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INTRODUCTION

Management, in some form or another, is an integral part of living and is

essential wherever human efforts are to be undertaken to achieve desired

objectives. The basic ingredients of management are always at play whether

we manage our lives or our business. The concept of management is as old

as the human race itself. The management is becoming increasingly people-

oriented as against task-oriented. The job of a manager is one of the most

rewarding, exciting and challenging of professions. Effective managers are

effective leaders who can make significant contributions to society through

the output of their industrial or service organizations such as businesses,

universities, hospitals and government agencies. The book, Principles of

Business Management introduces the readers to the general management

principles like leadership, motivation and control.

The book, Principles of Business Management has been divided

into five units. Unit 1 introduces the concept of management in terms of its

nature and significance. Managerial roles along with the development of

management thought have also been emphasized. Unit 2 discusses planning

and decision-making with special reference to the corporate planning process.

Unit 3 describes the nature and purpose of organization. Unit 4 deals with

motivation and leadership and the theories associated with these concepts.

Unit 5 summarizes managerial control. This unit also explains the role of

changing environment and social responsibility in management.

The book follows a self-instructional format. Each unit inside every

block begins with an outline of the unit objectives, which is followed by an

introduction to the topic. Each unit also contains check your progress

questions, allowing you to assess your understanding of the units covered.

The content is followed by a summary of the topics covered and a glossary

of key words discussed. Finally, there is a list of questions at the end to help

you revise the topics discussed and a list of suggested readings for the topic.
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Unit-1

INTRODUCTION TO MANAGEMENT

Structure

1.0 Objectives

1.1 Introduction

1.2 Significance and Meaning of Management
1.2.1 Management Defined

1.3 Nature of Management

1.4 Managerial Roles

1.4.1 Interpersonal Roles

1.4.2 Informational Roles

1.4.3 Decisional Roles

1.5 Scope of Management

1.6 Need for Management

1.7 Classical and Neo-classical Systems
1.7.1 Classical Approaches to Management

1.7.2 Neo-Classical Approach to Management

1.7.3 Modern Approach to Management

1.7.4 Contingency Approaches

1.8 Let Us Sum Up

1.9 Key Words

1.10 Terminal Questions

1.11 Suggested Readings

1.12 Model Answers to ‘Check Your Progress’

1.0 Objectives

After going through this unit, you will be able to:

� Define management

� Interpret the concept and nature of management

� Identify the purpose and significance of management

� Evaluate management through the role of managers developed by

Henry Mintzberg

� Classify the development of management thought

1.1 Introduction

In this unit, you will learn about the nature, scope and need of management.

Management is essential for an organized life and is necessary to run all types

of organizations. Good management is the backbone of successful
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organizations. Managing life means getting things done to achieve life’s

objectives and managing an organization means getting things done with and

through other people to achieve its objectives.

Whether management is an art or a science will continue to be a

subject of debate. However, most management thinkers agree that some

form of formal academic management background helps in managing

successfully. Practically, all Chief Executive Officers (CEOs) are at least

university graduates. Hence, the reason for including business degree

programmes in all academic institutions.

 Management is a set of principles relating to the functions of planning,

organizing, staffing, directing and controlling and the application of these

principles in harnessing physical, financial, human and informational resources

efficiently and effectively to achieve organizational goals.

A leader has certain inherent qualities and traits that assist him in

playing a directing role and wielding commanding influence over others.

Leadership is an essential component of management and performs a crucial

role in managerial functions, while management is an integral component of

technical as well as social processes. The practice of management is as old

as human civilization. However, the study of management in a systematic

and scientific way as a distinct body of knowledge is only of recent origin.

1.2 Significance and Meaning of Management

Management in some form or another is an integral part of living and is essential

wherever human efforts are to be undertaken to achieve desired objectives.

The basic ingredients of management are always at play whether we manage

our lives or our business. For example, let us look at the managerial role of a

simple housewife and how she uses the managerial ingredients in managing the

home. First of all, she appraises her household and its needs. She forecasts

the needs of the household for a period of a week or a month or longer. She

takes stock of her resources and any constraints on these resources. She

plans and organizes them in order to obtain the maximum benefits out of them.

She monitors and controls the household budget and expenses and other

activities. In a large household, she divides the work among other members

and coordinates their activities. She encourages and motivates them to do

their best in completing their activities. She is always in search of improvements

in goals, resources and in the means to attain then. These ingredients, generally,

are the basic functions of management.

The concept of management is as old as the human race itself. The

concept of ‘family’ required that life be organized and resources of food be

apportioned in a manner so as to maximise the utility of such resources.

Taking proper steps to safeguard the family from attacks by wild animals,

planning out where to go fishing and hunting and whom to go with, organizing
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these groups into chiefs and hunting and fishing bands where chiefs gave

directions and so on, are all subtle ingredients of management and

organization. A study of various people around the world shows good

examples of organizational structures and organizational evolution over the

years. A village open market in a tribal area and a large department store

in a modern city serve the same needs in a similar fashion, putting things

together that people need. While tribal organization is simple in nature, the

modern organization is much more sophisticated and complex with many

technological innovations. However, the basic form of management and

organizational structure seems to have existed since the beginning of organized

human activity.

Even the recorded history shows the application of some current

management techniques as far back as 5000 BC when the ancient Sumerians

used written records in assisting governmental operations. The Egyptian

pyramids, built as early as 3000 BC, required the organized efforts of over

100,000 workers. It would be natural to assume that all functions of modern

management, namely, planning, organizing, staffing, directing and controlling

played a significant role in the construction of these monuments. Similarly,

the early civilisation of India bears witness to organized living. Around 500

BC, Mencius declared:

‘Whoever pursues a business in this world must have a system. A

business, which has attained success without a system, does not exist. From

ministers and generals down to the hundreds of craftsmen, every one of

them has a system. The craftsman employs the ruler to make a square and

the compass to make a circle. All of them, both skilled and unskilled, use

this system. The skilled may at times accomplish a circle and a square by

their own dexterity. But with a system, even the unskilled may achieve the

same result, though dexterity they have none. Hence, every craftsman

possesses a system as a model. Now, if we govern the empire, or a large

state without a system as a model, are we not even less intelligent than a

common craftsman?’

Management, as a system, is not only an essential element of an

organized society but also an integral part of life when we talk about managing

our lives. Managing life is not much different from managing an organization

and this ‘art’ of management has been with us from time immemorial. Just

as a well-managed life is much better organized, goal oriented and successful

‘good’ management of an organization makes the difference between the

success and the failure of the organization. Perhaps, the importance of

management was highlighted by the late President of United States, John F.

Kennedy when he said that, the role of management in our society is critical

in human progress. It serves to identify a great need of our time: to improve

standards of living for all people through effective utilisation of human and

material sources. Similarly, Peter F. Drucker, a noted management authority

has emphasised the importance of management in social living. He once
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proclaimed that, ‘effective management was becoming the main resource of

developed nations and that it was the most needed resource for developing

nations.’

A manager’s job is highly crucial to the success of any organization.

The more complex the organization, the more crucial is the manager’s role

in it. A good manager makes things happen. The importance of management

in any organization was emphasised by Professor Leonard R. Sayles in his

address to a group of management development specialists, as follows:

‘We must find ways of convincing society as a whole, and those who

train managers in particular, that the real leadership problems of our institutions

— the getting things done, the implementation, the evolving of a consensus,

the making of the right decisions at the right time with the right people —

is where the action is. Although we as a society haven’t learned to give

much credit to managers, I hope we can move toward recognising that

managerial and leadership jobs are among the most critical tasks of our

society. As such, they deserve the professional status that we give to more

traditional fields of knowledge.’

1.2.1 Management Defined

Many management thinkers have defined management in their own ways. For

example, Van Fleet and Peterson define management, ‘as a set of activities

directed at the efficient and effective utilization of resources in the pursuit of

one or more goals.’ Figure 1.1 illustrates the components of management.

Fig. 1.1 Components of Management

Megginson, Mosley and Pietri define management as ‘working with human,

financial and physical resources to achieve organizational objectives by

performing the planning, organizing, leading and controlling functions’. Figure

1.2 illustrates the Megginson, Mosley and Pietri’s definition of management.

Fig. 1.2 Management Definition of Megginson, Mosley and Pietri
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Harold Koontz’s definition of management is widely used and accepted.

According to Koontz, ‘Management is the art of getting things done through

and with people in formally organized groups. It is the art of creating an

environment in which people can perform and individuals could co-operate

towards the attaining of group goals. It is the art of removing hurdles to such

a performance, a way of optimizing efficiency in reaching to goals.’

Dalton E. McFarland defines management as ‘the process by which

managers create, direct, maintain and operate purposive organizations through

coordinated, cooperative human effort.’

According to FW Taylor, who is also known as the father of scientific

management, ‘Management is the art of knowing what you want to do then

seeing that it is done in the best and cheapest way.’

According to Henry Fayol, management is ‘to manage is to forecast

and plan, to organize, to command, to coordinate and to control.’

Kreitner considers management a problem-solving process. He defines

management as follows:

‘Management is a problem-solving process of effectively achieving

organizational objectives through the efficient use of scarce resources in a

changing environment.’

‘Management is the process involving Planning, Organizing, Staffing,

Directing and Controlling human efforts to achieve stated objectives in an

organization’.

Some of the integral elements of this definition can be separated and briefly

explained as follows:

1. Problem-solving Process

One of the most important functions of a manager is to make decisions and

solve problems. Some of the major problems that management must continually

face include unpredictable economic trends, changing governmental regulations,

resource shortages and a severe competition for these resources, employee

demands, technical problems, technological developments and so on. There

are other problems that are comparatively routine in nature and can be solved

by some tried and tested mechanisms. For example, a change in production

quality can be easily looked into and the process corrected or modified or

changed if necessary. On the other hand, an increase in employee grievances

or employee absenteeism or turnover may require carefully studied unique

solutions.

2. Organizational Objectives

All organizations have a mission that is the very basic reason for their existence

and certain goals and objectives. While the goals are long range and more

general in nature, objectives are more specific, tangible and most often

quantifiable. For example, the mission of a college may be high-quality education,
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its goal may be to primarily serve the educational needs of the surrounding

community and its objective may be to increase the number of new students

entering the college by ten per cent in two years. The primary objective of

most organizations is to provide a service for the public. Of course, such

service has to be profitable for the organization in monetary terms, for that is

the essence of a capitalist economy. Accordingly, management must plan its

activities along these lines. Additionally, it is also the management’s responsibility

to integrate the personal objectives of the employees into organizational

objectives. The personal objectives of employees may include higher

remuneration, more challenging tasks and responsibilities and participation in

the decision-making process.

3. Efficiency

Efficiency, along with effectiveness, is the most common way of measuring

organizational performance. Efficiency is the ability to ‘get things done correctly.’

An efficient manager achieves a higher output with given resources of time,

talent and capital so that these resources are fully utilized without waste.

Similarly, effectiveness means ‘doing the right things in the right way at the

right time.’ Accordingly, successful managers would not only be effective in

terms of selecting the right things to do and the right methods for getting them

done, but they would also be efficient in fully utilizing resources.

4. Scarce Resources

The resources of people, time, capital and raw materials are all finite and

limited. They are all scarce in nature and are not expandable. Additionally,

there is a fierce competition for acquiring these resources. Management,

basically, is a ‘trusteeship’ of these resources and hence must make conscious

efforts to make the most of these resources.

5. Changing Environment

The dynamics of the environment is evidenced by the changes that have taken

place in all areas in the last few years. The advent of computers and

telecommunications technology has changed the ways in which the assessment

of the environment is carried out for decision-making purposes. Accordingly,

management must be prepared to predict accurately these changes and

formulate ways to meet these new challenges more effectively.

1.3 Nature of Management

In spite of the growing importance of management as an immensely academic

discipline contributing to the quality of human life, the concept is still clouded

by certain misconceptions.
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No doubt, management as an academic body of knowledge has

come a long way in the last few years. It has grown and gained acceptance

all over the world. Yet, it is a paradox that the term ‘Management’ continues

to be the most misunderstood and misused.

A study of the process of management reveals the following points

about the nature of management.

1. Management is a Universal Process

Where there is human activity, whether individual or joint, there is management.

The process of management can be noticed in all spheres of life. The basic

nature of management activity remains same in all arenas, whether the

organization to be managed is a family, a club, a trade union, a trust, a

municipality, a business concern or the government. Slight variations in approach

and style may exist from organization to organization, but the management

activity is basically the same everywhere.

2. Management is a Factor of Production

Management is regarded as a factor of production. Just as land, labour and

capital have to be brought together and put to effective use for the production

and distribution of goods and services, similarly managerial skills have also to

be acquired and effectively used for the purpose.

In the modern industrial set-up, qualified and efficient managers are

essential to reap the fruits of huge investment in business where the pattern

of production has become capital-intensive. In fact, in this scenario, the

more important would be the role of management.

3. Management is Goal Oriented

The most important goal of all management activity is to accomplish the

objectives of an enterprise. These objectives may be economic, socio-

economic, social and human and thereby management at different levels seeks

to achieve these in different ways. But at all times, management has definite

objectives to pursue and it employs all the resources as it commands — men,

money, materials, machines and methods in the pursuit of the objectives.

4. Management is Supreme in Thought and Action

Determination of the objectives of an enterprise tests the collective wisdom

and sense of imagination of its management. The objectives should be neither

too high sounding or difficult to achieve, nor too low pitched to rob the workers

of their sense of achievement. But, mere setting of objectives will be of no

avail, if there is no vigorous action to achieve them.

Managers set realizable objectives and then mastermind action on all

fronts to accomplish them. Managers belong to that rare breed of men who

are not only aware of what is to be achieved and how, but also possess the

capability and courage to accept the challenges of doing it.
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5. Management is a Group Activity

An enterprise will not be able to achieve its objectives if only one or a few

individuals or departments are efficient and the rest are inefficient. The calibre

of each individual and each department needs to be efficient in order to make

a project successful. For example, even the best performance by the production

department will become meaningless if the sales department does not make

efforts to sell the products or if the finance department does not ensure adequate

availability of funds.

For the success of an enterprise, it is necessary that all the human and

physical resources at its disposal are efficiently coordinated to attain the

maximum levels of productivity. It is well known that the combined

productivity of different resources will always be much higher than the total

of individual productivity of each resource. The test of managerial ability lies

in coordinating the various resources and to achieve maximum combined

productivity. With proper management, one plus one does not mean two,

but eleven. This is also called the multiplier effect of management activity.

6. Management is a Dynamic Function

Management is a dynamic function of a collective enterprise, which is constantly

engaged in casting and recasting the enterprise in the world of an ever-changing

business environment. Not only this, it also sometimes initiates moves that

reform and alter the business environment. If an enterprise is well equipped to

face the changes in business environment brought about by economic, social,

political, technological or human factors, it can soon adapt itself to a changed

environment or make innovation to attune itself to it. For example, if there is a

fall in the demand for a particular product, the enterprise can be kept in readiness

to explore new markets or switch over to production of new goods with

ready demand.

7. Management is a Social Science

In other words, management means getting the tasks done by different people

with different qualities. This involves dealing with individuals, each one of who

has a different level of sensitivity, understanding and dynamism. In fact, no

definite principles or rules can be laid down in respect of human behaviour.

These principles change from individual to individual and from situation to

situation. No doubt, a manager may seek guidelines from established principles

and rules but cannot base his decisions on them.

8. Management is an Important Organ of Society

Management as an activity has carved for itself an important place in society.

Management shares a direct relationship with society. While society influences

managerial actions, managerial actions influence society. By their decisions,

management of large undertakings influence the economic, social, political,
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religious, moral and institutional behaviour of the members of society. This

creates an impact on the social and moral obligations of business management,

which cannot be easily ignored.

9. Management is a System of Authority

It is the job of management to bring about a harmonious arrangement and

pattern among the different resources employed in an undertaking. In fact, the

management’s role as a factor of production forces it to be methodical in plans

and procedures, and systematic and regular in their implementation. For this,

it is necessary that the authority vested in the management is exercised properly

and correctly. This calls for well-defined lines of command, delegation of suitable

authority and responsibility at all levels of decision making. Unless there is

proper balance between authority and responsibility at each level of decision-

making, the organization might not succeed in the task of accomplishment of

its objective.

10. Management is an Emerging Profession

In all sense, management is an emerging profession. Management makes

judicious use of all available means to accomplish certain predetermined ends.

To achieve this successfully, managers need to possess managerial knowledge

and training. Moreover, they have to conform to a recognized code of conduct

and remain conscious of their social and human obligations. Managers are

well paid and well provided by the organization for their work. Moreover,

they enjoy considerable social prestige too.

However, it is not always necessary that all the managers will always

be professional. It is seen that in many small businesses and in most of the

unorganized sector many managers work without any professional training.

But the growing trends indicate that in the near future almost all the managers

will require some amount of professional training.

11. Management as a Process

Management is an activity consisting of a distinct process, which is known as

the management process. This process is primarily concerned with the important

task of goal achievement. No business enterprise can achieve its objectives

until and unless all the members of the unit make an integrated and planned

effort under the directions of central coordination agency. In management

terminology, this central co-ordinating agency is technically known as

‘MANAGEMENT’ and the methodology of getting things done is known as

‘Management Process’ The process, in general, is defined as a series of

actions or operations conducted towards an end. The logic of the management

process is that particular functions are performed in a sequence within a given

period of time. In other words, the functions that are performed by a manager

and the sequence in which they are performed are together called the

‘management process’.
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Ordinarily there are two main functions of each manager: decision-

making and implementation of the decisions. Collectively, these two fall

under the management process. Processes such as planning, organizing and

actuating involved in the achievement of business goals together form the

management process.

1.4 Managerial Roles

Another approach to studying management is to examine the roles that managers

are expected to perform. These roles can be defined as the organized sets of

behaviours identified with the position. These roles were developed by Henry

Mintzberg in the late 1960s after a careful study of executives at work. All

these roles in one form or another deal with people and their interpersonal

relationships. These ten managerial roles are divided into three categories.

The first category of interpersonal roles arises directly from the manager’s

position and the formal authority bestowed upon him. The second category of

informational roles is played as a direct result of interpersonal roles and these

two categories lead to the third category of decisional roles. Figure 1.3 shows

the managerial roles.

These roles are now explained in detail.

1.4.1  Interpersonal Roles

Managers spend a considerable amount of time in interacting with people

both within their own organizations as well as outside. These people include

peers, subordinates, superiors, suppliers, customers, government officials and

community leaders. All these interactions require an understanding of

interpersonal relations. Studies show that interacting with people takes up

nearly 80 per cent of a manager’s time. These interactions involve the following

three major interpersonal roles:

� Figurehead: Managers act as symbolic figureheads performing social

or legal obligations. Their duties include greeting visitors, signing legal

documents, taking important customers to lunch, attending a

subordinate’s wedding or speaking at functions in schools and churches.

All these, primarily, are duties of a ceremonial nature but are important

for the smooth functioning of the organization.

� Leader: The influence of the manager is most clearly seen in his role

as a leader of the unit or organization. Since he is responsible for the

activities of his subordinates, he must lead and coordinate their activities

in meeting task-related goals and he must motivate them to perform

better. He must be an exemplary leader so that his subordinates

follow his directions and guidelines with respect and dedication.
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Fig. 1.3 Various Managerial Roles

� Liaison: In addition to their constant contact with their own

subordinates, peers and superiors, the managers must maintain a

network of outside contacts in order to assess the external environment

of competition, social changes or changes in governmental rules,

regulations and laws. In this role, the managers build up their own

external information system. In addition, they develop networks of

mutual obligations with other managers in the organization. They also

form alliances to win support for their proposals or decisions. The

liaison with external sources of information can be developed by

attending meetings and professional conferences, through personal

phone calls, trade journals and by informal personal contacts within

outside agencies.

1.4.2  Informational Roles

By virtue of his interpersonal contacts, a manager emerges as a source of

information about a variety of issues concerning the organization. In his capacity

as an information processor, a manager executes the following three roles:

� Monitor: He is constantly monitoring and scanning his environment,

both internal and external, collecting and studying information regarding

his organization and the outside environment affecting his organization.

This can be done by reading reports and periodicals, by asking his

liaison contacts and through gossip, hearsay and speculation.

� Disseminator of information: The manager must transmit his

information regarding changes in policies or other matters to his

subordinates, his peers and to other members of the organization.
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This can be done through memorandums, phone calls, individual

meetings and group meetings.

� Spokesperson: A manager has to be a spokesman for his unit. He

represents his unit in either sending relevant information to people

outside his unit or making some demands on behalf of his unit. This

may take the form of the president of the company making a speech

to a lobby on behalf of an organizational cause or an engineer suggesting

a product modification to a supplier.

1.4.3  Decisional Roles

On the basis of the environmental information received, a manager must make

decisions and solve organizational problems. In that respect, he plays four

important roles.

� Entrepreneur: As entrepreneurs, managers are continuously involved

in improving their units and facing the dynamic technological challenges.

They are constantly on the lookout for new ideas for product

improvement or product addition. They initiate feasibility studies,

arrange capital for new products if necessary, and ask for suggestions

from the employees to improve the organization. This can be achieved

through suggestion boxes, holding strategy meetings with project

managers and R&D personnel.

� Conflict handler: Managers are constantly called upon to act as

arbitrators in solving differences among the subordinates or the

employees, conflicts with the central management. These conflicts

may arise due to demands for higher pay or other benefits; or they

may involve outside forces such as vendors increasing their prices; a

major customer going bankrupt; or unwanted visits by governmental

inspectors. Managers must anticipate such problems and take

preventive action if possible or take corrective action once the

problems have arisen. These problems also include labour disputes,

customer complaints, employee grievances, machine breakdowns, cash

flow shortages and interpersonal conflicts.

� Resource allocator: The third decisional role of a manager is that

of a resource allocator. The managers establish priorities among various

projects or programmes and make budgetary allocations to the different

activities of the organization based upon these priorities. They assign

personnel to jobs, they allocate their own time to different activities

and they allocate funds for new equipment, advertising and pay raises.

� Negotiator: The managers represent their units or organizations in

negotiating deals and agreements within and outside of the organization.

They negotiate contracts with the unions. Sale managers may negotiate

prices with prime customers. Purchasing managers may negotiate

prices with vendors.



15

All these ten roles are important in a manager’s job and are interrelated

even though some roles may be more influential than others, depending

upon the managerial position. For example, sales managers may give more

importance to interpersonal roles while production managers may give more

importance to decisional roles. Recognising the appropriate role to play in

each situation and the flexibility to change roles readily when necessary are

characteristics of effective managers. Most often, however, managerial

effectiveness is determined by how well the decisional roles are performed.

Check Your Progress - 1

1. What are the integral elements of Kreitner’s definition of management?

2. What is the difference between efficiency and effectiveness?

3. What are the two main functions of a manager?

1.5 Scope of Management

Although it is difficult to precisely define the scope of management, yet the

following areas are included in it:

1. Subject-matter of Management

Planning, organizing, staffing, directing, coordinating and controlling are the

activities included in the subject matter of management.

2. Functional Areas of Management

These include:

� Financial management includes accounting, budgetary control, quality

control, financial planning and managing the overall finances of an

organization.

� Personnel management includes recruitment, training, transfer

promotion, demotion, retirement, termination, labour-welfare and social

security industrial relations.

� Purchasing management includes inviting tenders for raw materials,

placing orders, entering into contracts and materials control.

� Production management includes production planning, production

control techniques, quality control and inspection and time and motion

studies.

� Maintenance management involves proper care and maintenance of

the buildings, plant and machinery.
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� Transport management includes packing, warehousing and

transportation by rail, road and air.

� Distribution management includes marketing, market research, price-

determination, taking market-risk and advertising, publicity and sales

promotion.

� Office management includes activities to properly manage the layout,

staffing and equipment of the office.

� Development management involves experimentation and research of

production techniques, markets, etc.

3. Management is an Inter-disciplinary Approach

For the correct implementation of the management, it is important to have

knowledge of commerce, economics, sociology, psychology, mathematics,

etc.

4. Universal Application

The principles of management can be applied to all types of organizations

irrespective of the nature of tasks that they perform.

Three essentials of management are:

� Scientific method

� Human relations

� Quantitative technique

5. Modern Management is an Agent of Change

Management techniques can be modified by proper research and development

on how to improve the performance of an organization.

1.6 Need for Management

Management is an essential component of all social organizations and is to be

found everywhere as a distinct, separate and dominant activity. The importance

of management cannot be over emphasised. The significance of ‘Management’

may be outlined in the following paragraphs:

1. To Meet the Challenges of Change

In recent years, the challenge of change has become intense and critical. Only

scientific management can overcome the complexities of modern business.

2. For Effective Utilization of the Seven Ms

There are seven Ms in business: men, materials, money, machines, methods,

markets and management. Management stands at the top of all these Ms. It

determines and controls all other factors of business.
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3. For the Development of Resources

Good management procures good business by creating a vital dynamic and

life-giving force in the organization.

4. Management Directs the Organization

Just as the mind directs and controls the body to fulfil its desires, similarly the

management directs and controls the organizations to achieve the desired goal.

5. Integrate Various Interests

There are various interest groups that put pressure over other groups for

maximum share in the total output. Management balances these pressures and

integrates various interests.

6. Management Provides Stability

In modern society, management provides stability by changing and modifying

resources in accordance with the changing environment of the society.

7. Management Provides Innovation

Management provides new ideas, imagination and vision to the organization,

which is necessary for a better life and greater performance.

8. Management Provides Co-ordination and Establishes Team

Spirit

Management co-ordinates the activities of the different departments in an

enterprise and establishes team sprit amongst the personnel.

9. To Tackle Business Problems

Goods management serves as a friend, philosopher and guide in tackling business

problems. It provides a tool for doing a task in the best possible manner.

10. A Tool of Personality Development

Management is necessary not only for productivity, but also for improvement

in the efficiency of mankind. Management helps improve the personality of

people and therefore attempts to raise their efficiency and productivity.

Check Your Progress - 2

1. What management functions are covered under personal

management?

2. List the 7Ms of business?
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1.7 Classical and Neo-classical Systems

Development of Management Thought

Management is as old as the human civilization. Its significance has been known

and understood ever since man started working in groups. When people work

in groups, they need to be managed in order to ensure smooth conduct. Present

day management is entirely different that it was when it first came into existence.

Scholars have expressed different views regarding the development of

management thoughts. Their views are mostly based on their experiments and

experiences. Many scholars give physical resources more emphasis, while

some consider human resources to be more significant. Management scholars

also stress upon the system study. Although there are different ideologies

regarding the development of management thought but all these different ideas

are associated with decision-making.

The phenomenal industrial growth brought in the need to coordinate the efforts

of a large number of people employed in industries and auxiliary services. A

number of individuals began to focus on the development of techniques that

would apply to specific situations and solve specific problems. These techniques

and strategies laid the groundwork for subsequent studies of broader

management theories. Some of the earlier approaches are listed below:

Robert Owen (1771-1858): Robert Owen was a successful British

entrepreneur who recognized the importance of human resources. He believed

that the return from investment in human resources would be far superior to

the investment in the machinery and equipment. He considerably improved

the working conditions of his own employees while running a cotton mill in

Scotland. He felt that the workers should work because they want to and not

because they have to. Owen strongly emphasized the need for a manager to

take his workers into confidence and tell them not only what is expected of

them but also why, as he believed that an enlightened worker makes for a

better hand. His ideas and philosophies could be considered as a prelude to

the development of a behavioural approach to management.

Charles Babbage  (1792-1871): An English mathematician, Charles Babbage

is widely known as the ‘father of modern computing".  He believed in and

emphasized the importance of the human-factor in the success of organizations

and suggested that the interests of employees and management are closely

linked. Although he advocated the idea of profit sharing and participative

decision-making, his major contribution is the introduction of science and

mathematics in manufacturing processes. He was the proponent of division of

labour and intelligent organization of the workers. Babbage was perhaps the

first to propose that decisions be based upon investigation and accurate

knowledge, rather than opinions and intuitions. He is also credited with

anticipating the mechanism of time and motion study where a procedure is

performed in minimum time with minimum number of motions  to achieve
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simplified operations and  cost reduction. According to Garbut, Babbage was

a pioneer in operations research and use of quantitative methods and industrial

engineering techniques in improving manufacturing operations. He laid

considerable emphasis on specialization, work measurement, optimum utilization

of machines and tools, wage incentives and discovery of improved methods in

order to reduce costs and improve efficiency.

Henry R. Towne (1844-1924):  A mechanical engineer, Henry Towne

articulated the need to consider management as a separate field of ‘systematic'

inquiry at par with engineering. He outlined the importance of management as

a science and called for the development of management principles.

He expressed his views in a paper entitled, ‘The Engineer as an

Economist', which he delivered and discussed at a conference of American

Society of Mechanical Engineers in 1886. He stated that engineering and

management skills go hand in hand in running an organization effectively. The

paper called for the development of management concepts and skills as a

discipline that could be applied across management situations. One of the

people who attended the meeting was highly impressed and was subsequently

instrumental in developing management and came to be known as the ‘father

of scientific management". His name was Fredrick W. Taylor.

Even though these pre-classical thinkers laid the groundwork for the

development of management principles and applications that are used even

today, the serious scientific study of management did not begin until the

earlier part of twentieth century when Fredrick Taylor's Principles of

Scientific Management was published in 1911.

1.7.1 Classical Approaches to Management

The Industrial Revolution brought about an unprecedented growth in

productivity and this gave rise to three types of contemporary management

theories, which are collectively known as the ‘classical approach’ to

management. These are, scientific, bureaucratic  and administrative

management theories. The classical approach is based upon the ideas generated

in the late 1800s and early 1900s and is primarily based on the economic

rationality of all employees.

It evolved around the classical assumption of Adam Smith that people

are motivated by economic incentives and will rationally consider opportunities

that provide them the greatest economic gain. Thus to get employees to

work hard, managers should appeal to their monetary desires.

The classical approach did not assume that people are not important,

but the proponents of this approach agreed that humans have emotions that

could be controlled and manipulated by providing economic incentives. As

the organizations control economic incentives, an individual was considered

primarily as a passive resource to be manipulated, controlled and motivated

by the organization.
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These three approaches and the major contributors to these

approaches are shown as follows:

Fig. 1.4 Classical Approach to Management

1. Scientific Management

Scientific management focuses on production efficiency and is primarily

attributed to the ideas of Fredrick Winslow Taylor (1856-1915), who is

also known as ‘the father of scientific management'. He is well known for his

work, ‘The Principles of Scientific Management', published in 1911, which

became the foundation of the scientific management movement. He criticized

the methods of traditional management which were composed of the following:

Managerial decisions were made on the basis of intuition, feelings,

opinions and traditional past experiences rather than scientific investigations.

Jobs were performed by rule of the thumb rather than by standard

time, method or motion studies.

The prevalent practices were assumed to be correct, therefore no

efforts were made to introduce new and novel techniques of management

or operations.

Training was generally under an apprentice system and no formal

techniques for skills or professional development existed.

Management was considered to be a group of overall supervisors

rather than a group performing unique duties.

Taylor was interested in replacing traditional management with scientific

management by developing the most scientific and rational principles for

handling people, machines, materials and money; and securing maximum

benefits for the employers as well as employees. He offered four principles

as the basis for scientific management

(i) Every job should be broken into its elements and a scientific

method to perform each element should be established.

(ii)Workers having the right attitude and ability for the specific job

should be scientifically selected, so that each worker will be given

the responsibility he is best suited for.
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(iii) Workers should be trained in the standard methods and the

management should co-operate with the workers to ensure that all

work is done in accordance with the scientific principles.

(iv) There should be division of labour between management and

workers. The management should design , set up and supervise

the work and the workers should be free to perform.

Scientific management became the accepted philosophy about the

relationship between people and work. It was a complete mental revolution

for both management and employees towards their respective duties as well

as each other.

