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Steinway’s Strategic Orientation

Steinway & Sons, which turned 150 years old in
April 2003, is generally regarded as the linest
piano maker In the world. Founded in 1853 by
the Steinway family, the firm was sold to CBS in
1972, taken private in 1985 by John and Robert
Birmingham, amnd scld again in 1995 to Dana
Messina and Kyle Kirkland, whe took it public
in 1996. Steinway & Sons is the piano division
of the Steinway Musical Instruments Company
that also owns Selmer Instruments and other
manufacturers of band instruments (http:/iwww.
steinwaymusical.com}. Piano sales in 2002 were
$169 million, down 7.6% from the prior year
and mirroring the general economic downturn.
Since going public, Steinway’s corporate revenues
have grown a compounded 6-7% 2 vear, while
EPS have advanced, on average, a compounded
11%. The financial performance for the overall
company in 2002 was slightly below industry
averages.

The Steinway brand remains one of the company's
maost valuable assets. The company’s president
notes that despite only 2% of all keyboard unit
sales in the United States, they have 25% of the
sales dollars and 3539% of the profits. Their market
share in the higli-end grand piano segment is
consistently over 80%. For example, 98% ol the
piane soloists at 30 cof the world’s major sym-
phony orchestras chose & Steinway grand during
the 2000/2001 concert season. Over 1,300 of the
world’s top pianists, all of whom own Sieinways
and perform solely on Steinways, endorse the
brand without financial compensation.

Workers at Steinway & Sons manufacturing plants
in New York and Germany have been with the
company for an average of 15 years, often over
20 or 30 years. Many ol Steinway’s employees
are descendants of parents and grandparents who
worked for the company.

The External Environment

The pianc market is typically segmented into grand
pianos and upright pianos, with the former being a
smaller but higher-priced segment. In 1995, about
550,000 upright pianos and 50,000 grand pianos were
sold. Piano customers can also be segmented into
professional artists, amateur pianists, and insttutions
such as concert halls, universities. and music schools.

The private (honte) market accounts for about 90%
of the upright piano sales and 80% of the grand
piano sales, with the balance being sold to institu-
ticnal customers. Mew markets in Asia represeni
important new growth opportunities.

The piano industry has experienced several
important and dramatic changes for such a tradi-
ticnal produdct. Industry sales, for example, dropped
40% between 1980 and 1995, Whether the decline
was the result of increased electronic keyboard
sales, a real dedine in the total market, or some
temporary decline was a matter of debate in the
industry. Since then, sales growth has tended
reflect the ups and downs of the global economy:

Competition in the piano industry has alse changed.
In the United States, several hundred piano makess:
at the turn of the century had consclidated oo
cight by 1992. The Baldwin Piano and COrges:
Company is Steinway’s pritnary U.S. compesitor. ]
offers a full line of pianos under the Baidwin ans:
Waurlitzer brand names through a network of over,
700 dealers. In addition to relatively inexpensive!
upright pianos produced in high-volume planzs.
Baldwin also makes handcrafted grand pianos thss
arc well respected and endorsed by sucl ariis
as Pave Brubeck and Stephen Sondheim, and ow
the Boston, Chicago, and Philadelphia orc
tras. Armual sales are in the $100 millicn ra
Baldwin was recently sold to the Gibson Guiz
Company. The European story is similar. O
Bosendorfer of Austria and Fazioli of Italy rem
as legitimate Steinway corapetitors.

Several Asian companies have emerged as impo
tani competitors. Yamaha, Kawai, Young Ch
and Samick collectively held about 35% of
vertical piane market and 80% of the grand pi
market in terms of units and 75% of global sale
1995, Yamaha is the world’s largest plano ma
facturer with sales of dver 81 billion and a glek
market share of about 35%. Yamaha's strategy
been 1o produce consistent pianc quality throng
continuous improvement. A separate handcrs
concert grand piano operation has also tried ¢ =2
continuous improvement methods 10 create <

sistently high-quality instruments. More than
other high-quality piano manufacturer, Yam
has been able to emulate and compete -
Steinway.
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The Steinway Organization

Sidinway & Soms offers several different pianocs,
- ctuding  two brands (Steinway and the less
. zxpensive Boston brand) and both upright and
grand piano models. The company handcralis its
grand pianos in New vork and Germany, and sells
em through meze than 200 independent dealers.
spourt half of the dealers are in North and South
s merica and approximately 85% of all Steinway
:anos are sold through this network. The company
Sisg owns seven retail outlets in New York, New
2rsey, London, Munich, Hamburg, and Berln.

