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ABSTRACT

The new organizational forms literature argues that ‘new’ ways of organizing are required to
ensure speed, flexibility and innovation. Originally it was asserted that ‘new’ organizational
practices will replace “old’ practices, such as formalization and centralization. Against this view,
other writers have argued more recently that ‘old” and ‘new’ practices are compatible and can co-
exist. Our study tests this emerging compatibility view. Our 2003 susvey findings of Australian
human resource managers, which repeat an earlier study conducted in 1996, suggest that
formalization and centralization remain important features of organizational design. We conclude

that the key to understanding new organizational forms may lie in the interaction between “old’

and “new’ practices, rather than simply in the "new’ practices themselves
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A ‘new organizational forms’ literature has emerged over the last two decades. The
literature argues that in a business environment which is dynamic, fast changing and competitive,
the traditional burcaucracy with practices such as centralization and formalization is inflexible
and unresponsive (Dafi & Lewin, 1993, Child & McGrath, 2001). As a result, burcaucracies
need to be replaced by ‘new organizational forms’ based on practices such as flexible work
groups, delayering and collaborative networks that allow for speed, flexibility and innovation
(Child & Rodrigues, 2003; Nadler & Tushman, 1999; Volberda, 1996)

chers have argued that instead of replacing “old” with “new’, the two

More recently, r
are compatible and can coexist. But no longitudinal, empirical studies have been undertaken to
assess the validity of either argument. In this paper, we address the compatibility issue.
CO-EXISTENCE OF ‘OLD’ AND ‘NEW’ PRACTICES

The original view in the ‘new organizational forms’ literature regarded ‘new’
organizational practices as being incompatible with “old’ forms (Fulk & DeSanctis, 1995). This
assumption of incompatibility was based on the view that new organizational forms practices are
desipned for flexibility, whereas traditional practices are designed for stability (Dess, Rasheed,
MecLaughlin & Priem, 1995). Due to radical changes in the business environment, new
organizational forms are seen to represent a fundamental shift in organization structure, processes
and decision-making (Bartlett & Ghoshal, 1993). Although there may be a transition period
between ‘old” and ‘new’ forms. ‘new’ forms will eventually replace traditional ways of
organizing (Miles & Snow, 1997).

More recently, however, another view has emerged to counteract this argument. Not all
researchers agree that “new’ forms necessitate a dismantling of "old” forms. Instead, and in what
we label as the compatibility argument, it is claimed that ‘old’ and ‘new’ practices can coexist
Organizations can combine both bureaucracy and flexibility (Bigley & Roberts, 2001).

Organizations may be viewed as dualistic entities (Pettigrew & Fenton, 2000} which combine

traditional or hierarchical practices with new more flexible, market-based practices (Holland &
Lockett. 1997; Tushman & O'Reilly, 1997). From this perspective, the new model for organizing
resembles a dialectic (Child & McGrath, 2001). one in which the core design challenge 15 for new
organizational forms to cope with apparent paradoxes such as efficiency and innovation; global
operating control and local responsiveness; and centralized vision and decentralized autonomy

Few rescarchers have examined whether co-existence is a passing phase or an enduring
feature of organizational life. The INNFORM project and Palmer & Dunford’s (2002) work are
exceptions. The INNFORM project (Pettigrew & Fenton, 2000 Pettigrew et al, 2003) surveyed
farge organizations in Europe, US and Japan, asking respondents to compare the organization in
1992 and 1996. They tound a trend toward flatter and more decentralized structures, process
changes involving investment in 1T, more horizontal and vertical hinkages, and boundary changes
through increased outsourcing. They also found that ‘new’ organizational practices existed
alongside "old’ practices, supporting the co-existence argument. Although the project surveyed a
broad range of organizations, the data was not truly longitudinal. The survey questioned
respondents at one point in time and relied on management’s recall of events four years prior
Survey methodologists have found that data quality suflers with the passage of time (Pierett,
2001; Beckett, DaVanzo, Sastry, Panis, & Peterson, 2001), and that the more complex the events,
the more likelihood of inaccurate recall (Wu, Martin, & Long, 2001)