Frank Gilbreth (1868-1924) and his wife Lillian Gilbreth

(1878-1972) contributed extensively towards scientific management and

were primarily responsible for the study and analysis of time and motion of

performance of workers, thus improving upon time and motion elements of

operations by eliminating unnecessary actions.

Frank Gilbreth conducted a motion-study of bricklayers. He identified

eighteen individual motions that a bricklayer used in placing a brick with

cement on the wall. By thoroughly studying these motions and changing the

task structure, he was able to reduce the eighteen motions to five, which

increased the productivity by over 200 per cent. It also promoted the

individual worker's welfare as every motion that was eliminated reduced

fatigue. By using motion picture cameras, they tried to find the most

economical motions for each task, thus upgrading performance and reducing

fatigue.

He named the eighteen individual elemental motions that he identified

in the study of bricklayer's task, as ‘Therbligs’ (which is Gilbreth spelled

backwards, with the ‘t’ and ‘h’ reversed). These Therbligs included such

motions as search, select, grasp, hold, position and so on.

Henry Laurence Gantt (1861-1919) worked with Fredrick Taylor

on several projects but differed from Taylor's approach to scientific

management. While Taylor supported a much more mechanistic view of

workers, which meant driving workers to increase their output, Gantt

supported a more humanistic approach where the workers were to be

trained to become more skilled and it was the management's responsibility

to help workers learn and acquire these skills.

Gantt was responsible for introducing the ‘Task and Bonus Plan’,

which was aimed to provide extra wages for extra work in addition to a

guaranteed minimum wage. This differed from Taylor's ‘piece rate’ pay

system where wages were directly related to output. In Gantt's plan, workers

received a bonus for completing all their daily tasks in a timely and satisfactory

manner. Bonuses were also awarded to supervisors who were successful in

getting their workers to meet the output goals. Gantt also established quota

systems and bonuses for workers who exceeded their quotas.
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Gantt also developed and introduced the ‘Gantt Chart’ that served as

a simple visual device for comparing actual performance to planned-work

performance. It is a kind of progress report in visual form that identifies the

stages of work. It aids in planning, scheduling and controlling work operations.

The chart is used commonly even today and has been adopted for

computerized scheduling- applications.

Specific Applications of Scientific Management Approach

This approach generally leads to the following specific applications:

Maximum utility of efforts, thus eliminating waste

More emphasis on fitting workers to particular tasks and training

them further to utilize their abilities in the best way

Greater specialization of activities, with proper design of jobs,

specification of methods; and set time and motion standards

Establishment of standards of performance as average output or

maximum output per capita

The role of compensation and other incentives for increase in

productivity

Opposition to Scientific Management

Some of the critics of this approach propose that it ignores the social needs of

the worker. The assumption that most people are motivated primarily by

economic rewards seems to be too mechanical and physiological in nature

thereby neglecting the organizational and motivational considerations such as

job satisfaction and self-actualization.

There has been opposition to the scientific management approach

both from employees as well as management from its very inception. Dr.

Mathur has listed some of the areas of this opposition. These are:

� It promotes individualism rather than team spirit because of the

competitive nature of ‘more work, more pay".

� Specialization makes the worker unfit for other types of jobs and

thus he is at the mercy of his employer.

� It ignores or excludes the average worker due to the tough

competition to be more efficient and more productive.

� Specialization makes the work repetitive and monotonous. Workers

are converted into machines to carry out the set instructions, thus

leaving no ground for initiative and innovation.

� It is anti-democratic in the sense that it separates the manager

from the

Worker as it gives the management the right and the prerogative to

manage while the worker has the duty to work. In a truly democratic
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situation, the workers and the management should work together to achieve

the integrated, individual and organizational goals.

2. Bureaucratic Management

Based on the writings of Max Weber (1864-1920), who was a German

sociologist, a bureaucratic organization refers to a management approach that

is based upon a rigid, formal organizational structure with set rules and

regulations. Weber looked for rules to eliminate managerial inconsistencies

that contribute to ineffectiveness. He further believed that every deviation from

the formal structure interferes with efficient management and a strict adherence

to rules would make bureaucracy a very efficient form of organization, founded

on the principles of logic, order and legitimate authority. He describes it as

follows:

The purely bureaucratic type of administrative organization… is from

a purely technical point of view capable of attaining the highest degree of

efficiency… It is superior to any other form in precision, in stability, in the

stringency of its discipline and in its reliability. It thus makes possible a

particularly high degree of calculability of results for the heads of the

organization and for those acting in relation to it. It is finally superior, both

in intensive efficiency and the scope of its operations and is formally capable

of application to all kinds of administrative tasks'.

The basic characteristics of a bureaucratic organization are:

� A division of labour by functional specialization

� A well-defined hierarchy of authority

� A system of rules covering the rights and duties of employees

� A system of procedures for dealing with work situations

Impersonal relations between people

Selection and promotion based on technical competence

Advantages of Bureaucracy

Many positive outcomes of bureaucracy have been identified especially with

those that operate ideally. Some of the benefits derived as per Hitt, Middlemist

and Mathis are:

� Since the policies, rules and procedures are set and applicable to all,

this leads to consistent employee behaviour. This behaviour is

predictable, making the management process easier to implement.

� Since the job, duties and responsibilities are clearly defined, the

overlapping or conflicting ones are eliminated.

� Hiring and promotions are based on merit and expertise. This results

in rightfully matching the right workers with the jobs, optimizing the

utilization of human resources. The individuals also move up the

hierarchy as they gain expertise and experience.
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� Because of the division of labour, the workers become specialists.

Hence their skills are further polished and they become experts and

perform more effectively.

� There is continuity in the organization because it emphasizes the position

rather than the person. For example, if the president of the company

leaves, another person is hired or promoted to that position and the

organization continues to operate.

Disadvantages of bureaucracy

� There is too much of red tape and paper work.

� Because of impersonal nature of work, the employees do not care

much about the organization. There is no sense of belonging and

devotion on the part of workers.

� Excessive rules and regulations and strict adherence to them inhibit

the initiative and growth of the workers. Employees are treated like

machines and not like individual human beings.

� Employees become so used to routines that there is a resistance to

change for introduction of new techniques and operations.

In the present world of fast changes and globalization, bureaucratic

organizations are being reformed into having a more participative style of

management, team work as well as and employee innovation and creativity.

3. Administrative Management

This approach to management, also known as functional or process approach

is primarily based on the ideas of Henry Fayol (1841-1925). He was the

first to recognize that successful managers had to understand the basic

managerial functions. He believed in the universality of management and

reasoned that those who acquired general knowledge of managerial functions

and principles could manage all types of organizations. He proposed the

breaking of the complex management process into separate interdependent

areas of responsibility and divided the administrative activities into six groups,

all of which are closely dependent upon each other. These six areas of

operations are:

� Technical: This area is concerned with manufacturing products.

� Commercial: It involves purchasing of raw materials for production

and the selling of finished products.

� Financial: This area involves searching for and acquiring capital and

allocating it to various activities in an optimal manner and keeping an

overall control of the flow of capital.

� Security: Security operations are designed to take the necessary and

adequate steps for the safety of goods and people.
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� Managerial: Fayol's primary concern was with the managerial

functions of planning, organizing, commanding (leading), co-ordination

and control.

 In addition to these areas of operations, Fayol proposed Fourteen Principles

of Administrative Management that he believed would be most often applied

for more efficient managerial behaviour and more logical organizations. These

fourteen principles are summarized as follows:

� Division of labour: This means that a worker is given only a small

element of work in which he becomes a specialist and the more

people specialize, the more efficiently they can perform their work.

Division of labour improves productivity by simplifying the tasks

required of each worker. This can be applied to all kinds of work,

technical as well as managerial.

� Authority and responsibility: Authority is the right to command

and the power to exact obedience in order to get the work done.

Responsibility is the accountability of authority so that the official

authority is not misused.

� Discipline: Fayol considered discipline as ‘outward marks of respect",

observed in accordance with the employment agreements and

organizational rules. These rules and agreements should be clearly

specified and understood by all. Also, these rules and regulations

should be enforced fairly and judiciously.

� Unity of command: Each organizational member should receive orders

from only one superior, otherwise conflict and confusion in authority

and instructions would result.

� Unity of direction: This principle states that, ‘there should be one

head and one plan’ for any group of activities having the same

objective. For example, the personnel department should have only

one personnel manager with a specified plan for personnel policies,

feeding personnel to all departments.

� Subordination of individual interest to organizational interest:

While the individual interests should be integrated with the

organizational interests as much as possible, the interests of the

organization must take priority over the interests of an individual or

a particular group, whenever there is a conflict between the two.

� Remuneration of staff:  Financial compensation for the work done

should be fair both to the employees and the organization with

appropriate additional incentives for additional efforts.

� Centralization: Fayol believed that while some authority should be

given to the subordinates to make operational decisions, all major

policy decisions should be made at the top management level.
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� Scalar Chain: According to Fayol there should be constant

communication between supervisors and employees. The term scalar

chain refers to ‘the chain of superiors ranging from the final authority

to the lowest level in the concern.’ It is also known to be a chain of

command as the orders and instructions taken at the higher level

move through intermediate managers before reaching lower levels.

Scalar chain defines the superior-subordinate relationship throughout

the organization. It is important to ensure that unity of command and

effective communication is maintained throughout the organization.

However, there are certain limitations attached to scalar chains, which

are as follows:

(a) Communications becomes a lenghty procedure as it takes times

for the orders and instructions to move froom the top to bottom

in the chain.

(b) Due to the lenghty course of transmission, there is always a

possibility of messages getting distorted. This may be reactified

with the help of a gang plank. The creation of a gang plank

results in bypassing the established line of authority and ensures

quick communication and swift action as shown in Figure 1.5.

Fig. 1.5 Scalar Chain and Gang Plank

In Figure 1.5 the scalar chain in an organization is represented by two

ladders, i.e., A to F and A to P. Any communication from F to P has

to flow upwards to A through E, D, C and B then downwards

through L, M, N and O. It will obviously take a long time. So, in

order to minimize the delay involved in communication, a gang plank

between F and P may be created as shown by the dotted line.

However, the gang plank should not be a normal practice as it

undermines the established line of authority.

� Order:  A place for everything and everything in its place. Materials

and people should be at the right place at the right time for maximum

efficiency. People in particular, should be at the jobs they are most

suited for.
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� Equity: Managers should be both fair and friendly to the subordinates.

Equity results when friendliness is coupled with justice. This would

help in soliciting loyalty and devotion from subordinates

� Stability of tenure: High turnover rates prove to be expensive for

an organization. According to Fayol, moving employees from one job

position to another is not conducive for the organization so the period

of service in a job should be fixed. Therefore employees should be

appointed after keeping in view principles of recruitment & selection

but once they are appointed their services should be served. An

employee will require a substantial amount of time to understand a

new job and work efficiently. If that employee is removed from the

job after training and a certain amount of work experience, the time

and effort spent to train the employee will go waste. Stability of job

creates team spirit and a sense of belongingness among workers

which ultimately increase the quality as well as quantity of work.

� Initiative: Subordinates should be given the freedom to take initiative

in carrying out their work and be innovative. They should be

encouraged to initiate new ideas and carry out their plans, even when

some acceptable mistakes occur.

� Esprit de corps: Team spirit and harmony should be promoted

among workers to create a sense of organizational unity.

Some of Fayol's principles may not seem compatible with the contemporary

management of today, but several of his principles continue to be embraced

by today's managers. For example, the principle of centralization of power

authority at upper levels of the organization is contrary to the current view of

allowing front line workers more autonomy and authority for making and

carrying out decisions. Similarly, the goals of the organization do not always

take precedence over the interests of individual employees. Contemporary

management thinking views employees as a valuable resource and hence

considerable importance is placed on satisfying the needs, wants and desires

of individual workers.

Some of Fayol's principles, still embraced by management today

include the basic functions of planning, organizing, leading and controlling

and his principles on subordinate initiative, harmony and team spirit.

1.7.2 Neo-Classical Approach to Management

1. Behavioural Approach to Management

The classical approach to management primarily viewed individuals as

mechanisms for production. The emphasis was on productivity by moving the

workers to produce by giving them incentives. The behavioural approach to

management is based on the premise that those involved in the organization
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are the prime determinants of the organizational and managerial effectiveness.

It moves away from supervisory procedures and industrial engineering

techniques, such as time and motion study and focuses on increase in production

and managerial efficiency through an understanding of the people. Central to

this approach is an increased understanding of the individual worker with

emphasis on motivation, needs, interpersonal relationships and group dynamics.

Some of the major contributors to the behavioural aspects of management

are:

� Mary Parker Follet Group influences

� Elton Mayo Hawthorne experiments and the impact of

human on productivity.

� Abraham Maslow Hierarchy of human needs

� Douglas McGregor Theory X and Theory Y

� Chris Argyris Human and organizational development

� Chister I. Barnard Administration behaviour

and Herbert A. Simon

Mary Parker Folett (1868-1933): One of the early proponents of the

behavioural approach to management, Mary Parker Follett was a social worker

who became interested in employment and worker issues. She laid the

groundwork for studies in group interaction and group dynamics and believed

that instead of preparing and training managers to give orders, they should be

trained to work with employees so that together they can attain the

organizational goals. She suggested that ‘power’ which is the ability to influence

change, should be jointly developed in a cooperative manner involving

employees and managers working together. Her concept of integration which

is the ‘harmonious blending of the differences of group members to produce a

solution acceptable to all’ heralded modern methods of conflict resolution.

She was a strong proponent of ‘coordination’ and she developed the

following four principles of coordination to promote effective work groups.

1. Coordination requires that people be in direct contact with one

another

2.  Coordination is essential during the initial stages of any endeavour

3.  Coordination must address all factors and phases of any endeavour

4.  Coordination is continuous, ongoing process.

Elton Mayo (1880-1949).  Elton Mayo along with F. J. Roethlisberger (1896-

1974), conducted the famous Hawthorne Experiments (1924-1932) at the

Hawthorne plant of Western Electric Company. These experiments proved to

be a milestone in the development of the Behavioural School of Management.

These studies were primarily conducted to determine the effect of better physical

facilities and material incentives on worker output. These studies showed that

better physical environment or increased economic benefits alone were not
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sufficient motivators in increasing productivity. In effect, the emphasis shifted

to psychological and social forces in addition to economic forces. Mayo

discovered that when workers are given special attention by management, the

productivity is likely to increase irrespective of actual changes in the working

conditions.

The Hawthorne experiments suggested that an office or a factory is

not only a work place but also a social environment in which the employees

interact with each other. This gave rise to the concept of ‘social man’,

whose interactions with others would determine the quality and the quantity

of work produced. As one writer has pointed out, ‘no other theory or set

of experiments has stimulated more research and controversy nor contributed

more to a change in management thinking than the Hawthorne studies and

the human relations movement they spawned".

Even though some aspects of Hawthorne studies have been criticized

because of some major flaws in the study such as changing several factors

at the same time, the results of the studies were significant in drawing

conclusions about productivity primarily on the basis of non-financial

incentives. It must be understood that in spite of the fact that the social

environment at work is an important factor in improving the quality and the

output, it does not replace economic benefits, especially for low level salaried

workers.

In general, the following are the basic assumptions of the behavioural

viewpoint.

� Employees are motivated by social needs and get a sense of

identity through their association with one another

� Employees are more responsive to the social forces exerted by

their peers than to management's financial incentives and rules

� Employees are most likely to respond to managers who can help

them satisfy their needs

� Managers need to involve subordinates in coordinating work to

improve efficiency

Abraham Maslow (1908-1970).  In support of Mayo's contention and

findings, Abraham Maslow, presented a theory of individual needs. The basic

aim of this theory is to increase the organizational effectiveness of its human

resources which can be achieved by properly taking care of the human needs

of people in the organization. These human needs are both physiological as

well as psychological. According to Maslow, these needs fall into a hierarchy

in the form of a pyramid. At the bottom of the pyramid are the lower level

needs which are biological in nature and are necessary for survival. At the

upper level are the psychological needs which are the needs for growth and

self-fulfilment. In general, the lower level needs must be satisfied before the

higher level needs arise. The human needs according to this hierarchy are:
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physiological, such as food, water, shelter (lowest), safety, social, esteem and

self-actualization (highest).

Maslow’s work dramatized to managers that workers have needs

beyond the basic requirements of earning a living. Being aware of these

needs enables a manager to use different methods to motivate workers. This

is important and significant because of the complexity of human nature.

Different people will react differently to the same situation or their reaction

may be similar in different situations. Hence management must be aware of

these differences and act accordingly.

Douglas McGregor (1906-1964). A professor of industrial management for

most part of his career at Massachusetts Institute of Technology (MIT), Douglas

McGregor, whose background and training were in psychology, was not totally

satisfied with the assumptions about human behaviour that were to be found in

the classical perspectives as well as the early contributions to the behavioural

perspective. He contributed to management thought by suggesting two

alternative views of management towards employees. He developed the

concepts of Theory X and Theory Y, a dichotomy dealing with the possible

assumptions that managers make about their workers.

Chris Argyris.  A Yale University professor, Chris Argyris believes that people

normally progress from a state of immaturity and dependence to a state of

maturity and independence along a continuum. According to him, mature people

are active, not passive; independent, not dependent and they are self-controlled

and are self aware. He also believes that most organizations keep their

employees in a dependent state, thus preventing the individual from achieving

his fullest potential and most organizational structures inhibit maturity and healthy

personality. For example:

Division of labour limits initiative and self-expression

Chain of command inhibits self-control and self-direction and makes individuals

passive and dependent on the leader.

Unity of direction puts the leader in a position of control which creates

problems when employees are unable to show their abilities and innovative

skills Argyris believes that the organizations can evolve out of the formal

structure, with managers changing to Theory Y assumptions. In this changed

model, organizations are governed by a very different set of values. They

give workers access to information so that they can make informed

judgments. Allow workers to be innovative in setting up their own work

environments within the general organizational guidelines. Give employees

the freedom but do set up a system for monitoring the results of the decisions

made by the workers. Argyris concluded that it is in the interests of the

organization to give workers more responsibility and control over their work

environment.
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1.7.3 Modern Approach to Management

It is important to recognize that the three schools of management, namely,

classical, behavioural and quantitative are not necessarily mutually exclusive.

Each school or approach complements the other in some way in spite of the

differences in underlying assumptions. These approaches are applied today in

one form or another. However, in recent years, management scholars and

practitioners have recognized that the environment can also influence the

organizational management. The more contemporary thinking integrates the

basics of other schools of management within the context of the organizational

environment. Some of the more modern approaches in studying organizational

management are as follows.

1. Systems Approach

Systems approach to management views organizations as systems functioning

in relation to their environments. A system is defined as ‘a group of interrelated

parts that function as whole to achieve a common purpose’. This approach

views organization as a unified purposeful system composed of various

interrelated parts or subsystems that must perform tasks necessary for the

survival and proper functioning of the system as a whole.

All managers must understand as to how each subsystem works, how

each interacts with others and what each contributes to the whole. In doing

so, the system theory tells us that activity in any segment of an organization

affects the activity of every other segment and changes in any one subsystem

usually affect other subsystems and, therefore, the entire system. By keeping

the entire system and its subsystems in mind, the managers hope to ensure

that a positive move in one area does not negatively affect another. All

organizations operate on the basis of four elements. These are: inputs,

transformation process, outputs and feedback. These various elements are

shown in the following diagram.

Fig. 1.6 Elements that Affect Management
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An excellent example of how a malfunction in a subsystem affects the

other subsystems and the system as a whole, is provided by Plunkett, Attner

and Allen.

One United Airlines flight left Los Angeles airport for New York with

a stop in Chicago for servicing and refueling. There were a total of 200

passengers on the flight. Some passengers were going to get off at Chicago

and take connecting flights to other destinations. The plane would pick up

some other passengers at Chicago bound for New York. Many passengers

were going to take connecting flights at New York for other places including

international destinations.

The baggage handlers at Los Angeles airport failed to close the cargo

door properly. As the plane moved to its takeoff position, a crew member

discovered the problem. The plane returned to the loading gate to get the

door locked losing the crucial time. Passengers would get late to New York,

and those headed for Chicago would now miss the connecting flights. The

delayed departure means a further delay in finding an available gate in

Chicago. In addition, the families of passengers waiting to pick them up at

Chicago as well as at New York would be frustrated and business schedules

would be affected. This shows how a change in one subsystem affects the

whole system.

2. Open and Closed Systems

Systems may be categorized as open or closed. A closed system is a set of

interacting elements, without any interaction with the outside environment. It

has no input from outside in any form. As an example, a battery operated

digital watch can be considered as a relatively closed system because once

the battery is inserted in it, it does not require any element from outside to

operate.

An open system, on the other hand, is the one that is dependent on

the outside environment for survival. For example, a human body as a

system, composed of many subsystems, is an open system since it must

depend upon outside input and energy for survival.

All organizations are open systems as they always depend upon outside

environment for feedback and resources and for disposal of the finished

product. In the process of transformation of inputs into outputs, the

organizations must take into consideration the dynamics of outside environment

and must continuously interact with outside variables. For example, when

producing and selling a product, the management must analyze, in addition

to internal operations, the external factors of resource availability, current

technological trends, market trends and social changes.
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Main Characteristics of a System

� Every system is comprised of many subsystems which are continuously

interacting with each other.

� Every system is a part of a larger one. For example, an organization

is a system in itself but also is a part of a larger industrial system

which in turn is a part of a social system

� Its subsystems are related in such a manner that a change in one

variable will affect the change in others.

� Every system has a specific purpose to which all its parts and

subsystems contribute for achieving that purpose.

� Each entity of the system receives information or energy from the

other parts within the system as well as from the system's environment.

� Each entity processes this information or energy in its own way and

sends its output to the rest of the system and to the external world.

� A system has a tendency to remain in a state of equilibrium by

maintaining a balance among the various forces operating within and

upon it.

� A system cannot exist in isolation. It must get its inputs from some

other system and its outputs must become inputs to other systems.

These characteristics clearly indicate the interdependence of systems

and subsystems with other systems and subsystems in the environment. For

example, one of the most useful products DDT, a pesticide which had been

widely used to protect crops, was banned in America because of its harmful

effects on fish and birds and eventually on human beings. DDT production

in itself, as a system, could not survive because of its interaction with other

systems. Similarly, Harley-Davidson, a motorcycle manufacturing company,

which dominated the American motorcycle market almost went bankrupt

when it did not recognize its relationship with Honda motorcycle, that was

introduced in America in the late 1950s. Another example would be American

Motor Company, which did go out of business because it solely relied on

the success of Rambler automobiles and failed to interact with the competition.

Accordingly, management must recognize not only the need for harmony

and synchronization among the subsystems within the system, such as

production, marketing, quality control, personnel and so on, but also the

need for adequate interaction with other systems outside such as governmental

regulations, customers, suppliers, competitors and so on.

Three other concepts of systems theory are useful to understand.

First is the concept of ‘synergy’. Synergy is the increased effectiveness that

results from combined action or cooperation. It is sometimes described as

2 + 2 = 5 effect, because the results of synergistic partnership is more than
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the sum of production of each partner alone. It simply means that the whole

is greater than the sum of its parts. For example, if one company acquires

another company, then the resulting output is expected to be higher than the

sum of the individual outputs of these two companies. There is a saying in

India that, ‘while one is just a one, two ones make it an eleven’. That is the

concept of synergy.

The second aspect is that of ‘entropy’. Entropy is the amount of disorder

present in any system. Systems survive when they behave orderly. A system,

which is open, such as an organization, but remains closed, would have no

interaction with other systems and would eventually fail. Living systems, if

totally isolated, would eventually achieve maximum entropy and die.

Accordingly, organizations must always be in tune with the environment and

keep on interacting with other systems in order to survive and remain vital.

The third aspect, known as ‘equifinality’ suggests that there may be

more than one path leading to the same destination. In closed systems, a

direct cause and effect relationship can be found between the initial condition

and the final state. For example, in the case of a watch, which is a closed

system, there is a direct and only relationship between the insertion of the

battery and the operation of the watch. The watch will not work in any

other way. In open systems, however, final states can be reached from

different starting points and in different ways. The inflexible cause and effect

relationships found in physical sciences do not apply to social sciences.

Thus there must not be just ‘one’ best solution to managerial problems but

there may be many good solutions. For example, the goal of expansion may

be achieved by introducing new products or by merger and acquisitions or

simply by greater market penetration by promotion and advertising. Similarly,

Dow Chemical and Union Carbide can pursue different strategies and be

both equally successful organizations in chemical industry.

1.7.4 Contingency Approaches

The contingency approach, also known as situational approach was developed

by managers, consultants and researchers who found that the methods which

are highly effective in one situation would not necessarily work well in other

situations. Their conclusion was that the results are a function of the situation.

This approach suggests that there is no ‘one best way’ to organize and manage

but rather that successful managerial decisions depend upon the situations and

circumstances in which such decisions are made. Early management

contributors like Taylor, Fayol and Weber proposed a set of rules and

techniques that were assumed to be universally applicable. Later research

showed this premise to be too simplistic. While many of these principles are

applicable to most situations, none could be applied to all situations. What

techniques would be most successful? Well, it would depend upon the situation

for which a given technique is being used.  For example, it would not be
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correct to state definitely that students ‘always’ learn more and better in small

classes rather than large ones. The teaching and learning effectiveness would

certainly depend upon such ‘contingency’ factors as course content and the

teaching style of the instructor. Similarly, ‘division of labour’ may result in the

job being too specialized and may hinder efficiency and productivity.

Accordingly, overspecialization of a job may not be desirable in all situations.

In that respect, contingency theory proposes that there are no universal

principles applicable to management in general and in all situations but that the

nature of these principles and techniques would be contingent upon the situation

within which a management decision has to be made.

Whenever we make decisions about some activities, we generally

have contingency plans if some of the variables change. For example, if we

plan to have an outdoor party, we must plan for the contingency of rain at

that time. Our contingency plans require that we move indoors or postpone

the party to another day. According to Y. K. Shetty, ‘the effectiveness of

a given management pattern is contingent upon multitudinous factors and

their relationship in a particular situation". This means that the success of any

given technique is dictated by the situation. For example, rigidly structured

organizations, with many layers of management, function best when the

environmental conditions are relatively stable. Unstable conditions require a

more flexible organization that can adapt quickly to change.

Some of the contingencies affecting the managerial decisions, have

been described by Bateman and Zeithaml as follows:

1. The rate of change and degree of complexity in the organization's

external   environment.

2. The internal strengths and weaknesses of the organization

3. The values, goals, skills and attributes of managers and workers

in the organization.

4.  The types of tasks, resources and technology used by the

organization

Depending on the type of situation and contingency, the management would

devise appropriate strategies to adequately handle the situation.

Check Your Progress - 3

1. What is scientific management

2. What are the managerial skills?

3. Define interpersonal roles.

4. What do you understand by the contingency approach?
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1.8 Let Us Sum Up

� Management in some form or the other is an integral part of living.

The concept of management is as old as the human race itself. A

manager’s job is highly crucial to the success of an organization.

� Management thinkers, including Van Fleet and Peterson, Megginson,

Mosley and Pietri and Kreitner, have given their definitions of

management. To Kreitner, management is a problem-solving process.

� Management process in general is defined as series of actions or

operations conducted towards an end. The logic of the management

process is that particular functions are performed in a sequence within

a given period of time. In other words, the functions that are performed

by a manager and the sequence in which they are performed are

together called the management process

� A manager generally performs two major functions, i.e., decision-

making and implementation of decisions.

� Planning, organizing, directing, coordinating and controlling are the

activities included in the subject matter of management.

� There are 7Ms in business: men, materials, money, machines, methods,

markets and management. Management stands at the top of all these

Ms. It determines and controls all other factors of business.

� The industrial revolution brought about an unprecedented growth in

productivity and this gave rise to three types of contemporary

management theories, which are collectively known as the ‘classical

approach’ to management. These are, scientific, bureaucratic and

administrative management theories

� The contingency approach, also known as situational approach was

developed by managers, consultants and researchers who found that

the methods which are highly effective in one situation would not

necessarily work well in other situations.

1.9 Key Words

� Management: A problem-solving process of effectively achieving

organizational objectives through the efficient use of scarce resources

in a changing environment.

� Efficiency: The ability to get things done correctly.

� Effectiveness: Doing the right things in the right way at the right

time.

� Synergy: The increased effectiveness that results from combined

action or cooperation.
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1.10 Terminal Questions

1. What do you understand by the nature of management?

2. What changes did Taylor’s scientific management approach bring to

the process of management? Did it change the value of ‘time’? If so,

in what way?

3. Differentiate between scientific approach and behavioural approach

to management. What approach do you think is more suitable in the

current conditions?

4. What is the contribution of Henry Fayol to the management process?

Are his administrative principles strictly enforceable in the current trends

towards participative management style? Give reasons for your answer.

5. What are the advantages and disadvantages of a bureaucratic form

of organization?

6. Describe the types of business and industrial situations in which the

quantitative school of management can be highly effective?

7. Describe in detail the systems approach to management.

8. Describe in detail the contingency approach to management.

1.11 Suggested Readings
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1.12 Model Answers to ‘Check Your Progress’

Check Your Progress - 1

1. The integral elements of Kreitner’s definition of management include

the following:

(a) Problem-solving process

(b) Organizational objectives
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(c) Efficiency

(d) Scarce resources

(e) Changing environment

2. Efficiency and effectiveness are two important tools to measure

organizational performance. Efficiency refers to the ability ‘to get

things done correctly’ and effectiveness means ‘doing the right things

in the right way at the right time.’

3. The two main functions of a manager include decision-making and

implementation of the decisions.

Check Your Progress - 2

1. Personnel management includes recruitment, training, transfer,

promotion, demotion, retirement, termination, labour welfare and social

security industrial relations.

2. The 7Ms of business are men, materials, money, machines, methods,

markets and management.

Check Your Progress - 3

1. Scientific management became the accepted philosophy about the

relationship between people and work. It is considered to be a

complete mental revolution for both management and employees

towards their respective duties as well as each other.

2. A skill is an acquired and learned ability to translate knowledge into

performance. It is the competency that allows for performance to be

superior in the field in which the worker has the required skill. All

managers need to possess technical, interpersonal, conceptual,

diagnostic, communicational and political skills. While technical and

diagnostic skills refer to the knowledge and ability of understanding

the processes involved and scientifically analysing problems and

opportunities, all other skills deal with people in one form or the

other.

3. Managers spend a considerable amount of time in interacting with

other people both within their organizations as well as outside. These

people include peers, subordinates, superiors, suppliers, customers,

government officials and community leaders. All these interactions

require an understanding of interpersonal relations.

4. The contingency approach is also known as the situational approach.

It was developed by managers, consultants and researchers who

found that the methods which are highly effective in one situation

would not necessarily work well in other situations.
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Unit-2

PLANNING CONCEPT, PROCESS

AND TYPES

Structure

2.0 Objectives

2.1 Introduction

2.2 Planning Concept, Process and Types
2.2.1 Importance of Planning

2.2.2 Advantages and Disadvantages of Planning

2.2.3 Principles of Effective Planning

2.2.4 Types of Plans

2.2.5 Corporate Planning and its Process

2.2.6 Levels of Planning

2.3 Decision-Making: Concept and Process
2.3.1 Decision-Making Under Certainty

2.3.2 Decision-Making Under Uncertainty

2.3.3 Decision-Making Under Risk

2.4 Management by Objectives

2.5 Environmental Analysis
2.5.1 External Environment

2.5.2 Macro-Environmental Factors

2.5.3 Internal Environment

2.6 Environmental Analysis and Diagnosis

2.7 Techniques of Environmental Analysis

2.8 Strategy Formulation

2.9 Let Us Sum Up

2.10 Key Words

2.11 Terminal Questions

2.12 Suggested Readings

2.13 Model Answers to ‘Check Your Progress’

2.0 Objectives

After going through this unit, you will be able to:

� Interpret planning in terms of concept, process and its types

� Evaluate the process of decision-making

� Analyse the Management by Objectives (MBO) process

� Describe corporate planning as a critical managerial activity

� Assess the significance of environmental analysis and diagnosis



42

2.1 Introduction

Planning is an essential management activity. It is important for modern

businesses as it affects performance, calls for focus on objectives, anticipates

problems and uncertainties and is necessary to facilitate control. It is also

an inevitable support in the process of decision-making. Planning also has

its disadvantages such as: it is expensive, takes a lot of time, curbs the

possibility of any innovations or creativity, since plans have to be followed

and stuck to and causes frustration arising from getting into the details and

intricacies of analysis.