The dealerneiwork s animportantpart of Steinway’s
srategy because of its role in the “concert bank”
sagram. Once artists achieve a certain status, they
are invited to become part of this elite group. The
performer can go 1o any local dealer, try out differ-
#nt planos, and pick the one they want to use at a
performance for only the cost of bringing the piano
{he concert hall. The concert bank contains over
%30 pianos in more than 160 cities. In retwmn for
#he service, Steinway is given exclusive use of the
rformer’s name for publicity purposes.
¢ reating a Steinway concert grand piano is an a1t, an
swricate and timeless operation {although alternate
methods have been created and improved. the basic
s=pcess hasn't changed much). Tt requires more than
000 mostly handcrafted parts and mere than
2 litzle magic. The tone, touch, and sound of each
mstrument i umnique. and 120 technical patertts
=d innovations contribute to the Steinway sound.
wo years are reguired to make a Steinway grand as
spposed To a mass-produced piane that takes only
nout 20 days. There are three major steps in the
sraduction process: wood drying {which takes about
iz vear), parts making, and pianc making.
‘wrgpd-drying operations convert moisture-rich
-mber into usable raw maierial through aix-
drving and computer-controlled kilns. Time is a
-riricat element in this process because siow and
-atural drying is necessary to cnsure the best
-qeund-producing qualities of the wood. Even after
5 the care of the drying process, the workers reject
. zpproximately $0% of the lumber.
- afer drying, the parts-making operations begin.
“mhe first of these operations involves bending ol the
" wrano xim (the carved side giving a grand piano its
. &zmiliar shape). These rims are formed of multiple
tzvers of spedially sclected maple that are manually
seed into a unified shape, held in presses for several
urs, and then seasoned for 10 weeks before being
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sounding board (a specially apered Alaska Sitka
spruce panel placed inside the rim to amplify the
sound) and many other case parts are made. The
final critical operation with parts making involves
the {fabrication of the 88 individual piano action
sels fhat exist inside a piano. Piano “actions” are
the intricate mechanical assemblies—made almost
completely of wood and some felt, metal, and
leather—that transmit finger pressure 60 the piano
keys into the force that propels the hammers that
strike the strings. The action isa particularly impor-
tant part of a piano because this mechanical linkage
gives Steinways their distinctive feel. In the action
departmment, each operator was responsible for
inspecting his or her own work, with all assembled
actions further subject to 100% inspection.
Piano-making cperations incude “bellying,” fin-
ishing, and tone regulating. The bellying process
invalves the precise and careful fitting of the
soundboard, iron piano plate, and tim 1o each
other. It requires workers to lean their stomachs
against the rim of the piano to complete this task.
Because of individual variations in material and
the high degree of precision required, bellying
takes considerable skill and requires several hours
per plano. Alter the bellying operations, pianos
are strung and moved to the finishing department.
During finishing, actions and keyboards are indi-
vidually fit o ecach instrument to accommodate
differences in maierials and tolerances 1o produce
a working instrument. The final plano-making
step invalves tone regulating. Here, the pianos
are “voiced” for Steinway sound. Unlike tuning,
which involves the loosening and tightening of
stripgs, voicing requires careful adjustmenis ta
the fell surrounding the hammers that strike the
strinos. This operation is extremely delicate and is
performed by only a small handful of tone regula-
tors. The tone regulators at Steinway are widely
considered to be among the most skiiled artisans
in the factory. Their voicing of a concert grand can
take as much as 20 io 30 hours. All tone regulators
at Steinway have worked for the company in vari-
cus other positions before reaching their present
posts, and several have more than 20 years with
the firm. Finally, after tone regulation, all pianos
are polished, cleaned, and inspected one Jast time
before packing and shipment.

Stemway produced more than 3,500 pianos in 2002
at its New York and Hamburg, Germany, plants.
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PART 2 The Process of Organization Developmert

Almost 430 people work in the New York plant and
all but about 100 of them weork in production. They
are represented by the United Fumiture Worker's
union. Seventy-five percent of the workers are paid
on a straight-time basis; the remainder, primarily
artisans, are paid on piece rates. Keeping workers has
proved increasingly difficult as well-irained Steinway
cralispeople are coveted by other manufacturers,

and many of the workers could easily set op their
own shop to repair or rebuild older Steinway planos.
Excess inventories due 1o weak sales both pre- and
post-September 11 forced Steinway to adjust its
production schedule; workers in its New York plant
reported 1o work every other week rather than lay
off the highly skilled workers needed to build its
pianos.

