concrete details 
of reporting relationships, information flows, decision 
rights, and social networks? The answer is not obvious. 
Figuring it out requires a new way of thinking about 
organization: what might be called organizing for es-
sential advantage. “Essential advantage,” in this con-
text, refers to the creation of meaningful, lasting value 
for customers. Although mission statements and lists of 
business objectives are plentiful, it’s rare to find a state-
ment that explains precisely how a company creates val-
ue. As described in several recent books—notably, The 
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A COMPANY WITH A STRONG LINK 
BETWEEN ITS STRATEGY AND ITS 
ORGANIZATIONAL DESIGN IS LIKE AN 
ENGINE FIRING ON THOUSANDS 
OF CYLINDERS.  
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Changing  
Structures and  
Behaviors at  
Walgreens

 
When your strategy  
shifts, you may need  
to redesign your  
organization as well. 
 
by Mark Wagner  

and Wayne Orvis

C hange is never easy, and 

when you’re a 112-year-old 

enterprise like Walgreen Company 

(“Walgreens”), it’s even less so. For 

most of the past three decades, our 

success came from expanding our 

retail footprint. That was our busi-

ness strategy. We called it “seven by 

10,” meaning we wanted to have 7,000 

stores by 2010. In fact, we beat that 

goal—going from 4,250 stores in 2003 

to 7,000 in 2009. At our peak, we were 

opening a store every 17 hours. 

To support the seven-by-10 

strategy, we had some well-refined 

capabilities. For example, we were 

very good at managing real estate, 

including construction and analytics. 

We could tell you almost anything 

about any street corner in the United 

States. We could predict, within 3 per-

cent, the volume for a potential new 

location in various categories, includ-

ing pharmacy and front-end sales. 

The old Walgreens business 

strategy required a command-and-

control approach to leadership. 

We set out clear processes for our 

employees, and they followed them. 

It was straightforward and effective 

for the task at hand, and it worked for 

a long time. But then the competitive 

landscape changed. New rivals en-

tered the market, such as third-party 

pharmacy benefits management 

companies that deliver prescrip-

tions by mail. More grocers started 

offering in-store pharmacies. An even 

bigger challenge was the growth of 

Internet pure plays, like Amazon and 

Google, which sell most of what we 

carry. All of these had the potential to 

lure customers out of our stores. 

At the same time, we started to 

see significant changes in health-

care, which ultimately resulted in the 

passage of the Affordable Care Act 

and the advent of accountable care 

organizations. Throw in the worst 

economy since the Great Depression, 

and we knew we had to change our 

strategy. In this new market, with 

the huge push to improve quality and 

reduce overall healthcare costs, Wal-

greens had a significant opportunity 

to become a player in the healthcare 

value chain. As a result, we evolved 

from simply filling prescriptions for 

people to becoming a single point of 

patient care, and a destination for 

health and daily-living products and 

services for our customers. 

To succeed in this new role, we 

had to change our business strategy. 

Instead of relying on a real estate 

play—location, location, location—we 

focused on improving the customer 

experience. As our strategy evolved 

and our focus changed from opening 

stores to delivering an exceptional 

customer experience, we recognized 

that not only was the command-and-

control approach outdated, but it also 

prevented us from getting the best 

from our people. We were missing 

the richness of empowering them to 

come up with solutions on their own.

We looked around at other retail 

players known for delivering a quality 

experience. It’s strange—people have 

an emotional connection to a cup of 

coffee. We provided healthcare and 

didn’t see that emotional connection 

anywhere in the drugstore space. 

Our market research data also told 

us that customers didn’t perceive dif-

ferences among the major drug retail 

chains. We realized that we could 

really differentiate ourselves based 

on the experience we delivered. This 

represented a fundamental change 

in how we engaged with our market. 

We wanted to be more than a simple 

retail chain—we wanted to be an 

experience provider. 

To execute that strategy, how-

ever, we needed to redesign some 

components of the organization. We 

had to focus our frontline and field 

leadership on coaching employees 

and creating the right customer 

interactions. And we had to free up 

time among leaders to enable this. 

This was only partly a structural 

issue. We’d clearly need to redefine 

roles, but we also knew that some of 

our incentives weren’t aligned with 

the new behaviors we wanted among 

the field employees. Decisions were 

an issue too; leaders spent too much 

time making decisions that could be 

better handled elsewhere. 

Our fundamental goal was to 

build a high-performance culture at 

every level of our field operations. 