Planning, when done for building long-term strategies, requires

forecasting and is dependent on the data provided by accurate forecasting.

Forecasting is an indispensable aid to planning. Many organizations fail if

their forecasting data is wrong. Forecasting can be categorized into two

types of techniques: Qualitative and Quantitative. Qualitative techniques are

based on judgment and intuition when sufficient data and information are not

available. Quantitative techniques use statistical analysis and mathematical

models to predict future events. Strategic planning is the process of planning

that focuses on achieving the organizational goals with the available resources

and is undertaken by the central management of the organization.

Besides planning, you will also briefly learn about management by

objectives and importance of decision-making in this unit.

2.2 Planning Concept, Process and Types

Planning can be defined as a process for accomplishing certain purposes. It

helps in deciding objectives both in quantitative and qualitative terms and sets

goals on the basis of those objectives keeping in mind the available resources.

Planning combines forecasting of developments with the preparation

of scenarios of how to react to them. An important aspect of planning is its

relationship with forecasting. Forecasting can be described as predicting

what the future will look like. Planning, on the other hand, is based on what

the future should look like.

Planning is also used to describe the formal procedures used in such

an endeavour, such as the creation of documents, diagrams, or meetings to

discuss the important issues to be addressed, the objectives to be met, and

the strategy to be followed. Beyond this, planning has a different meaning

depending on the context in which it is used.

There are two other vital aspects of  planning that also need to be

addressed. On one hand, one needs to be prepared for what may lie ahead,

which may mean contingencies and flexible processes. On the other hand,

the future is shaped by the consequences of the planning and actions.
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Planning is a critical managerial activity. It is the process of determining

the future course of action, i.e., how the organization can get where it wants

to go. It is a primary function of management because all other functions

depend upon how the organization plans to achieve its objectives. Planning

is a decision-making activity requiring the process of ascertaining objectives

and deciding on activities to attain these objectives. In planning, managers

predict the future, determine the goals of the organization and develop the

overall strategies to achieve these goals. The extent and complexity of

planning would depend upon the complexity and multiplicity of objectives.

Consider, for example, the planning undertaken by the Atlanta

Committee for the Olympic Games (ACOG) held in Atlanta, Georgia, in

1996. While the planning process started more than five years before the

due date of the games, consider the challenging task faced by ACOG in

1993, as reported by Business Week. With three years and three months

left, facilities costing more than 500 million dollars, including the Olympic

Stadium, were still mere blueprints. Raising the estimated $1.57 billion needed

to stage the fourth Summer Olympiad on the US soil required big bucks

from corporate sponsors, licensing agreements, tickets and most important,

broadcast rights.

Similarly, staging the Asian Games in New Delhi in 1982 required

extensive planning for years before the games, in building the stadium, new

roadways, flyovers and the residential Asiad Village for participating athletes

from all over Asia. Without proper and detailed planning, success for such

colossal events cannot be assured.

Planning is particularly important because of scarce resources and an

uncertain environment, with a fierce competition for these resources. The

basic purpose of planning is to reduce the risk of uncertainties and to initiate

a coordinated effort within the organization for the purpose of organizational

success. It also involves the process of preparing for change and the dynamics

of the environment.

As such, the planning function has three characteristics. First, planning

is anticipatory in nature. This means that a decision has to be made as to

what to do and how to do, before it is actually done. Second, planning is

a system of decisions. It involves a process of making decisions, which will

define as to what is to be achieved in the future and the formation of action

plans for achievement of goals. Third, planning is focussed on desired future

results.

It is a means of ensuring that the important organizational objectives

are accomplished as and when desired.
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2.2.1 Importance of Planning

While planning does not guarantee success in organizational objectives, there

is evidence that companies that engage in formal planning consistently perform

better than those with none or limited formal planning and they also improve

their own performance over a period of time. It is very rare for an organization

to succeed solely by luck or circumstances. Some of the reasons as to why

planning is considered a vital managerial function are given as follows:

� Planning is essential in modern business: The growing complexity

of modern business with rapid technological changes, dynamic changes

in consumer preferences and growing tough competition necessitates

orderly operations, not only in the current environment but also in the

future environment. Since planning takes a future outlook it takes into

account possible future developments.

� Planning affects performance: A number of empirical studies

provide evidence of organizational success being a function of formal

planning, the success being measured by factors such as returns on

investment, sales volume, growth in earnings per share, and so on. An

investigation of thirty-six firms in various industrial products like

machinery, steel, oil, chemicals and drugs revealed that companies

that engaged in formal planning consistently performed better than

those with no formal planning.

� Planning puts focus on objectives: The effectiveness of formal

planning is primarily based upon clarity and specificity of objectives.

Objectives provide a direction and all planning decisions are directed

towards achievement of these objectives. Plans continuously reinforce

the importance of these objectives by focusing on them. This ensures

maximum utility of managerial time and efforts.

� Planning anticipates problems and uncertainties: A significant

aspect of any formal planning process is collection of relevant

information for the purpose of forecasting the future as accurately as

possible. This would minimize the chances of haphazard decisions.

Since the future needs of the organization are anticipated in advance,

the proper acquisition and allocation of resources can be planned,

thus minimizing wastage and ensuring optimal utility of these resources.

� Planning is necessary to facilitate control: Controlling involves

the continual analysis and measurement of actual operations against

the established standards. These standards are set in the light of

objectives to be achieved. Periodic reviews of operations can determine

whether the plans are being implemented correctly. Well-developed

plans can aid the process of control in two ways.
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(i) First, the planning process establishes a system of advance warning

of possible deviations from the expected performance. The

deviations in production, sales, profits, and so on, may come to

light during periodic investigations and hence remedial action can

be taken before any harm is done.

(ii)Second, contribution of planning to the control process is that it

provides quantitative data which would make it easier to compare

the actual performance in quantitative terms, not only with the

expectations of the organization but also with the industry statistics

or market forecasts.

� Planning helps in the process of decision-making: Since planning

specifies the actions and steps to be taken in order to accomplish

organizational objectives, it serves as a basis for decision-making

about future activities. It also helps managers make routine decisions

about current activities since the objectives, plans, policies, schedules,

and so on, are clearly laid down.

2.2.2 Advantages and Disadvantages of Planning

Advantages

� Planning gives managers some purpose and direction. Since planning

is future oriented, it forces managers to look beyond the present.

Also, it creates a unity of purpose, since the objectives are formally

expressed and the methods and procedures to obtain these objectives

are clearly defined.

� Proper planning helps in the process of motivation. If plans are properly

communicated to all levels of the organization, then every one can feel

involved in carrying them out. When people get involved, their sense

of belonging increases and thus they are highly motivated.

� Planning provides a framework for decision-making. Knowing the

organizational objectives and the methods to achieve these objectives

eliminates ambiguity in the decision-making process. Furthermore,

planning provides for feedback, periodic evaluation of programmes

and indication for any deviation so that corrective action can be

taken, hence making the decision-making process a little easier. Also,

systematic planning requires an understanding and evaluation of many

variables which influence events, hence it is highly unlikely that an

important variable will be overlooked which could adversely affect

either the decision process or the operation.

� Proper planning results in effective utilization of organizational resources.

Since planning involves the identification of such resources for optimal

utility, there is no waste or minimum waste of these resources. This
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will also reduce unproductive work, idle time of workers, down time

for machines, and all this would logically result in minimum cost of

operations.

� Since accurate forecast of future events is an integral part of effective

planning, it reduces the elements of risks and uncertainty. Also, since

planning is done in advance of actions, it prevents hasty judgments

and haphazard decisions and results in disciplined thinking.

� It improves the competitive strength of the company in two ways.

First, since the operations are planned in advance, the company is

able to take its time in shopping around for the best and competitive

rates of raw materials, equipment and part and human resources.

Second, proper planning gives the company an advantageous edge if

it decides to make changes in its line of products or expansion in its

plant capacity or changes in methodology.

� Formal planning forces managers to examine all areas of the

organization from all angles and efficiently coordinate the activities of

all these areas. Without this process, these managers may ignore or

overlook some critical aspect due to time pressures or other factors,

thus affecting the outcome in a negative way.

Disadvantages

� Planning is expensive and time consuming. A good deal of time,

energy and capital is involved in setting up the planning machinery for

the purpose of gathering and analysing data and testing of various

alternatives in order to select the one which is most appropriate.

Accordingly, the cost of planning and the benefits derived from it

must be adequately balanced. Sometimes, proper planning takes up

so much time that some useful opportunities can be lost if they require

immediate action and such immediate action cannot be taken without

proper planning.

� Planning itself can be a hindrance to innovation. In a planned set-up,

every operation is pre-planned. This means simply proceeding

according to plans and following the rules mechanically. This does not

leave any provision for a manager’s innovation and creativity. (This

problem can be overcome to some degree, however, by making the

plans more flexible in order to accommodate any changes generated

by new ideas).

� Planning can sometimes be very frustrating because it requires an

extremely detailed, careful and analytical thought process. Accordingly,

it is more of an intellectual exercise. It requires a high level of

imagination and analytical ability in addition to total commitment. The

talents required and the maintenance of high quality planning together

are difficult to achieve.
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2.2.3 Principles of Effective Planning

A system is a set of principles of effective planning as stated by Gary Dessler.

These principles are as follows:

� Keep aims crystallized: The aims and objectives must be clear,

unambiguous, solid, reasonable and attainable. Poorly defined

objectives do not lend to accurate and effective planning.

� Develop accurate forecasts: Accurate events and trends in the

future are the most important inputs of the planning process.

Accordingly, the managers making the forecasts must be highly skilled

and must use quantitative methods wherever applicable in addition to

intuitional judgements to improve the accuracy of the forecasts.

� Involve subordinates in the planning process: This will ensure

the acceptance of the plans by those who are going to implement

them. Studies have indicated that people, who put the plans into

operation, do so much better when they participate in the formulation

of the plans than when such plans are simply assigned to them.

� The plan must be a sound one: In order for a plan to be effective,

it must be based on sound assumptions and correct information.

Mitroff and Emshoff suggest a devil’s advocate approach, in which

someone deliberately criticizes the plan in order to eliminate any

inconsistencies in the plan and thus refine it further.

� Do not be over-optimistic: Objectivity is an essential ingredient of

effective planning. Over-optimism is based on feelings, emotions and

intuition. Do not see what you want to see, but see what there is.

� Decide in advance the criteria for abandoning a project: There

is no need to continue to stick to the plan if it is not working out as

expected. However, the criteria for abandoning a particular project

should be established in the beginning. If a particular advertisement

commercial, for example, does not increase sales by ten per cent in

six months, then such a commercial should be replaced.

� Keep your plan flexible: Keep the progress of your plan under

constant review so that it can be revised and modified as the situation

demands. Future trends should also be assessed by continuously

monitoring economic, social, political, technological and competitive

trends. Any changes in these variables may require changes in the

original plans.

� Review long-range plans on a short-range basis: Long-range

plans are risky due to a dynamic environment. Accordingly, long-range

strategic plans should be split up into manageable periods and the basic

assumptions underlying the strategic plan as well as its progress should

be measured and reviewed at such set intervals as planned so that any
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reasons for under-performance or over-performance can be identified

and new decisions made relative to the plan.

� Fit the plan to the environment: Assess the current as well as

future environment. If the environment is comparatively stable, a plan

can be more rigid. However, if the environment is volatile, the plan

must main highly flexible to accommodate necessary changes.

2.2.4 Types of Plans

Organization plans are usually divided into two types, namely standing plans

and single-use plans. Standing plans are those which remain roughly the same

for long periods of time and are used in organizational situations that occur

repeatedly. The most common kinds of standing plans are policies, procedures

and rules. Single-use plans focus on relatively unique situations within the

organization and may be required to be used only once. These plans can be

subdivided into programme and budgets. These plans are explained as follows:

1. Standing Plans

Policies: A policy is a statement and a predetermined guideline that provides

direction for decision-making and action taking. Policies are usually general

enough to give the manager sufficient freedom to make judgements, while at

the same time they are specific enough to establish constraining boundaries.

Regarding employment, for example, a company policy may be to employ

personnel on merit alone. Without regard to race, sex or age and within the

bounds of this policy, a manager can make decisions. Policies must be based

upon a thorough analysis of objectives and should be consistent with the

company’s mission and philosophy.

Policies, being formal statements, serve as ready guides for answering

numerous questions and making many day-to-day routine decisions, especially

about recurring problems, thus freeing management’s time for more important

and unique decisions. This helps improve the efficiency of operations. If the

policies are clearly understood and adhered to by all, then there will be

fewer problems and fewer complaints to start with. There may be separate

policies for separate functions but they must be all co-ordinated, thus serving

the consistency of purpose.

Appropriate policy guideline enables managers to anticipate and take

action for a given set of situational variables. There are organizational policies

formulated for all types of situations and functions. There may be sales

policies, production policies, personnel policies, and so on. Personnel policies,

for example, would specify decisions regarding selection, training,

remuneration, labour relations, promotion of personnel, and so on.

According to Newman, Summer and Warren, a policy may:

� Be specific or broad in nature

� Deal with one or many aspects of a problems or a situation
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� Place wider or narrow limits within which action is to be taken

� Specify the steps to be taken when a decision is to be made

Policies are useful indicators of the conduct and the philosophy of the

company and about what the company stands for. Being formal statements,

they can easily be communicated to the organizational members as well as

the outside public.

Procedures: While policies cover a broad area of action, procedures prescribe

the exact manner in which an activity is to be completed. Procedures are a

series of steps established to accomplish a specific project. They generally

indicate how a policy is to be implemented and carried out. They are more

precise guidelines permitting little or no individual discretion. Procedures can

be defined as a series of related tasks that make up the chronological sequence

and the established way of performing the work to be accomplished. For

example, some companies have a policy of reimbursing employees for their

educational expenses. To claim such expenses, the employee must follow a

set procedure, such as filling a form, attaching a copy of courses taken and

grades received, taking it to the personnel office for processing and then wait

for the reimbursement check.

Rules: Whereas procedures specify a chronological sequence of steps to be

performed, rules are very specific and narrow guides to action. These are

plans that describe exactly how one particular situation is to be handled. A

company may prescribe, for example, a number of safety rules, such as no

smoking on company premises. No eating in the classroom is a rule in all

schools and colleges. A rule is meant to be strictly followed and is generally

enforced by invoking penalties. If it is a rule, for example, to report on duty at

9 a.m. then any person who consistently breaks this rule can be fired. A lot of

state laws require that all car drivers not wearing safety belts while driving a

car are subject to a fine.

2. Single-use Plans

Programmes: A programme is a single-use plan designed to carry out a special

project, solving a problem or achieving a group of related goals. This project

or problem is not intended to be in existence over the entire life of the

organization like the standing plans.

The programme exists to achieve some purpose identified by the

organization and this achievement is expected to benefit the organization. An

organization may have instituted, for example, a management development

programme to build special managerial skills, such as handling international

competition or meeting the management challenges of the next century.

Similarly, a college may have a programme to build a new laboratory or add

new classrooms. A business may have a programme to automate its systems.

All these programmes are one-time programmes, no matter how long it

takes to complete a given programme or a project. Once the programmes

goals are achieved, that programme is discontinued.
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Projects: Project is a type of programme however it has less scope and

complexity in comparison to a programme. In some cases, a project may be a

small unit of a larger programme or it may be a self-contained single-use plan.

Projects assist the efforts of individuals or work groups towards the

achievement of specific, well-defined goals. In comparison to programmes,

projects are less comprehensive and narrower in focus and also have

predetermined dates for completion. Many projects are designed to collect

and analyse information for decision-making purposes or to support more

comprehensive planning efforts, such as programmes.

Let’s take the example of Allstate Corporation, which is the third largest

personal lines insurer in the United States and the largest that is publically held.

Let’s assume that the Allstate’s marketing department has been assigned a

project to increase awarenss of Allstate among minority populations. Thus,

this project will have limited scope with respect to the overall diversity

programme. However, it was initiated to provide support to Allstate’s overall

efforts to create a more diverse employee base. In a similar manner, the food

and beverage department of Allstate’s may start a project to create diversity

week, featuring different cultural foods, entertainment and artwork in the

company lunch area. Here also the project will have a narrower scope than

the diversity programme as a whole, but it would contribute to the overall

diversity goals of the company.

Budgets: A budget is another single-use programme, which is a financial plan

that covers a specified period of time. This plan identifies as to how funds will

be raised and how these funds will be utilized for procuring resources, such as

labour, raw materials, information systems; and other business functions, such

as marketing, research and development, and so on. Every organization

prepares a budget for its various activities. These budgets are usually for a

one-year period at a time. When a specific budget period ends, the value of

that budget as a planning device is finished, even though it may form the basis

for the budget for the following period. In that respect, it is a single-use plan.

2.2.5 Corporate Planning and its Process

A vigorous and detailed corporate planning programme helps managers to be

future oriented. It gives the managers some purpose and direction. A sound

blueprint for plans with specific objective and action statements has numerous

advantages for the organization. First, it creates a unity of purpose for the

organization, since the objectives are formally expressed and the methods and

procedures to obtain these objectives are clearly defined. Second, proper

planning helps in the process of motivation. If plans are properly communicated

to all members of the organization, then everyone can feel involved in carrying

them out. When people get involved, their sense of belonging increases and,

thus, they become highly motivated. Third, it reduces the elements of risk and

uncertainty, since accurate forecast of future is an integral part of effective

planning. Also, since planning is done in advance of actions, it prevents hasty
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judgements  and results in disciplined thinking. Fourth, proper planning results

in effective utilization of organizational resources. This will reduce unproductive

work, idle time for workers, downtime for machines, thus resulting in minimum

cost of operations. Fifth, it improves the competitive strength of the company.

Since the operations are planned in advance, the company is able to take its

time in shopping around for best and competitive rates for raw materials,

equipment and parts and for human resources. Also proper planning gives the

company an advantageous edge in case it decides to make changes in its line

of products or expansion in plant capacity or changes in methodology.    Finally,

formal planning forces managers to understand and evaluate all variables that

influence events. Hence, it would make it unlikely that the managers may ignore

or overlook a critical variable due to time pressures or other factors which

could adversely affect the organizational operations or the outcomes.

If the planning function is not well executed within the organization,

there can be several disadvantages. First, planning is expensive and time

consuming. A good deal of time, energy and capital is involved in setting up

the planning machinery for the purpose of gathering and analyzing data and

testing of various alternatives in order to select the one which is most

appropriate. Accordingly, the cost of planning and the benefit derived from

it must be adequately balanced. Sometimes, proper planning takes up so

much time that some useful opportunities can be lost if they require immediate

action and such immediate action cannot be taken without proper planning.

Second, planning itself can be a hindrance to innovation. In a planned setup,

every operation is pre-planned. This means simply proceeding according to

plans and following the rules mechanically. This does not leave any provision

for manager’s innovation and creativity. This problem can be overcome,

however, by making the plans more flexible in order to accommodate changes

generated by new ideas. Finally, planning can sometimes be very frustrating

because it requires an extremely detailed, careful and analytical thought

process. Accordingly, it is more of an intellectual exercise. It requires a high

level of imagination, and analytical ability in addition to total commitment.

The talents required and the maintenance of high quality planning together

are difficult to achieve.

The Planning Process

The planning process for all organizations is built on the framework of the

statement of formal mission, specific objectives that are established on the

basis of the mission statement and the plans that can be developed to achieve

these objectives, as shown below:

The need for planning exists at all levels of organizational hierarchy,

but is extremely important at higher levels where the potential for impact on

organizational success is greater. Once the upper level strategies are well



52

defined and understood, then the lower level managers can plan to accomplish

the objectives of their units.

The Mission

The mission of an organization is the very reason for its existence. It sets out

why the organization exists and what it should be doing. For example, the

mission of a national airline might be defined as “satisfying the needs of individual

and business travellers for high-speed transportation at a reasonable price to

all the major domestic population centres.”

The purpose of the mission statement is to guide managers, work

units and individual employees throughout the organization. A clear mission

statement is concise, focused, worthy, imaginative and realistic.

In addition to the mission statement, managers today are increasingly

recognizing the need to have “vision” of what the organization is to become.

Most leaders are expected to be “visionary”, who can “see” beyond the

obvious. Vision is general directional and motivational guidance for the

entire organization. It should have an emotional element in it. For example,

Steven Job’s vision for Apple Computer was “to make a contribution to the

world by making tools for the mind that advance mankind.” This was a

compelling statement of direction which was emotionally charged. The mission

of the organization adds specificity to vision.

Goals and Objectives

The goals of an organization are refinements of its mission. They are open-

ended statements of purpose which help describe an organization’s philosophy.

Goals are more specific than mission but address, in general, such key issues

as market share, productivity, profitability, efficiency, growth, physical and

financial resources and so on. Objectives are specific statements about

anticipated end-results of any activity. They further define the organizational

goals. For example, the goal of a college may be to increase the number of

students. The objective would be to increase the number of incoming students

by 5 per cent per year. Similarly, if the goal is to increase sales, then the

specific objective might be to increase sales by 10 per cent in the first year.

Characteristics of Sound Objectives

Sound objectives should have five basic characteristics. They should be:

Fig. 2.1 Characteristics of Sound Objectives
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� Organizational objectives should be stated in writing: They should

be specific and communicated clearly to all so that all members of the

organization are aware of what is expected of them. This eliminates

ambiguity and confusion. Placing objectives in a written  form increases

people’s understanding of them and thus leads to commitment.

� Objectives should be time bound: A time limit must be set for

achievement of given objectives. They cannot be open ended.

Employees need to know the time frame in which an objective should

be accomplished. Also, putting deadlines gives workers a sense of

challenge, and they take pride in meeting these challenges. However,

this time frame must be realistically established.

� Objectives should be specific and measurable: General objectives

are difficult to interpret and difficult to measure. For example,

“improving employee safety” is more difficult to define and measure

than the objective of “reducing work accidents by 20 per cent.”

Similarly, an objective of increasing the market share of the company

by 5 per cent during the year allows a manager to measure the

progress as the time passes.

� Objectives should be realistic and attainable: Overly optimistic

but unrealistic objectives serve as moral deflators and hence are

ineffective. On the other hand, they should not be too easily achievable,

for an easily achievable objective provides little challenge to workers.

They should be attainable but challenging.

Multi-objectives should be mutually supportive. One objective should

not be achieved at the cost of the other. Objectives should be

prioritised so that the objectives with top priority are achieved first.

However all objectives should be set in a manner so that no objective

is to be given up in order to achieve another.

For objectives to be realistic and attainable, they should be established

with the following considerations.

(a) Environmental conditions: These conditions include the

availability of raw materials, skilled labour, energy and other

resources Long-range objectives must ensure that these resources

will not become scarce. Additionally, objectives must be revised,

if necessary, in the light of new technological developments.

(b) Economic conditions: The current economic conditions and

economic trends must be seriously considered while setting

objectives. For example, the objective of expanding during

recession may not be advisable. The economic fluctuations must

be assessed and predicted accurately.

(c) Internal resources: There is no point in establishing an objective

if we do not have the means to achieve it. Accordingly, objectives
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should be set relative to the company’s resources of capital,

skilled personnel, physical equipment and so on.

(d) Anticipation of future events: Future events, being most

unpredictable, have a major impact on the realization of

objectives. Future opportunities and threats must be identified

as far as possible and these must be incorporated in organizational

objectives and plans.

Hierarchy of Objectives

While the central management is primarily concerned with organizational mission

and establishing general goals and strategies, establishment of objectives exist

at all levels of organizational hierarchy. The broader aims of the company are

broken down into hierarchical segments of divisional objectives, departmental

objectives, work group objectives and individual employee objectives. Each

higher level objective is supported by one or more lower level objectives. This

identification enables each member of the organization to relate his contribution

to the overall objectives. This helps in the proper alignment of objectives at all

levels of the organization with the central aim of the organization.

Check Your Progress - 1

1. What is the purpose of a mission statement?

2. What is a standing plan?

2.2.6 Levels of Planning

There are basically three levels of planning associated with the different

managerial levels. These are shown in Figure 2.2.

Fig. 2.2 Levels of Planning

1. Strategic Planning

Strategic planning is the process of determining the overall objectives of the

organization and the policies and strategies adopted to achieve those objectives.
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It is a process by which an organization makes decisions and takes actions

that affect its long-term performance. Top management of the organization is

involved in strategic planning, which is long range and has a major impact on

the organization. A strategic plan usually covers a time period of up to ten

years and involves a major commitment of resources. It deals with the total

assessment of the organization’s capabilities, its strengths and its weaknesses

and an objective and analytical evaluation of the dynamic environment. The

planning also determines the direction the company will be taking from where

it is and where it wants to be. Strategic planning, for example, formed the

basis of Motorola’s decision to move away from the consumer market and

concentrate on industrial products. Similarly, Levi Strauss, which was primarily

involved in production of blue denim jeans, expanded to include women’s and

children’s clothing, fashion-oriented clothing and shoes.

SWOT Analysis

Once we become aware of the threats and opportunities in the external

environment and the strengths and weaknesses in the internal environment of

the organization, a comprehensive analysis of these elements assists in providing

a realistic understanding of the organization in relationship to its environment.

This comprehensive analysis is known as SWOT anaylsis (Strengths,

Weaknesses, Opportunities, Threats). This analysis would assist in the

development of strategies that take maximum advantage of strengths and

opportunities while minimizing the negative effects of weaknesses and threats.

The SWOT analysis takes into consideration the following major

issues:

� Strengths

— Distinctive competence

— Manufacturing efficiency

— Skilled work force

— Adequate financial resources

— Superior image and reputation

— Economies of scale

— Superior technology

— Insulation from strong competitive pressures

— Product or service differentiation

� Weaknesses

— No clear strategic direction

— Outdated facilities

— Lack of innovation

— Poor research and development programmes

— Lack of management depth and skills
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— Inability to raise capital

— Weaker distribution network

— Obsolete technology

— Low employee morale

— Poor track record in implementing strategy

— Too narrow a product line

— Poor market image

— Higher overall unit costs relative to competition

� Opportunities

— Strong economy

— Possible new markets

— Emerging technologies

— Vertical integration

— Complacency among competing organizations

— Expansion of product line to meet broader range of
customer needs

— Falling trade barriers in attractive foreign markets

� Threats

— Entry of lower cost foreign competitor

— Rising sales of substitute products

— Shortage of resources

— Changing buyer needs and tastes

— Recession in economy

— Costly new regulatory requirements

— Adverse shifts in trade policies of foreign governments

— Adverse demographic changes

SWOT analysis is a useful strategic planning tool and is based on the

assumption that if the managers carefully review internal strengths and
weaknesses and external threats and opportunities, a useful strategy for

ensuring organizational success can be formulated.

BCG matrix

One of the best known examples of the portfolio strategy is the ‘portfolio

frame work’ matrix, advocated by Boston Consulting Group (BCG). Popularly

known as BCG matrix, this matrix compares various businesses in an

organization’s portfolio on the basis of relative market share and market growth

rate. Its goal is to develop a balance among business units that use up cash

and those that supply cash.
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The BCG matrix consists of four cells with market share along the

horizontal dimension and market growth rate on the vertical dimension. It is

used to categorize a business according to whether it is high or low on the

two dimensions of market share and market growth rate. Managers try to

position each business on the BCG matrix and label it either a cash cow,

a star, a question mark or a dog and strategic decisions about these businesses

are made according to their positions. The matrix is shown as follows:

Fig. 2.3 BCG Matrix

A ‘cash cow’ is a business with low growth rate and high market

share and it generates more resources than it needs. These are well-

established businesses in mature markets. They generate high profits and

these profits may be used in the development of businesses in other categories

such as stars and question marks.

A ‘star’ holds a high market share of a high-growth market. Initially,

its cash flow may be slightly positive or slightly negative, but its potential for

generating high profits is high. Managers generally use a growth strategy to

transform a star into a cash cow, when the market growth rate slows down.

A ‘question mark’ is a business with negative returns in a high growth

market but with a low market share. Question marks, also known as ‘wild

cats’ have an uncertain future. Such businesses require substantial cash

infusions and may or may not become a ‘star’. The choice here is between

growth and retrenchment strategies.

A ‘dog’ holds a low share of a low growth market. It does not

require much cash and it does not generate much cash. Moving a dog to

another category can require enormous resources. Faced with a dog,

managers usually employ a retrenchment strategy either by keeping it until

it fails, or by selling the business or by abandoning it completely.

The BCG matrix provides corporate managers with specific guidance

as to how to allocate and shift resources among its various businesses to

improve the performance of the portfolio as a whole. A majority of business

units within the corporation should be ‘cash cows’ since these provide the

cash needed for others. Only a few businesses should be ‘question marks’



58

since they can be converted into ‘star’ with significant cash infusion. Relatively

more businesses should be ‘stars’ because they have the potential to become

cash cows. ‘Dogs’ should be managed extremely carefully or they should

be eliminated.

Even though BCG matrix is a useful tool, it does have its shortcomings.

It does not address, for example, the issue of such businesses which have

average market shares in markets of average growth (the matrix has only

high and low categories). Another difficulty is that all businesses do not

clearly fit into one or the other category. Furthermore, it provides little

guidance as to which ‘question marks’ to support and which ‘dogs’ to

eliminate. Finally, the terminology in the matrix is not very pleasant. According

to one executive, ‘we try to avoid the use of words such as cash cows and

dogs like the plague. If you call a business “dog”, it will respond like one.’

2. Tactical Planning

While strategic planning focuses on where the organization will be in the future,

tactical planning, also known as ‘intermediate planning’ emphasises on how it

will be done. Such a planning generally covers a shorter period of time, usually

between one and two years, and involves middle management, such as

functional managers, department heads, product line managers, and so on.

The middle management also has the task of polishing the top management’s

strategic plans. It takes a critical look at the resources available and determines

the most effective and efficient mix of human, financial and material factors in

order to achieve the organizational objectives in the most efficient manner. It

refines the broad strategic plans into more workable and realistic plans.

3. Operational Planning

Operational plans are the responsibility of the lower level and involve unit

supervisors, foreman, and so on. These are short-range plans covering a time

span of about one week to one year. These plans are more specific and they

determine how a specific job is to be completed in the best possible way.

Most operational plans are divided into functional areas, such as production,

finance, marketing, personnel, and so on. Production plans, for example, would

require an analysis and decisions covering inventory levels of raw materials as

well as the finished product, flexibility of current production facilities, plans for

coping with changing production technology, and so on. These plans are

relatively stable and are linked to the planning objectives of the middle

management and top management.

Besides these three types of planning, there is another type of planning

called contingency planning.

4. Contingency Planning

Contingency planning is an approach which has become necessary in today’s

rapidly changing environment. It is the determination of alternative courses of

action to be taken if the original plans are disrupted or become inappropriate

due to changed circumstances. Contingency planning is proactive in nature
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and the management tries to anticipate changes in the environment and prepares

to cope with the future events. Contingency planning is necessary at each level

of management and for strategic, tactical and operational planning. The manager

of the production department, for example, probably has a contingency plan

to cover for any machinery breakdown. Similarly, if an organization uses

computers for data storage, it must have contingency plans if the system fails

such as a back-up system and making copies of the files, which are placed in

a secure location. Briggs-Weaver, an industrial distribution firm based in Dallas,

Texas, develops formal contingency plans for most situations. According to

the president of the company, ‘If our sales drop by more than 10 per cent, a

contingency plan automatically goes into effect’.

