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Strategy, Organizational Design,
and Organizational Structure

A company’s strategy defines its goals and the path to achieving them. It sets
priorities, where to allocate resources, and determines how the company
competes in the market. Without a clear strategy, organizations risk inefficiency,
misalignment, and missed opportunities.

This Is where organizational design comes in: it translates strategy into an
effective operating model by defining roles, decision-making processes, and
workflows. A well-designed organization ensures that teams collaborate
efficiently, while a poor design can lead to sluggish decision-making, misaligned
functions, and wasted resources.

Organizational structure is the formal framework that supports this design. It
dictates reporting lines, authority levels, and communication flows, shaping how
work gets done. The right structure enhances agility, collaboration, and
accountability, while the wrong one can create bottlenecks, silos, and slow
execution. Strategy influences design, and design determines structure. For
example, a company prioritizing rapid innovation may adopt a flat, decentralized
structure, while one focused on cost efficiency may rely on a hierarchical model

Thi Ide, ered by Consultport, explores the interpla
with clear chains of command. 'S guide, power 4 HItpor Xplor I "play

between strategy, organizational design, and structure,

delving into the discrete choice model and the organizational

To be effective, an organization’s structure must align with both its strategy and

design. A mismatch can lead to confusion, inefficiencies, and obstacles to archetypes to lllustrate how different structures align with

execution. Leaders must continuously assess and refine their structure to keep different strategic priorities.

pace with evolving strateqgic priorities and market conditions.
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Broadly speaking, we can choose among
5 archetypes (Soda & Zaheer, 2012):

Functional organization

Functional organization with
product or marketing
Integration

Hybrid organization
Matrix organization

Divisional organization

7

The choice among these Is shaped
by two fundamental dimensions:

« Vertical differentiation, and

« Horizontal differentiation.

The Five Organizational Archetypes

Functional Organization
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Vertical Differentiation: Hierarchy and Span of Control

Vertical differentiation refers to how authority Is distributed across different
hierarchical levels within an organization. This concept is closely linked to the span of
control (i.e., the number of subordinates a manager directly oversees).

- A tall organization has multiple hierarchical levels with a narrow span of control,

meaning that managers supervise fewer employees, leading to greater oversight
and control. Such structures are often found In traditional corporate
environments where monitoring, compliance, and stability are prioritized.

- Conversely, a flat organization has fewer hierarchical levels and a wider span of
control, meaning managers oversee a larger number of employees. This structure
fosters agility, collaboration, and innovation, as decision-making is less
centralized, and teams have greater autonomy.

Horizontal Differentiation: Specialization and Division of Labor

Horizontal differentiation pertains to how tasks, roles, and responsibilities are
distributed within an organization. This process involves grouping employees into
specialized units, subunits, or departments, thereby defining the organization’s
iInternal complexity.

- The degree of specialization varies, influencing whether an organization adopts a
generalist or specialist approach to its workforce.

- The type of differentiation determines whether an organization follows a
functional, divisional, matrix, or hybrid structure, with each model influencing
operational efficiency and strategic flexibility.

The Complete Guide to Organizational Structures Become a Client Consultport Transformation Expertise 3
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1. Functional Structure

CEO

I—i—\
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A functional structure is an organizational design that groups
employees based on their specialized skills, expertise, or
shared resources. This structure forms the foundation of

horizontal differentiation, helping organizations improve

efficiency by aligning tasks within clearly defined functions.

In this model, departments such as Research & Development, Sales,
Marketing, Manufacturing, Materials Management, and Finance
operate Independently under the Ileadership of the top
management. Each function develops its own internal hierarchy and
processes to enhance performance In its respective area.

Key Advantages

The functional structure offers several benefits that contribute to an
organization's success:

(+) Specialization & Skill Development: Employees work alongside peers with
similar expertise, fostering learning, specialization, and productivity growth.

(- Efficient Supervision & Control: Team members can monitor and guide one
another, ensuring alignment and quality.

(+) Clear Roles & Responsibilities: Defined functional groups lead to streamlined
operations and clear accountability.

() Stronger Organizational Norms: Employees within the same function develop
shared values and norms, enhancing collaboration and efficiency.