With that in mind, we decided on a few 

priorities for the redesign. First, we’d 

make structural changes to free up 

the leaders’ time and better support 

them. Second, we had to change deci-

sion rights so that the right approvals 

were happening in the right places. 

Next came incentives; we had to 
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change the way that we motivated 

and rewarded people, to emphasize 

employee engagement and customer 

satisfaction. Finally, we had to de-

velop mechanisms that could change 

long-established mind-sets and 

norms—not just changing operational 

details but putting in place coach-

ing, support networks, and a new 

performance management model. It 

was a big undertaking, especially with 

240,000 employees. 

A More Supportive Structure

Another goal was to provide extra 

support for our district managers, 

so they could focus on improving 

engagement with employees and cus-

tomers. Given that each district man-

ager oversees almost 1,000 people, 

managing, developing, and operating 

the business can be a challenge. 

Those managers were the main inter-

mediary between the corporate office 

and our retail locations. 

We had recognized years before 

that although Walgreens had central-

ized processes for functions includ-

ing HR, IT, employee relations, and 

finance, we couldn’t make all those 

decisions at the corporate level. We 

didn’t understand local environments 

enough, and one-size-fits-all policies 

just didn’t work well sometimes. But 

as we increased local decision mak-

ing, district managers found them-

selves taking on more of that work at 

their level, without sufficient support. 

Those responsibilities pulled them 

away from the stores, which is where 

they most needed to be. Providing 

those managers with the critical sup-

port they needed became crucial to 

our success.

So we put two new roles into 

the organization hierarchy. First, for 

each of our 30 U.S. markets, we cre-

ated a position called vice president 

for markets, located in the field (the 

local geography). We did this to move 

corporate-level leadership closer 

to the customer. These individuals 

represent the main link between 

corporate headquarters and field 

operations. To support them, and to 

bring market-level resources closer 

to the customer’s experience, we 

also moved functions such as HR, IT, 

real estate, employee relations, and 

finance to the field. Along with these 

departments, we gave every market 

its own profit and loss responsibility. 

This really drove accountability at the 

local level.

The second role we added was 

community leader. These people 

serve as mentors to less experi-

enced store managers; they offer 

training and help them implement 

new service offerings. We had tried 

to improve customer service in the 

past. Some of those programs had 

been fantastic, but without the right 

framework and leadership to sustain 

them, they didn’t last. With this effort, 

community leaders are really driving 

the changes.

Elevated Decision Rights

For the new strategy to succeed, 

store managers needed to focus less 

on operational activities, such as HR 

and vendor relationships, and more 

on employee engagement: coaching 

their people and helping them engage 

with customers. So we moved some 

decisions that had been located within 

the field management structure high-

er up. Merchandising, for example, 

had formerly been handled at a store-

by-store level, but now it’s handled at 

headquarters. With this adjustment, 

managers have more time to work on 

the company’s new priorities—em-

ployee engagement and improving 

the customer experience. 

Another goal was to develop 

management skills at the store level, 

so those people could make solid 

decisions that were right for their 

community. Every store is unique. 

Some are swamped in the morning, 

for example, and some don’t have 

their first customer until 11 o’clock. 

Store managers are more equipped 

and supported to meet their commu-

nity’s needs. 

Norms of Engagement

In the past, we had really strong 

policies and procedures, but our 

model didn’t allow for innovation or 

empowered customer service. Store 

employees simply executed preset 

tasks. Now, the way we do things is 

different. At the store level, we don’t 

want employees to simply complete 

tasks. We want them to come up with 

new ideas, and new ways of helping 

the customers. 

This requires a big shift in 

leadership. Our model of the ideal 
executive has gone from an authorita-

tive leader who could get new stores 

up and running fast, to an engaged 

leader who can hold people account-

able, develop them, and manage 

them. That shift changes the  

way every employee comes to work 

each day. 

Motivators for Accountability

A big part of the redesign was to help 

employees understand how this was 

different from what they did before, 

what they would be expected to do 

going forward, and how they would be 

evaluated and rewarded. In the past, 

everything was simple. We based 

our bonus and advancement system 

purely on financial performance—
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meaning how sales and profit num-

bers matched expectations. Leader-

ship skills were not a priority; if your 

numbers were up, we considered you 

a hero. 