Check Your Progress - 2

1. Define the term planning.

2. Name the two types of organization plans.

2.3 Decision-Making: Concept and Process

Decision-making and problem solving are core functions of management

because they are an integral part of all other managerial functions such as

planning, organizing, directing and controlling. They are also an integral part of

life because life cannot be managed without making decisions. We are always

faced with situations where we have to make choices almost everyday of our

lives and making a choice out of many options constitutes a decision. This

decision maybe a simple one such as, choosing clothes to wear, selecting food

from a menu or deciding general activities for the day, or it may be a major

decision such as changing a job or purchasing a house.

Rational decision-making and problem solving may be used

interchangeably since a problem has to exist and a decision has to be made

to solve such a problem. While most decisions indeed involve a problem,

some decisions are part of routine and may not involve a problem. For

example, decisions as to what to wear or which movie to see or whether

to stay or go for swimming are routine decisions and simple choices among

available alternatives, requiring common sense and simple qualitative judgment.

Problem solving on the other hand is a much more vigorous process which

requires rational inquiry based upon unemotional reasoning, identifying the

problem, generating feasible solutions for it, choosing the best solution from

a utility point of view and then applying this solution to see if it works

efficiently and effectively. In general, while decision-making results in a

choice from many alternative courses of action, problem solving results in

resolving the disparities between the desired performance and the

performance actually obtained.
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Decision-making is a complex mental exercise in reality. Some of the

decisions we make are highly significant with highly important consequences.

The more significant decisions very often need the exercise of considerable

analytical judgement and the quality of such judgement is the backbone of

successful decisions. These judgements must eliminate the root causes of the

problems that have necessitated such decisions. Ineffective decisions attack

only the symptoms and are only cosmetic in nature. They may solve the

problem on the surface or on a short-run basis, but in order to find a lasting

solution, the problem must be attacked at its roots.

As we all face the future, its unpredictability brings to us certain

situations that are unexpected and hence problematic in nature. As we grow

older and share added responsibilities, we develop certain characteristics

and some intuitional senses that help us solve some of these problems and

we also learn some techniques and methodologies through the acquisition of

knowledge and skills, which assist us in solving certain types of problems.

These problems require decisions that exist at personal, organizational and

social levels.

Individuals must make major decisions regarding their careers, their

marriage and family and other decisions, which have far-reaching personal

implications. The organizational decisions involve problems relating to

investments, products, marketing, location of production or service facilities,

dealing with personnel problems, contributions towards community welfare

and so on. Societies, in general, have many problems that affect their very

survival such as crime, energy shortages, depletion of finite resources, health

services, employment, political conflicts among nations and so on.

All these problems have to be faced and solved. No person can

avoid problems and ignoring a problem is never a solution.

Defining a Problem

Since a problem must exist in order to make a decision for solving it, we must

know what the problem is so that we can identify it when it shows up. Being

aware of the problem is the first prerequisite for finding a solution. The Webster’s

Dictionary defines a problem as, ‘a question raised for inquiry, consideration or

solution.’ While this definition is not complete or self-explanatory in itself, a

problem seems to exist when the symptoms of the outcome of an activity do not

seem to be conforming to the expected outcome of the same activity as planned.

For example, you are going to your office in the car and on the way, you get a

flat tyre, then you have a problem since you did not expect this to happen.

Similarly, if someone becomes ill, then this is a deviation from the norm of healthy

living and this would constitute a problem and the sick person would seek solution

to the problem by going to the doctor.
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Structure of problems

According to Harvey J. Brightman co-author of Problem-Solving: A Logical

and Creative Approach, the problems may be of the following types:

1. Ill-structured versus well-structured problems: The ill-structured
problems are unique, unpredicted and unprecedented situations. These
problems are ambiguous and poorly understood and defy any cut-
and-dry solution. These are generally ‘one-shot’ occurrences for which
standard responses are not available and hence require a creative
process of problem solving which is specifically tailored to meet the
requirements of the situation at hand. Such problems may involve

closing of a plant, buying or merging into a new company, starting a

new business and so on. Since ill-structured problems do not have

well-structured solutions, such solutions generally rely upon skill,

intuition, creativity, experience and considered judgement and carry

with them consequences of diverse ramifications. Top-level management

generally faces these problems because their environment is complex

and is involved with high-level policy decisions.

Well-structured problems, on the other hand, are clearly defined,

routine, and repetitive, and respond to standardised responses. They

are familiar, complete and easily defined, and analysed. These problems

are generally faced by lower level and middle-level managers who

have, at their disposal a set of rules, policies and procedures that can

be used to solve these problems so that such problems do not have

to be referred to superiors for solutions. For example, if a professor

cuts too many classes, the chairperson of the department can use the

prescribed rules to discipline him and the issue does not have to be

referred to the president of the college. Similarly, it you buy some

merchandise and it turns out to be defective, you can take it back for

a refund. The management of the company has a well-structured set

of rules and procedures to deal with the problem of making refunds

for defective merchandise.

2. Operating level versus strategic level problems: Operating level

problems are generally well-structured problems encountered by the

organization on a daily basis. For example, a newspaper shop owner

has the problem of reordering the newspapers and magazines every

day and he knows when to order and how much to order. Similarly,

daily or weekly production levels, inventory levels or sales levels are

set and known and standard solutions exist to solve any problems in

these areas when they arise. These situations are not new or unique

and do not involve any changes in organizational policies or procedures.

On the other hand, strategic-level problems are unique and demand
high-level managerial attention. These problems may involve changes

in policies and are important in terms of actions taken or resources
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committed. While operating level problems do not affect the survival

of the organization, strategic level problems do. Sometimes, if the
operating-level problems are left unattended, they may become strategic

level problems. For example, if no action is taken against a professor

who habitually cuts classes, this may affect other professors, thus
making it a morale problem for the college, which then would be

considered a strategic level problem.

3. Crisis versus opportunity problems: Crisis problems develop

suddenly and are totally unexpected at a given time. These may

develop within the general framework of expectations so that the
management has some types of contingency preparations to handle

these crisis situations. For example, a forest fire will create a crisis

problem but the government and the community are generally prepared
to fight the forest fire. Similarly, a major strike at the plant may not

have been expected, but the management generally has made provisions

to handle the situation. Solving crisis problems is reactive in nature
and requires reacting quickly and aggressively to solve the problem.

It may be achieved through task forces, who may try to mould crisis

situations into familiar problems for which solutions are known to
exist.

Opportunity problems are more of challenges, which must be exploited
for the betterment of the organization, For example, if an opportunity
of a highly beneficial merger arises, and the organization fails to

recognise the potential, it would be considered a lost opportunity.
Similarly, a slightly increased rate of employee absenteeism may mean
some deeper organizational problem and if the management does not

recognise this opportunity to deal with the problem, this missed
opportunity may blow up into a crisis. Both the crisis problems as
well as the opportunity problems are handled by the central

management.

Problem pointers

First of all, how do we determine that there is a problem? Even if we know

that there is a problem, how do we determine the extent and the seriousness

of the problem? According to Miller and Starr, there are certain characteristics

that are attributes of problems. One of the major characteristics of the

problem is the existence of a deviation between what was expected under

a given set of conditions and what actually happened.

Before solutions can be found, the problems must be thoroughly and

correctly diagnosed and the decisions concerning solutions to the problems

must be dealt with, keeping in view the underlying factors other than the

surface symptoms. For example, a doctor prescribing a medicine for a

headache as a symptom without looking into the root cause of it, will only

provide a temporary relief and not really ‘solve’ the problem. Accordingly,
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in properly defining a problem, we must ask some critical questions relating

to it. Some of these critical questions may be:

� What type of problem is it?

� How large is the deviation from the norm?

� How quickly has this deviation been observed?

� What are the critical factors relating to the problem?

� Why do we want to solve this problem and when?

� Would the cost of solving the problem be justified?

� Who should solve the problem and what particular method is

chosen to solve the problem?

These initial questions would indicate the extent of the problem so

that we can become fully aware of it and grasp its significance.

It is very important that the problem be diagnosed as early and

correctly as possible. For example, cancer, when detected in earlier stages,

may be cured, but in advanced stages it can be fatal. The early awareness

of the problem is the first prerequisite for dealing with it. However, sometimes

we may not even know that there is a problem when in fact it exists until

it is too late. Colon cancer, for example, does not have obvious symptoms

for early detection so that the patient may not even know that he has it until

in its advanced stage. At other times, we may be aware of the problem but

may not consider it serious enough to find a solution until it becomes a crisis.

Some problems may hit us when their severity can no longer be ignored.

For example, too many lives lost in car collisions may require legislation

about seat belts in cars in order to solve the problem of death and injury

in car accidents. Similarly, the destruction brought about by typhoons and

hurricanes may indicate the problem of inadequate early warning systems.

Another problem pointer is a built-in signal in the process of operations

so that whenever there is a deviation from expected outcome, it gives out

a signal. For example, the Internal Revenue Service computer will create

and send a signal to alert an administrator if some tax deductions are

excessive in a given tax form so that some action can be taken. Similarly,

our organizational accounting system can be set up in such a manner that

any changes in the cash flow or demand, increase in the cost per unit

produced, excessive and delayed state of accounts receivables, excessive

inventories at hand and so on will attract the manager’s attention quickly for

an appropriate action.

Some problems are pointed out by third parties such as a user of a

product or a consumer representative group. The problem of toxic wastes

almost became a crisis when various consumer groups started pointing out

the problem of community health to government agencies.
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There are some problems that come to surface due to sheer idle curiosity.

The problem may not be a real one but may be considered a problem if

solving it leads to better outcomes. Such a problem is not really the deviation

between what is happening and what is expected, but a deviation between

what is happening and what is actually achievable.

In general, a problem exists whenever there is a difference between

an actual situation and the desired situation. For example, if the total number

of incoming students into a college suddenly falls below than what was

expected, then this would pose a problem requiring administrative attention

and solution.

Factors Affecting Decision-Making

Some of the factors and personal characteristics that have an impact on the

decision makers are described below. Some factors are more important at

higher levels of management and others are more important at lower levels.

� Programmed versus non-programmed decisions: As discussed

earlier in the types of problems that managers face, programmed

decisions are made in predictable circumstances and managers have

clear parameters and criteria. Problems are well structured and

alternatives are well defined. The problems are solved and decisions

are implemented through established policy directives, rules and

procedures.

Non-programmed decisions are made in unique circumstances and

the results of such decisions are often unpredictable. Managers face

ill-structured problems. These problems require a custom-made

response and are usually handled by the top management. To start a

new business, to merge with another business or to close a plant are

all examples of non-programmed decisions. For example, when Steven

Jobs and Stephen Wozniak introduced the first Apple microcomputer

in 1978, they were not certain about the market for it. Today, Apple

Macintosh computer is a major competitor to IBM computers.

� Information inputs: It is very important to have adequate and

accurate information about the situation for decision-making, otherwise

the quality of the decision will suffer. It must be recognised, however,

that an individual has certain mental constraints, which limit the amount

of information that he can adequately handle. Less information is as

dangerous as too much information. Some highly authoritative

individuals do make decisions on the basis of comparatively less

information when compared to more conservative decision makers.

� Prejudice: Prejudice and bias is introduced in our decisions by our

perceptual processes and may cause us to make ineffective decisions.

First of all, perception is highly selective, which means that we only

accept what we want to accept and hence only such type of information

filters down to our senses. Secondly, perception is highly subjective,
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meaning that information gets distorted in order to be consistent with

our pre-established beliefs, attitudes and values. For example, a

preconceived idea that a given person or an organization is honest or

deceptive, good or poor source of information, late or prompt on

delivery and so on, can have a considerable effect on the objective

ability of the decision maker and the quality of the decision.

� Cognitive constraints: A human brain, which is the source of thinking,

creativity and decision-making, is limited in capacity in a number of

ways. For example, except for some unique circumstances, our

memory is short term, having the capacity of only a few ideas, words

and symbols. Secondly, we cannot perform more than a limited number

of calculations in our heads and it is tough to compare all the possible

alternatives and make a choice. Finally psychologically, we are always

uncomfortable with making decisions. We are never really sure if our

choice of the alternative was correct and optimal until the impact of

the implication of the decision has been felt. This makes us feel

insecure.

� Attitudes about risk and uncertainty: These attitudes are developed

in a person, partly due to certain personal characteristics and partly

due to organizational characteristics. If the organizational policy is

such that it penalises losses more than it rewards gains, then the

decision maker would tend to avoid the alternatives that have some

chances of failure. Thus a manager may avoid a potentially good

opportunity if there is a slight chance of a loss. The personal

characteristics of a decision maker regarding his attitudes towards

risk taking affect the success of the decision. The risk-taking attitude

is influenced by the following variables:

(a) Intelligence of the decision maker: Higher intelligence

generally results in highly conservative attitudes and highly

conservative decision makers take low risks. There are others

who are more willing to take calculated risks if the potential

rewards are larger and there is some chance of success.

(b) Expectation of the decision maker: People with high

expectations are generally highly optimistic in nature and are

willing to make decisions even with less information. The decision

makers with low expectations of success will require more and

more information to decide upon a course of action.

(c) Time constraints: As the complexity of the personal habits of

the decision maker and the complexity of the decision variables

increase, so does the time required to make a rational decision.

Even though there are certain individuals who work best under

time pressures and may outperform others under severe time
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constraints, most people, require time to gather all the available

information for evaluation purposes. However, most people under

time pressure rely on ‘heuristic approach’, which relies on

satisfactory rather than optimal decisions, thus limiting the search

for additional information, considering few alternatives and few

characteristics of alternatives, and focusing on reasons to reject

some alternatives. This approach may also be in use when the

cost of gathering information and evaluating all such information

is too high.

� Personal habits: Personal habits of the decision maker, formed

through social environmental influences and personal perceptual

processes must be studied in order to predict his decision-making

style. Some people stick to their decisions even when these decisions

are not optimal. For example, Hitler found himself bound by his own

decisions. Once he decided to attack Russia, there was no going

back even when he realised that the decision was not the right one.

Some people cannot admit that they were wrong and they continue

with their decisions even ignoring evidence which indicates that a

change is necessary. Some decision makers shift the blame for failure

on outside factors rather than their own mistakes. These personal

habits have great impact on organizational operations and effectiveness.

� Social and cultural influences: The social and group norms exert

considerable influence on the style of the decision maker. Ebert and

Mitchell define a social norm to be ‘an evaluating scale designating an

acceptable latitude and an objectionable latitude for behaviour activity,

events, beliefs or any object of concern to members of a social unit.

In other words social norm is the standard and accepted way of

making judgements.’ Similarly, cultural upbringing and various cultural

dimensions have a profound impact on the decision-making style of

an individual. For example, in the Japanese organizational system, a

decision maker arrives at a decision in consensus with others. This

style is culturally oriented and makes implementation of the decision

much easier since everybody participates in the decision-making

process. In America, on the contrary, the decision-making style is

generally individualistic with the help of decision models and quantitative

techniques.

Steps in Decision-making

All decisions involve a series of sequential steps that lead to a particular result.

These steps are generally followed to make systematic, objective, analytical
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and unemotional decisions and some management scholars have called this

process a ‘rational decision-making process.’ Figure 2.4 shows the steps in

decision-making.

Figure 7.1 The decision-making steps

Perception and 
diagnosis of the 

problem 

Generation of 

alternative solutions

Evaluation of 

alternatives and 
selecting a course  

of action 

Implementing the 

decision 

Monitoring and 

feedback 

STEPS
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4 

5 

Fig. 2.4 Decision-Making Steps

These steps are explained in detail as follows:

1. Perception and diagnosis of the problem: Problems are defined

in terms of discrepancy or deviation between the desired and actual

state of affairs. The greater this deviation the more serious is the

problem. This discrepancy must be perceived correctly, since any

solution to a wrong problem would be a wrong solution. This deviation

could develop either because the performance slips when the goals

remain constant or because the goals change and the performance

remain constant.

A problem once isolated, must be defined and formulated. A written

problem statement should be developed, describing as specifically as

possible the nature and the extent of the symptoms and when and

where they occurred and what the underlying causes are thought to

be. A written problem statement is easier to work on and more

people can work on the problem at the same time. Furthermore, a

written form provides an excellent form of communication to all parties

concerned.

2. Generation of alternative solutions: The next step in the decision-

making process is to generate possible solutions and their consequences

to the organization. All possible solutions should be considered because
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the most obvious solution may not be the optimal solution. However,

creativity should be encouraged so that the focus can be shifted to

unique solutions. The degree and depth of creativity would generally

influence the quality of the decisions and consequently the results of

actions that are based on such decisions.

Creativity must not be locked by personal values or perceptions

about the problem. It must be objective and removed from emotions

and cultural taboos that might affect the outcome of the decision.

While developing alternate courses of action, the decision maker

should take into consideration possible changes in the organizational

environment as a result of the decision made and that might pose

either a threat or an opportunity in a given period of time. In searching

for alternatives, some of the resources that can be drawn upon are:

the past experience of the decision maker to look for similarities with

the problems and solutions in the past, drawing on the experience of

other experts both within and outside the organization, and the

responses of the people who would be affected by the decision.

3. Evaluation of alternatives and selecting a course of action: The

evaluation of alternatives and selecting the best alternative with the

most advantages is the most critical part of the decision-making

process. A wrong choice would negate the effects of all efforts put

in the preparation of the process. Finding the optimal choice requires

the consideration of the possible impact of all alternatives in such a

manner so that the chosen course of action will not only meet the

requirements of the objectives but also eliminate the root cause of the

problem. Some of the criteria against which the alternatives are to be

measured are quantitative in nature such as return on investment,

market share or net profits. Some other criteria are qualitative in

nature such as consumer attitude, employee morale, and ethics of the

organizational mission and so on. The bottom line in any decision

criterion is the benefit derived from it in financial terms. This may be

in the form of cost effectiveness, which means that for a given cost,

the alternative with a greater degree of achievement of objective will

be selected. Similarly, for a set level of achievement, the alternative

with a lower cost will be accepted.

No matter how tangible the methodology of the decision-making

process may be, the effect of the personal judgement of the decision

maker in choosing the best alternative is always dominant. This

judgement will be a reflection of current management values, ethics,

social commitment and the organizational politics. This judgement

cannot be quantified and hence must be based upon strong intuition

and past experience.
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4. Implementation of the decision: Implementation means putting the

selected alternative into action and seeing it through to its completion.

The process of implementation starts with assigning responsibilities to

persons who will be involved in carrying out the decision. The possibility

of any resistance to changes should be examined, especially if it

affects or conflicts with personal values and personalities and group

norms or group objectives, if the decision has to be carried out by

a group. The implementation, of course, becomes easier if the persons

implementing it and persons affected by it were also involved in the

decision-making process and if they have some stake, financial or

otherwise in the success of the solution. It is essential to communicate

the details of the decision and procedures for implementation to all

the employees clearly, in detail and in a manner that would invite

commitment and dedication. This commitment can further be improved

if the implementation plan has provisions for any necessary

modifications that may be required and the members of the organization

should be empowered to modify the solution during implementation

based upon their experience with it.

5. Monitoring feedback: Feedback provides the means of determining

the effectiveness of the implemented decision. If possible, a mechanism

should be built into the process, which would give periodic reports

on the success of the implementation. In addition, the mechanism

should also serve as an instrument of ‘preventive maintenance’ so that

the problems can be prevented before they occur.

In many situations, computers are very successfully used in monitoring,

since the information retrieval process is very fast and accurate and

in some instances, the self-correcting is instantaneous.

Monitoring the decision is necessary and useful irrespective of whether

the feedback is positive or negative. Positive feedback reaffirms the

correctness of the decision and the process. Negative feedback

indicates either that the implementation requires more time, resources,

efforts or planning than originally thought or that the decision was a

poor one and needs to be re-examined.

Rational Decision-Making

Rational decision-making simply involves following the steps mentioned earlier

without any biases introduced into the process at any step. The rational

approach to decision-making was devised to assist managers in making

objective decisions rather than decisions based on intuition and experience

alone. A rational decision maker must establish the reliability of the information

received and must be free from perceptual biases. Perceptual biases are

introduced when a decision maker has the tendency to filter out information
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that might be considered threatening to his self-image or his security. An

intuitive decision maker may also have motivational biases that would affect

the quality of the decision.

While some decisions made by managers on the basis of past

experiences have turned out to be excellent, the tendency is towards rational

decision-making so that there exist fewer chances of making mistakes in the

process. The rational decision maker goes through the five steps mentioned

earlier very carefully and makes certain that all relevant aspects of the

problem as well as the solution have been looked into. This is important

because as human beings we have limited capacity to absorb information

and have ability to deal with no more than five or six variables at a time.

This concept is known as Bounded Rationality. The attempt to be rational

is bounded by the enormous complexity of many problems. In today’s

environment decisions must be sometimes made  very quickly. They may

have limited time, limited information and may have to deal  with

multidimensional complex issues. The bounded rationality perspective is

often associated with intuitive judgments. It does not mean that the intuitive

decisions are not rational, but it means that the manager may not have the

resources of time to look at all aspects of the problem or all possible

alternatives. He may not look for optimal decisions but satisfactory decisions.

For example, a decision concerning a new plant location in the United

States could involve the analysis of literally hundreds of possible sites. The

manager may decide to look at three or four feasible locations rather than

trying to find an optimal location. Selection of one of these locations may

be satisfactory to him.

A decision-maker’s choices are subject to many constraints, both

internal as well as external. The internal constraints include the decision

maker’s intelligence, personality, training and experience, attitudes and

motivation. The external constraints include the pressures put on by other

members of the organization as well as groups outside it. Accordingly a

decision maker might have to balance the quality of the decision with time

and money needed as well as his personal characteristics.

Programmed Decisions

These are generally routine, repetitive and applicable to known problems.

These decisions generally handle well-structured problems which are familiar,

complete and easily defined and analyzed. For example, if you buy some

merchandise and it turns out to be defective, you can take it back for a

refund. The management has already established a set of rules, policies and

procedures to deal with such a situation like refunding on defective

merchandise. This decision of refunding would be a programmed decision.
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2.3.1 Decision-Making Under Certainty

This is the simplest form of decision-making. The condition of certainty

exists when there is no doubt about the factual basis of a particular decision
and its outcome can be predicted accurately. There is just one state of
nature for each alternative course of action and there is complete and
accurate knowledge about the outcome of each alternative. We would
simply select the alternative with the best outcome.

If the number of alternatives is relatively small then the outcomes can
be compared with each other, either all at once and then picking the best
or two at a time, comparing the two and discarding the inferior alternative,

and the better one of the two is compared with the next one and the inferior

alternative discarded, and so on until all outcomes have been compared and

the best one identified.

However, if the number of alternatives is large, then some mathematical

tools such as linear programming and deterministic inventory models are

available to identify the best alternative.

Some situations of decision-making under certainty include the

allocation of resources to various product lines where the manager knows

the relationship of resources to the finished goods and their values. The

alternatives are evaluated by conducting cost studies of each alternative and

then choosing the one which optimizes the utility of these resources. In the

area of quantitative methods, problems relating to linear programming

techniques which deal with the problems of using limited resources of a

business to obtain a particular objective within given conditions or constraints;

transportation problems where certain transporting vehicles are dispatched

to certain destinations in order to minimize the total costs of entire

transportation operation; assignment problems where certain jobs are assigned

to certain machines in order to minimize the total costs, are all examples of

decision-making under conditions of certainty.

Another example would be buying a new car. Once the decision to

buy the car has been made, there are a number of alternatives in which the

payment for the car can be made. These alternatives are paying with all
cash, part cash and part loan, all loan so that you can put your own money

to other quantifiable uses, or lease the car for monthly or yearly rental. It

is possible to calculate the total cost of each of these alternatives and

choose the one which gives you the lowest cost.

2.3.2 Decision-Making Under Uncertainty

The conditions of uncertainty make the decision-making process much more

complicated. The decision maker has no idea or knowledge about the
probabilities of the various states of nature and hence the expected values

of various alternatives cannot be calculated.
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Such problems arise wherever there is no basis in the past experience

for estimating such probabilities. For example, in the case of marketing a

new product, it is difficult to make judgements as to how much this product
will sell in different geographical areas or about probabilities of selling certain

predetermined quantities in these areas in order to make profit.

In such situations there is no single best criterion for selecting a

strategy. However, there are a number of criteria, each justified by rationale

and a function primarily of the organization policies and the attitude of the

decision maker. The selection of a strategy would depend upon the criteria

to be used. We are still following the same problem except that now the

demand probabilities are not known.

Decision Trees

The payoff and opportunity cost tables are useful and convenient when a

single decision needs to be made in a single time period, so that the decision

is made at the beginning of a given period and the outcomes of the decisions

are only estimated once. However, most decisions are time dependent and

are sequential in nature so that each decision has an impact on the successive

decisions. The decision trees satisfy this complex need where a series of

decisions are to be made simultaneously.

A decision tree is a graphical method to display various parts of the

decision process, including courses of action, risks involved and likely

outcomes. It enables the decision makers to consider alternative solutions,

assign financial values to them, estimate the probability of a given outcome

for each alternative, make comparisons and choose the best alternative.

Barry Shore has proposed the following procedure to solve a problem by

the decision-tree method.

� The problem is illustrated by developing a decision-tree diagram.

Each course of action is represented by a separate emerging

branch.

� Each outcome for each course of action is assigned a probability,

which is the most likely chance of that particular outcome

occurring.

� The financial results of each outcome are determined.

� The expected value for each outcome is calculated and the

alternative which will yield the highest expected value is chosen.

The best way to explain the use of the decision-tree method is to

illustrate by an example.
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Let us assume that a company has two products to introduce. Let

these products be X and Y. The company has decided that it would be too

expensive to introduce both products at the same time. So, a decision has

been made to introduce only one product to start with, and depending upon

the degree of success generated by this first product and the funds obtained

by the sales of this product, such funds could be used either to expand the

production and marketing efforts for the same product or to introduce the

second product.

Assume that the company introduces product X first. Our surveys

have shown that the chances are 70 per cent that the product will succeed,

meaning that there are only 30 per cent chances that the product will fail.

Even if the product fails and less funds are generated, product Y could still

be introduced, but product X will not be expanded. The terminal expected

payoff for each alternative can be calculated statistically from surveys or

pilot studies.

This process, in the form of a decision tree, is shown diagrammatically

in Figure 2.5.

Fig. 2.5 Decision Tree

We could also introduce product Y first instead of product X. By the

same reasoning as above, the decision-tree diagram for the entire problem

can be constructed as shown below.

According to our decision tree, the most profitable sequence of actions

would be to introduce product X first and later expand the same product,

for that decision would give us the highest estimated profit of  ̀70,000. This

technique can be equally used for more complex situations and has been

successfully used in the areas of marketing, investments, equipment

purchases,  new  venture analysis,  etc. The  essence  of  the  process is

to  isolate all relevant decisions and assign realistic probabilities to all possible

outcomes.
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Fig. 2.6 Expanded Decision Tree

Brainstorming

Brainstorming is a technique for stimulating imaginative and  novel ideas. It

involves a group of people, usually between five and ten sitting around a table,

in a classroom setting, generating ideas in the form of free association.

This generates a variety of ideas and solutions. The leader of the
group briefly defines  the problem and encourages the participants to suggest

as many innovative, extreme and even wild ideas as possible and they are
not allowed to discourage or criticize the ideas of others, no matter how far
fetched such ideas may be. The idea of brainstorming is to create a climate

in which people feel free to suggest whatever comes into their heads without
caring about its feasibility. This encourages free-wheeling and one idea
sometimes leads to another idea. This free association and unrestricted

thinking may generate some novel idea and a unique solution that may not

have been thought of before.

Creativity

Creativity and critical thinking are essential for making effective and unique

decisions. The degree and depth of creativity would greatly influence the
quality of the decisions and consequently the results of actions that are
based on such decisions. Creative thinking is important to bring about novel
and unique ideas and critical thinking is necessary to criticize and test these
ideas so that they are feasible and optimally beneficial.
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Creativity, though not tangible, is an essential ingredient of organizational
growth. Without creativity, organizations would be stale, non-dynamic entities
and their employees would stagnate into nothingness. Creative and bold
decisions have contributed significantly to product improvement in inventing
a new use for an existing product as well as inventing a new product or
service.

Creativity can be defined as, ‘socially recognized achievement in which
there are novel products to which one can point as evidence such as
inventions, theories, buildings, published writings, paintings and sculpture
and films, laws, institutions, medical and surgical treatments and so on’.

Creativity and creative ideas must be socially useful and recognized.
Some ideas may be creative but so eccentric that they may not have any
socially redeemable value. Accordingly, the utility and usefulness would
determine the value of creativity. This usefulness may be materially beneficial
or intellectually stimulating.

Creativity primarily means originality in ideas. An original idea is
considered to be the one that has never occurred before. If such an idea
is the outcome of some established procedure of manipulating variables, it
may not be considered original. Only when a pattern of manipulations has
never been applied to a given situation before, can the results be considered
new and original. A young school student, when asked, ‘Why do we build
brick houses rather than wooden houses?’ replied that it was done to save
the forests. This was a novel response. The routine response would have
been that a brick house is stronger and more resistant to fire. Accordingly,
originality can be associated with ‘those ideas that result from manipulations
of variables that have not followed a rigid formula and in which the ideas
have other sources of strength.’

Creative problem solving

The creative problem solving process follows the following broad outline:

1. Preparation: Preparation involves a hard and concentrated look at

the problem at hand and its various parameters in order to develop

a breakthrough solution. Scientists work in their labs, sometimes for

many years, before they get a creative idea. The general tendency of

the scientists is to look at the various tentative solutions available for

a problem. These tentative solutions are generally routine and known

solutions and hence do not lead to new and unique outcomes. The

more tentative solutions there are, the more difficult it would be to

generate another different solution. It is the generation of this new

solution that differentiates a creative thinker from a non-creative thinker.

The non-creative thinker would be satisfied with a satisfactory and

known solution. It is the creative thinker who will continue to look for

a different and unique solution. Accordingly, preparation in the form

of education, training and research is an essential foundation to build

creativity.
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2. Incubation: Incubation is a time of thought and reflection and is

generally a period when the conscious attention is turned away from

the problem at hand. The main idea is the observation that some

creative and innovative ideas come to mind when you are not really

thinking about them—a kind of result of thinking by the ‘unconscious

mind’. It is some thing like ‘sleeping over’ the issue and not thinking

about it. Creative people use many different methods to provide this

incubation period. They may go fishing or read a book or take a nap.

This incubation period is unpredictable in timing and duration. It may

take a day or many years. The main idea is that the conscious mind

usually looks for familiar channels that are known and thus not new

or creative. But the unconscious mind, free from the constraints of the

conscious mind, is able to look at the issue from new angles or put

information together into new combinations.

3. Persistence: Merely providing an incubation period does not

necessarily result in creative breakthroughs. Sometimes persistent effort
is necessary. Persistent effort would make it more likely that more
and new information would be added to the decision maker’s frame
of reference or the problem could be redefined that could generate
new and different conclusions. This is specially true about highly
creative persons. According to Daniel Goleman, ‘the picture of the
exceptionally creative person shows that at its high levels, creativity
involves important sacrifices. For people at the most exceptional
level, creativity is a pervasive, almost compulsive preoccupation;
innovative activities dominate their lives often to the detriment of other
aspects of living’. Persistence means not only total involvement in the
area of issues under consideration but also requires courage and
perseverance in the face of repeated failures or criticism. Most new
ideas in the beginning meet with resistance: for example, when instant
coffee was first introduced in the consumer market, it was resisted by
housewives who felt that their self reliance and self esteem were
threatened and that they would be known as lazy and non-caring
about the family. Accordingly, highly creative persons remain committed
to their ideas no matter what the cost or the consequences.