Challenges & Control Issues

While the functional structure offers many advantages, it can also create
coordination and communication challenges as the organization scales:

) Communication Barriers: As functions grow, teams may become isolated,
leading to siloed thinking and poor cross-functional collaboration.

() Measurement Difficulties: It can be challenging to assess the profitability or
efficiency of each function.

(V) Limited Geographic Flexibility: A centralized control system may struggle to
address local or regional needs effectively.

() Customer Responsiveness Issues: Adapting products and services to new
customer needs may require more Integration than a strictly functional
structure allows.

(V) Strategic Coordination Challenges: Top managers may spend excessive time
coordinating across functions, leading to inefficiencies.
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To overcome these challenges, organizations often redesign
their functional structure to enhance integration and

coordination: CEO

) Improving Communication: Encouraging  cross-
functional teams and collaborative workflows to reduce

silos.
Project Human Finance and

(©) Combining Functions: Merging related areas, such as coordination Resources Administration
Sales and Marketing, to create synergies and improve I

_—_—_—_—___—__—_—_—_—_—___—__—_—_—_—_—_—_—_—_—_—_—__—_—_—_—_1

alignment.

) Decentralizing Decision-Making: Giving more autonomy

. . : : Marketin Engineerin Manufacturin Procurement
to functional leaders in different geographic regions. J J J 3

r—_—_—_—_1

(v) Strategic Alignment: Implementing cross-functional

initiatives to enhance coordination between
departments.

Electronics Software Mechanical Desi : Receiving &
, ) , : , , esign Purchasing , )
engineering engineering engineering inspection

Example: A company struggling with customer

responsiveness might cluster related functions,

SUCh as integrating Sales and Marketing teams to Customer Domestic International Production

: Fabrication Assembly Testing :
service sales sales scheduling

ensure a seamless customer experience.
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2. Functional Structure with Product/Market
Integration

A product team structure enhances responsiveness by ensuring teams are

specilalized In the needs of particular products or customer groups. These
. CEO teams are more decentralized than traditional functional structures or
product divisions, enabling faster decision-making and greater flexibility.

‘ ‘ \ Unlike purely functional models, where decisions often require approval from

: higher management, specialists In product teams are empowered to make on-the-
Marketing Sales Tech. Jrier managen pecialists i p P
spot decisions, improving efficiency and customer alignment.
POIAN. - - - CEO
: Functions
B o Vice President Vice President Vice President Vice President Vice President
Sales and Research and Manufacturing Materials Finance
Marketing Development Management
. . . . Product
One way organizations address Integration challenges Development
e q o . . . Teams
within a functional structure Is by adopting a product e ® ° o o % o e °,
: : . PDM o PDM ° e PDM
team structure. This approach brings together specialists
from different support functions to focus on specific
products, clients, or market segments. Product Product Product
Division Division Division

@® Functional specialist
PTM Product Team Manager

Source: Bolman, Deal (2021)
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Transitioning from Functional to Divisional Structure

A functional structure works well for organizations that produce a limited
number of similar products, operate from a small number of locations,
or serve one general type of customer. However, as companies grow,
they often need to expand their product offerings, enter new markets,
and scale operations across multiple locations.

When this complexity increases, businesses may shift toward a

divisional structure, which allows them to manage diverse products

and markets more effectively.

This transition is driven by the need for:

= Greater vertical differentiation, adding more layers of hierarchy to
manage complexity.

~> Broader horizontal differentiation, creating separate divisions
focused on distinct products, customer segments, or regions.

> Stronger integration mechanisms, ensuring coordination between
different business units while maintaining strategic alignment.

Moving to a divisional structure enables organizations to adapt to market
changes, enhance customer focus, and streamline decision-making at
the divisional level, reducing bottlenecks in top management.
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3. Divisional Structure

CEO

Iﬁ%—l
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As organizations grow and expand their product lines, markets, or
geographic reach, a functional structure may become inefficient. To
address this complexity, companies often transition to a divisional
structure, which organizes business operations into self-contained
subunits. These divisions operate with greater autonomy, allowing
businesses to manage multiple products, regions, or customer
segments more effectively.

The choice of a divisional structure depends on the control
challenges the company faces. The three most common archetypes

of divisional structures are product structure, geographic

structure, and market structure.