With this shift, we set up a true 

pay-for-performance system, includ-

ing incentives to drive the behaviors 

we wanted. Leadership at Walgreens 

today carries a different expectation 

and is rewarded accordingly. Under 

the new system, leaders are evalu-

ated and bonuses are set according 

to three key critical areas: financial 

results, team member engagement, 

and customer service. There’s also a 

percentage that accounts for com-

munity engagement and events. We 

think that’s crucial for building ties to 

local markets, which is why we make 

it part of the bonus system. In each of 

the past two years, our stores have 

participated in almost 16,000 com-

munity events, totaling a little over a 

million volunteer hours. 

There’s another component to 

accountability: managing underper-

formers. When we looked at other 

chains with strong customer service, 

we saw a very highly engaged work-

force, but we also saw HR processes 

that allowed the company to identify 

employees who weren’t doing well, 

address that performance, and, if 

necessary, move them out quickly. 

We hadn’t had those policies in place 

before. We’ve now addressed these 

issues. We’re clear about the new 

expectations regarding the treatment 

of customers, and we’re training em-

ployees to meet those standards. 

Networks to Drive Change

Today we have stronger networks 

designed to drive change from the 

ground up. We recognize how valu-

able it is for our folks to collabo-

rate and communicate closely on a 

daily basis. So we designed some 

network-enhancing activities to drive 

the change, share best practices, 

and build ties to the community. For 

instance, we instituted five-minute 

meetings every day, in every store. 

These are opportunities for the staff 

to talk about where the store is win-

ning and where it needs help. What 

are the big ideas, and what are the 

expectations for the day? If we provide 

the right training and leadership, the 

store managers and employees will 

come up with the answers they need 

on their own—the right solution for 

their location and market. 

We also implemented “store 

walks,” in which market vice presi-

dents and district managers visit 

stores in their markets and determine 

what’s working well and what’s not. 

They share ideas that have worked 

well elsewhere. There are more  

formal elements—we have market  

leadership meetings every other 

month, where people can share 

ideas—but walk-throughs at the store 

level are where the field transforma-

tion really happens. 

We also want store employees to 

talk to one another more. One of the 

questions in our employee engage-

ment survey is “Do you have a best 

cilities, optimized to reduce costs and speed up delivery. 
Unfortunately, that capability was rapidly becoming 
obsolete. But another was more relevant than ever. Over 
the years, through its loyal subscriber base, Seabright 
had refined its ability to measure and understand cus-
tomer insights. It also had a strong innovation capabil-
ity, with the skills to tailor new products to meet cus-
tomer expectations. 

The existing organizational design, in formal and 
informal ways, tended to favor the print-related capa-
bilities over those with more digital relevance. Joanna 
had already known, coming in, that she would have to 
reorient the company’s strategy. Now she saw that she 
would also need to rapidly shift the organization to sup-
port the movement to digital. 

Eight Building Blocks, One Design 
Two weeks after her email epiphany, Joanna con-
vened one of the most critical meetings of her tenure at 

Without clarity about the “what” (the way the company 
creates value), one can’t possibly define the “how” (the 
way to organize to create value). 

Take our fictional company Seabright. Historically, 
its way to play had been as a premium producer; it pro-
vided targeted information to business professionals in 
several industries. It had a well-known brand name and 
strong customer retention; leaders in some industries 
could not function without it. But in recent years, as 
the value of print publishing faded relative to the value 
of the Internet, the company had lost its identity. On 
any given day, it was hard to tell whether it wanted to 
be a reputation player (building, like many other media 
companies, from a long-established brand name), a digi-
tal innovator, or a value player offering inexpensive data 
through online platforms.

Much of Seabright’s reputation had come from its 
mastery of rapid print distribution. It could outpace ri-
vals with its network of printing plants and other fa-
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friend at work?” We want that kind of 

social connection, because it’s a big 

part of how our employees grow and 

remain engaged, which translates to 

a better experience for our custom-

ers, and for them. 

Some of these ideas were devel-

oped during the pilot phase, when we 

were figuring out how best to estab-

lish new leadership and performance 

behaviors. But they worked so well in 

the pilot that we rolled them out to the 

entire company. And now that we’ve 

built up these networks, they’re an 

asset that we can use in the future, to 

drive other changes we want to make. 

The Roster of Results 

This initiative has required a lot 

of work. There’s a huge change-

management effort to make sure the 

initiatives are sustainable, and we’ve 

spent about US$30 million on training 

alone, with more to come. However, a 

year into the implementation phase, 

the results are promising. In our pilot 

program, we went from the bottom 25 

percent to the 95th percentile in our 

engagement survey results. 