4. Insight: Insight is the actual point of breakthrough achieved as a
result of preparation and incubation. It is the tentative outcome of
persistent efforts and thinking when the individual believes that he has
found a unique solution to the problem under study. This is the result
of extensive analysis of various factors and various combination of
factors, even though the creative idea generally comes up suddenly
and unexpectedly. It is a kind of ‘eureka’ state, that brings excitement
where the person finds what he was looking for and which was
deluding him previously.

5. Verification: Now the ‘insight’ or the new idea has to be tested to
make sure that the idea is valid and feasible. It is a kind of a critical
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stage because if an idea is put into practice without measuring its
potential utility in a significant manner, then it could turn out to be the
wrong decision. The idea may fail in the critical stage, so other ideas
may have to be created. A scientist must verify his hypothesis through
critical analysis or through laboratory procedures, whichever is
necessary and if the hypothesis cannot be proven, the scientist must
formulate an alternate hypothesis. Similarly, if a manufacturer has a
unique idea for a new product, he should not put the product into the
market until he has criticized, verified and tested the idea for its

marketability.

2.3.3 Decision-Making Under Risk

A condition of risk exists when a decision must be made on the basis of incomplete

but reliable information. Here, there is no longer just one outcome for each

strategy but a number of possible outcomes-one for each possible state of nature-

where the probability of each outcome is known, calculated or assigned and an

expected value for each alternative or strategy is obtained. The strategy that

yields the best expected value is selected as a decision.

The decision problem is put in the form of a matrix. A matrix is simply

a two-dimensional array of figures arranged in rows and columns. The rows

represent the available strategies or courses of action available to the decision

maker (one row for each strategy) and the columns represent the states of

nature (one column for each state of nature). The matrix could be in the

form of a payoff matrix or in the form of an opportunity cost matrix. In the

case of the payoff matrix the entry at the intersection of each row and

column represents the payoff or profit for a given strategy and its

corresponding state of nature. Each state of nature is assigned a probability

which identifies the odds that such a state of nature would prevail. Typically,

in many organizational problems, the probabilities of various states of nature

are known by virtue of determining as to how frequently they occurred in

the past.

Assumptions. Some of the assumptions that are required for the

formulation and solution of the decision matrix are:

� The number of feasible alternative courses of action or strategies

is limited and finite.

� The number of possible states of nature are also limited and the

probabilities assigned to all states of nature must add up to 1.

� Each state of nature is independent of the other so that only one

event will occur for any given strategy.

� The outcomes for each combination of a strategy and its

corresponding states of nature are known and are considered

stable and constant for a given situation.
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� The objective of the decision maker is single and identified, either

to maximize or to minimize a given objective function, which is

expressed either in terms of expected payoff or cost or opportunity

loss.

� There are no constraints imposed upon the problem.

A simple illustration of using the payoff matrix in a decision problem

is given by ‘Alex at the Falls’ situation. Alex is a vendor who has a choice

to take either ice cream or coffee at the ‘falls’ to sell and the choice will

depend upon the weather for a given day. Assume that he has determined

from his past experience that if be takes ice cream and the day is sunny, he

makes $50.00. However, if he takes ice cream and the day is rainy, then

he makes $20.00. On the other hand, if he takes coffee and the day is

sunny, he makes $30.00 and he makes $60.00 if he takes coffee and it

happens to be a rainy day.

These amounts represent net profits and the day can only be either

sunny or rainy. Depending upon the probability of being sunny or rainy, a

decision has to be made whether to take ice cream or coffee to the ‘falls’.

Let us put this information in the form of a payoff matrix.

Fig. 2.7 States of Nature

Assume that on a given day, the reliable forecast is 60 per cent

chance of being sunny or the probability of the day being sunny is 0.6, so

that the probability of the day being rainy becomes 0.4. These probabilities

are recorded along with the states of nature of sunny and rainy in the above

table.

The strategies or alternatives or courses of action available to Alex

represent his choices and are within his control. The states of nature are

uncontrollable variables and can best be predicted by the probabilities of

occurrence assigned to each state of nature.

The expected value (or expected profit) can be calculated for each

of these courses of action by using the expected value relationship as

discussed earlier, as follows:

EV = p
1
x

1
 + p

2
x

2
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In this particular case:

For ice cream: EV = (50 × .6) + (20 × .4) = $38.00

For coffee:      EV = (30 × .6) + ( 6 × .4) = $42.00

Given these factors of the situation, Alex would decide to take coffee to

the ‘falls’ since he expects to make more money ($ 42.00) as against taking ice

cream in which case he expects to make only $ 38.00.

These decisions are frequently made in the area of investments where

investments in different areas would bring in different amounts of payoffs over

a given period of time depending upon the different states of the economy, or in

the area of inventories in which decision is to be made in determining the level

of inventory of a particular item to be kept in the store or the warehouse depending

upon the demand for the item and the probability for such a demand.

We will take up a problem of inventory and follow it through.

Suppose that there is a vendor who sells strawberry cakes. He has 4 fixed

customers who buy a cake each every day, so that the vendor is assured of

selling at least 4 cakes every day. He also found from his past experience that

he never sold more than 8 cakes on any day. Also based upon his past sales

experience, he found that 10% of the days he sells only 4 cakes. 20% of the

days he sells 5 cakes. 40� of the time, he sells 6 cakes, 20% of days he sells 7

cakes and the balance 10% of the days he sells 8 cakes. The cake costs $ 3.00

each and he sells it for S 8.00 each so that his net profit per cake is $ 5.00. If any

of the cake is not sold at the end of the day, it has to be thrown out and there is

no salvage value. The decision is how many cakes he should stock each day in

order to maximize his total profit in the long run? This problem can be solved by

two types of matrices. One is the payoff matrix and the other is the opportunity

cost matrix. In the first method, the objective is to maximize the payoff and in

the second method, the objective is to minimize the cost or the opportunity cost

and both these methods should give the same conclusion.

The problem stated above can be formulated as follows:

Demand % of days Prob. of demand/by 

4 10 .1 

5 20 .2 

6 40 .4 

7 20 .2 

8 10 .1 

Cost per cake = $ 3.00

Sale price per cake = $ 8.00

Net profit per cake = $ 5.00

Salvage Value = 0
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First we are going to solve it by using the payoff matrix.

Fig. 2.8 Matrix of Nature

The payoff matrix is constructed as follows: Starting from row 1 across:

Row 1.

- If we stock 4 cakes and the demand is for 4 cakes then the pay off

is $ 20.00.

- If we stock 4 cakes and the demand is for 5 cakes, the payoff is still

only $ 20.00 since we can only sell 4 cakes and the subsequent

customers will have to be turned away.

Row 2.

- If we stock 5 cakes and the demand is for only 4 cakes then we

make $ 20.00 on the 4 cakes that we sell and we lose $ 3.00 (our

cost) on the 1 cake left that we are unable to sell and hence our profit

is $ 17.00.

- If the stock is 5 cakes and the demand is also for 5 cakes then we

sell them all and make $ 25.00.

- If the stock is 5 cakes and the demand is for 6 or more cakes, we

can still make only $ 25.00 since we do not have any cakes left over

5 to sell.

Row 3.

- If we have 6 cakes in stock and there is a demand for only 4, then

we make a net profit of $ 14.00 (we make $ 20.00 on the 4 cakes

that we sell and we 10se\l,$ 6.00. on the 2 cakes that we do not

sell).

- If we have 6 cakes in stock and there is a demand for 5 cakes, then

we make $ 25.00 on the 5 that we sell and we lose $ 3.00 on the

I which we do not sell, giving us a net profit of $ 22.00.
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- If we have 6 cakes in stock and there is a demand for 6 cakes, then

we sell them all, giving us $ 30.00 net profit.

- If we have 6 cakes in stock and there is a demand for 7, we still

make only $30.00 on sale of 6 cakes.

By this reasoning, we develop the entire matrix. The expected value

for each course of action is evaluated by using the expected value formula

discussed earlier. For each row or for each course of action, the numerical

payoff corresponding to each state of nature in that row is multiplied by its

probability, and all values obtained by such multiplications are added up to

obtain the expected value for that course of action. Thus we obtain an

expected value for each course of action.

Mathematically speaking, if there are m alternatives or courses of

action and n states of nature then for each alternative ai the expected profit

z
i
 can be calculated as:

j

n

j

j=1

Excepted Profit = Prob. of state s Outcome if state s occurs� � � �� �� ��
or

where:

a
i
 = alternative i = 1,2,.........m

s
j
 = state of nature, j = l, 2,......n

p
i
 = probability that state of nature s

j
 will occur.

u
ii
= numerical outcome as a result of choosing alternative ai and the

occurrence of state of nature sj.

After all the expected values for each course of action have been calculated

then we select the alternative which results in the highest expected value, which

would give us the number of cakes to stock for optimum benefit. This would be

the optimum stocking policy.

The expected value for each course of action of stocking 4, 5, 6, 7, and 8 cakes

is calculated as follows:

EV (4) = (20 × .1) + (20 × .2) + (20 × .4) + (20 × .2) + (20 × .1) = $ 20.00

EV (5) = (17 × .1) + (25 × .2) + (25 × .4) + (25 × .2) + (25 × .1) = $ 24.20

EV (6) = ( 14 × .1) + (22 × .2) + (30 × .4) + (30 × .2) + (30 × .1) = $ 26.80

EV (7) = (11 × .1) + (9 × .2) + (27 × .4) + (35 × .2) + (35 × . 1) = $ 24.20

EV (8) = (8 × .1) + (16 × .2) + (24 × .4) + (32 × .2) + (40 × .1) = $ 24.00

The problem is solved above and in this particular case, the maximum

profit of $ 26.80 is obtained by stocking 6 cakes each day. This solution

assumes that the process is stable and that the probabilities for all states of

nature remain constant and the values for all other variables remain the same.
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Opportunities cost matrix. The same problem can be solved by using the

opportunity cost matrix. The objective is to minimize the expected opportunity

loss and for the same problem, it should give us the same solution. This

means that the policy that maximizes the expected profit should also minimize

the expected opportunity cost.

The idea is based upon the concept of regret which can be defined

as the difference between the best outcome that can be achieved for a given
state of nature and the actual outcome resulting from a selected course of

action. If this difference is zero then that would be the best decision that the

decision maker could make and hence his regret value is zero. This means
that he has no regret for making that decision. The greater the difference

between the actual outcome and  the best outcome of a given alternative,

the greater the regret.

The objective of the decision maker is to minimize the long run,

opportunity losses.

Continuing our earlier problem for which the demand structure and

the probability distribution remains the same where the demand is for 4, 5,

6, 7 or 8 cakes and their respective probabilities are .1, .2, .4, .2, and. 1.

The opportunity cost matrix for this problem is shown below:

Fig. 2.9 Opportunity Cost Matrix

The matrix and the expected value for each course of action are developed

as follows:

Starting from the North-West corner of the first row, the reasoning would

be as follows:

Row 1.

- If we have 4 units in stock and the demand is also 4, then this would
be the right decision and no other alternative would give us better

results. Hence the opportunity cost for this decision is zero.

- If we have 4 cakes in stock and the demand is for 5 cakes, we wish
that we had an additional cake in stock, for which we could have
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made additional $ 5.00. Hence by choosing the alternative to stock

4 instead of alternative of stocking 5 cakes, incurred the opportunity
cost of $ 5.00. That is the cost of losing the opportunity of stocking

5 cakes instead of 4.

- Similarly, if the demand is for 6 cakes and we stock only 4, we

choose the wrong alternative and hence we lost $ 10.00, and so on.

Row 2.

- If we have 5 cakes in stock and the demand is only 4, we wish we
did not have the 5th cake. It cost us S 3.00 to have this additional

cake. Hence the lost opportunity of stocking only 4 cakes instead of

5, cost us $ 3.00.

- If there are 5 cakes in stock and there is a demand for 5 cakes, then

it was the right decision and hence the opportunity cost is 0.

- If there is a demand for 6 and we have 5 in stock, then with the same

reasoning as above, the cost of lost opportunity of stocking only 5

instead of 6 is$ 5.00, and so on.

By this reasoning, we  can complete the entire opportunity cost table with the

actual cost values or opportunity cost values, which are the costs incurred by

choosing an alternative, other than the best.

The expected value of the opportunity loss for each alternative can be

calculated in the similar manner as for payoff matrix and is given as follows:

EV(4) = (0 × .1) + (5 × .2) + (l0 × .4) + (15 × .2) + (20 × .1) = $ 10.00

EV(5) = (3 × .1) + (0 × .2) + (5 × .4) + (10 × .2) + (15 × .1) = $ 5.8

EV(6) = (6 × .l) + (3 × .2) + (0 × .4) + (5 × .2) + (10 × .1) = $ 3.2

EV(7) = (9 × .1) + (6 × .2) + (3 × .4) + (0 × .2) + (5 × .1) = $ 3.8

EV(8) = (12 × .1) + (9 × .2) + (6 × .4) + (3 × .2) + (0 × .1) = $ 6.0

The lowest cost is $ 3.2 for the strategy of stocking 6 cakes, which is the same

as was determined by using the pay-off matrix.

Check Your Progress - 3

1. Which are the steps involved in decision-making?

2. What is rational decision-making?

2.4 Management by Objectives

The ideas behind MBO were advocated and popularized by Peter Drucker,

who stressed that ‘business performance requires that each job be directed

towards the objective of the whole business.’ Even though it is comparatively

a new area, a lot of attention has been paid to it, notably by John Humble in

England and George Odiorne in America.
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MBO is a process by which managers and subordinates work together,

in identifying goals and setting up objectives and make plans together in order

to achieve these objectives. These objectives and goals are consistent with the

organizational goals. George Odiorne has explained the concept as follows:

The system of management by objectives can be described as a process

whereby the superior and subordinate managers of an organization jointly

identify its common goals, define each individual’s major areas of responsibility

in terms of results expected of him and use these measures as guides for

operating the unit and assessing the contribution of each of its members.

MBO then can also be referred as “Management by Results” or

“Goal Management”, and is based on the assumption that involvement leads

to commitment and if an employee participates in goal setting as well as

setting standards for measurement of performance towards that goal, then

the employee will be motivated to perform better and in a manner that

directly contributes to the achievement of organizational objectives.

John Humble seems to be highly excited about this new and challenging

concept and defines MBO as “A dynamic system which integrates the

company’s need to achieve its goals for profit and growth with the manager’s

need to contribute and develop himself. It is a demanding and a rewarding

style of managing a business.”

MBO by definition is a goal-oriented process and not a work-oriented

process. Just being busy and doing work is not important, if it does not

effectively lead to achievement. It is both an aid to planning as well as a

motivating factor for employees. By its proper use, some of the planning

errors can be eliminated or minimised. It is a comprehensive system based

upon set objectives in which all members participate. These objectives are

common objectives for all participants and the extent or rewards for each

member would be determined by the degree of achievement. This leads to

a fair appraisal system. Additionally, a good MBO plan involves regular and

face-to-face superior-subordinate communication, and hence it improves

the communication network.

Fig. 2.10  Five-step MBO Process
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MBO Process

Some of the elements in the MBO process can be described as follows:

1. Central goal setting: The first basic phase in the MBO pro-cess is

the defining and clarification of the organizational objectives. These

are set by the central management and usually in consultation with the

other managers. These objectives should be specific and realistic.

This process gets the gro11p managers and the top mana-gers to b~

jointly involved. Once these goals are clearly established, they should

be made known to all the members of the organization and be clearly

understood by them.

2. Manager-subordinate’ involvement:After the organizational goals

have been set and defined, the subordinates work with the manager

in setting their individual goals. Such joint consultation is important

because people are much more motivated in achieving objectives that

were set by them to start with. The goals of the subor-dinates are

specific and short range and primarily indicate what the subordinate’s

unit is capable of achieving in a specified period of time. The

subordinates must set’ goals in consultation with the individuals who

comprise his unit. In this manner, everyone gets involved in the goal

setting.

3. Matching goals and resources: The objectives in themselves do

not mean anything unless we have resources and means to achieve

those objectives. Accordingly, management must make sure that the

subordinates are provided with necessary tools and materials to

effectively achieve these goals. If the goals are precisely set then the

resource requirements can also be precisely measured thus making

the resource allocation easier. However, just like goal setting, the

allocation of resources should also be done in consultation with the

subordinates.

4. Freedom of implementation: The manager-subordinate task force

should have adequate freedom in deciding on the utilization of resources

and the means of achieving the objectives. As long as these means

are within the larger framework of organizational policies, there should

be minimum interference by the superiors.

5. Review and appraisal of performance: There should be periodic

reviews of progress between manager and the subordinates. These

reviews would determine if the individual is making satisfactory

progress. They will also reveal if any unanticipated problems have

developed. They also help the subordinate understand the process of

MBO better. They also improve the morale of subordinates since the

manager is showing active interest in the subordinate’s work and

progress. However, the performance appraisal at these intermediate
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reviews should be conducted, based upon fair and measurable

stan-dards. These reviews also will assist the manager and the

subordi-nates to modify either the objectives or the methods, if

necessary. This increases the chances of success in meeting the goals

and makes sure that there are no surprises at the final appraisal.

Benefits of MBO

The benefits of MBO are as follows:

� The foundation of planning is based on objectives and therefore the

plan of action in completely in synch with the organization’s objectives.

Rather than going through the process of planning as an exercise,

planning for performance can be established to exist through a system

of management by objectives.

� The process of delegation and decentralization in organizing is more

effective and efficient if employees are trained and permitted to function

under a system of management by objectives.

� When the sense of direction is clear and employees function with

increased freedom, management by objectives lead to motivating

managers to do their best rather than enough to get by with the

situation.

� Management by objectives results in the adoption of managerial self-

control. Based on experience, it can be said that managerial self-

control is associated with higher performance goals and broader vision.

� With the advent of MBO, there has been a new improved management

system in the business world. Not only does it provide a practical
means of allowing larger participation in goal setting, it also accomplishes

the organizational goals in a much better way.

Problems with MBO

Organizations may face different problems with respect to MBO. However,

some common problems related to MBO are listed as follows:

1. Time and cost: MBO is a complex process. It requires the time of
senior managers, especially during initiation as it is seen as an addition

to the already existing work profile. This sometimes leads to frustration
among senior managers. A lot of paperwork is generated as a huge
amount of forms are designed and put into practice. MBO also leads

to a problem of communication overload. The issues associated with
MBO are transitory in nature and occur only during the initial stages
of MBO. Once it becomes a regular feature of the organizational

structure, these issues tend to disappear.

2. Failure to teach MBO philosophy: The philosophy of MBO is a
new technique of managing an organization. However, sometimes

managers fail to understand the benefits of MBO and therefore do
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not appreciate this new approach. A number of doubts come to their

minds, which range from its purpose, effect on performance and its

results. MBO requires detailed analysis as an integral element of the

management process, but the organization may not know how to go

about this analysis. In many cases base data and the expertise required

for analysis may not be available. Also, if corrective action is not

taken prior to the occurrence of a problem then the objectives become

imprecise. This eventually leads to non-availability of control information

and no one will know if something was achieved. Since this needs to

be done on a systematic basis, managers seldom appreciate this.

Managers view MBO as another tool of control. Moreover, their old

way of thinking puts difficulty in introducing MBO because they may

not appreciate the full view of MBO. 

3. Problems in objective setting: There is a need for verifiable

objectives in MBO, so performance can be measured. However,

setting objectives is not a simple task in some areas as objectives are

in the form of statement rather than in a quantitative form. Although,

some objectives can be quantified and divided in terms of time period

but others may lack this characteristic. For instance, the activities of

the staff. In such cases there is an absence of basis for further course

of action.

4. Emphasis on short-term objectives: On certain occasions, in order

to be more accurate, there is tendency to emphasize on short-term

objectives usually for a year or even less. Although this may help in

performance appraisal but there is also a possibility that short-term

objectives may get more emphasis than long-term objectives. Also,

due to certain specific reasons an organization’s short-term objectives

may be incompatible with the organization’s long-term objectives.

5. Inflexibility: With the incorporation of MBO, there is also a danger

of inflexibility in the organization especially when the objectives need

to be changed or modified. Similarly, in a dynamic environment, a

specific objective may not be valid forever. When objectives are

revised or policies modified, it is useless to follow old objectives. It

has been observed that many times, managers hesitant to change

objectives. Therefore, this inflexibility, which originates due to the

application of MBO, may cause more harm than contribute to the

organization’s objectives.

6. Frustration: On many occasions, managers may become frustrated

with MBO. This frustration may be due to two reasons:

(a) Organizations sometimes do not implement MBO properly. This

results in utter chaos as the organization will not be able to work

with its old system.
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(b) MBO leads to high expectations in terms of rapid change,

especially among young and junior managers. The view the

organization in terms of growth, profitability and an opportunity

of career advancement for themselves. Therefore, when the rate

of change does not take place as expected, it leads to frustration

and in some cases disenchantment with the MBO.

However, despite these limitations, it is still considered an optimum

technique to manage an organization. Also, many problems and

weaknesses of MBO can be overcome by proper implementation.

Prerequisites for Installing MBO Programme 

MBO is considered to be a philosophy rather than a simple technique. Therefore,

the installation of an MBO programme requires a change in the organization’s

culture and environment. However, many organizations failed to implement

MBO successfully as they do not appreciate MBO and its results. In some

cases, organizations tend to undermine the philosophy of MBO as they are

unable to create the required environment which is conducive for the adoption

of MBO. The prerequisites and problems associated with the installation of

MBO have been listed as follows:

1. Purpose of MBO: An organization should view MBO as a means

rather than an end. Before it achieves organizational objectives, it

needs to solve the problems of the organization. This makes it essential

for the organization to clearly state the purpose of implementing MBO.

Howell suggests a three-stage evaluation of MBO which includes:

� Management appraisal and development

� Improvement of the productivity and profitability

� Long range planning

For example, when an organization faces serious competition in its

product and factor markets during a period of decline, it will primarily

use MBO for immediate improvement in productivity and profitability.

Whereas an economically stable organization may use MBO to improve

its management style so that it confines to a more advanced and

germane model of man-in-the organization. One important point to

remember is that in both scenarios the details and emphasis of the

system will vary. Also, if the purpose of an MBO is not clearly

defined and the techniques used for the purpose are not emphasized,

there is a major possibility that MBO will not give anticipated results.

2. Top management support: Top management support is a critical

factor in determining the success of an MBO programme. Numerous

studies on MBO have revealed several factors that determine the

success or failure of MBO. However, the most important factor is the
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subordinate’s perception of his superior’s attitude towards MBO. If

a positive attitude is reflected by the top management, the subordinates

themselves will have a positive attitude towards MBO. MBO needs

to be managed on a daily basis rather than been considered as an

exercise of writing objectives once a year. A manager has the following

responsibilities with regards to MBO:

(i) Personal discussion with each subordinate regarding the set

objectives

(ii) Evaluation of progress during the achievement of these set

objectives

(iii) Providing support and assistance to subordinates by removing

obstacles that may hinder his work accomplishments.

Top management should be involved at all levels of the organization.

Management support for using objectives to plan and to control,

working on a continuous basis, increases the probability of success

of a programme. 

3. Training for MBO: A certain amount of training is required for

employees who are responsible for implementing MBO in the

organization. Training should be systematic and should vividly explain

the concepts and philosophy of MBO and how to implement it. The

need and benefits of MBO should also be discussed. Employees will

be resistant to MBO if they are not clear about the fact as to why

MBO is being implemented. This generally happens as people tend

to fear what they do not understand. This fear can lead to suspicion

and mistrust which decreases people’s enthusiasm, which is very

integral in the initial stages of MBO. 

4. Participation: For MBO to be successful within an organization,

each employee involved with the system needs to be committed. In

turn, employee commitment identifies with the participation in the

system. Subordinates should be open to MBO and not consider it to

be a new tool by which his superior is trying to control their

performance. This undesirable perception and attitude can be avoided

if the subordinates are encouraged to actively participate in the

preliminary phases leading to the actual writing of objectives. A

subordinate’s role is inclusive of the following:

(a) Accountability of job

(b) Determination of mutually agreeable performance measures

(c) Identification of present performance level

Areas and scope of participation differ according to the functional

areas or hierarchical level to which an employee belongs. A standard

set of participation cannot be formed as each organization makes its
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own diagnosis about the extent and type of participation it requires

under given circumstances. In this context, Newport observes : ‘A

change to participative management involves the establishment of a

situation in which people are active rather than passive, responsible

rather than irresponsible, and basically more independent than

dependent.’ Yet, our heritage is one for the most part of a belief in

the necessity for highly structured organizational an arguments. To

change such management ideologies adopted from generation to

generation is a time consuming process.

The factor of participation needs to be evaluated in terms of its

results—whether it will work or not. Therefore, the following questions
need to be asked

(i) Has the type of participation required been carefully thought
out?

(ii) Does higher management really mean to share certain managerial
prerogatives that supposedly go with their rank?

(iii) Is participation perceived as a trap by subordinates?

(iv) Have subordinates the right skills and knowledge in order to
shed their defenses, and participate meaningfully?

5. Feedback for self-direction and self-control: The strong point of
the MBO system is that anyone can direct and control their
performance. Therefore, an employee who knows his performance
objectives and his ability to achieve them should also be aware of
where he stands and make necessary changes to achieve desired
results. This kind of feedback is necessary and significant in sustained
learning and improving situations. Feedback here does not mean
regular supply of control information to each manager. The
interpersonal aspect of feedback is also very important. Under MBO,
feedback should normally take two forms:

(a) An employee should receive periodic reports regarding his overall
performance. This is important in situations where a subordinate
requires help from the superior.

(b) In terms of periodic counseling and appraisal interview, feedback
is extremely important. Superiors evaluate progress and identify
problems and offer planning suggestions accordingly.

6. Other Factors: Apart from the prerequisites mentioned earlier, there
are numerous factors influencing the success of MBO. Officials
responsible for implementing MBO should be aware of the various
problems associated with MBO, so that measures can be taken to
overcome them. These are as follows:

(i) Implementing MBO at lower levels

(ii) The organization’s compensation system needs to be linked with
the MBO programme

(iii) Overcome conflicting objectives
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MBO in Indian Organizations

In the Indian context, there is very limited experience in terms of MBO. There

are only a limited number of organizations which have applied MBO and

shared their experiences with others. In India, the concept of MBO first came

into existence with the opening of various multinational companies in India. In

the beginning overseas parent companies of the multinationals provided

expertise to the Indian associate companies. In was only in 1969 that MBO

made a systematic entry through Administrative Staff College of India,

Hyderabad. This institution had organized a seminar on MBO in which heads

(top management) of many organizations participated. MBO received a positive

response and many organizations appreciated the role of MBO as a system of

management and applied it in their organizations.

2.5 Environmental Analysis

Introduction

In the systems approach to management, organizations are open systems and

continuously interact with outside environment. Management must have a deep

understanding and appreciation of the environment—both external as well as

internal—in which they operate. Organizations take inputs such as raw

materials, capital, labour, energy, and so on from the external environment,

transform them into goods or services within the internal environment and

send them back as outputs to the external environment. These environmental

factors have a strong influence on the success of an organization and the

management must continuously monitor and analyze all changes that occur in

these environmental elements.

When analyzing the external environmental influences, management

must be cognizant of two factors. First is the “environmental complexity”.

The degree of complexity is defined by the number of elements that have

relevant influence on organization’s efforts and operations’”. The more

complex the environment, the more variables have to be taken into

consideration, and hence more difficult to make effective decisions. The

second element is “environmental turbulence”, which involves the dynamics

and the rate of change in the environmental factors which makes the

environment highly unpredictable. Equally important is the understanding of

the internal organizational environment, especially in terms of weaknesses

and strengths of various functions. This would enable the management to

improve upon the weaknesses and utilise strengths for organizational

advantage.

Types of Business Environments

Business environment is divided into external environment and internal

environment.
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(i) External environment: This is inclusive of factors which affect the
business from outside. External environment includes shareholders,
competitors, customers, society, government laws and regulations,
policies and technology. External environment is further divided into
micro environment and macro environment. Different players in the
micro environment normally do not affect all the companies of a
particular industry in a similar way. However, sometimes micro
environment of the various firms of an industry remains almost same.

(ii) Internal environment: This includes internal factors of the business
which can be easily controlled and managed by the business itself.
These internal factors can be modified or altered as and when required.
Objectives of business, managerial policies, different departments in
an organization, management and employees of the organization, etc.
are internal factors.

Fig. 2.11 Components of Business Environment

2.5.1 External Environment

Macro-environment factors

The external environment can be divided into two levels, namely, the “macro-
environment” and “micro-environment”. The macro-environment of an
organization consists of such broad dimensions and forces in the surrounding
environment which provide opportunities and pose threats to the organization.
These elements are general in nature and influence the organizations in an
indirect way. These factors  are  shown  as follows:
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2.5.2  Macro-Environmental Factors

Fig. 2.12 Macro-Environmental Factors

These factors and their influences are described in more detail.

1. Economic Factors: The economic environment is the overall health

of the economic system in which organizations operate. Key economic

influences include factors such as inflation, interest rates, unemployment,

disposable income, balance of payments, stage of the economic cycle,

and so on. These influences are very strong in affecting a company’s

strategies. For example, inflation and the rate of interest affect the

availability and cost of capital, and thus the ability to expand and

grow. These also influence the costs of production, prices to be

charged and hence the consumer demand. Unemployment rates affect

labour availability and the cost of labour. Each of these economic

factors can serve either as an opportunity or as a threat. Management

must always remain proactive so as to exploit the opportunities and

where possible, change threats into opportunities.

2. Technological Factors: We are living through the most dynamic

organizational environment where technological advancements and

breakthroughs are a continuously occurring phenomenon. Accordingly,

organizations must the able to respond quickly to new developments

and create innovations of their own. Technological advances create

new products, new production techniques and processes and new

ways of managing and communicating. Strategies developed on the

basis of technological developments create a competitive advantage,

and there are numerous examples of companies failing because of

delay in adopting to new technological thinking.

Some of the more recent major technological developments that had

profound impact on most organizations and society in general are the

advent of high speed computers, lasers, microwave, robotics, satellite

communications, nuclear power, gene splicing, and so on. Accordingly,

organizations must be adaptable to new technologies both for survival

as well as growth. National Cash Register (NCR), for example, was

not well prepared to  change from electro-mechanical  cash registers

and adding machines to electronic substitutes offered by other

companies and hence suffered a tremendous competitive disadvantage.
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3. Political Forces: Governments, both central and local, through laws

enacted and legislation passed and the governmental regulatory

agencies have direct as well as indirect impact on business practices.

For example, the philosophy of business thinking on the part of elected

officials have an indirect influence on any given organization.

Accordingly, many organizations have lobbyists working on their behalf

in influencing legislators to either pass or defeat certain business oriented

legislation depending upon whether it helps or hurts the organization.

In India, formed  Finance Minister and now the Prime Minister,

Manmohan Singh brought about tremendous changes in the economic

climate of the country through legislation which encouraged competition

and collaboration with foreign companies.

The political-legal environment influences businesses and industries,

basically, in three ways. First, the legal system defines, to some degree,

as to what an organization can and cannot do. Even though, in the

United States, the economy is market driven and capitalistic in nature,

there is still significant regulation of business activity. Firms must comply

with regulations dealing with hiring practices, tax structures, consumer

lending, safety, advertising, price fixing, air pollution and so on. Second,

as discussed before, pro-business or anti-business sentiment in

government influences business activity. Pro-business sentiment favours
businesses in terms of expansion, mergers, fewer restrictions, and so

on. Anti-business sentiment has opposite effect. Finally, political stability
has ramifications for strategic planning. This impact is specially significant
for multinational companies.

Accordingly, effective managers must be cognizant of the political and
legal factors, current or potential that can have an impact on a particular
situation.

4. Socio-cultural Factors: Social and cultural practices and changes
including the prevailing attitudes, values and ethics influence the
organization. Socio-cultural processes are important because they

determine the products, services and standards of conduct that are
acceptable to society. For example, beef products are not accepted
in Hindu society and pork products are forbidden in Muslim society.