Archetype 1: Product Structure

A product-based divisional structure groups activities around different
products or product lines. Each division operates as a self-sufficient unit
with its own functional departments (e.g., marketing, finance, operations).
This structure allows companies to respond quickly to product-specific
market demands and allocate resources efficiently.

Product Division Structure

In a product division structure, support functions such as marketing,
finance, and operations are centralized but assigned to specific product
teams. This allows specialists to focus on the unique needs of each
product line while ensuring consistency across the company.

= Support functions are divided into product-oriented teams consisting
of specialists who address the needs of individual product divisions.

> Coordination between divisions ensures that each product receives
adequate strategic focus while benefiting from centralized expertise.

CEO
Vice President Vice President Vice President . .
, Vice President
Sales and Research and Materials :
, Finance
Marketing Development Management
PDM PDM PDM PDM

Source: Bolman, Deal (2021)
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Multidivisional Structure

A multidivisional structure takes decentralization further by placing
support functions within each division rather than keeping them
centralized. Each division operates independently, managing its own
support services and profit & loss responsibillities.

. Corporate headquarters oversees the activities of division heads,
ensuring strategic alignment.

S This model allows companies to expand into multiple industries or
product categories with minimal dependency on centralized
management.

While this structure enhances autonomy and accountability, it also
introduces higher operational costs and potential coordination
challenges between divisions.

CEO
Corporate Headquarters Staff
Corporate Vice President Vice President Vice President Vice President
Managers Marketing Finance Materials Research and
Management Development
Divisional L L L L
Division A Division B Division C Division D
Managers
Functional
Managers
Support functions Support functions Support functions Support functions

Source: Bolman, Deal (2021)

Archetype 2: Geographic Structure

A geographic divisional structure is used when an organization's primary
challenge is operating Iin multiple regions with diverse market
conditions. In this model, divisions are structured around geographic
areas rather than products or customer groups.

= Each regional division operates with some level of Independence,
allowing 1t to tailor strategies based on local market needs,
regulations, and customer preferences.

> Some functions, such as research and development, may remain
centralized, while others, like sales and customer service, are
decentralized to improve responsiveness.

> This structure is common in multinational corporations that require
flexibility in different markets and regulatory environments.

CEO

Central Support Functions

France China USA Japan

Source: Bolman, Deal (2021)
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Archetype 3: Market Structure

A market-based divisional structure organizes business operations
around specific customer segments or Industries rather than
products or locations.

= Functional skills and activities are aligned with the needs of
different customer groups.

> Each customer segment has a dedicated division responsible for
product development, marketing, and service delivery tailored to
that segment.

> A centralized support system provides shared resources to ensure
efficiency while allowing divisions to focus on specialized
customer needs.

This structure is commonly used in business-to-business (B2B)
companies, service industries, and organizations with distinct client
groups that require customized solutions.

CEO

Central Support Functions

Commercial Consumer Government Corporate
Division Division Division Division

Source: Bolman, Deal (2021)

Advantages of a Divisional Structure

(+) Improved Decision-Making: Each division operates independently,
allowing managers to make faster and more relevant decisions.

(+) Greater Specialization: Divisions develop expertise in their respective
product lines, markets, or regions, leading to higher performance.

(+) Customer-Centric Approach: The structure improves the ability to adapt
to customer needs, whether based on products, locations, or industries.

(©) Enhanced Accountability: Each division has clear profit and loss
responsibility, making it easier to track performance and drive
efficiency.

Disadvantages of a Divisional Structure

() Coordination Challenges: Divisions may compete for resources, creating
conflicts and inefficiencies in company-wide strategy.

() Higher Costs: Multidivisional structures increase bureaucratic costs as
each division requires separate support functions.

() Transfer Pricing Issues: Pricing conflicts may arise between divisions
that sell products or services to one another, affecting profitability.

() Communication Barriers: Tall hierarchies in divisional structures may
lead to information distortion and slower decision-making.
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4. Matrix Structure

CEO
———
Marketing Sales Tech.

BRI - - - | - - -

|
BRI, - - | - -

|
PDT -l

A matrix structure is an organizational design that groups

people and resources In two ways simultaneously—by
function and product. Unlike traditional structures, where
employees report to a single manager, a matrix structure
features a dual reporting system, with employees answering to
both a functional manager and a product or project manager.