1. What is the company’s general environment? Steinway’s external environ-
ment is only moderately uncertain and not very complex. Sodally, Steinway is an
important part of a country’s artistic culture and the fine arts. It must be aware of
fickle trends in music and display an appropriate sensitivity to them. Politically,
the organization operates on a global basis and so must be attuned to different
governmental and country requirements in its distribution and sales netwarks. The
manufacturing plant in Hamburg, Germany, suggests an important political depen-
dency that mus: be monitored. Technologically, Sieinway appears reascnably
concerned about the latest breakthroughs in piano design, materials, and construc-
tion. They are aware of alternative techmnologies, such as the assembly line process
at Yamaha, but prefer the classic methods they have always used. Ecologically,
Steinway must be mindful. Their product requires lumber and they are very picky
(some would say wasteful) about the choices, rejecting many pieces. It is likely
that enviromnmentalists would express concern over how Steinway uses this natural
resource. Together, these environmental forces paint a relatively moderate level
of uncertainty. Most of these issues are knowable and can be forecast with some
confidence. In addition, while there are several environmenstal elements that need
to be addressed, not all of them are vitally important. The environment is not very
complex.

2. What is the company’s task environment? Steinway’s industry is moder-
ately competitive and profit pressures can be mapped by looking at iive key
forces. First, the threat of entry is fairly low. There are some important barriers
to cross if an organization wanted to get into the piano business. For example,
Steinway, Yamaha, and Baldwin have very strong brands and dealer networks.
Any new entrant would need to overcome these strong images to get people to
buy their product. Second, the threat of substiture products is moderate. On the
one hand, electronic keyboards have made important advances and represent
an inexpensive alternative to grand and upright pianos. On the other hand, the
sophisticated nature of many of the artists and audiences suggests that there are
not many substitates for a concert grand piano. Third, the bargaining power of
suppliers, such as providers of labor and raw materizals, is high. The labor unien
has effective control over the much-sought-after craft workers who manufacture
and assemble grand pianos. Given the relatively difficult time that most high-end
piance manufacturers have in holding onto these highly trained employees, the
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_segment. In the high-end segment, the number of buyers is relatively small and
sophisticated, and the small number of high-quality pianos means that customers
tan put pressure on prices although they are clearly willing and able to pay mote ’l
for quality. In the middle and lower segments, the number of buyers is much

Uiarger and fragmented. It is unlikely that they could collectively exert influence
over price. Finally, the rivalry among firms is severe. A number of well-known
and well-funded domestic and international competitors exist. Almost all of them
have adopted marketing and manufacturing tactics similar to Steinway’s in the

" high-end segment, and they are competing for the same customers. The extensive

‘resources available to Yamaha as a member of their kefretsu, for example, sug-
gest that it is a strong and long-term competitor that will work hard to unseat
Steinway from its position. Thus, powerful buyers and suppiiers as well as keen
competition make the piano industry enly moderately attractive and represent

" the key sources of uncertainty.

- Jexert significant imfluence. Fourth, the bargaining power of buyers varies by i'

ve following questions are important in assessing Steinway’s strategic orientation:

what is the company’s strategy? Steinway's primary strategy is a sophisticated
niche and differentiation strategy. They attempt to meet their financial and other
objectives by offering a unique and high-quality product to sophisticated artists.
However, its product line does blur the strategy’s focus. With both Boston and
Steinway brands and both upright and grand models, a question about Steinway's
commitment to the niche strategy could be raised. No formal mission or goals are
~ mentioned in the case and this makes it somewhat difficult to judge the effective-
ness of the strategy. But it seems reasonable to assume a clear inteni t¢ maintain its
dominance in the high-end segment. However, with new owners in 1995, it is also
reasonable to question whether goals of profitability or revenue growth, implying
very different tactics, have been sorted out.

What are the company’s technology, siructure, measurement systems, and
human resources systems? First, Steinway’s core technelogy is highly uncertain
and moderately interdependent. The manufacturing process is craft based and
dependent on the nature of the materials. Each piano is built and adjusted with
the specific characteristics of the wood in mind. So much so that each piano has
a different sound that is produced as a result of the manufacturing process. The
technology is moderately interdependent because the major steps in the process
are not linked in time. Making the “action sets” is independent of the “bellying”
process, for example. Similarly, the key marketing program, the concert bank, is
independent of manufacturing. Second. the corporate organization is divisional
(pianos and band instruments), while the piano subsidiary appears to have a func-
tional structure. The key functions are manufacturing, distribution, and sales. A
procurerzent, finance, and human resources group is also reasonable to assume. ‘\
Third, formal measurement systems within the production process are clearly pres- :
eni. There are specific mentions of inspections by both the worker and the orga-
nization. For example, 100% inspection {as opposed to statistical sampling) costs
time and manpower and no doubt is seen as critical to quality. In addition, there
must be some system of keeping track of work-in-progress, finished goods, and
concert bank system inventories. Fourth, the human resources system is highly
developed. The reward system includes both hourly and piece rate processes; the

union relationships; worker retention programs; and global hiring, compensation,
benefirs, and training programns.

PART 2 The Process of Organization Development

3. Whatis Steinway’s culture? While there is little specific information, Steinwaz
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It can achieve some production efficiencies in the upright and medium-market grand
piano segments, and its brand image helps in marketing these products. The alignment
between its strategic orientation and its environment appears soumd.