Tobacco products are far less acceptable now in America than they
were only a few years ago. Cosmetics and fragrances are not allowed
to be marketed in Middle East countries.

Management must continue to monitor the changing patterns of social

thinking. For example, the workforce is becoming more educated and
more women are joining the ranks of both blue collar and white collar
workers. Accordingly, the generally accepted stereotype role of women

being a poor risk or less competent as managers must be radically
revised. Even in India, where traditionally, a woman’s role has been
primarily of a wife, a mother and a home maker, tremendous social
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changes have taken place. Many women are choosing careers over

family life and many more are balancing career roles and family roles.

5. Natural Environment: In more recent years, organizations have

become concerned about the preservation of the natural environment.

There has been increased public interest in such environmental issues

as pollution, energy shortages, wasting of natural resources and these

concerns have affected managerial decisions and organizational policies.

Emission control in automobile exhaust systems is regulated by law.

Dumping of toxic wastes in unspecified places is prohibited. Paper

manufacturing companies are required to plant trees and then cut

them to produce paper. The environmental damage created by the

Exxon “Valdez” oil spill in Alaska is recorded in history books.

Chemical industries have specially become sensitive to environmental

concerns. The Bhopal tragedy is a painful reminder to Union Carbide

of the problems caused when controlled substances leak out into the

atmosphere.

Accordingly, managers are increasingly looking at the new relationship

between business activity and our natural environment, specially where

depletion of natural resources is concerned so that any further

environmental damage is halted.

6. International Forces: Organizations which operate in more than

one country face even more complex environment because of the

uniqueness of environmental factors that characterise any country.

Even if an organization is not international in its operations, events in

another country can affect the operations of a domestic company.

The oil policies of Middle East countries practically dictate the

operations of many organizations in other countries which depend on

oil as their main source of energy. Some of the factors to be taken

into account in case of multinational companies are the economic

conditions in the host country, culture, availability of material and

manpower, laws, political stability, regulatory agencies and so on. As

one group of writers states, “the firm must determine how the new

environment differs from the more familiar domestic environment and

decide how managerial philosophy and practice must be changed.”

Key developments in the international arena of macro environment have been

primarily the European economic unity, the fall of socialism and communism

and the rise of business activity in the so called Pacific Rim.

Micro Environment Factors

Micro environment is also refered to as task environment. Micro environment

consists of those industry factors which are external to the firm but have a

direct and specific impact upon the organization and are in turn affected by the

organization’s operations. These factors are shown in the following diagram.
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Fig. 2.13 Micro Environment Factors

These factors are explained in more detail as follows:

1. Competitors: With respect to the actions and reactions of

competitors, businesses need to adjust its activities accordingly.  A

competitor is defined as another business unit who markets and

manufacturers similar products or something which can be identified

as a close substitute. For instance, a company manufacturing

motorcycles not only faces competiton from other companies

manufacturing motorcycles but companies manufacturing two wheelers

like scooters. Therefore, this particular manufacturer may be able to

attract customers from other motorcycle manufacturers and also from

scooter manufacturing companies.

In the present scenario, competition has increased to a great extent.

No business unit enjoys monopoly in the market. There is cut throat

competition in consumer goods such as detergents, shampoos, aerated

drinks, etc. In order to supercede competitors, business units need to

identify the weaknesses of their competitors and use such weaknesses

to strengthen their own business. Globalization also plays a major role

in promoting competition and thus is creating threat to domestic

industrial units.

2. Customers: The basic reason for the very existence of any business

organization is making profits and the profits are created by customers.

Hence, knowledge about the customer’s needs and fulfilling these

needs is an organization’s primary concern. Accordingly, an organization

must continuously monitor the consumer environment in terms of any

changes in customer’s needs or preferences. Managers must also

recognise certain buying preferences as passing fads and plan

accordingly.

Many organizations now have well-defined organized systems in

keeping up with their customers. They establish formal contacts asking

them for feed back about the quality of their products and services

and invite them to participate in helping make product design changes.

According to Eric Von Hippel, in some industries, as much as 80 per

cent of all important innovations have originated with users.
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The customers expect a quality product at a reasonable price with

guaranteed satisfaction. Accordingly, it is management’s responsibility

to see that the interest of consumers are protected. “The customer is

always right” has proved to be a good policy for intiating sales and

keeping the customer.

3. Suppliers: Since all organizations transform inputs of materials,

equipment, energy, capital and labour into outputs of products and

services, an organization must interact with a network of suppliers

from whom these inputs are obtained. This interaction is mutual and

two-way. Just as an organization is interested that its suppliers maintain

the quality of the materials that it buys from them, the suppliers are

equally interested that the buyer organization brings out quality product.

Thus the buyers and sellers are interacting continuously to maintain

such standards. Since quality and costs of raw materials determine

whether the output product can meet the quality standards of a

competitive market, many organizations look for suppliers from foreign

sources which might provide advantages in price, quality or quantity.

Suppliers also influence a company’s strategic choices. Choosing the

right supplier is an important strategic decision, whether it be colleges

and universities which supply human resources or banks and federal

lending agencies which provide capital or the suppliers of materials.

Since a firm depends on its suppliers to provide certain resources at

every stage of its operations, it is very important to keep good relations

with the suppliers and it is always advisable to have choices among

suppliers. A firm that primarily depends upon, one supplier for its

resources can be crippled if the supplier goes out of business or is

faced with its own labour or production problems. Accordingly, most

organizations try to develop and maintain relationships with a variety

of suppliers. It is especially important to have close and dependable

relationship with suppliers for those organizations who are using Justin-

Time (JIT) manufacturing approaches where resources become

available when needed so that the need for keeping inventories can

be eliminated.

4. Regulatory Agencies: While political and legal issues and

developments have an indirect impact on organizations and, thus,

become an element of macro-environment, regulatory agencies are

specific government agencies that have direct influence on organizational

activities and operations, and hence these are a part of the task

environment of the organizations.

Regulatory agencies are created by local, state and federal government

for the purpose of ensuring that organizations operate within the enacted

laws. These agencies have the power to enforce laws in then-respective
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fields and also introduce some of their own requirements that can be

legally enforced. These agencies are basically set up to protect the

public from certain business practices or to protect organizations

from  unfair  competition.  These  agencies  regulate  the  activities

of organizations in five principal areas. These are consumer protection,

investor protection, environmental laws, preservation of free market

competition and labour conditions.

5. Potential Entrants: All organizations want to keep their number in

the given industry limited. This reduces competition and increases

profitability of these organizations. In some countries, the government

laws and regulations are enacted to protect certain organizations from

competition, domestic or foreign, either by denying new licenses or

by erecting trade barriers. In India, for example, no new automobile

maker could enter the market until recently. Similarly, the customs

duty tax on imported items was kept so high that it protected the

domestic producers of such items.

In a free market economy, such as America, that is not possible to

do. Accordingly, organizations themselves try to defend their competitive

position by maintaining some legitimate barriers to entry. These barriers

include large economics of scale, product differentiation, large financial

requirements, limited access to viable channels of distribution and

cost advantages which the new entrants would find difficult to match.

It is almost impossible to enter into automobile manufacturing industry

or aeroplane manufacturing industry because of heavy set-up costs

involved. Personal computers (PCs) industry is so highly saturated

that it is not economically profitable to enter into the market unless

some one comes up with a breakthrough. Another entry barrier arises

when potential entrants expect stiff retaliation from entrenched firms.

For example, Xerox and General Electric found that they could not

enter into the main frame computer industry because of domination

by IBM on the basis of scale economies in production, research and

development, marketing and service.

6. Substitutes: Technological advances lead to the development of

substitutes for existing products which offer either price or quality or

convenience advantages. Laptop computers are a good substitute for

desk top computers which themselves are good substitutes for

mainframe computers under certain situations. Generic drugs are good

substitutes for name brand drugs and cost much less. Pressure from

substitute products limits an industry’s profit potential by competing

and placing a ceiling on prices. Firms that ignore the potential threats

from substitutes find themselves losing their market share. For example,
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manufacturers of pin ball playing machines who ignored the boom in

video arcade games suffered huge losses. Nutra Sweet, a sugar

substitute minus calories posed a threat to sugar products as weight

conscious dieters switched to Nutra Sweet as a good substitute for

sugar. Fiberglass insulation faces competition from such substitutes as

styrofoam, cellulose, and so on. Accordingly, organizations must be

continuously monitoring the environment for development of any

substitutes that would pose a threat to their market share and must

continue to improve the quality of their own products so as to be

sufficiently cost effective to compete with such substitutes.

7. Labour: There is a very keen competition for qualified personnel and

the organization needs the right mix of workers in order to survive

and prosper. Accordingly, an organization must create and enhance

an image of its environment which is conducive to attracting skilled

and ambitious workers. Furthermore, it is necessary for the organization

to establish such training programms that help in developing future

managers and leaders. Human resources are the most important

resources for any organization because without the skilled people, the

sophisticated technology, capital and  materials are of little value.

In America, most of the labour force is organized into “Labour Unions”,

who play a significant role in the organizations’ task environment. A
typical, large manufacturing organization deals with many unions and

must keep good terms with all the unions. A strike by any one of the
unions can cripple the entire organization. Eastern Airlines, one of the
major air carriers went out of business because of labour disputes. A

sympathetic labour union can be of great help in achieving organizational
objectives even in times of economic difficulties.

8. Owners: Owners or the share holders (also known as stakeholders)

are becoming an element of major concern for managers in many
businesses. This is specially true of those share holders who hold
large blocks of stock. For example Time Warner Inc. decided to

issue new stock in 1991 to reduce its debt, but had to back down
when several major stockholders opposed the move.

Another group exerting significant influence on organizations is the group that

manages pension funds. These funds control nearly 50 per cent of the shares

traded on the New York Stock Exchange. Some organizations are begining to

be alert to the power that is in the hands of these pension funds managers, and

there is fear that these managers may sacrifice long-term organizational

effectiveness for the sake of short-term results. Accordingly, management must

continuously monitor the proposal of holders of large blocks of stock and

must provide timely and correct information regarding the economic health of

the organization to all stock holders.
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2.5.3  Internal Environment

The internal environment of an organization includes all such factors and systems

that exist within the organization and over which the organization has more

direct control. Key internal factors include the functional areas of human

resources, research and development, production, marketing, finance and

organizational culture. Management must analyze each of these factors carefully

in order to determine their strengths and weaknesses so that steps can be

taken to reduce any weaknesses and enhance any strengths.

In addition to the functional areas, management is continuously

interacting in vertical as well as lateral relationships within the organization.

The vertical relationships involve various superiors and subordinates and

lateral relationships involve peers and coworkers. Manager acts as a liaison

between the subordinates and the superiors. He is continuously involved in

guiding, informing, and supervising his immediate subordinates. Furthermore,

since he is also responsible for the acts of all subordinates below his level,

his relationship with his subordinates extends down to their subordinates

and so on. Similarily, a manager interacts with his immediate superior and

other top level management executives in providing them with operational

reports and learning from them any changes in policies or procedures.

A manager continuously establishes and maintains lateral relationships

with his peers and co-workers, and these relationships may be formal or

informal in nature as against his vertical relationships with his superiors and

subordinates which are always formal. According to John P. Kotter. general

managers usually “allocate” significant time and effort when they first take

their jobs to developing a network of cooperative relationships among those

people they feel are needed to satisfy their emerging agendas.” Once they

are established in their positions, they make use of these networks to enhance

their agendas and programs.

It is important for successful organizations to keep these

interrelationships open, and honest, and keep the two way channels of

communication open clear and accessible. The strength of the positive and

harmonious relationships among all members of the organization has a

tremendous impact on the effectiveness of the organization.

Some of the functional factors within the internal environment of the

organization are explained briefly as follows:

1. Human resources: Organizations are nothing but only pieces of

bricks and steel, but for the people in it. Without adequate and

skilled work force, organizations are bound for failure. Human

resources are critical to a firm’s success. They are responsible for

setting objectives, analyzing both internal and external environments

and for selecting, implementing and controlling the firms’ strategies
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and operations. Accordingly, it is imperative that the process of

selecting and retaining personnel be a sound one. There is

unmistakable and abundent evidence that companies which pursued

rapid growth strategies without properly ensuring the availability

of adequate human resources failed and closed down.

2. Research and Development (R&D): The technology is changing

so fast and the environment is so dynamic that only dedicated

efforts of the research and development staff can keep the

organization on its toes and at the forefront of its industry. The

R&D efforts may involve new product development, improvement

in product quality, cost control and production process technology.

The R&D department must also monitor the external environment

in terms of competitor strategies, development of substitutes, patent

infringement and so on in order to protect the interests of its own

organization. Efficient communication channels between R&D and

other functional areas are crucial to the organizational effectiveness

and success.

3. Production: Production is the reason for the existence of any

manufacturing organization. It is one of the major functional areas

of a business and has a strong influence on other functional areas,

especially marketing and finance. If the production department

produces relatively high quality products at relatively low costs, it

will help the marketing function in increasing sales and hence the

market share. The burden on the financial function is eased due

to increase in cash flow and the workers take pride in the quality

of their product. Conversely, a weak production function can

negatively impact the marketing of the product causing financial

drain and creating morale problems among employees.

4. Marketing. Marketing function is closely related to production

function because marketing staff analyzes the consumer demand

and sometimes creates such a demand for a given product. The

analysis involves the needs, wants, perceptions and preferences of

target markets resulting in formulation of pricing, communication,

and distribution strategies regarding the product. Accordingly,

management must continuously monitor the external environment

in relation to changes in demographics, changes in consumer taste

and preferences and promotinal strategies of competitors.

5. Finance: The financial function involves the analysis, planning and

control of the financial performance of the organization.

Organizations must be capable of raising capital, when necessary,

and must ensure that their cash flow situation is healthy. The

finance and accounting department ensures that all financial matters
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are taken care of by properly and periodically auditing the accounts

and informing the management about the financial health of the

organization.

The finance department interacts with all other functional areas

because of the inputs required from all other departments for their

financial needs and expenditures, and it provides information to

top management in such items as balance sheets, profit and loss

statements, statement of retained earnings and cash flow analysis

and projections. Financial function has major responsibility involving

capital resource acquisition as well as control and disbursement of

financial resources.

6. Organizational culture: Organization culture is a system of shared

beliefs and attitudes that develops within an organization and guides

the behaviour of its members in understanding what the organization

stands for, how it does things and what it considers important.

The corporate culture “consists of the norms, values and unwritten

rules of conduct of an organization as well as management styles,

priorities, beliefs and interpersonal behaviours that prevaill. Together,

they create a climate that influences how well people communicate,

plan and make decisions. Culture is the foundation of the

organization’s internal environment and a strong culture makes the

employees feel better about their organization and about what

they do, thus leading them to work harder to achieve organizational

goals. Accordingly, one of the major responsibilities of managers

is to shape the value system of the organization and direct

employees to understand the importance of such values.

2.6 Environmental Analysis and Diagnosis

More and more, organizations are realizing that they cannot be held prisoners

to the external environment. While elements in the internal environment are

generally controllable so that the management of the organization can devise

strategies to handle any issues or problems that might arise, the elements in the

external environment are beyond the control of the management. Management

can always react to the changes in the external environment, but some changes

are so sudden and so significant that the management may be ill-prepared to

react swiftly to these changes. Accordingly, organizations must take steps to

make sure that any  such changes do not turn out to be hostile to  their interests.

Environmental analysis and diagnosis or management refers to proactive

strategies aimed at making the environment favourable to the organization.

These proactive strategies may include acquiring a company in a new market,

lobbying politically to enact laws favourable to a given organization, actively

managing the company’s image and public relations and taking steps to
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discourage competition. It is the responsibility of higher level managers to

manage relations with the external environment as they play a key role in

balancing the interest of various stakeholders in the organization and adjusting

to changes in the external environment. According to James Thompson,

managers essentially have three major options: adapt to the existing

environment elements, attempt to influence the environment in favour of

organizational interests or shift the domain of operations away from threatening

environmental elements. The situation will dictate the choice of any  one

option  or a  combination thereof.

1. Adaptation: Adaptation policy is based upon the assumption that the

organization has to adjust to the external environments and must

make internal changes to do so. With the environment changing ever

more rapidly, the organizations must devise and implement strategies

to adapt to these environmental fluctuations. This can be done in four

ways.

���� Buffering: Buffering involves having sufficient inventory of raw

materials on hand to adjust to fluctuations in supplies and sufficient

inventories of finished products to adjust to market fluctuations for

demand. Buffering is not always feasible because of high cost of

keeping inventories, possibility of perishability of inventory items

or even absolescence of some items.

���� Smoothing: While buffering seeks to accommodate environmental

fluctuations, smoothing option seeks to reduce the negative impact

of these fluctuations. For example, department stores may offer

discounts on their merchandise during slow demand periods or

restaurants may offer coupons redeemable for food at lower prices

on certain weekdays when business is typically slow.

���� Forecasting: If it is possible to forecast the relevant changes with

reasonable certainty, then organizations can prepare themselves to

meet these changes. Seasonal fluctuations are comparatively easier

to predict because of past patterns. For example, department

stores can hire extra temporary personnel during the Christmas

shopping season. Trends in the economy are more difficult to

predict, even though more sophisticated forcasting models do

exist to assist in such forecasting.

���� Rationing: Rationing simply means limiting access to a product

or service that is in high demand. This practice is advantageous

when such high demand is temporary. For example, the demand

for business majors in the colleges is high at the present time. If

the colleges can keep on expanding facilities to accommodate this

high demand, then they would be in trouble when the demand

slows down. Accordingly, they might raise their standards of
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admission to limit the new admissions in accordance with the

facilities available. Its disadvantage is that in denying a consumer

a product or a service, the organization is losing potential business.

2. Making environmental elements favourable: Rather than

accepting environmental elements as given, organizations can take

some steps to change some environmental threats into opportunities.

Some of the steps that can be taken, according to John P. Kotter are:

���� Public Relations: Public relations involve using communication

media to gain favourable impressions about the image of the

company and the quality of its goods and services. This way, the

organization can promote a positive feeling towards it among the

environmental elements. This can be done by involvement in

community affairs as well as ensuring consumer satisfaction by

making the consumers a part of the organization.

���� Boundry spanners: Boundry spanners are these people within

the organization who play a liaison role between the organization

and the environment. They provide relevant information from the

environment to the management to take appropriate actions and

they represent the interests of the organization to the outside

environment. These people may be sales persons, purchasing

specialists, receptionists, lawyers, scientists and so on who maintain

close ties with the developments in their respective fields.

���� Give and take policy: Environmental favourability can also be

achieved to some degree by negotiating and compromising by

give and take policy with certain elements of the outside world.

Specific agreements with buyers and suppliers are one of the

ways to create a favourable environment.

���� Hire the right people: Some organizations hire candidates who

are more familiar or have some control over some elements of the

environment. Companies often, take away key executives from

rival companies by offering them attractive packages and then use

their knowledge of the environment to their own benefit.

Another form of “hiring” is known as “coopting” which is the

process of absorbing influential people into leadership and policy-

making roles within the organization. Many political leaders work

as consultants after they retire and use their previous experiences

to benefit the organization. Most universities have prominent

individuals on their boards of directors primarily for the purpose

of raising funds and the prestige of the university.

���� Joint ventures: Joint ventures, mergers, acquisitions and takeovers

sometimes help organizations in eliminating some elements of the

hostile environment. Such alliances are becoming more common
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due to economies of scale and there is mutual advantage for the

organizations involved that would be difficult to duplicate if each

acted alone. These alliances produce synergetic effects.

3. Domain shifts: These involve shifts in internal structures and strategies

which may include entering new industries or markets where the

competition may be limited. It may involve changes in the mix of

products and services in order to create a more favourable interface

with environmental elements. It may also involve moving entirely out

of the current product, service or geographic area into a more

favourable domain. For example, IBM which primarily depended

upon the main frame computer market is now aggressively pursuing

the desk top and laptop computer market. Many companies now

have manufacturing plants in other countries where labour and raw

materials are cost effective.

2.7 Techniques of Environmental Analysis

The monitoring process of the appropriate environment by an organization to

identify the opportunities and threats, that affect the business, is known as

environmental scanning or analysis.

When the environmental scanning process is completed, planners gather

all the information related to the opportunities and threats of the organization.

The techniques used for environmental scanning:

� Environmental Threat and Opportunity (ETOP) Analysis

� Quick Environmental Scanning Techniques (QUEST) Analysis

� Strength Weaknesses Opportunity and Threats (SWOT) Analysis

� Political, Economic, Social and Technological (PEST) Analysis

1. ETOP Analysis

ETOP is a device that considers the environmental information and determines

the relative impact of threats and opportunities, for the systematic evaluation

of environmental scanning. This analysis divides the environment into different

sectors and then analyses their effect on the organization.

2. QUEST Analysis

QUEST was proposed by B. Nanus. It is a four-step process that uses scenario

writing for environmental scanning. The four steps involved in this technique

are:

1. Strategy planners first observe the events and trends of the organization.

2. From the above observation they broadly consider important issues

that may affect the organization, using environment appraisal.
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3. A report is created by summarizing these issues, their effects and

different scenarios to show the implementation of these strategies.

4. In the last step, reports and scenarios are reviewed by the planners

who decide the feasibility of the suggested strategies that are beneficial

for the organization.

3. SWOT Analysis

SWOT is the heart of strategic analysis. SWOT analysis is the process of

carefully inspecting the business and its environment through the various

dimensions of strengths, weaknesses, opportunities, and threats. SWOT is

also known as TOWS analysis. SWOT is a tool used for auditing the

organization, which helps in finding the key issues and problems in the business.

SWOT analyses the problems through internal and external analysis. In internal

analysis, strengths and weaknesses of the organization are considered, whereas

in external analysis, opportunities and threats for the organization are

considered.

4. PEST Analysis

PEST analysis helps in analysing the environmental factors that highly affect

the organizational strategies.

There are a few questions that need to be considered during PEST

analysis to ascertain the key forces at work in the wider environment. These

questions are:

� What environmental factors are affecting the organization?

� Which of these factors are the most important at the present time?

PEST analysis helps in analysing the organizational strategies in the

following ways:

� It helps in identifying the environmental factors that affect the

strategies of the organization. However, it is not necessary that the

environmental analysis provides valuable information to the

organizations. Hence, it becomes important for the organization to

go in for a more quantitative approach to get the real data for

organizational goals.

� PEST analysis may be used to identify the long-term factors that

lead to globalization. For example, given the increasing globalization

of some markets, it is important to identify the forces that lead to

globalization. The worldwide convergence of production systems

and consumer tastes in the market leads to the possibility of major

economies benefiting from global manufacturing and marketing.

The growth of the multinational customer and competitor has also

led to the shift towards global markets, as has the overall pressure

on the business for cost reduction and therefore, the search for
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scale economies. A further force for global development is the

worldwide search for raw materials, energy and often, skills to

provide service to the global business networks.

� PEST analysis helps in identifying the key factors of business and

their differential impact on the organization. It also helps in determining

the extent to which these factors affect the competitors of the

organization. The three key external factors that affect the

organizations include short life-span of technology, convergence of

customer requirements and access to the resources available globally.

Consider an example of the three competitors, A, B and C who have

the differential ability to cope with factors such as short life-span of

technology, convergence of customer requirements and access to the

resources available globally. The PEST analysis shows that firm A can easily

handle the technological changes by examining its track record, its investment

in Research and Development and its high market. Similarly, for firm C,

centralized product planning helps in coping with more convergent customer

requirements. However, A and C are not well placed when compared to B,

in accessing the technical changes. But when B is compared to A and C,

in terms of purchasing organizational resources, it is not centralized and

does not help to cope with the convergent customer requirement.

2.8 Strategy Formulation

Strategy can be defined as a plan, an executable plan of action that describes

how an organization or an individual will achieve a stated mission. The process

by which a strategy is created is referred to as strategy formulation. The process

of strategy formulation results in the strategy, plan or solution that is to be

implemented. One of the most influential people in the field of strategy is Michael

Porter, whose Five Forces Model in 1980 focuses on strategy formulation on

‘coping with competition.’ However, this is considered to be a limited view of

strategy formulation that has restricted the effectiveness of the field of strategic

management.

A more illuminating definition of strategy formulation by David J.

Teece (2007), which appears to be a synthesis of many decades of strategist’s

works, is ‘the essence of strategy involves selecting and developing

technologies and business models that build competitive advantage through

assembling and orchestrating difficult-to-replicate assets, thereby shaping

competition itself.’

Mintzberg’s perspective on strategy formulation is ‘judgmental

designing, intuitive visioning, and emergent learning; it is about transformation

as well as perpetuation; it must involve individual cognition and social

interaction, cooperation as well as conflict; it has to include analyzing before

and programming after as well as negotiating during; and all of this must be
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in response to what can be a demanding environment. Just try and leave any

of this out and see what happens.’

The process by which an organization chooses the most appropriate

course of action in order to achieve its set goals is referred to as strategy

formulation. This is significant for organizational success as it provides a

broad outline of actions that need to be fulfilled to achieve organizational

goals. It is essential that strategic plans are communicated to all employees

so that they understand the organization’s objectives, missions and goals.

Strategy formulation helps an organization to be aware of the changing

environment and prepare for the changes that might occur in future. A

strategic plan also forces an organization to evaluate its resources, allocate

its budgets and choose the best plan to maximize the return on investment.

If an organization does not create a strategic plan, it will be unable

to provide its employees with direction or focus. If an organization does not

have a set strategy, it will more reactive instead of being proactive in its

business matters. Without an effective strategy an organization will be at

competitive disadvantage as they will be forced to deal unanticipated

pressures, as and when they arise.

Strategy formulation requires a defined set of six steps for effective

implementation, which are as follows:

(i) Define the organization: This is the first step of strategy formulation

and involves identifying the organization’s customers. If an organization

does not have a strong customer base, it will not be successful as it

is not clear as to whose needs are being fulfilled. Therefore, it is

essential that an organization identify factors which are relevant to its

customers, such as:

� If customers are purchasing their products due to low prices

� Whether the organization’s products meet the image needs of its

customers

� If or not value is based on a superior product or service relative

to the competition

An organization may define itself in the following ways:

End benefit: It is very important that an organization understands

that a customer purchases benefits and not features. For instance,

if an airline company defined its business as to fly people from

one place to another, then it would consider other airlines as

competition. However, if it considers itself as a transportation

business then its competition would include buses, trains, car

rentals or any other mode of transportation. Hence, an airline

should highlight the benefits of using their method of transportation

to persuade customers to use their service.
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Also, the organization should explain how its product works or

how it is built. Once the customer understands this, he is bound

to ask certain questions such as ‘What’s in it for me?’ The

organization should be able to provide a satisfactory answer to

this so as to influence the customers to buy their product or

service.

Target market: An organization can become successful if it is

able to identify itself with a particular target group. However, the

organization needs to ensure that their focus is not limited to

demographic segmentation such as age, income, education, gender,

income, family lifecycle, culture, etc. but also by psychographic

indicators. For instance, if the organization understands the values,

attitudes, opinions and lifestyle of its customers, the organization

can better provide ways to meet its customers need.

For example, Nike campaigns have stressed the company’s

strategy of identifying itself with professional athletes as well as

those who wish to be a part of the athlete world. Its marketing

message inspires people who are not related to any sports to

participate in sports and feel as if they can achieve success.

Many people who purchase Nike products are not professional

athletes but are able to identify themselves with the Nike culture

and feel like they are a part of an exclusive group.

Technology: Companies which identify themselves with the tech

world such as computer companies and market research

companies understand that they need to quickly adapt to the

changes in the marketplace. Since new products, services and

inventions are introduced on a frequent basis, the marketplace

has become a difficult and a challenging business environment.

For example, Genentech, Inc. conducts genetic engineering and

medical research for the pharmaceutical industry. This company

uncovers and discovers new advances every day, making it

challenging to develop a specific strategy plan for its products and

services. However, by defining the company as being in the biotech

industry, it can develop a strategy for its overall corporate goals.

(ii) Define the strategic mission: A strategic mission offers a long

range perspective of what the organization strives for going forward.

A clearly-stated mission will give the organization guidelines to put its

plan in practice. A strong strategic mission statement should include

the following:

� Values of the organization

� Nature of business
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� Special abilities of the organization

� Position of the organization in the marketplace

� Vision of the organization as to where it wants to be in future

(iii) Define the strategic objectives: This is the third step of strategy

formulation and it requires the organization to understand their

performance targets that need to be achieved through clearly stated

objectives. An organization’s objectives may include:

� Market position relative to competition

� Production of goods and services

� Desired market share

� Improved customer services

� Corporation expansion

� Technological advances

� Increase in sales

It is very important that the organization communicates its strategic

objectives to its employees and stakeholders in order to ensure

success. Also, all the members of the organization need to understand

their role in meeting the organization’s objectives. It is also beneficial

if the members of the organization set their own objectives and

performance targets with respect to their individual roles.

(iv) Define the competitive strategy: Under this the organization needs

to determine as to where it fits in the marketplace. This not only

applies to the organization as a single entity but to each and every

member and department of the organization need to understand their

role in the company and how this role will enable the organization to

maintain its competitive position.

When an organization defines its competitive strategy, it also has to

create and develop proactive responses to potential changes that may

occur in the marketplace. An organization should not wait for these

events to occur and then decide their course of action but must develop

the ability identify possible events and be prepared to take action.

The final step in defining a competitive strategy, an organization needs

to identify its resources and how these resources will be utilized.

Every department will have its own set of needs and the organization

needs to decide as to how the resources will be allocated to meet

those needs.

(v) Implement strategies: A strategy is only effective if it is put to use.

An organization may research the marketplace, define its strategy and

identify competition. However, if it does not implement the strategy,

the organization’s efforts will be of little or no value.
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The methods used for implementing strategies are known as tactics.

These individual actions help the organization to implement its strategies.

Organizations are able to identify which of their efforts are more

successful than others and will develop new methods of implementation

if required.

(vi) Evaluate progress: As seen in any other plans, it is essential that a

regular evaluation of the processes and results be done. An organization

needs to keep track of its progress by defining its strategic plan. In

case the organizational goals are not met, they should be flexible and

adaptable to recognize the changes that may be required. In order to

evaluate itself, an organization needs to consider the following questions

on a regular basis:

� Whether the market conditions have changed which may need a

change in corporate direction.

� Are there any new entries in the marketplace that may pose

competitive threat?

� Whether the organization has been successful in translating their

strategy into actionable steps?

An organization can successfully implement its strategy now as well as in the

future by evaluating feedback.

Check Your Progress - 4

1. What do you understand by environmental analysis and diagnosis?

2. Define strategy formulation.

2.9 Let Us Sum Up

� Planning can be defined as a process for accomplishing certain

purposes. It helps in deciding objectives both in quantitative and
qualitative terms and sets goals on the basis of those objectives
keeping in mind the available resources.

� Planning is a critical managerial activity. It is the process of determining
how the organization can get where it wants to go. It is a primary
function of management because all other functions depend upon how
the organization plans to achieve its objectives.

� Organization plans are usually divided into two types—standing and
single-use plans. Standing plans are those which remain roughly the
same for long periods of time and are used in organizational situations
that occur repeatedly. Single-use plans focus on relatively unique situations
within the organization and may be required to be used only once.
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� SWOT analysis is a useful strategic planning tool and is based on the
assumption that if the managers carefully review internal strengths and
weaknesses and external threats and opportunities, a useful strategy
for ensuring organizational success can be formulated.

� Decision-making and problem solving are core functions of
management because they are an integral part of all other managerial

functions such as planning, organizing, directing and controlling.

� Opportunity problems are more of challenges, which must be exploited

for the betterment of the organization. For example, if an opportunity

of a highly beneficial merger arises, and the organization fails to
recognize the potential, it would be considered a lost opportunity.

� The planning process for all organizations is built on the framework

of the statement of formal mission, specific objectives that are
established on the basis of the mission statement and the plans that

can be developed to achieve these objectives.