This structure creates a rectangular grid where the vertical flow represents
functional responsibility, while the horizontal flow represents product or
project responsibility.

Matrix structures are commonly used in large, complex organizations that
require high flexibility, collaboration, and resource sharing across multiple
projects or product lines.

Key Advantages

(+) Maximizes Skilled Resource Utilization: Employees with specialized skills
can move between different projects or products, ensuring optimal
workforce allocation.

(©) Encourages Cross-Functional Collaboration: The use of cross-functional
teams breaks down functional silos, improving communication and
coordination between departments.

(©) Enhances Responsiveness & Innovation: The dual focus on functions and
products helps organizations balance cost-efficiency and quality, while
allowing rapid adjustments to market changes.

+) Promotes Knowledge Sharing: Since employees work across different
teams and managers, they develop broader expertise and gain multi-
disciplinary experience.
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CEO
Disadvantages of a Matrix Structure
(V) Lack of a Clear Control Structure: Employees report to two
. . e e e Vice President Vice President Vice President Vice President Vice President
managers, which can create conflicts over priorities and Engineering Sales and Finance Research and Purchasing
resource allocation arketing Jevelopment
) Authority Confusion: The absence of a single chain of Product A ® ® ® ® ®
. o o . Manager
command may lead to uncertainty about decision-making
responsibilities.
© Coordination Challenges: Functional and product managers Manager ¢ @ @ @ ®
: : .. : Product Beam
may compete for resources, causing inefficiencies and delays.
) Potential for Employee Stress: Dual reporting relationships can
Product C ‘ ‘ ‘ ‘ ‘
create ambiguity In performance expectations, leading to Manager
stress and role confusion.
(V) Risk of Bureaucracy: Since multiple managers are involved in Product D ® ® ® ® ®
Manager

decisions, there is a risk of slow decision-making and

excessive meetings, reducing productivity. ® Tvob |
WO-DOSS employees

Source: Bolman, Deal (2021)
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How to Choose the Right Organizational
Structure

Selecting the right organizational structure I1s a strategic decision

that depends on four key factors:

1. Synergies 2. Interdependencies

Synergies occur when different products, markets, or business The nature of interactions between different functions and business units
units share common resources, capabilities, or processes, influences structural design. If interdependencies are sequential (e.g., a
allowing for centralization and cost efficiency. A functional process that moves step-by-step from sales to design to production), a
structure Is Ideal when strong synergies exist across functions, divisional structure allows each unit to operate with relative independence.
such as sales, marketing, R&D, or distribution, as it helps avoid However, if interdependencies are reciprocal, meaning that teams must
duplication and optimizes resource allocation. In contrast, If constantly collaborate and adjust their work based on others’ input (such as
synergies are weak or nonexistent, a divisional structure—where in product development or project-based industries), a matrix structure is
each unit operates Iindependently—may be more effective. A more effective. In highly interdependent environments, organizations need
matrix structure can also be beneficial when a company wants to strong coordination mechanisms, such as cross-functional teams or
balance cross-functional efficiencies while maintaining product or Integration roles, to ensure smooth workflows.

market specialization.

A Hybrid structure could be the right choice In case of little
Interdependencies but with some functions sharing synergies
(divisional structure with a centralized function).
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3. Strategy

An organization’s strategic priorities must align with its structural
design. Companies focused on cost leadership and operational
efficiency typically adopt a functional structure, as it allows them to
standardize processes and reduce overhead costs. Firms prioritizing
iInnovation often benefit from matrix or divisional structures, which
facilitate aqgility, knowledge sharing, and cross-functional
collaboration. In contrast, organizations with a customer-focused
strategy may prefer a market-based divisional structure, where teams
are structured around different client segments to provide tailored
solutions and services. The right structure ensures that strategic
goals are supported rather than hindered by the organization’s internal
design.

4. Specificities

Certain industry characteristics, regulatory environments, or
product life cycles may require an organization to adopt a more
specialized structure. For example, industries with strict regulatory
requirements (such as pharmaceuticals or financial services) often
need a divisional model, allowing each unit to comply with specific
legal frameworks while maintaining autonomy. Similarly, businesses
with highly diverse product portfolios may require distinct
management approaches for different divisions. In such cases, even If
synergies exist, creating separate business units can be advantageous
to preserve Iinnovation, strategic focus, and operational
effectiveness.

