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Hughes Aircraft is one of the U.S. defense companies battered by the end of the cold war and the

decline in the defense budget. Hughes had been accustomed to a protected environment in which
lavish government revenues alowed it to develop advanced technology for military uses, such as
missiles, satellites, and radar systems. However, by 1990, Hughes was confronted with a major
strategic problem. How could it compete in a new environment in which government revenues were
scarce? To survive, Hughes had to find a new strategy based on diversifying and developing its
technology for nonmilitary uses-and-find it fast.

As a first step in changing direction, C. Michael Armstrong, an ex-IBM top manager, was
Comber appointed as CEO. In IBM’s European division, Armstrong had developed a reputation as someone
who could turn around a company and redeploy its resources quickly and effectively; investors hoped
he could do so at Hughes. Armstrong began by analyzing the company’s strategy and structure. What
he found was firm pursuing a differentiated strategy based on developing advanced technological
products. To pursue its differentiated strategy, Hughes had developed a divisional structure to lead its
St oc lglevelopment efforts. It had created seven separate technology divisions, each responsible for a
different kind of product-missiles, radar, and so forth. Over time, the organization had become very
tall and centralized as each technology division developed its own empire to support its efforts. The
primary coordination between divisions took place at the top of the organization, where top divisional

managers met regularly with corporate managers to report on and plan future product devel opments.
Armstrong recognized that this fit between strategy and structure might be appropriate for a
company operating in a protected environment in which money was not a problem. However, it was
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(tot al C Ompens ad apmpnae for a company facing intense pressure to lower costs and to develop products for
nonmilitary applications, such as consumer electronics and home satellites. The divisiona structure
DRAM DRAM duplicated expensive R&D activities, and no mechanism was in place to promote the sharing of

knowledge and expertise among the different divisions. Moreover, there were few incentives for
managers to cut costs because scarce resources had not been a problem, and managers had been
rewarded mainly for the success of their product devel opment efforts. Armstrong realized that to make
the company more competitive and improve the way it used its skills and resources, he had to find a
new operating strategy and structure.

Armstrong began the process of change by focusing the company’s strategy on customers and
markets, not on technology and products. Henceforth, the needs of customers, not the needs of
technology, would be the logic behind the organization of the company’s activities. He changed the

(15 %) structure from a divisional one based on technology to one based on the needs of customers. The
seven technology divisions were reengineered into five market groups according to the kinds of
(15 %) customer’s needs they satisfied. Thus, consumer electronics became one market group, and industrial

and commercia applications became anther. Then technological expertise was reorganized to serve
the needs of each kind of customer.

Continuing his reengineering program, Armstrong slashed the number of levels in the managerial
hierarchy, eliminating two levelsin order to bring managers closer to the customer. He continued this
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reengineering effort by decentralizing authority and pushing decision making down into the divisions,
so that lower-level managers could better respond to customers' needs. In addition, he reorganized the
company’s international operations by transferring managers from the United States to foreign
countries so that they would be closer to their customers.

To make this new customer-oriented structure work effectively, Armstrong aso changed the
organization’s control systems. He created a system of output controls based on benchmarking
competitors cost to provide managers with standards against which to evaluate their performance and
force them to pay attention to costs and quality. He then set up new incentive programs for managers
and works at all levels, linking the programs to achievement of the new targets for efficiency, quality,
and responsiveness to customers. Finally, he worked hard with his top management team to establish
and promote the norms and values of a customer-oriented organizational culture across the new
market divisions. Henceforth, technology would be made to fit the customer, not vice versa.

Armstrong’s efforts to engineer a new fit between strategy and structure at Hughes have been
spectacularly successful. His top management team has fully bought in to the new corporate culture,
and divisional managers are adopting new entrepreneurial values based on meeting customers needs.
Some of the company’s successes include the launch of its RCA minidisk satellite television system
and the development of one of the largest private space-based satellite systems in the world. Its stock
price has soared as Hughes uses its |leading-edge technology to provide customers with quality
products at competitive prices. With its new simultaneous differentiation and low-cost strategy,
Hughes is performing well in the new competitive environment.

Questions
1. What problems did Armstrong discover with Hughes' strategy and structure? (25%)
2. What steps did he take to reengineer the company? (25%)