� The goals of an organization are refinements of its mission. They are

open-ended statements of purpose which help describe an

organization’s philosophy. Goals are more specific than mission but
address, in general such key issues as market share, productivity,

profitability, efficiency, growth, physical and financial resources.

� MBO is a process by which managers and subordinates work together,
in identifying goals and setting up objectives and make plans together

in order to achieve these objectives.

� Corporate planning is a decision-making activity requiring the process
of ascertaining objectives and deciding on activities to attain these

objectives.

� Environmental analysis and diagnosis or management refers to proactive

strategies aimed at making the environment favourable to the

organization. These proactive strategies may include acquiring a

company in a new market, lobbying politically to enact laws favourable

to a given organization, actively managing the company’s image and

taking steps to discourage competition.

2.10 Key Words

� SWOT analysis: A study done by an organization in order to find

its strengths and weaknesses and the problems or opportunities it

should deal with. The term SWOT is formed using the initial letters

of strengths, weaknesses, opportunities and threats.

� Strategic planning: The process of determining the overall objectives

of the organization and the policies and strategies adopted to achieve

those objectives.
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� Programme: A plan designed to carry out a special project, solving

a problem or achieving a group of related goods.

� Budget: The money available to a person or an organization and a

plan as to how it will be spent over a period of time.

� Cash cow: A business with a low growth rate and high market share

and it generates more resources than it needs.

� Management by Objectives (MBO):  A process by which managers

and subordinates work together, in identifying goals and setting up

objectives and make plans together in order to achieve these objectives.

2.11 Terminal Questions

1. How does planning help in decision-making?

2. Name the major issues that SWOT analysis takes into consideration.

3. Describe the objectives, methods and procedures of planning.

4. List the advantages and disadvantages of planning.

5. Trace the evolution of the MBO process.

6. Define the six steps of strategy formulation that are required for

effective implementation.

2.12 Suggested Readings
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Chandan, J.S. Management Theory and Practice. New Delhi: Vikas

Publishing House, 2007.

Chandan, J.S. Organizational Behaviour, Third Edition. New Delhi: Vikas

Publishing House, 2004.

Nag, A. International Business Strategy. New Delhi: Vikas Publishing House,

2010.

Kumar, Arun, N. Meenakshi. Organizational Behaviour-A Modern

Approach. New Delhi: Vikas Publishing House, 2009.

2.13 Model Answers to ‘Check Your Progress’

Check Your Progress - 1

1. The purpose of the mission statement is to guide managers, work

units and individual employees throughout the organization. A clear

mission statement is concise, focused, worthy, imaginative and realistic.
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2. Standing plans are those which remaining roughly the same for long

periods of time and are used in organizational situations that occur

repeatedly.

Check Your Progress - 2

1. Planning can be defined as a process for accomplishing certain

purposes. It helps in deciding objectives both in quantitative and

qualitative terms and set goals on the basis of those objectives keeping

in mind the available resources.

2. Organization plans are of two types, i.e., standing plans and single-

user plans.

Check Your Progress - 3

1. The following steps are involved in decision-making:

(i) Perception and diagnosis of the problem

(ii) Generation of alternate problems

(iii) Evaluation of alternatives and selecting a course

(iv) Implementing the decision

(v) Monitoring and feedback

2. Rational decision-making simply involves following the steps mentioned

earlier without any biases introduced into the process at any step.

The rational approach to decision-making was devised to assist

managers in making objectives decisions rather than decisions based

on intuition and experience alone.

Check Your Progress - 4

1. Environmental analysis and diagnosis or management refers to proactive

strategies aimed at making the environment favourable to the

organizations.

2. Strategy formulation is the process by which an organization chooses

the most appropriate course of action in order to achieve its set

goals.
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Unit-3

ORGANIZATION: CONCEPT, NATURE,

PROCESS AND SIGNIFICANCE

Structure

3.0 Objectives

3.1 Introduction

3.2 Nature and Process of Organization
3.2.1 Principles of Organization; 3.2.2 Significance of Organizing

3.2.3 Guidelines for Effective Organization

3.2.4 Formal and Informal Organizations

3.3 Departmentation
3.3.1 Need and Importance of Departmentation

3.3.2 Bases of Departmentation

3.3.3 Span of Management

3.3.4 Span of Control and Levels of Organization

3.4 Organizational Structures and its Different Forms
3.4.1 Mechanistic and Organic Structures

3.4.2 Task Forces and Committees

3.4.3 Guidelines for Using Committees and Task Force More

Effectively

3.4.4 Guidelines for Committee Members

3.5 Organizational Charts and Manuals

3.6 Authority
3.6.1 Sources of Authority; 3.6.2 Theories of Authority

3.6.3 Responsibility and Accountability

3.7 Delegation of Authority
3.7.1 Principles of Delegation; 3.7.2 Process of Delegation

3.7.3 Effectiveness of Delegation

3.8 Centralization vs. Decentralization of Authority

3.9 Let Us Sum Up

3.10 Key Words

3.11 Terminal Questions

3.12 Suggested Readings

3.13 Model Answers to ‘Check Your Progress’

3.0 Objectives

After going through this unit, you will be able to:

� Define the concept of organization

� Interpret the nature, process and significance of an organization

� Distinguish between centralization and decentralization of authority

� Describe departmental organization

� Evaluate the relevance of management in organizing
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3.1 Introduction

While trying to get something functional, the basic of organization may be

absent. The term organize is understood as a method which forms into a

whole—with mutually connected and dependent parts—to give a definite and

orderly structure. The term organization originates from organize. Organization

can be identified as the subdivision of actions and duties into specialized

functions. A person can organize a series of actions to be undertaken by them.

This would involve a person fulfilling the following tasks:

(i) What has to be done?

(ii) What needs to done first?

(iii)  Remainders as a feasible series of events

When these tasks are fulfilled, this accomplishes the final completion of an

action which forwards one’s assigned or postulated purposes. A group is

organized so as to permit flows and accomplish specialized actions which are

completed in themselves and from which small actions or completions, the

group purpose, assigned or specialized, is forwarded or accomplished.

However, there is a difference between directing and doing and some

might have trouble identifying them from one another. A person who is in

charge of an activity may be deficient in organizational understanding and

therefore tries to complete all actions himself. However, this in the long run

can weaken or sometimes break up a group rendering it useless as only one

member has functions to perform.

Although, an active and competent person can perform tasks with

ease and efficiently. However, no matter how efficient and competent this

person is, he cannot do more than it is physically possible. In a well-

organized group, every person has specialized functions and is assigned

work accordingly. Then, there is an in charge that overlooks the work and

coordinates with each team member of the group. By following this method,

much more can be accomplished than what a single person would do. Also,

as this group will be organized, it will be difficult to defeat than the individual.

The major failure of any group is to fail to organize. If employees are

not organized immediately, i.e., before and after the fact, they will be promptly

put back down. The main cause of not organizing is due to the fact that it

is not understood correctly. For example, an executive of the top management

is responsible for completing Project ABC. Although, he has not much

knowledge about Project ABC but he has two employees who understand

the project well. The incorrect method to fulfill Project ABC would be the

executive taking all responsibility to complete the project. The correct action

would be that the executive will delegate responsibility to the two employees

and overlook their work.
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What we understand from this example is that organization basically

deals with delegating the task to a competent person. On a project, make

a survey of all the things there are to do, group types of actions into single

jobs, assign people to them, provide the routes on which communications

travel between group members, materiel and liaison and let the group get

on with it. By understanding that there is a subject called organization, that

the subject has been codified and that it can be learned and applied, any

individual or group can succeed in its endeavours.

Organizing is divided into five steps: (i) Reviewing plans and objectives

(ii) Determining activities (iii) Classifying and grouping activities (iv) Assigning

work and resources and (v) Evaluating outcome. There are two types of

organizations: formal and informal. A formal organization follows a fixed set

of rules pertaining to intra-organization procedures and configuration. It

comprises a system of well-defined jobs with a prescribed pattern of

communication, coordination and delegation of authority. An informal

organization is a loosely structured network of interpersonal relationships

which affect decisions within the formal organization, but are either omitted

from the formal scheme or are not consistent with it.

The structure of an organization is based on the type and ideology of

its processes. Some common structures are: line organization, line and staff

organization, functional organization, divisional organization, project

organization and matrix organization. A bureaucratic concept of organizing

is where the system of administration is distinguished by its clear hierarchy

of authority, rigid division of labour, written and inflexible rules, regulations

and procedures and interpersonal relationships. Once established,

bureaucracies are difficult to disentangle or change because of the immense

power attributed to those who are controlling them.

Decentralization is the process of disbanding the decision-making

authority in an organizational arrangement. Centralization is the tendency to

confine allocation of decision-making in an organization, usually by assigning

it to the nearest top of the organization structure. The effectiveness of

centralization or decentralization depends on the structure and situational

factors pertaining to the concerned organization. Authority and responsibility

are two factors within every organization that are interrelated. It is not

possible to have authority without taking responsibility and similarly,

responsibility cannot be managed without being given the proper authority.

3.2 Nature and Process of Organization

The organizing function is extremely important, because once the objectives

of the organization and the plans have been established, it is the primary

mechanism with which managers activate such plans. Organizing is the function
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of gathering resources, establishing orderly uses for such resources and

structuring tasks to fulfill organizational plans. It includes the determination of

what tasks are to be done, how the tasks are to be grouped, who is going to

be responsible to do these tasks and who will make decisions about these

tasks. The process of organizing consists of the following five steps.

Figure 3.1 shows the five steps of organizing.

Fig. 3.1 Five Steps of Organizing

1. Reviewing plans and objectives: The first step for the management

is to reflect on the organizational goals and objectives and its plans

to achieve them so that proper activities can be determined. For

example, if a high-class restaurant is to be opened in an elite area,
then the management must establish objectives and review these

objectives so that these are consistent with the location of the restaurant
and the type of customers to be served.

2. Determining activities: In the second step, managers prepare and

analyse the activities needed to accomplish the objectives. In addition

to general activities such as hiring, training, keeping records and so

on, there are specific activities that are unique to the type of business

that an organization is in. For example, in the case of restaurant, the

two major activities or tasks are cooking food and serving customers.

3. Classifying and grouping activities: Once the tasks have been
determined, they must be classified into manageable work units. This

is usually done on the basis of similarity of activities. For example, in

a manufacturing organization, the activities may be classified into

production, marketing, finance, research and development and so on.

These major categories of tasks can be subdivided into smaller units

to facilitate operations and supervision. For example, in the area of

serving customers in the restaurant, there may be different persons for

taking cocktail orders, for food orders and for clearing the tables.

For cooking food, there may be different cooks for different varieties

of food.

4. Assigning work and resources: This step is crucial to organizing

since the correct individual must be matched to the appropriate job

and should be supplied with the resources to achieve the assigned
tasks. The management of the restaurant must determine as to who

will take the orders and who will set as well as clear the tables and

what the relationship between these individuals will be. Management

must also make sure that adequate resources of food items, utensils

and cutlery are provided as necessary.
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5. Evaluating outcome: In this last step, feedback about the outcomes
would decide about the effective functioning of the executed

organizational techniques. This feedback will also decide if any
modifications are essential or wanted in the organizational setup. For

example, in the case of the restaurant, complaints and suggestions
from customers would assist the manager in making any necessary

changes in the preparation of food, internal decor of the restaurant or

efficiency in service.

3.2.1 Principles of Organization

The word organization is used and understood widely in our daily lives. It has

been defined in a number of ways by psychologists, sociologists, management

theorists as well as practitioners. A definition of organization suggested by

Chester Barnard, a well-known management practitioner, nearly sixty years

ago, still remains popular among organization and management theorists.

According to him, an organization is, a system of consciously coordinated

activities or efforts of two or more persons. In other words, a formal organization

is a cooperative system in which people gather together and formally agree to

combine their efforts for a common purpose. It is important to note that the

key element in this rather simplistic definition is conscious coordination and it

implies a degree of formal planning, division of labour, leadership and so on.

For example, if two individuals agree to push a car out of a ditch, as a one-

time effort, then these individuals would not be considered as an organization.

However, if these two individuals start a business of pushing cars out of ditches,

then an organization would be created. More recently, Arthur G. Bedeian and

Raymond F. Zamnuto have defined organizations as ‘social entities that are

goal directed, deliberately structured activity systems with a permeable

boundary’. In their book, Organizations: Theory and Design, they mention

four key elements in this definition:

(i) Social entities: The word ‘social’ as a derivative of society basically

means gathering of people as against plants, machines, buildings, even

though plants, machines and buildings are necessary contributors to

the existence of the organization. Organizations will cease to exist if

there are no people to run them, even if other things remain. For

example, if everybody resigns from a company and no one is replaced,

then it is no longer an organization even though all the material assets

of the company remain until disposed off. On the other hand, there

are organizations such as neighborhood associations, which have only

people in them and no physical assets. Accordingly, it is the people

and their roles that are the building blocks of an organization.

(ii) Goal directed: All efforts of an organization are directed towards a

common goal. A common goal or purpose gives organization members

a rallying point. For example, Ross Perot, Chief Executive Officer

(CEO) of Electronic Data Systems (EDS), recommended when he
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joined General Motors that GM should strive to become the finest

car manufacturer in the world. This became the common goal of all

GM employees. While the primary goal of any commercial organization

is to generate financial gains for its owners, this goal is inter-related

with many other goals, including the goals of individual members. For

example, General Motors may have the commercial goal of producing

and selling more cars every year, community goal of reducing air

pollution created by its products, and the employee goals of earning

and success achievement.

(iii) Deliberately structured activity systems: By systematically

dividing complex tasks into specialized jobs and categories of activities

into separate departments, an organization can use its resources more

efficiently. Subdivision of activities achieves efficiencies in the

workplace. The organizations are deliberately structured in such a

manner so as to coordinate the activities of separate groups and

departments for the achievement of a common purpose.

(iv) Permeable boundary: All organizations have boundaries that separate

them from other organizations. These boundaries determine as to

who and what is inside or outside the organization. Sometimes, these

boundaries are vigorously protected. However, the dynamics of the

changing world has made these boundaries less rigid and more

permeable in terms of sharing information and technology for mutual

benefit. For example, IBM joined with both Motorola and Apple

Computers in 1993 to bring out a new Power PC chip in the market.

3.2.2 Significance of Organizing

Organizing is the second major function of management. If planning involves

the determination and achievement of objectives, then organizing is the process

of selecting and structuring the means by which those objectives are to be

achieved. The organizing process deals with how the work is to be divided

and how coordination of different aspects is to be achieved and so on. We are

truly a society of organizations. All work has to be organized efficiently in

order to use the resources available to us in the most efficient manner. One

reason for organizing is to establish lines of authority. This creates order within

the organization. Absence of authority almost always creates chaotic situations

and chaotic situations are seldom productive—hence, the importance of

organizing efforts well. Effective organizations include coordination of efforts

and such coordination results in synergy.

Synergy occurs when individuals or separate units work together to

produce a whole greater than the sum of the parts. This means that 2 + 2

= 5. Furthermore, organizing is important to improve communication among

the members. A good organizational structure clearly defines channels of
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communication among the members of the organization. Proper and correct

communication is one of the keys to success. Most people believe that

organizations are social entities and social forces such as politics, economics,

and religion shape organizations. Some organizational theorists suggest the

opposite. They say that it is the large organizations that influence politics and

economics. Social class is determined by rank and position within the

organization. Organization is the essence of living. An organized family is

more productive than a disorganized family. All families depend on business

organizations for their livelihood.

Organizations shape our lives, and better managers can shape effective

organizations. However, it is not just the presence of organizations that is

important but also the knowledge of organizing. Consider how the Olympic

games are organized or how large airports are built. Without proper

organization of people and resources the project could not be successful.

Consider the organization of forces and resources during the Gulf War of

1991. All air assets reported to a single army general. This enabled the

extraordinary coordination of up to three thousand flights a day. A new

problem arose somewhere in the Gulf every minute but the efficient

organization of resources solved all these problems.

3.2.3 Guidelines for Effective Organization

There are some established guidelines that are common to all organizations

that are structured in a classical form. The classical form means a bureaucratic

structure where there is a hierarchy of power and responsibility and the

directions primarily flow from the top management to the lower levels of

workers through its hierarchical ranks. These guidelines are as follows:

1. The lines of authority should be clearly stated and should run from the

top to the bottom of the organization. This principle is known as the

scalar principle and the line of authority is referred to as chain of

command. The line of authority should be clearly established so that

each person in this chain of command knows his authority and its

boundaries.

2. Each person in the organization should report to only one boss. This

is known as the principle of unity of command and each person

knows as to whom he reports to and who reports to him. This

process eliminates ambiguity and confusion that can result when a

person has to report to more than one superior.

3. The responsibility and authority of each supervisor should be established

clearly and in writing. This will clarify the exact role of the supervisor

as to the limits of his authority. Authority is defined as the formal right

to require action from others and responsibility is the accountability

of that authority.



124

4. Senior managers are responsible for the acts of their subordinates.

The manager or the supervisor cannot dissociate himself from the acts

of his subordinates. Hence, he must be accountable for the acts of his

subordinates. The authority and responsibility should be delegated as

far down the hierarchical line as objectively possible. This will place

the decision-making power near the actual operations. This would

give the top management more free time to devote to strategic planning

and overall policymaking.

5. The number of levels of authority should be as few as possible. This

would make the communication easier and clear and the decision-

making faster. A longer chain of command generally results in run-

arounds because the responsibilities are not clearly assigned and hence

become ambiguous.

6. The principle of specialization should be applied wherever possible.

Precise division of work facilitates specialization. Every person should

be assigned a single function wherever possible. This rule applies to

individuals as well as departments. The specialized operations will

lead to efficiency and quality.

7. The line function and the staff function should be kept separate. The

overlapping of these functions will result in ambiguity. The line functions

are those that are directly involved with the operations that result in

the achievement of the company objectives. Staff functions are auxiliary

to the line function and offer assistance and advice.

8. The span of control should be reasonable and well established. The

span of control determines the number of positions that can be

coordinated by a single executive. The span of control could be

narrow where there are relatively few individuals who report to the

same manager or it could be wide where many individuals are under

the supervision of the same manager.

9. The organization should be simple and flexible. It should be simple

because it is easier to manage and it should be flexible because it can

quickly adapt to changing conditions.

Concept of Organizational Structure

Organizational structure is not given much relevance in small businesses.

However, in order for a business to enhance its productivity, employees need

to understand the following factors:

� Their role within the organizational structure

� Their contribution to the company’s success

� Relationship between their jobs and other positions in the company

The concepts or principles of organizational structure are of great significance

as they formalize individual areas of responsibility and accountability.
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(i) Decentralization: Professor Harold Koontz established different

principles of management which also include the principles applicable

to the organizational structure. For instance, the principle of

decentralization suggests that workers need to be given a substantial

amount of authority to take decisions pertaining to their job descriptions

and the jobs associated with the activities they need to perform. For

instance, accountants instead of the top management make decisions

related to the preparation of journal entries and financial statements.

This type of decentralization with respects to decision-making proves

to be time saving for managers as well as the workers. Also, when

decision-making is pushed to the lowest organizational level at which

the task is handled will increase the changes that employees become

specialists in their assigned activities. Decentralization leaves ample

time to managers to focus on planning, organization and staffing.

(ii) Exception:  Prof Koontz suggests that in an organizational structure,

there should be room for exceptions with respect to the decentralization

principle. Senior employees depend on these exceptions to address

issues that junior employees are unable to resolve. For example, if a

clerk in the accounts receivable department identifies a unexpected

and sizable credit to a customer’s account, he should immediately

report this to his supervisor. This discussion will help the clerk to

learn new methods to solve problems with the help of the training

provided by the supervisor. A company benefits by the timely

implementation of solutions to a problem.

(iii) Parity of authority and responsibility: As a business grows it

moves from a simple structure to a functional or product structure.

During this change, some responsibilities get transferred from the

managers to the staff members. Implementation of a new structure

gives managers the time and freedom to address other business issues

that may include strategic, tactical and operational strategies affecting

the business’ profitability. When a business becomes decentralized,

the employees are given more authority to complete their work. For

example, a clerk from the accounts receivable department is authorized

to post customers’ payments to the accounts receivable ledger. In

turn, he will be evaluated on the accuracy and timeliness with which

he bills customers, resolves problems with invoices and collects on

delinquent accounts.

(iv) Span of management: In an organizational structure, the group of

employees managed by one supervisor is taken under consideration.

This means that a supervisor may actively manage all the day-to-day

functions of an accounting department or only the activities of assistant

controllers who manage the accounting functions. According to Koontz,
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the complexity of the jobs and the variety of jobs that are managed

influence a supervisor’s span of control. The experience and

management capabilities of the supervisor allow him to assume a

particular role and the characteristics of the employees to be managed.

(v) Unity of command: According to Koontz, the unity principle is

required in an organizational structure so an employee reports to only

one manager. This ensures that the employee will not receive more

than one set of instructions thus avoiding confusion. For example, if

a clerk in the accounts department is instructed by one manager to

complete financial reporting before the end of the month, and at the

same time is asked by another manager to resolve issues relating to

the differences between total receipts on the billing journal and the

client ledger. The unity principle prevents this type of conflict from

arising.

3.2.4 Formal and Informal Organizations

A formal organization typically consists of a classical mechanistic hierarchical

structure. In such a type of structure, the position, responsibility, authority,

accountability and the lines of command are clearly defined and established. It

is a system of well-defined jobs with a prescribed pattern of communication,

coordination and delegation of authority. The informal organization, similar to

informal groups, on the other hand, comes into existence due to social

interactions and interpersonal relationships and exists outside the formal

authority system without any set rigid rules. Though unrecognized, it exists in

the shadow of formal structure as a network of personal and social relations,

which must be understood and respected by the management.

The informal work groups, constituting the informal organization as a
whole, comprise a loosely structured organization of interpersonal
relationships, which affect decisions within the formal organization, but are
either omitted from the formal scheme or are not consistent with it. These
interpersonal relationships create a bond of friendship among the members
of such an informal organization and these bonds are very strong so that

there is a sense of belonging and togetherness. This togetherness can have

a powerful influence on productivity and job satisfaction. The members help

and motivate each other. For example, during a busy period, one employee

may turn to another for help instead of going through the supervisor. Similarly,

an employee in the sales department may ask another employee in the

production department, who also belongs to the informal organization, for

information about product availability and receive this information faster than

through the formal reporting system.

The informal organization is a powerful instrument in all organizations

and sometimes it can mean the difference between success and failure of the

organization. When the group members want to do a job, it is always done
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better than when they have to do it because of instructions from supervisors.

A cooperative group makes the supervision easier, thus lengthening the

effective span of management. Informal groups also make sure that the

basic principles of the formal organization are not violated. For example, if

a manager misuses his authority and promotes an unqualified person, the

informal group may use its influence in making sure that this does not
happen. The informal group also serves as an additional channel of
communication to the management about conditions at work, which may not

be available through official channels.

Determinants of Organizational Structure

Since organizations have different characteristics and requirements, it would

not be possible to identify an ideal structure that would fulfill all these diversified

needs. Accordingly, each organizational structure must suit the situation and

be optimally useful in meeting the organizational objectives. Good organization

design is a function of a number of factors including the environment, technology

and size of the company. These three factors would determine the philosophy

and strategy of central management that forms the foundation of the

organizational structure. This is illustrated as shown in Figure 3.2.

Fig. 3.2 Determinants of Organizational Structure

The factors are explained in more detail:

���� Environment: Organizations are open systems that continuously

interact with the outside environment. The macro-environment of

business today has considerable impact on the internal operations of

the organization, especially if the organization is a large one. These

external factors include the customers, cultural and economic conditions

as well as international environment. The organizational structure would

depend upon whether such external environment is stable or whether

there are dynamic and rapid changes in it.

Lawrence and Lorsch have found that successful organizational

structures vary with the type of environment. A more uncertain

environment will have fewer predictable elements requiring the use of

more specialized experts who are trained to deal with the problems

created by an ever changing situation. A stable environment can go

for a more mechanistic structure.

���� Technology: Technology is a combination of tools, techniques and

know-how and has a major influence on organizational structure, that

would depend upon whether the technology is simple and routine
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requiring few repetitive tasks, in which case a mechanistic structure

would be more desirable. However, when the technology is advanced,

and intensive and complex requiring high interdependence among

members of the workforce, then the organic structure would be

operationally more effective.

Joan Woodward studied the relationship between technology and

organizational structure in the early 1960s among some English

manufacturing firms. She observed and calculated that technology is

a major influence on organizational structure. She concluded that

wherever the items are mass produced and where the work units

depend upon each other in a sequential manner and wherever the

production system is automated with use of robotics and cybernetics,

the organic organizational structure brings out the optimal results.

���� Size: The size of the organization, as measured by the number of

people working in it, would determine as to which type of structure

would be more effective for it. As the organization grows in size, it

increases the number of functional departments, the number of

managerial levels, extent of specialization, number of employees with

diversified responsibilities resulting in increase in the degree of

coordination required among members of the organization and this

further results in increase in related problems. This requires a high

degree of discipline and a formally structured chain of command

giving rise to classical and mechanistic structure.

���� Philosophy and strategy of the organization: Strategy is typically

defined as ‘the determination of the basic long-term goals and

objectives of an enterprise, and the adoption of courses of action and

the allocation of resources necessary for carrying out these goals.’

In his research, Alfred Chandler found a definite link between

organizational philosophy and strategy and its structure. In small and

simple organizations, the structure is typically high on centralization.

However, as organizations grow and develop, such simple structures

become increasingly ineffective and inefficient and the organizations

change their strategies and thus change their structures.

There are primarily two strategies, namely, stability strategy and growth

strategy. The growth strategy involves expansion, thus introducing the

element of complexity and uncertainty. In such type of environment,

growth strategies will be more successful when supported by organic

structures.

Benefits of a Good Organization

While there are many different structures that organizations can adopt,

depending upon the type of organization, including whether it is a service

organization or a manufacturing organization, a well-structured organization

has many benefits. Some of the beneficial outcomes of a good organization

are as follows:
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� A good organization facilitates attainment of objectives through proper

coordination of all activities. It has a built-in system of ‘checks and

balances’ so that the progress towards the attainment of objectives is

evaluated along the way and any new decisions that may be required

are taken.

� In a good organization, the conflicts between individuals over

jurisdiction are kept to a minimum. Since each person is assigned a

particular job to perform, the responsibility of performing that job

rests solely with him. Hence, the interdependency is reduced to a

minimum.

� It eliminates overlapping and duplication of work. Duplication only

exists when the work distribution is not clearly identified and the

work is performed in a haphazard and disorganized way. Since a

good organization demands that the duties be clearly assigned, such

duplication of work is eliminated.

� It decreases the likelihood of ‘runarounds’. The ‘run-arounds’ occur

when we do not know who is responsible for what and we are sent

to wrong people for getting some work done. However in a well-

organized company where the responsibilities are clearly established,

this does not occur.

� It facilitates promotions. Since the organizational chart clearly pinpoints

the positions of individuals relative to one another, it is easier to know

as to which level a person has reached. Furthermore, since each job

is well described in terms of qualifications and duties, the promotional

stages can be more clearly established.

� It aids in wage and salary administration. A fair and equitable wage

and salary schedule is based upon the premise that the jobs with

similar requirements should have similar benefits. If these requirements

are clearly established and the yearly increments or the cost of living

increments for each type of job are clearly and properly understood,

then compensation administration policies are easier to apply.

� Communication is easier at all levels of organizational hierarchy. Since

the lines of communications and the flow of authority is quite clear in

the organizational chart, the inter-communication is both clearer and

easier and it eliminates ambiguity.

� A well-structured organization provides a sound basis for effective

planning. Since the goals and resources are clearly established and

identified, both short-term as well as strategic planning becomes easier

and realistic and such planning contains the provision to permit changes

to be made in the right direction including expansion or contraction

of operations and activities when necessary.

� It results in increased cooperation and a sense of pride among members

of the organization. An employee is given sufficient freedom within the

domain of his responsibility and his authority. Since the authority and

the extent of exercise of such authority is known, it develops a sense

of independence in employees which in turn is highly morale boosting.
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� It encourages creativity. Because of a sense of belonging and high

morale and with the help of clear-cut accountability, recognition of

skill and appreciation for contribution towards organizational growth,

it encourages resourcefulness, initiative and a spirit of innovation and

creativity.

Check Your Progress - 1

1. What are the five steps of organizing?

2. Define formal and informal organizations.

3. Name the factors that form a good organizational design.

3.3 Departmentation

The divisional or departmental organization involves grouping of people or

activities with similar characteristics into a single department or unit. Also known

as self-contained structures, these departments operate as if these were small

organizations under a large organizational umbrella, meeting divisional goals

as prescribed by organizational policies and plans. The decisions are generally

decentralized so that the departments guide their own activities. This facilitates

communication, coordination and control, thus contributing to the organizational

success. Also, because the units are independent and semi-autonomous, it

provides satisfaction to the managers that in turn improves efficiency and

effectiveness.

3.3.1 Need and Importance of Departmentation

Departmentation is the organizational process of determining how activities

are grouped. Departmentation is required when there is a need of specialization

and there is a limitation on a number of employees that can be managed by a

supervisor. Departmentation is needed due to the following reasons:

� Advantage of specialization

� An employee’s role is defined

� It enhances communication, coordination and control within the

organization

� Provision of an adequate platform where loyalties of organizational

members can be built

� Enables managers to locate the sources of information, skills and

competence to take key managerial decisions.

 The importance of departmentation can be understood by the following factors:

(i) Specialization: An employee focuses his attention on a particular job

and excels in it. Specialization makes the organization’s operation

more efficient.
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(ii) Fixation of responsibility: With the help of departmentation the

responsibility of work can be fixed accurately.

(iii) Facilities appraisal: Since managers perform specific jobs, the

performance appraisal of managers is greatly facilitated.

(iv) Feeling of autonomy: Managers have independent charge under

departmentation. Not only do the managers feel important, it

encourages them to work harder to prove their efficiency.

(v) Development of managers: Departmentation contributes to the

development of managers as they focus on specific problems and

prescribed roles.

3.3.2 Bases of Departmentation

This division and concentration of related activities into integrated units is

categorized on the following basis:

1. Departmentation by product: In this case, the units are formed

according to the type of product and it is more useful in multi-line

corporations where product expansion and diversification, and

manufacturing and marketing characteristics of the product are of

primary concern. For example, General Motors has six divisions that

are decentralized and autonomous. These are: Buick, Pontiac,

Oldsmobile, Cadillac, Chevrolet and GMC Trucks. Each division is

autonomous and each division strives to improve and expand its own

product line and each divisional general manager is responsible for its

costs, profits, failures and successes. In this type of departmentation,

the responsibility as well as the accountability is traceable, thus making

the division heads sensitive to product needs and changing consumer

tastes. The departmentation by product, in this case, is shown in

Figure 3.3.

Fig. 3.3 Departmentation by Product
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2. Departmentation by customers: This type of departmentation is

used by those organizations that deal differently with different types

of customers. Thus, the customers are the key to the way the activities

are grouped. Many banks have priority services for customers who

deposit a given amount of money with the bank for a given period of

time. Similarly, business customers get better attention in the banks

than other individuals. First-class passengers get better service by the

airlines than the economy-class passengers. An organization may be

divided into industrial product buyers and consumer product buyers,

and so on.

A division based on the priority customers and regular customers in

a bank is shown in Figure 3.4.

Fig. 3.4 Division in a Bank

3. Departmentation by area: If an organization serves different

geographical areas, the division may be based on geographical basis.

Such divisions are specially useful for large-scale enterprises that are

geographically spread out such as banking, insurance, chain department

stores or a product that is nationally distributed. For example, there

may be a separate vice-president of marketing who is responsible for

promotion of the product in eastern region, in north-western region,

in southern region and so on. In the case of multinational organizations,

the divisions may be European division, Middle-East division and

Far-East division and so on, with central control office in the United

States as shown in Figure 3.5.