Palmer & Dunford (2002) surveyed the top 2000 organizations by revenue in Australia in
1996 and found that ‘new” practices (e.g. delayering, networks/alliances, outsourcing,
disaggregation of business units, empowerment, flexible work groups, short term staffing,
reducing internal or external boundarics) co-exist with traditional practices (c.g. formalization
and centralization). Increased use of ‘new’ organizational practices was not conststent with less
formalization and increased decentralization. They found co-existence of ‘new’ and ‘old’
organizational practices, but could not comment on whether co-existence was transitory or an

enduring feature of organizational life. Hence, the purpose of the current study is to test the



stability of their findings. Were the findings an artefact of the 1996 data or are they enduring? Is
co-existence a credible argument or are ‘new’ practices replacing traditional practices?
DEVELOPMENT OF HYPOTHESES

Although some \\.’rIICI'S suggest that hypercompetition has not increased in the 1990s
compared to the 1970s (MacNamara, Vaaler, & Devers, 2003 ), others accept that 1t has and that
‘new’ organizational practices are needed to cope with the dynamic business environment {Child
& Rodrigues, 2003; Nadler & Tushman, 1999; Volberda. 1996). Both the compatibility and
incompatibility arguments accept this latter assumption and, in line with it, Palmer & Dunford
(2002) found that greater use of ‘new’ organizational practices was associated with more dynamic
business environments. As such, we propose the following
Hypothesis 1: The more dvnamic the business environment the greater the use of new
organizational form practices

The next two hypotheses explore the compatibility/incompatibility arguments in relation
to formalization and centralization, both of which are commonly accepted as traditional

organizational practices (Pugh, Hickson, Hinings & Tumer, 1969).

Formalization refers 1o the degree to which organizations have well articulated policies,
procedures, plans and systems of operation. The ‘new organizational forms’ literature originally
suggested an incompatibility line, that because formalized organizations are too restrictive and
rigid. they are unable to respond to a dynamic business environment (Damanpour, 1991 see also
Ogbonna & Harris, 2003). However, the emerging compatibility arguments maintain that
formalization, rather than inhibiting innovation, encourages it by providing certainty and
reliability (Adler & Borys, 1996; Baum & Wally, 2003; Caruana, Morris, & Vella, 1998; Nahm,
Vonderembse, & Konfteros, 2003). Consistent with the compatibility argument, Palmer &
Dunford (2002) discovered that greater use of formalization is associated with the use of “new’

organizational practices. If the compatibility argument is correct then we would expect the

following to be the case:

Hypothesis 2: Use of new organizational form practices is not associated with lower levels of
Sormalization

Centralization refers to the degree to which decision-making ts concentrated in authority
The “new organizational forms’ incompatibility argument maintains that decentralization leads to
increased flexibility by promoting entreprencurial behaviour (Caruana et al, 1998), improving
organizational communication (Holtzhausen, 2002) and pushing down decision-making to those
best equipped to make decisions (Nahm et al, 2003). However, the compatibility argument
contends that centralization of strategic decision-making is needed in uncertain environments
(Baum & Wally, 2003; Chesbrough & Teece, 1996; Milgrom & Roberts, 1995) and rather than
mhibiting innovation, allows a quick response to market intelligence (Lin & Germain, 2004)
Consistent with the compatibility argument, Palmer & Dunford (2002) found that decentralization
was not associated with greater use of "new’ organizational practices. If the compatibility
argument is correct then we would expect the following to be the case:
Hypothesis 3: Use of new organizational forms practices is not associated with lower levels of
centralization
METHOD

In 2003 a four-page survey was posted to human resource managers of the top 1997
organizations in Australia as measured by revenue. We oblained a response rate o 22.5%
Responding organizations were spread across all industries, with manufacturing being the best
represented (28%) followed by services (18.3%) and wholesale trade (15.1%). The human
resource managers who answered the survey had been with their organization for an average of 5
Ve years. The majority were male (59%) and over 40 years of age (66%).
RESULTS