Matrix Product
structure team
structure

Differentiation Strategy

Complex structure

Decentralized decision
making

High differentiation

ligh integration

Source: SDA Bocconi

Product, Functional
market, or structure
geographic
structure

Low-Cost Strategy

Simple structure

Centralized decision
making

Low differentiation

Low Iintegration
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How Consultport’s Organizational Design Consultants

Drive Business Efficiency

Consultport’'s Organizational Design Consultants help businesses
optimize structure, improve efficiency, and enhance collaboration
by aligning organizational frameworks with strategic goals. Here's

how they contribute to successful organizational transformations:

Expertise and Experience

Consultport’'s Organizational Design experts specialize in restructuring
organizational frameworks, refining Job roles, and streamlining
operations. They ensure businesses maximize human capital efficiency
while maintaining agility and adaptability in a dynamic market.

Strategic Insights

Our consultants analyze business structures, workflows, and reporting
hierarchies to design tailored operating models that align with corporate
strategy. They offer insights to enhance productivity, ensure role clarity,
and create a collaborative work environment.

Hands-on Support

From defining job roles to optimizing knowledge transfer, Consultport’s
experts provide practical, hands-on support throughout the
transformation journey. They assist in developing job evaluation systems,
training teams, and ensuring seamless transitions for long-term success.

Practical Applications and Benefits of
Consultport’'s Organizational Design Services

—J

X Qs

|

Resource Allocation: Optimize workforce investments by
aligning roles with business priorities.

Knowledge Transfer Management: Ensure knowledge is
retained and seamlessly passed on within the organization.

HR Process Efficiency: Improve HR workflows to
streamline talent acquisition, retention, and management.

Strategy ldentification: |Identify key business drivers and
develop robust strategic frameworks.

Aligning Operations: Ensure operational efforts are
synchronized with overarching corporate objectives.

Business Function Redesign: Create or restructure
business functions to improve efficiency and drive growth.
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How to Hire an Organizational Design
Consultant

\/,
— -
\

N C—

3

\/

Share Your Need Choose Your Favorite Start Your Project
Enter your requirements on We'll propose handpicked consultants for Work with your new consultant.
our platform or speak with a your project. Our average time to match We take care of the admin work
Consultport Manager for your can be as fast as 48 hours. and are always there for you with
business and project needs. personal support.

Interested in learning more?

Hire an Organizational Design Consultant.
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About Consultport

Consultport — one global platform to help organizations
advance their most critical projects, better and faster than
ever before — on a global scale.

Since 1ts start iIn 2018, Consultport has grown to over
10,000 highly selected consultants from over 50 countries,
and hundreds of international companies using our platform
on a dally basis to find and book consultants, digital experts,
and interim managers, for their projects.

Our mission i1s to build the world’s leading platform where
companies and consultants succeed. Together.

As such, we aim to provide not only access to the world's
best consultants, but also a source of inspiration, a place to
continuously learn and develop consulting skills, and access
to most advanced digital tools to help companies and
consultants to succeed with their projects.
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Disclaimer

The content and materials provided in this Resource are the intellectual
property of Consultport and are intended for informational purposes only.
These materials have been developed using insights, data, and analysis
from both proprietary and third-party resources, which are cited where
applicable.

This Resource Is meant solely for the use of the recipient and may not be
reproduced, distributed, or shared with anyone else without prior written
consent from Consultport. The insights and recommendations presented
are generalized and should not be relied upon as a substitute for
professional advice tailored J(O specific circumstances. Consultport
disclaims any responsibility for decisions made based on this material and
strongly advises seeking expert consultation for individualized advice.

The analyses, opinions, and conclusions expressed In this Resource are
based on data and assumptions both proprietary and provided by third-
party sources, as well as industry benchmarks, which are cited where
relevant. Consultport has not independently verified all third-party
Information and cannot ensure its accuracy or applicability over time.
Market conditions, assumptions, and variables may evolve, impacting the
relevance of the content provided.

By accessing or using this Resource, the recipient agrees to indemnify
Consultport against any claims arising from the use or misuse of the
materials. Receipt of this document constitutes acceptance of these
terms.
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