The Gallup Organization, which 

measured the results for us, actually 

thought the numbers were wrong 

because they’d never seen such a big 

improvement in one year. We’ll have 

the next results after the full rollout 

in 2013. Our service levels are at 

an all-time high. We think next year 

will be even better—everyone now 

understands the larger strategy, we 

have targets in place, and company 

bonuses will be awarded against 

those targets.

Financially, the first year under 

this project was one of our best in the 

past decade. We also have a lot  

of anecdotes that show that the re-

design is moving us in the right direc-

tion. Many of them have to do with 

seemingly small things we ignored 

in the past. For example, we used to 

expect our store clerks to be efficient. 

Now we encourage them to cultivate 

the kind of friendliness that will at-

tract customers. 

In one of our stores in Texas, a 

register clerk named Francelle is 

known for her friendliness and pres-

ence. She knows many customers 

by name. Francelle took some time 

off for a few weeks and, boy, did our 

customers notice. They asked about 

her daily. “Where’s Francelle? Is ev-

erything OK?” That kind of connection 

with customers, which you might ex-

pect from a neighborhood shop, was 

rare for us in the past. We didn’t think 

it was important. Now we think it’s the 

kind of connection that will determine 

our future. 

Mark Wagner 
info@strategy-business.com
is the president of operations and 
community management at Walgreens. 

Wayne Orvis 
info@strategy-business.com
is the vice president of customer and 
employee initiatives at Walgreens. 

two years before. 
“I know,” Joanna continued. “It sounds like a big, 

unwieldy job, but it boils down to deliverables. First, I 
want a diagnostic of our organizational problems: critical 
bottlenecks, pain points, and areas where we’re stepping 
on ourselves or replicating efforts.”

“OK,” Sanjay said quietly. 
“Second,” Joanna said, “I want a plan to rectify those 

issues. That means a new organizational design for the 
company.” 

“From scratch?” Jill asked. 
“Not entirely from scratch,” Joanna said. “We’re a 

decades-old company, with more than 15,000 employ-
ees. We can’t—and wouldn’t want to—just rip up all 
our institutional heritage. But you should be bold in 
your proposal, and especially clear about how it will ex-
plicitly support our digital growth strategy.” 

“Anything else we should know?” Sanjay asked. 
“Yes. Don’t limit yourselves to the org chart. We 

Seabright. Gathered around the conference table were 
the heads of several business units and functions, along 
with two promising midlevel executives, Jill and Sanjay. 
Jill was a talented operations manager with a decade of 
experience in manufacturing. Sanjay had run finance 
at two digital media startups. Both were well respected 
in the organization and had a knack for delivering un-
pleasant truths with a minimum of drama. 

“Effective today,” Joanna said, “you two have a new 
assignment: Develop a fresh organizational design and 
bring back your high-level recommendations to this 
group in a month. At that point, we’ll see how it fits with 
our company strategy, and I’ll make the call on whether 
to detail out the new design and how to adopt it. This is 
the top item on my agenda.”

Jill and Sanjay exchanged a glance. Joanna could 
tell, in that moment, that they appreciated this rare  
fast-track opportunity, but they also saw the risks. One 
major reshuffling effort had gone down in flames just 
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and the governance of behavior. On the formal side are 
decisions—the statements, often set into rules, bylaws, 
or policies, that describe the underlying mechanics by 
which decisions get made, including how and by whom. 
They include aspects such as governance policies, ap-
proval processes (for everything from product launches 
to expenses), guidelines for delegation, and the creation 
of advisory panels. 

At Seabright, Sanjay knew, there was a reasonably 
clear approval process for financial transactions. How-
ever, the approval process for new product development 
needed major changes. Ideas sprang up from multiple 
places, and they tended to get funding as a result of in-
ternal lobbying. Innovations in digital media were par-
ticularly prone to being overlooked. To rectify this, Jill 
and Sanjay would ultimately propose a cross-business-
unit process that could collect, analyze, and prioritize 
competing projects—and that would give preference 
to digital products, especially those that analyzed user 
requests, profiled their likely interests, and customized 
information accordingly. 

The informal counterparts of decisions are norms—
the unwritten shared values and standards of behavior 
that lead people to expect others to act in certain ways. 
A norm is typically expressed in statements like “We 
rise to challenges. We never say ‘We can’t do it’ unless 
there’s no alternative.” Norms are often learned through 
apprenticeship, or passed down from mentors. They 
describe what separates the people who “belong here” 
from the people who don’t.