The second concern is the alignment of the design components. With respect 10
strategy, the individual elements of Steinway’s strategy are mostly aligned. Steinway
clearly intends to differentiate its product by serving the high-end segment with unique
high-quality pianos. But a broad product line (both uprights and grands as well as two
brand names) could dilute the focus. The market for higher-priced and more special-
ized concert grands is much smaller than the market for moderately priced uprights
and limits the growth potential of sales unless Steinway wants to compete vigorously
in the emerging Asian markets where the Asian companies have a proximity advan-
tage. That hypothesis is supported by the lack of clear goals in general and policies
that support neither growth nor profitability. However, there appears to be a good fit
between strategy and the other design components. The differentiated strategic intent
requires technologies, structures, and systems that focus on creating sophisticated and
unique products, specialized marketing and distribution, and the concert bank pro-
gram. The flexible structure, formal inspection systems, and responsive culture would
seem well suited for that purpose.

The technology appears well supported and aligned with the structure. The pra-
duction process is craft based and deliberately ambiguous. The functional structure
promotes specialization and professionalization of skills and knowledge. Specific tasks
that require flexibility and adaptability from the organization are giver: a wide berth.
Although a divisional structure overlays Steinway’s corporate activities, the piano
division's structure is functional but not rigid, and there appears to be a cultural will-
ingness to be responsive to the craft and the artists they serve. In addition, the concert
bank program is important for two reasons. First, it builds loyalty inte the customer
and ensures future demand. Second, it is a natural source of feedback on the instru-
ments themselves, keeping the organization close to the artist’s demands and emerging
trends in sound preferences. Finally, the well-developed human resources sysiern sup-
ports the responsive production and marketing functions as well as the global nature
of the enterprise.

Steinway’s culture of quality and responsiveness promotes coordination among the
production tasks, serves as a method for socializing and developing people, and estab-
lishes methods for moving information around the organization. Clearly, any change
effort at Steinway will have t¢ acknowledge this role and design an intervention
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CHAPTER S  Diegnosing Organizations

accordingly. The strong culture will either sabotage or facilitate change depending on
how the change process aligns with the cuiture’s impact on individual behavior.

Based on this diagnosis of the Steinway organization, at least two intervention
possibilities are suggested. First, in collaboration with the client, the OD practitioner
could suggest increasing Steinway’s clarity about its strategy. In this intervention, the
practitioner would want to talk about formalizing—rather than changing—Steinway’s
strategy because the culture would resist such an attempt. However, there are some
clear advantages to be gained from a cleater sense of Steinway's future goals, its busi-
aesses, and the relationships among them. Second, Steinway could focus on increasing
+he integration and coordination of its structure, measurement systems, and human
resources systems. The difficuity of retaining key production personnel warrants
continuously irnproved retention systems as well as efforts to codify and rerain key
production knowledge in case workers do leave. This would apply to the marketing
2nd distribution functions as well since they conirol an important interface with the
£usLOMmeET.

SUMMARY

This chapter presented background information for diagnosing organizations, groups,

_ and.ipdividual jobs. Diagnosis is a collaborative process, involving both managers and
consultants in eollecting pertinent data, analyzing them, and drawing conclusions for
z-on planning and intervention. Diagnosis may be aimed at discovering the causes of
specific problems, or it may be directed at assessing the organization or department ta
#-4d areas for future development. Diagnosis provides the necessary practical under-
sanding to devise interventions for solving problems and improving organization
sHlectiveness.

Diagnosis is based on conceptual frameworks about how organizations functen.
zuch diagnostic models serve as road maps by identifying areas to examine and ques-
=ams 10 ask in determining how an organization or department is operating.

‘The comprehensive mode! presenied here views organizations as Open systems.
The organization serves to coordinate the behaviors of its departments, Itis open 1o
sxchanges with the larger environment and is influenced by externat forces. As open
systems, organizations are hierarchically ordered; that is, they are composed of groups,
shich in tarn are composed of individual jobs. Organizations also display six key open
svstems properties: environments; inputs, transformations, and outputs; boundaries;

© - #=pedback; equifinality; and alignment.

An organization-level diagnostic model was described and applied. It consists of
environmental inputs; a set of design components called a strategic orientation: and
z variety of outputs, such as performance, produciivity, and stakeholder satislaction.
Thagnosis involves understanding each of the parts in the model and thern assess-
ing how the clements of the strategic orientation align with each other and with the
“nputs. Organization effectiveness is likely to be high when there is good alignment.

NOTES
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john Wiley & Sons, 1980), 119-31; M. Harrisen,  jor Applications, 2d ed. {Dorcrecht, The Netherlands:
Diggnosing Qrgantzations, 2d ed. (Thousand Oaks. Kluwer Academic Publishers, 2001}.