As shown in Table | the overall level of use of the new organizational practices indicate a

moderate general level of adoption. On a five-point scale, ranging from | = not used at all, to 5 =



used to a large extent, the mean scale score is 2.62 (s.d. = .71), a value that falls just below the
scale mid-point of 3. In relation to Hypothesis | the positive and statistically significant

correlation of .26 (p<2.01) between the new organizational practices and environmental dynamism

is supported by the results of the study.

scales indicates that this hypothe:
Hypotheses 2 and 3 are both supported by the correlations shown in Table 1. Negative
correlations were not found between the new vrganizational practices scale and either of the

formalization and centralization scales. For formalization, a statistically significant and positive TABLE 1

Means, Standard Deviatioag, Scale Reliabilities and Correlations *

correlation with new organizational practices was found (r = .26, p<.01), while for centralization
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positive and statistically significant regression coctficient (5 =22, p<.01) representing the effect

taking account of the control variables, Hypothesis 1 is again confirmed. Similarly, neither of the
regression coefficients for formalization nor centralization are negative (B’s of .22 and .05, 6

respectively). Thus, Hypotheses 2 and 3 are supported by the results of the regression analysis.



TABLE 2

Hierarchical Regression Analysis for Use of New Organizational Practices *

Model 1 Model 2
Variable B { p t
Control Variables
Revenue 30 2,92+ 206 2.70%*
Number of Employeces -19 -1.90 -17 |78
Age of org. 00 -.05 -04 -82
Mining =07 -1.29 -02 -36
Construction -02 -33 05 94
Transport -03 -44 00 04
Wholesale -4 -2.40* -1 -1.97*
Retail -26 457" -24 -4.49**
Service 00 -.05 al 10
Finance -02 -.35 02 33
Main Variables
Envir. Dynamism 22 437 %+
Formalization 22 430 **
Centralization 05 1.06
R? 10 21
F 3 87 ** 6.85%*
df 10, 340 13,337
AR? e
F 15.14
df 3,337

“Linear regression with pairwise deletion of missing data,

* p< 05

** p< 01
Limitations

We are mindful of a number of limitations regarding our results. First, the
relationships of interest were between variables whose measurement relied on questionnaire
responses from the same subjects, thus raising the potential problem of spurious inflation of
associations because of common method variance (Spector, 1994; Williams and Brown,
1994). However, as some authors have suggested (e.g. Crampton and Wagner, 1994), this
problem is less likely to arise in certain domains such as the study of organizational structure,

where subjects are reporting information of a more factual rather than evaluative nature.

Second, we would have preferred the Cronbach alpha reliability coefticient for the scale
“environmental dynamism” to have a value higher than .64. However, although this is lower
than is generally considered desirable, it might not have serious consequences regarding the
main conclusions of the study. The lower reliability would tend to lead to an underestimate of
the association with other variables, including the extent of use new organizational practices.
Since a statistically significant positive relationship between these variables was found in this
study, thus supporsting Hypothesis 1, the lower reliability of this scale would not be expected
to lead to an erroneous drawing of this conclusion. Third, all respondents in this study were
human resource managers and it is not known if their perceptions are representative of others
in the organization. Finally, the top 1997 Australian organizations were sampled and the
findings of the study might not generalize to smaller organizations or ones outside Australia,
DISCUSSION AND CONCLUSION

The objective of the study was to assess the emerging compatibility argument in the
‘new organizational forms’ literature. Originally, the ‘new organizational forms’ literature
viewed “old” organizational practices, such as formalization and centralization, as
incompatible with ‘new’ organizational practices. As such, it was argued that ‘new’
organizational practices would replace “old’ forms. More recently, however, the argument
has emerged that *old’ practices can co-exist alongside ‘new’ practices and that “old’ and
‘new’ can be complementary, rather than contradictory

The current study extends findings reported by Palmer & Dunford (2002). By
repeating their survey, we were able to examine whether the results were transitory or an
enduring feature of organizational life.