For example, at Seabright, people tended to dis-
cuss problems only when they could propose a work-
able solution. This led people to routinely understate 
challenges and propose small measures that tended to 

can all agree the last redesign was a bust, and that’s one 
reason for it. You can’t simply shift people around and 
expect to truly change the way they work. You have 
to look at the other mechanisms that influence the 
way people make decisions—including their attitudes 
and our culture. Finally, let’s be clear: If you succeed, 
the company succeeds. And if you fail.…” She let the 
thought hang in the air before continuing. “One other 
thing: Don’t assume any individuals belong in any spe-
cific boxes. Once we figure out the overall design, we’ll 
sort out who does what.” 

“Where do we start?” Sanjay asked. 
Joanna slid a printout across the table. “Start here.” 
The printout contained a diagram, taken from an 

article that Joanna had used before in other companies, 
a blueprint for effective organizational design (see Ex-
hibit 1). It showed eight fundamental levers—vehicles 
for change—divided into two groups: formal and in-
formal. Formal levers are factors that a company can 
precisely articulate, codify, and measure. These include 
the structure of the organization chart, along with in-
centives, decision rights, and rules that are fairly well 
defined. By contrast, the informal levers are factors em-
bedded in culture, personal relationships, and behav-
ior. They cannot be precisely codified, but they have a 
profound impact on an organization’s effectiveness and 
efficiency, because they represent the everyday habits 
of its people. In the same way that good product engi-
neering must incorporate both software and hardware, 
good organizational design must incorporate informal 
elements along with formal rules and structures. 

Like the elements of a string of DNA, the ele-
ments of organizational design can be divided into four 
“rungs” in a ladder. The first rung is related to authority 

YOU CAN’T SIMPLY SHIFT PEOPLE 
AROUND AND EXPECT TO TRULY 
CHANGE THE WAY THEY WORK.  
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wither away without effect. Jill and Sanjay knew this 
component would have to change as well. 

The next rung addresses the way the company gov-
erns behaviors. The formal elements, motivators, are 
traditional mechanisms for reward, promotion, and 
recognition. They include performance objectives and 

incentives such as bonuses and promotions. Motivators 
can be immensely influential. 

Seabright had a strong incentive program; as much 
as 30 percent of a typical manager’s compensation came 
through end-of-year bonuses, but the bonuses were 
pegged to the margins of each business unit. This struc-

Exhibit 1: The Eight Elements of Organizational Design
Grouped by purpose (the four rungs) and 
formality, these components can be 
combined into a design that matches each 
organization’s strategy and purpose. When 
initiating an organizational redesign, start 
with two or three elements.

• Governance forums
• Decision rights
• Decision processes
• Decision analytics

• Monetary rewards
• Career models
• Talent processes

• Key performance indicators and metrics
• Information flow
• Knowledge management systems

• Organizational design
• Roles and responsibilities
• Business processes

• Values and standards
• Expectations and “unwritten rules”
• Behaviors

• Shared vision and objectives
• Individual goals and aspirations
• Sources of pride

• Identity, shared language, and beliefs
• Assumptions and biases
• Mental models

• Relationships and collaboration
• Teams and other working units
• Organizational influence

Commitments
How people are inspired to contribute

Mind-Sets
How people make sense of their work

Motivators
How people are compelled to perform 

Information
How the organization formally processes data and knowledge

Structure
How work and responsibilities get divided

Networks
How people connect beyond the lines and boxes

INFORMAL
Norms
How people instinctively act or take action

Decisions
How decisions are made

FORMAL

Source: Booz & Company
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formal relationships. Structure is especially important 
for large, global companies, which must carefully de-
sign the lines and boxes, no matter who occupies the 
various roles. Smaller firms can more easily compensate 
for a flawed structure with processes and talent. For this 
reason, and because the chart is so closely linked to tra-
ditional thinking about organizational design, many 
large-company redesigns start with the org chart and, 
all too often, stop there as well. Although a good struc-
tural design can be important, it is never sufficient by 
itself. It needs to be aligned with changes in other for-
mal and informal elements. It should generally be the 
capstone, not the cornerstone, of a design effort. 

Although Seabright had already gone through a 
redesign, its structure still had significant problems—
but it also had some strengths. For example, a new chief 
digital officer (CDO) position had been created, and 
that executive was well placed to bring new products to 
market. But the current CDO lacked authority and ac-
countability, and had only a few direct reports. 

The informal counterpart of structure is networks: 
connections among employees that transcend the lines 
and boxes of the formal organization. Networks can 
be organized deliberately; many centers of expertise are 
designed to bring together individuals with shared in-
terests and skills. Other networks emerge on their own, 
as groups of individuals who consult one another be-
cause of shared interests or business needs. In general, 
networks provide a necessary complement to the formal 
structure, and they can also reveal difficulties with the 
overall design. If a group with a mandate for influencing 
performance is systematically bypassed in daily decision 
making, that’s a clear problem. 

As you put together these eight elements, the formal 

ture inadvertently devalued the new digital products, 
where the margins would likely take a hit for the first 
year or so. 

The informal components, commitments, are un-
written aspirations that, when fulfilled, become part of 
a company’s identity and sources of pride for its employ-
ees. One classic example of a commitment was FedEx’s 
early slogan, “When it absolutely, positively has to be 
there overnight.” The company was proud to be held 
to that promise. Seabright had its own long-standing 
commitment: “We deliver must-read information.” In 
many industries, its publications were the first thing 
that executives read each morning. For commitments 
to be meaningful and sustainable, they must be backed 
by distinctive capabilities that allow the organization to 
deliver. This was a bedrock element for Seabright: Jill 
and Sanjay knew they could build on it. 

The next rung involves flows of knowledge and in-
sight. Its formal element, information, encompasses the 
measurement of performance (through key performance 
indicators and other metrics); the coordination of activi-
ties; and the flow of explicit, codified knowledge. 

The informal component is mind-sets. These deeply 
held attitudes and beliefs affect how employees engage 
with customers, design and make products, and solve 
problems. For example, some companies collectively be-
lieve that they must serve a social purpose in addition to 
their commercial interests; others have a mind-set that 
superlative products require superb product design. This 
element often separates great companies from also-rans. 

The remaining rung is traditionally aligned with 
the concept of organizational design. On the formal 
side is structure—the “lines and boxes” of the organi-
zation chart, defining critical roles, responsibilities, and 

A CLASSIC EXAMPLE OF A  
COMMITMENT WAS FEDEX’S  
EARLY SLOGAN, “WHEN IT 
ABSOLUTELY, POSITIVELY 
HAS TO BE THERE OVERNIGHT.”
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design for such a company might specify incentives re-
lated to efficiency and norms of frugality for its opera-
tions group, but not for marketing and sales. 

The New Organizational Design
One month after the initial meeting at Seabright, Jill 
and Sanjay presented their findings to Joanna and an 
expanded executive team, including chief functional 
officers for finance, operations, marketing, and R&D. 
Sanjay began. “We’ve made a lot of progress,” he said. 
“We started with our way to play as an innovative value 
provider—using digital technology to cut prices while 
being more relevant than ever. This requires an orga-
nization that can continually improve print while mak-
ing the transition to digital. We focused on the areas 
we need to improve most: the formal controls of deci-

and informal versions of the four rungs of the ladder, 
your objective as senior management is to define a single 
strategically aligned organization. Rather than starting 
with the eight elements, you begin with your way to play 
and capabilities system. Identify the essential shared at-
tributes of an organization that would best serve the 
strategy you have already defined (see Exhibit 2).

The purpose of this exercise is to lay a founda-
tion that should guide the rest of the detailed design. 
As you move through the organization to specify the 
elements of particular functions and departments, some 
variation is inevitable. For example, an overall blueprint 
for a premium auto manufacturer like BMW, Audi, or 
Mercedes-Benz may not identify frugality as a central 
tenet. But even luxury carmakers keep a watchful eye 
on the efficiency of their operations. The organizational 

Exhibit 2: Three Ways to Play and the Designs That Fit 
Potential organizational designs for three archetypal ways to play. Other ways to play, not shown here, would benefit from different designs. 

Decisions

Motivators

Information

Structure

Premium Player
High-end consumer brand

Low-Cost Value Player
Generic drug manufacturer

Innovator
Silicon Valley tech company

Brand, product offering, quality, and pricing 
are decided by top executives to ensure 
consistency of customer experience; 
operational decisions are more dispersed.

“We will not compromise on what we 
deliver.”

Decisions are made from the top down for 
strategy, to mandate low-cost practices; from 
the bottom up for process excellence, applied 
innovation, and continuous improvement.

“We run a frugal, tight ship at all times; we do 
only what we think customers will pay for.”

Decisions are made from the bottom up for 
applied innovation and partnership 
opportunities; from the top down for
placing “big bets.”

“We rapidly advance good ideas and get 
them to market quickly, but we know how 
to kill the ideas that won’t work.” 

Rewards for product or service 
excellence, consistency of experience, 
and customer loyalty.

“We delight the customer at all costs.”