Notwithstanding the limitations noted above, our investigation of Hypothesis 1
confirmed a positive and significant relationship between the use of ‘new’ organizational
practices and a dynamic business environment. The more dynamic the business environment,
the higher the use of ‘new’ organizational practices. Hypothesis 2 supported the

compatibility argument as use of "new’ organizational practices was not associated with lower



levels of formalization. In fact, the findings revealed the opposite. The use of ‘new’
organizational practices was associated with /ugher levels of formalization. This suggests the
continuing relevance, if not the increasing importance, of rules, regulations and procedures.
Hypothesis 3 \\;ilS also confirmed. Use of *new’ organizational practices was not associated
with Jower centralization, thus supporting the compatibility argument. This suggests that
decentralizatton 1s not a prerequisite for the use of ‘new’ organizational practices.

The results of this survey confer with the survey conducted by Palmer and Dunford
seven years earlier. Both surveys support the compatibility, rather than the incompatibility
arpument. Formalization and centralization are not being replaced by ‘new’ organizational
practices. Instead, they are co-existing alongside ‘new’ practices. Our findings are also
consistent with the INNFORM project finding, the only other empirical survey across a wide
range of organizations. whereby the “new is emerging alongside and within the old, rather
than replacing the old’ (Pettigrew et al, 2003: 32).

Co-existence suggests a more complex interaction between ‘new’ and ‘old’
orpanizational practices than simple replacement. This is consistent with the view that
centralization and formalization may be beneficial for some but not all practices within an
organization. For example, high centralization of strategic decision-making, but low
centralization of operalions management, is associated with high performance (Baum &
Wally, 2003). Similarly, high performance is associated with high formalization of
organizational routines, but low formalization of non-routines (Baum & Wally, 2003)
Orgamzations also mix and match centralized and decentralized subsystems to fit strategy and
influence employee behaviour (Overholt, 2000), and call centre management uses both
standardised procedures and {lexibility to meet customer needs (Adria & Chowdury, 2004)
Indeed, Pettigrew & Fenton (2000) discovered that between 1992 and 1996 operational
decentralization increased but strategic decentralization did not.

Further, decentralization and low formalization, rather than being a panacea for
organizational ills, may create as many problems as they solve. Decentralized organizations

may be more flexible and responsive, but they can also lead to chaos, duplication and

inconsistency (Lin & Germain, 2003). Similarly. organizations with low formalization can
promote interaction and challenge orthodoxy, but can alsu lead to the loss of valuable
information and the inability to convey priorities and values (Lin & Germain, 2003).
Decentralization and centralization can produce different but equally desired outcomes such
that decentralized research and design functions lead to product designs and incremental
innovation, but centralized structures produce major technological advances (De Sanctis,
Glass, & Ensing, 2002). Organizations, therefore, are faced with a design dilemma of
encouraging innovation, whilst retaining sufficient accountability (Grimshaw, Beynon,
Rubery, & Ward, 2003)

The apparent increase in formalization assoctated with ‘new’ organizational practices
suggests that well-articulated policies, procedures, plans and systems may be needed in a
dynamic business environment. For example, one feature of a dynamic business environment
is increasing customization, or tailoring of products or services to clients. Lin & Germain
(2004) discovered that formalization positively predicts customer involvement in product
development. They conclude that formalization rather than being a barrier to innovation is
necessary for responding effectively to market intelligence.

The results of this study suggests that the ‘new organizational forms” literature, when
emphasizing radical replacement rather than integration of ‘old’ and ‘new’ practices, may be
missing the key dynamic: what is novel about “new " organizational practices is not the ‘new’
practices themselves, but the way they interact with traditional organizational practices.
From a management perspective the implication is that instead of focusing on substitution of
old practices managers should direct their attention to what mix of *old” and ‘new’ practices is

needed to enhance organizational performance.
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