Rewards for lean operations, continuous 
improvement, and market share.

“We will not be undersold.”

Rewards for ideation, creativity, 
experimentation, speed-to-market, and 
category-defining entries. Flexible career 
tracks (a blurry line between engineers 
and management).

“We do things no one else has done 
before.”

Conservative operating model (most 
functions in-house and globally 
consolidated) to minimize risk to brand 
and customer experience.

Tend to arise naturally given the 
relatively small scale and low 
organizational complexity of most luxury 
players; external networks (for example, 
with retail partners) are important.

Global functions to leverage scale, large 
spans of control, and substantial outsourcing 
and offshoring. Business units aligned to 
product lines. 

Arranged around core business processes; as 
the physical dispersion and complexity of the 
company grows, networks become ever more 
valuable. 

Relatively flat, given the need for speed. 
Business units aligned to technological 
domains, small spans of control, and 
substantial and dynamic cross-functional 
teaming partnerships and joint ventures. 

Critically important, given the rapid 
evolution of the business environment; if 
networks are not already in place, they 
need to be fostered.

Limited number of information flow lines 
and key performance indicators. 
Relatively low level of IT, given stability 
and low velocity of business.

“We’re the best at what we do and will do 
whatever it takes to keep it that way.”

Industrial-strength, granular, and real-time 
measurement systems, integrated across the 
value chain. 

“We deliver the best value in the industry.”

Information infrastructure set up to 
support team-based collaboration. 
Substantial capabilities involving product 
life-cycle and pipeline management.

“We’re changing the world.”

Norms

Commitments

Mind-Sets

Networks

Source: Booz & Company
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thesize that data from multiple places, make sense of it, 
and translate it into the products and apps that we need.”

“I thought we were already building this,” said the 
senior vice president of production.

“We are,” replied Sanjay. “That’s the problem. We 
have five different groups working on aspects of it, but 
they don’t know what the others are doing. We need 
to be innovative in a more systematic way, but without 
more structural constraints. Eventually, we will have to 
upgrade our information infrastructure, but the first 
step is to get people collaborating across boundaries. 
So we’re setting up long weekly lunches among the five 
groups. We’re also asking everyone to make a common 
commitment to customers—to raise our game further, 
giving them the information they need faster than any-
one else does. To help pull that off, we’re setting up 
some dialogues between our content generation staff 
and our leading customers.” 

Joanna sat back in her chair. Jill and Sanjay had 
said the right things so far. “I know I pushed you hard 
to turn this around quickly,” she said. “Are you con-
vinced it will get us aligned?” 

sion rights and motivators, and the informal leverage of 
commitments and networks.” 

“What about the other elements?” Joanna asked. 
She already knew the answer, but this was a small test. 

“Well, we can’t tackle all eight at once,” said Jill. 
“We need some clear priorities. We already have a 
strong commitment to excellence, and although our 
organizational restructuring was painful, the resulting 
structure could actually serve us well—if we bring the 
other elements up to par.” 

“That sounds right,” Joanna said. “So what’s first?” 
Sanjay explained how they would strengthen the CDO’s 
role and expand that leader’s jurisdiction; Jill then talked 
about motivators. “Right now,” she said, “business unit 
evaluations are based on individual performance. So ev-
eryone’s working hard, but they’re not working together. 
We want to adjust the bonuses, linking them to the new 
behaviors we want in addition to margin performance. 

“Next,” she said, “we need to build our information 
capabilities. We have access to a lot of customer data—
the salespeople are fantastic in maintaining those rela-
tionships—but we don’t have the capability yet to syn-

Exhibit 3: Capabilities and Organizational Support
For every distinctive capability, there is an optimal organizational design. This table shows the elements of that design for two capabilities that are 
relevant for many companies. 

Decisions

Motivators

Information

Structure

Norms

Mind-Sets

Decisions, especially those involving product strategy and 
investments, are highly data-driven and made cross-functionally with 
the involvement of marketing, IT, and finance. 

“We’re only as good as our ability to understand the customer.”

Rewards and incentives tied to consumer acquisition, retention, and 
satisfaction. Celebration and elevation of employees who generate 
breakthrough ideas in customer insight and value creation. 

“We know what customers need and want, and we are a company 
they love.” 

Multidimensional “big data” is collected across the value chain by 
multiple sources, tied together by robust technology platforms (data 
warehousing, business intelligence tools) and analytics capabilities. 
Key performance indicators are biased toward customer-focused 
measures such as share of specific segments, ability to meet 
segment needs, and retention. 

“Our mission is to understand our customers and generate insights 
that the business can use to serve them better.”
“We make decisions based on facts and analysis.”

Specific cross-functional executive accountable for consumer 
experience. Cross-functional customer teams with staff from sales, 
marketing, product, and finance.

Informal networks focused on sharing customer-back insights and 
ideas across sales, marketing, product, and finance borders.

Decisions on new products are made through a well-defined gate 
process with explicit, fact-driven criteria—green-lighting good ideas 
and killing unpromising ones.

“We strive to meet a new need no one else is addressing yet or
to find ways to do things better, faster, and cheaper.”

Processes and mechanisms to foster early-stage ideation. Incentives 
explicitly tied to innovation and product life-cycle performance. 
Fast-tracking of team leaders of successful product launches and 
campaigns; firm-wide celebration of successful teams. 

“We have the best ideas in our industry, and we are open to ideas 
from everywhere.”

Accurate and granular data is available on product costs and financial 
performance at every stage in the value chain (development through 
manufacturing, distribution, and support). Standardized development 
tools (such as product life-cycle management) allow for seamless 
global collaboration in R&D across geographic boundaries.

“Our priority is creating world-class, competitor-beating products.”

Global innovation and product development function, pooling 
engineers by discipline into cross-functional product teams. Selective 
offshoring to maximize skills access and cost benefits. Extended 
supplier relationships and integration processes to enable 
rapid-cycle, low-cost development.

Global networks across the business by domain area; extensive
but focused partnerships with external entities (e.g., research 
institutions) to rapidly source new ideas. 

Commitments

Customer Insight
Management

World-Class
Innovation

Source: Booz & Company
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Resources

Deniz Caglar, Jaya Pandrangi, and John Plansky, “Is Your Company Fit 
for Growth?” s+b, Summer 2012: Organizational design can be an inte-
gral part of a more strategic approach to costs, helping companies prepare 
for the next round of expansion. 

Gary L. Neilson, Karla L. Martin, and Elizabeth Powers, “The Secrets 
to Successful Strategy Execution,” Harvard Business Review, June 2008: 
Why decision rights and information flow are better starting points for 
organizational leverage than fixing the lines and boxes on the org chart. 

Booz & Company Org DNA Profiler® Survey, booz.com/global/home/
what_we_do/services/ocl/ocl_service_areas/49036161/orgdna-profiler: A 
short diagnostic tool that explores the formal and informal elements of 
your organization’s design. 

For more thought leadership on this topic, see the s+b website at: 
strategy-business.com/organizations_and_people.

Sanjay and Jill both nodded. “It’ll at least point the 
ship in the right direction,” Jill said.

“And,” Joanna asked, “how will these recommen-
dations help us strengthen the critical capabilities that 
we need?” 

Jill and Sanjay both smiled. Jill reached into a folder 
in front of her. “Already done,” she said, passing out a 
sheet of paper to the people in the room (see Exhibit 3). 

Closing the Gap
 It took several months to close the gap between the 
organization that Seabright had and the design that it 
needed. The first challenge was the board of directors. 
Because the previous restructuring had been so diffi-
cult, Joanna had to convince them (along with some top 
executives) that this redesign would be different. Next, 
she set up a handful of working teams—on product de-
velopment, on customer acquisition and retention, and 
on information infrastructure—to lay out the details of 
the new organizational design. Each working team had 
a sponsor from the top team, ensuring that the most se-
nior leaders would get involved.

Joanna worked directly with the global HR head 
to revamp the bonus system. She took pains to ensure 
that all employees understood the new system and what 
it would mean for them. The formulas were posted 
on Seabright’s intranet, along with collective scores by 
business unit and geographic market. 

By her one-year anniversary at Seabright, Joanna 
was able to demonstrate results to the board. Thanks to 
the efforts of the newly empowered chief digital officer, 
several new products had sailed through beta testing. 
Several follow-on initiatives were in the works—all in-
formed by consumer insights and all with a clear strate-

gic justification. It was too early to tell for sure, but the 
results seemed promising; customer response and reten-
tion were favorable, and metrics on employee engage-
ment were trending in the right direction. 

Seabright’s organizational blueprint would not fit 
the needs of any other company. But a process like this 
one can help any company, ensuring that its strategy, 
capabilities, and organization are all aligned to support 
one another. 

That quality is often overlooked in organizational 
design, but it is probably the most important factor of 
all, and a critical enabler of your company’s ability to 
deliver on its strategy. +
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