Fig. 3.5 Division in a Multinational Organization
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4. Departmentation by time: Hospitals and other public utility

companies such as telephone company that work around the clock

are generally departmentalized on the basis of time shifts. For example,

the telephone company may have a day shift, an evening shift and a

night shift, and for each shift a different department may exist, even

though they are all alike in terms of objectives. The set-up is as

shown in Figure 3.6.

Fig. 3.6 Division in a Telephone Company

The organizational structure on the basis of divisions of various types,

as has been explained, has certain advantages. Since the decisions

are made at the point of operations, they are fast thus making the

divisions flexible to adopt to any changes that might occur. Also, it

releases top management for more important policy decisions. The

expansion is easier since any other facility can be added, if necessary.

One of the major disadvantages of these divisions is the duplication

of work, since each division will have its own staff and specialists.

Also, since each division is responsible for its profits and losses,

sometimes, divisional interests may take priority over the organizational

goals.

5. Departmentation by process:  In process departmentation, various

manufacturing processes are taken as the basis for dividing the activities,

i.e., different processes are transformed into different departments.

Spining, weaving, dyeing, etc., are activities related to the textile

industry, is a type of departmentation. This type of departmentation

allows the extensive and economical usage of expensive equipment.

Fig. 3.7 Departmentations by Process

Departmentation by process is useful in situations where the machines

or equipment that are used require special operating skills. The

departmentation by process is best suited in manufacturing industries

where activities can be neatly demarcated into processes/departments.



134

This type of structure enables the company to take advantage of

specialization, optimum maintenance of equipment and resources, etc.

However, departmentation of process makes coordination a long and

tedious function itself. Also, this may lead to conflict between different

departments. This type of departmentation cannot be used in every

industry.

Principles to be Considered in the Process of Departmentation

� Principle of attainment of organizational objectives: It implies

that departments are designed or created to provide all the facilities

to achieve organizational objectives in an effective and efficient manner.

� Principle of comprehensive departmentation: It implies that the

entire functions of the enterprise are to be covered while creating the

departments.

� Principle of inter-departmental co-operation: It implies that

departments should be designed in such a way that maximum inter-

departmental co-operation is possible.

� Principle of promotion of specialization: It should help in enhancing

both managerial and operational specialization so that organizational

efficiency can be achieved.

� Principles of cost-benefit analysis: It should be designed and

developed in a manner to get the maximum benefit with minimum

possible costs.

� Principle of special attention to key-result areas: Key-result

areas are those areas which determine the long term growth and

survival of an organization. It may include profitability, market standing,

public relation, etc. According to this principle while creating

departments the key-result areas should be given special attention.

� Principle of flexibility: It implies that there should be sufficient

scope to change the design or set of departments as per the

requirements of changing situation.

� Principle of human consideration: Human consideration such as

needs, values, attitudes, expectation, feelings, etc. must be taken into

consideration while creating departments along with technical or financial

considerations.

Factors Governing the Choice of Bases for Departmentation

While laying down the organizational structure on the basis of departmentation

the following facts should be taken into consideration:

� Specialization: This is the foundation of departmentation and,

therefore, whatever may be the method of departmentation it must

have a place for specialization.
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� Coordination: A department should have the functions of the same

nature so that coordination remains intact. Unnecessary and opposing

functions should be excluded.

� Control: That method of departmentation happens to be good which

can ensure control. Such a system should be established as can

ensure the control of one man’s work by another person.

� Significance of activities: Departmentation should be done in a

manner so as to ensure more attention to the more significant activities.

For example, if the advertisement happens to be a significant activity,

it should be kept separate from the marketing department so that

special attention can be given to it.

� Facilities available: While going through the process of

departmentation, the facilities available in the concern should be kept

in mind—facilities like the competence of persons, informal relations

in the organization, etc.

� Economy: The number of departments in a business organization

increases administrative expenses. Therefore, it should be thoroughly

considered as to how many departments are needed in a concern so

that unnecessary expenses are avoided. For example, by not having

a separate accounts department, it can be combined with the finance

department and economy can be affected.

� To see the competitors: During the process of departmentation

care should be taken to know about the basis of departmentation in

the other business concerns having the same business. If that basis

appears appropriate it should be adopted.

Thus, we find that departmentation is not an easy job. Many factors have to

be studied deeply to complete this process. Only after such a deep study the

decision taken can prove to be useful. There is no one best pattern of

departmentation that is applicable to all organizations and all situations.

Managers must determine what is best by looking at the situation they face:

the jobs to be done and the way they should be done, the people involved and

their personalities, the technology employed in the department, the users being

served, and other internal and external environmental factors in the situation.

However, if they know the various departmentation patterns, and the advantages

and disadvantages, and dangers of each, practicing managers should be able

to design the organization structure most suitable for their particular operation.

3.3.3 Span of Management

Span of control is related to the number of subordinates a manager can

effectively manage. The quality of supervision becomes poor and coordination

becomes weak when large number of subordinates work under a single

manager. However, if the number of subordinates is too small, then the

managerial abilities of the manager may not be fully utilized. A balance between
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these two extremes needs to be maintained in order to use the full potential of

the manager. No one can effectively supervise an infinite number of

subordinates. A manager can pay attention only to a limited number of

subordinates. The optimum number of subordinates that a manager can

effectively supervise at a particular time may vary from manager to manager.

Hence, span of control is a person-to-person concept.

According to Peter F. Drucker, span of control refers to the limit of

number of subordinates reporting directly to a superior. Koontz and O

Donnell used this term to represent the limit on the number of persons that

an individual can effectively manage. In a classical type of organizational

structure, which is the most common form, the effectiveness and efficiency

of operations are determined by the number of people under the direct

supervision of a manager. For effective operations, it is necessary to have

the optimum number of subordinates to supervise. The informal groups have

significant impact on the span of control. If the supervisor has cordial relations

with his subordinates and the subordinates are dedicated to their work for

professional as well as social reasons, then more subordinates can be assigned

to each supervisor and less managerial time will be needed to deal with the

subordinates.

The number of subordinates that can effectively be managed for

supervision and delegation of authority are finite and depend upon a number

of factors. Some of these factors are:

� Similarity of functions: If the subordinates are involved in the

same or similar activities, then it is possible for the manager to

supervise more subordinates. Since the problems that may arise

would be similar in nature, these would be easier to handle.

Conversely, if these subordinates are involved in diversified

operations, the situation would be more complex and hence the

span of control would be narrow.

� Complexity of functions: If the operations that the employees

are performing are complex and sophisticated and require constant

supervision, then it would be more difficult for the manager to

manage too many employees and hence a narrow span of control

would be desirable.

� Geographical closeness of employees: The closer the

subordinates are to each other in a physical location, the easier it

will be for the manager to manage more employees.

� Direction and coordination: The span of control would also be

determined by the degree of coordination required, both within

the units and with units in other departments. If the units need

continuous directions and extra time of managers in coordinating

these activities, then fewer subordinates would be better

supervised.
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� Capacity of subordinates: Subordinates who are well trained,

professionally developed and experienced, need little supervision

in discharging their duties. In such situations, more subordinates

can be effectively supervised. These subordinates can further be

assisted by providing them with ‘standing plans’ which are applicable

in repetitive operations and routine recurring problems, thus

requiring less supervisory assistance.

� The working staff of the manager: If the manager has a

supporting staff that is equally skilled in handling situations, then it

would be possible to manage a wider span of control because the

responsibilities of supervision would be shared.

The optimum number of subordinates under any one manager would

vary and directly depend upon the type of relationship between the manager

and subordinates, not only on a one-to-one basis but also with subordinates

as groups, taking into consideration the cross-relationships among the

employees themselves. Based upon the intricacies of these relationships,

Lyndall F, Urwick concluded, ‘No executive should attempt to supervise

directly the work of more than five or at the most six direct subordinates

whose work interlocks.’ This is considered as ideal because too wide a

span would put a heavy burden on management in effective guidance and

control and too narrow a span would mean underutilization of managerial

capacity, ability and resources.

3.3.4 Span of Control and Levels of Organization

Organization levels exist because there is a limit to the number of persons a

manager can supervise effectively. Evergrowing organizations must add new

levels to their structure. Determination of appropriate spans of control to suit

the levels of organization is very important because the span of control affects

the efficient use of superior and subordinate relationships for obtaining better

performance. There are two types of span of control structures.

� Narrow span: It results in underutilization of the manager’s services

and over-controlling of subordinates.

� Wide span: It may lead to over-straining of manager and lack of

effective control over subordinates.

Span of control has an important bearing on the shape of an

organization structure. While a narrow span results in a ‘tall’ organization,

a wide span leads to a ‘flat’ structure. This can be effectively depicted

through diagrams A and B.

1. Narrow span structure

Narrow span refers to the existence of too many levels in an organization.

Following are the advantages of the narrow span structure:



138

� The main advantage of narrow span is that effective leadership and

control can be directly exercised on subordinates.

� The senior can easily communicate and effectively coordinate the

efforts of his subordinates since their number is small. Direct contact,

close supervision and tight control can help improve the performance

pattern.

Organizations with narrow spans suffer from several limitations. The

following are the limitations of the narrow span structure:

� Too many levels delay two-way communication when a message has

to pass through different levels. Its effectiveness may be reduced.

� Large number of managers is required which results in additional

salaries and high cost of management.

� A tall structure may have its adverse impact over morale because of

the absence of close link between the top executive and bottom

worker.

Fig. 3.8 The Narrow Span Structure

2. Wide span structure

To overcome the difficulties of narrow span (tall structure), some modern

companies have adopted wide span structures. Wide span prevails in flat

organizations. Here, one can find fewer levels of authority. Following are the

advantages of the wide span structure:

� It indicates that the chain of command is short. Because of this,

communication tends to be quicker and more effective.

� This system allows delegation of authority and development of

subordinates.

� Subordinates feel more autonomous and independent in wide span

organizational structures.
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Despite these advantages, flat organizations also have some

disadvantages. Flat structure makes supervision and control loose and less

effective because a single executive may not have enough time and energy

to supervise all subordinates. It is not at all suitable for large manufacturing

organizations that have developed business with narrow span structure.

Fig. 3.9 Organization with Wide Span Structure

Factors Affecting Span of Control

The following are the factors which affect the span of control:

� Management policies: Management has a great influence on span

of control. If the policies are clear and comprehensive, this results in

increase in the span of control. Clarity in plans, definiteness in fixing

responsibility and use of standing plans reduce the pressure of decision

making by the top managers that increases the span control.

� Nature of work: If the nature of work is uniform, typical and ordinary,

it can be effectively monitored and regulated through programmed

decisions. As a result, this leads to increase in the span of control. At

the top management level, the nature of the work is volatile and

complex with high risk-decisions. That is why one can find limited

span of control at the top level.

� Line and staff relationships: If a line manager receives adequate

staff help, he can handle a high level of workload and can have a

larger span of control. The existence of good superior and subordinate

relationships based on faith and mutual confidence is an essential

prerequisite to widen the span of control. On the other hand, if the

superior is tactless in handling the relationships with the subordinates,

he will have a limited span of control.

� Quality of subordinates: If the subordinates are experienced and

well trained in challenges, then they need minimum supervision from

the top managers. Hence, the quality of subordinates certainly improves

the span of control.

� Other factors: The span of control in practice is also affected by

other factors, such as time availability, degree of decentralization and
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control practices. These factors are bound to have impact over the

size of span. Similarly, a wider span of control may prevail when the

work of the subordinates can be controlled through written reports.

Limitations of Span of Management

Limitations of span of management are as follows:

� Existence of too many levels is expensive because the organization

has to bear the burden.

� Too many levels (span) complicate the communication between the

manager and its subordinates. Omissions and misinterpretations

increase with wide spans.

� Existence of too many levels and numerous departments creates

problems even in the planning and control process. A well-defined

plan looses clarity and coordination as it passes to the lower levels.

In a similar way, control becomes difficult with too many managers.

� Handling of superior-subordinate relationships on smooth lines is must

for the success of any organization. Larger spans and too many

managers may complicate the synchronized relationships between

workers and management.

� Division of activities among various departments and creation of

hierarchical levels are not completely desirable as departmentalization

is not an end for achieving effectiveness in organization.

Check Your Progress - 2

1. Define span of control, as per Peter F. Drucker.

2. What are the two types of span of control structures?

3. In what situations is departmentation by process useful?

3.4 Organizational Structures and its Different Forms

The type of organizational structure would depend upon the type of organization

itself and its philosophy of operations. Basically, the structure can be mechanistic

or organic in nature or a combination thereof. However, most organizational

structures are still designed along mechanistic or classical lines.

3.4.1 Mechanistic and Organic Structures

The organization structure is designed both from mechanistic as well as humanistic

point of view and the structure depends on the extent to which it is rigid or

flexible. Flexible structures are also labelled ‘organic’.

The mechanistic organizational structure is similar to Max Weber’s

bureaucratic organization. Max Weber, a German sociologist, and his
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associates examined many different organizations to empirically determine

the common structural elements and emphasized those basic aspects that

characterize an ideal type of organization. Weber looked for rules and

regulations which, when followed, would eliminate managerial inconsistencies

that contribute to ineffectiveness. He believed in strict adherence to rules

that would make bureaucracy a very efficient form of organization founded

on principles of logic, order and legitimate authority. He strongly believed

that every deviation from the formal structure interferes with efficient

management. According to him:

‘The purely bureaucratic type of administrative organization… is from

a purely technical point of view, capable of attaining the highest degree of

efficiency…It is superior to any other form in precision, in stability, in the

stringency of its discipline and in its reliability. It thus makes possible a

particularly high degree of calculability of results for the heads of the

organizations, and for those acting in relation to it. It is finally superior both

in intensive efficiency and the scope of its operations and is formally capable

of application to all kinds of administrative tasks’.

The basic characteristics of an organization based on the mechanistic structure

are as follows:

� Division of labour by functional specialization: A maximum

possible division of labour makes it possible to utilize, in all links of

the organization, experts who are fully responsible for the effective

fulfillment of their duties.

� A well-defined hierarchy of authority: Each lower official is under

the control and supervision of a higher one. Every subordinate is

accountable to his superior for his own decisions and actions of his

subordinates in turn.

� A system of rules covering the duties and rights of employees:

These rules should be clear-cut and the responsibility of every member

in the organization must be clearly defined and assigned and strictly

adhered to.

� A system of procedures for dealing with work situations: These

procedures must be time tested and equally applicable under similar

situations at work.

� Impersonal relations among people: Rewards are based upon

efficiency rather than nepotism. The functioning of the organization

based upon rational and objective standards excludes the intervention

of personal considerations, emotions and prejudices. This unbiased

approach predictably leads to optimum efficiency.

� Selection and promotion based on technical competence and

excellence: The employees must be protected against arbitrary
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dismissal or demotion and the mechanistic structure does that. The

system of promotion corresponds to seniority or merit or both. This

would help produce staunch loyalty to the organization.

Organic structures, also known as ‘adhocracies’, on the other hand, are

sufficiently flexible in order to cope with rapidly changing environments. These

structures are more effective if the environment is dynamic requiring frequent

changes within the organization in order to adjust to the new changed

environment. It is also a better form of organization if the employees seek

autonomy, openness, change, support for creativity, and innovation and

opportunities to try new approaches. These organizational structures are

characterized by the following:

� Tasks and roles are less rigidly defined: There is little emphasis

on formal job descriptions and specializations. The authority to solve

problems is given to those who are capable of solving such problems

irrespective of their position or status.

� Decision-making is more decentralized: The decisions are made

at the scene of operations so that there is no assumption that people

in higher positions are more knowledgeable than people in lower

positions.

� The atmosphere is more collegial: The employees are more friendly

and respectful to each other so that there is more information and

suggestions rather than instructions, directions and decisions from

higher ups passed on down.

� Departmental boundaries are flexible: This flexibility results in

cordial horizontal relationship across departments that are equally

important as compared to vertical or chain of command relationships.

Some of the different forms of organizational structures are explained as follows:

1. Line organization

This is the simplest form of organization and is most common among small

companies. The authority is embedded in the hierarchical structure and it flows

in a direct line from the top of the managerial hierarchy down to different levels

of managers and subordinates and further down to the operative levels of

workers. It clearly identifies authority, responsibility and accountability at each

level. These relationships in the hierarchy connect the position and tasks of

each level with those above and below it. There is clear unity of command so

that the person at each level is reasonably independent of any other person at

the same level and is responsible only to the person above him. The line personnel

are directly involved in achieving the objectives of the company. A typical line

structure is illustrated as shown in Figure 3.10.
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Fig. 3.10 Line Structure

Due to the small size of the company, the line structure is simple and

the authority and responsibility are clear-cut, easily assignable and traceable.

It is easy to develop a sense of belonging to the organization, communication

is fast and easy and feedback from the employees can be acted upon faster.

The discipline among employees can be maintained easily and effective

control can be easily exercised. If the president and other superiors are

benevolent in nature, then the employees tend to consider the organization

as a family and tend to be closer to each other that is highly beneficial to

the organization.

On the other hand, it is a rigid form of organization and there is a

tendency for line authority to become dictatorial that may be resented by the

employees. Also, there is no provision for specialists and specialization that

is essential for growth and optimization and hence for growing companies,

pure line type of structure becomes ineffective.

The line organization can be a pure line type or departmental line type.

In the pure line type set-up, all similar activities are performed at any one

level. Each group of activities is self-contained and is independent of other

units and is able to perform the assigned duties without the assistance of

others. In a departmental line type of organization, also known as functional

structure, the respective workers and supervisors are grouped on a functional

basis such as finance, production and marketing and so on.

2. Line and staff organization

In this type of organization, the functional specialists are added to the line, thus

giving the line the advantages of specialists. This type of organization is most

common in our business economy and especially among large enterprises.

Staff is basically advisory in nature and usually does not possess and command

authority over line managers. The staff consists of two types:

General staff: This group has a general background that is usually

similar to executives and serves as assistants to top management. They are

not specialists and generally have no authority or responsibility of their own.

They may be known as special assistants, assistant managers or in a college

setting as deputy chairpersons.
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Specialized staff: Unlike the general staff who generally assist only

one line executive, the specialized staff provides expert staff advice and

service to all employees on a company wide basis. This group has a

specialized background in some functional area and it could serve in any of

the following capacities:

(a) Advisory capacity: The primary purpose of this group is to

render specialized advice and assistance to management when

needed. Some typical areas covered by advisory staff are legal,

public relations and economic development.

(b) Service capacity: This group provides a service that is useful

to the organization as a whole and not just to any specific

division or function. An example would be the personnel

department serving the enterprise by procuring the needed

personnel for all departments. Other areas of service include

research and development, purchasing, statistical analysis,

insurance problems and so on.

(c) Control capacity: This group includes quality control staff who

may have the authority to control the quality and enforce

standards.

The line and staff type of organization uses the expertise of specialists

without diluting the unity of command. With the advice of these specialists,

the line managers also become more scientific and tend to develop a sense

of objective analysis of business problems. According to Saltonstaff, a staff

member may serve as a coach, diagnostician, policy planner, coordinator,

trainer, strategist and so on.

A simple line and staff diagram is shown in Figure 3.11.

Fig. 3.11 Line and Staff Diagram
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The line and staff type of organization is widely used and is

advantageous to the extent that the specialized advice improves the quality

of decisions resulting in operational economics. Also, since line managers

are generally occupied with their day-to-day current operations, they do not

have the time or the background for future planning and policy formulation.

Staff specialists are conceptually oriented towards looking ahead and have

the time to do strategic planning and analyse the possible effects of expected

future events.

Its main disadvantages are the confusion and conflict that arises between

line and staff, the high cost that is associated with hiring specialists and the

tendency of staff personnel to build their own image and worth, that is

sometimes at the cost of undermining the authority and responsibility of line

executives.

3. Functional organization

One of the disadvantages of the line organization is that the line executives

lack specialization. Additionally, a line manager cannot be a specialist in all

areas. In the line and staff type of organization, the staff specialist does not

have the authority to enforce his recommendations. The functional organizational

concept, originated with F. W. Taylor and it permits a specialist in a given area

to enforce his directive within the clearly defined scope of his authority. A

functional manager can make decisions and issue orders to the persons in

divisions other than his own, with a right to enforce his advice. Some good

examples of specialists who have been given functional authority in some

organizations are in the areas of quality control, safety and labour relations.

The functional organization features separate hierarchies for each

function creating a larger scale version of functional departments. Functional

departmentalization is the basis for grouping together jobs that relate to a

single organizational function or specialized skill such as marketing, finance,

production and so on. The chain of command in each function leads to a

functional head who in turn reports to the top manager. A typical chart for

a functional organization for a college may be as shown in Figure 3.12.

Fig. 3.12 Chart for a Functional Organization for a College

The functional design enhances operational efficiency as well as

improvement in the quality of the product because of specialists being involved
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in each functional area and also because resources are allocated by function

rather than being duplicated or diffused throughout the organization.

One of the main disadvantages of the functional design is that it

encourages narrow specialization rather than general management skills so

that the functional managers are not well prepared for top executive positions.

Also, functional units may be so concerned with their own areas that they

may be less responsive to overall organizational needs.

4. Divisional organization

Under the divisional organizational structure, the business activities are organized

according to the geography, market, or product and service groups. For

example, a business may have divided their departments as operating groups

for clients in United States or clients in Europe. Each division has its own set

of functions. Therefore, the operating group handling US clients would have

its own accounting, Human Resource, Marketing department, etc.

The divisional organizational structure is conducive in circumstances

where decision-making needs to be clustered at the division level to react

quickly to local conditions. A divisional structure proves to be useful when

a business is spread in many regions, markets or when it deals with a

number of products. The drawback of this system is that it is very expensive

and can result in a number of small quarreling groups within a company that

do not need to work together for the benefit of the entire company.

Fig. 3.13 Divisional Organization Structure

Example of the Divisional Organization Structure

XYZ Company has just passed ̀  250 million in sales, and its president decides

to adopt a divisional organizational structure in order to better service its

customers. Accordingly, he adopts the following structure:
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� Commercial division: This focuses on all commercial customers

irrespective of location, and has its own product development,

production, accounting, and sales employees.

� Retail division: This division focuses on the retail customers within

the country and has its own product development, production,

accounting, and sales employees.

� International division: This will focus on the company’s retail

customers who are located outside the country. It shares product

development and production facilities with the retail division, and has

its own accounting and sales employees.

5. Project organization

These are temporary organizational structures formed for specific projects for

a specific period of time and once the goal is achieved, these are dismantled.

For example, the goal of an organization may be to develop a new automobile.

For this project, the specialists from different functional departments will be

drawn to work together. These functional departments are production,

engineering, quality control, marketing research, etc. When the project is

completed, these specialists go back to their respective duties. These specialists

are basically selected on the basis of task related skills and technical expertise

rather than decision-making experience or planning ability.

6. Matrix organization

A matrix structure is, in a sense, a combination and interaction of project and

functional structures and is suggested to overcome the problems associated

with project and functional structures individually. The key features of a matrix

structure are that the functional and project lines of authority are superimposed

on each other and are shared by both functional and project managers.

Greiner sees a matrix organization, in which cross-functional teams

are used, as a response to growing complexity associated with the

organizational growth. These complexities, both internal (size, technology)

as well as external (markets, competitors), create problems of information

processing and communication that are best dealt by matrix type of

organization.

Each matrix contains three unique sets of role relationships: (i) the top

manager or chief executive officer who is the head and balances the dual

chains of command;  (ii) the managers of functional and project (or product)

departments who share subordinates and (iii) the specialists who report to

both the respective functional manager and project manager.

An important aspect of the matrix structure is that each person working

on the project has two supervisors — the project manager and the functional

manager.

Since the matrix structure integrates the efforts of functional and project

authority, the vertical and horizontal lines of authority are combined and the
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authority flows both down and across. The vertical pattern is brought about

by the typical line structure where the authority flows down from superior

to subordinates. The project authority flows across because the authority is

really assigned for coordinating efforts, that is a horizontal function, rather

than giving orders and directions that is a vertical function.

A simple form of matrix design is illustrated in Figure 3.14.

Fig. 3.14 Simple Form of Matrix Design

Stephen P. Robbins has emphasized that most schools of business in

colleges and universities are organized along the matrix structure where they

superimpose product or programme structures such as undergraduate

programmes, graduate programme, executive development programme and

so forth, over functional departments of management, marketing, accounting,

finance and so on. Directors of program groups utilize faculty from the

functional departments in order to achieve their goals. A typical matrix

structure for a school of business is shown in Figure 3.15.

Fig. 3.15 Matrix Structure
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Advantages of Matrix Organization

By its very nature, a matrix type of organization is more democratic, interactive

and participative with emphasis on interdependence of departments and

increased collaboration and cooperation among a wider range of people.

The structure has a number of advantages. Some of the strengths of matrix

structure are as follows:

� Increased coordination and control

� Full use of all available resources

� Response to dynamic environment

� Excellence in inter-disciplinary specialization

� Top management has more time for strategic planning and policy

formulation

� Improving motivation and personal development

Disadvantages and Weaknesses of Matrix Organization

The matrix structure suffers from some of the following weaknesses:

� Violation of unity of command principle

� Administrative costs

� Pressure of jobs

� It is difficult to achieve a balance between the project’s technical and

administrative aspects.

7. Free form organizational structures

(a) A task force (TF) is a unit which is formed to work on a single

defined task or activity. The people usually work on a temporary

basis as once the TF has achieved its objective, the task force

is dissolved.

(b) Team: Organizations can be structured in various ways, and the

structure of an organization can determine the modes in which

it operates and performs. The team structure is a newer type of

organizational structure, often seen as less hierarchical, in which

individuals are grouped into teams.

(c) Committee: This refers to a group of people who are formally

appointed to consider or decide certain matters. Committees

can be either permanent or temporary and are usually established

to supplement line and staff functions.

(d) Virtual organization: This type of structure is closely linked

with its suppliers and customers. It is a special form of boundary-

less organization. Hedberg, Dahlgren, Hansson, and Olve (1999)

consider the virtual organization as not physically existing as

such, but enabled by software to exist. The virtual organization
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exists within a network of alliances, using the Internet. This

means while the core of the organization can be small but still

the company can operate globally and be a market leader in its

niche.

3.4.2 Task Forces and Committees

Committee refers to a group of people who are formally appointed to consider

or decide certain matters. Committees can be either permanent or temporary

and are usually established to supplement line and staff functions. On the other

hand, a task force is a unit which is formed to work on a single defined task or

activity. The people usually work on a temporary basis as once the TF has

achieved its objective, the task force is dissolved. Not only is the use of

committees and task forces in a business questioned but businesses are criticized

for appointing committees for decision-making. However, a committee and

task force can make significant contribution to effective decision-making. It

creates a system through which knowledge and skills of different employees

can be formally synergized and be applied to effective problem-solving and

decision-making.

Similarities between Task Force and Committee

���� Increased coordination: The affect that the activities of the various

units have on the work of other units in a business becomes evident

during problem-solving by committees or task forces. This realization

leads to new understanding, willingness and ability to coordinate the

work of all the units so that the objectives of the business are realized.

���� Training of managers: There is, particularly in South Africa, a

constant need for new managerial talent. Task groups and committees

serve as training ground for young managers. In the task groups,

these employees are taught to think beyond the everyday problems

with which they came into contact in their unit. During meetings, top

management can avail themselves of the opportunity to evaluate the

management style and the ability of lower level managers.

���� Distribution of power: The performance of tasks can be more

efficient and simple if the principles of unity of command are followed.

If too much power is given to one person, this can lead to the misuse

of authority, favouritism and ineffective decisions. The distribution of

authority amongst the members of a committee or task force reduces

the likelihood of the concentration of authority in one person.
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Differences between Task Force and Committee

Task Force Committee 

Established on a temporary basis to solve a 

particular problem. 

Established as a permanent part of the 

organizational structure 

Task force is dissolved once it fulfills its function. Attends to repeated problems with feedback on a 

regular basis. 

Members can change based on requirement. Stable membership. 

More active participation in comparison to 
committees. 

No formal procedure to evaluate results or to form 
committee. 

Consists of members with necessary skills and 
knowledge. 

Ex-officio nomination of members 

Lower levels of the business  Top levels of the business 

 Receives instructions and are not involved in task 
identification. 

Classical theory of Authority

Constitution guarantees right to own property and control a business

�
Manager issues commands

�
Subordinates obey commands

While many organizations have been successful due to only one person

at the top making decisions, committees and task forces have become more

and more necessary as the organization grows into complexity. Because of

collective information and analysis, committees are more likely to come up

with solutions to complex problems. For those reasons, most of the major

companies have formal committees in one form or another.

Purpose of Committees

The committees and task forces are set up for the following purposes:

� The committees are a good forum where organizational members

freely exchange ideas.

� With the exchange of these ideas, some suggestions and

recommendations can be generated that may prove useful to the

organization.

� The existing problems in the organization can be discussed and some

new ideas for solving these problems can be introduced.

� Some committees are specially formed to assist in development and

establishment of organizational policies.
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Advantages of Committees

� Pooling of opinions: Since members bring in’ different backgrounds,

values, viewpoints and abilities, these wide-ranging abilities result in

greater knowledge base, which results in better quality decisions.

Additionally, group deliberations generally ensure a thorough

consideration of problems from all angles and alternative points of

view before arriving at a decision, which may not be possible if the

problem is looked at by a single executive.

� Improved cooperation: The members of the committee usually get

to know each other well and thus see each other’s point of view with

respect. They are willing to cooperate and coordinate specially when’

they become aware of their role and how their decisions are going to

affect the entire organization.

� Motivation: When the committee consists of managers as well as

subordinates, it gives the subordinates some degree of recognition

and importance. They rightfully feel that they are an integral part of

the decision making process which boosts their morale, and motivates

them to do better.

� Representation: Since the committee membership may have different

interests which may be opposing sometimes, it gives a critical viewpoint

and a balanced outcome of those different representations. However,

even though the committees should be highly representative of all

interests, capability of the members should take precedence over the

representation.

� Dispersion of power: While autocratic authority makes decision

making and implementation faster and easier, it may lead to misuse of

power and wrong decisions. However, by spreading authority and

responsibility over all committee members: this problem can be

eliminated.

� Executive training: The committees provide excellent training

grounds for young executives. Here, they learn the values of interaction,

human relations and group dynamics. They get exposed to various

viewpoints and tend to think in liberal manner and how collective

decisions are made. Such type of experience enables them to take an

integrative view of solving various organizational problems.

� Continuity: Most committees do not replace all of its members at

the same time, so that new members join to replace some old members,

the others remain and thus the continuity of operations is maintained.

The U.S. Senate works on the same basis so that every two years

there is an election for one-third of the total Senate. According to

Newman, “There are always some members of the group who know
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the reasons for previous, actions and this tends to promote a

consistency and continuity of thinking that is difficult to achieve when

an executive who has been making decisions by himself has to be

replaced.”

� Communication: A committee can be an excellent forum for

management and workers to have simultaneous communication and

discuss matters of common interest in an atmosphere of goodwill and

understanding and reach some conclusions. These conclusions can

then be communicated to all members throughout the entire

organization via the committee members. This may be a preferred

and trusted method for transmitting correct, authentic, and prompt

information to all.

� Better chance of recommendation to be accepted: A committee

recommendation is much more likely to be accepted than an individual

recommendation. Also, the decisions taken on the basis of these

recommendations would be easily accepted by membership for

implementation.

Disadvantages of Committees

Some of the major disadvantages of groups and committees are:

� Time and cost: Constitution of a committee is a costly affair in terms

of money and time. Since each member is entitled to take part in

discussions, it can be very time consuming. Each member is involved

in cross communication trying to convince others as to the usefulness

of his own point of view, thus taking a lot of total time. Also, since

it is prestigious to be a member of a committee, there is always

pressure to add more members to the committee, thus adding to this

problem. In addition, in the course of research for material, there may

be committee related travel and staff expenses for preparation and

typing etc., of material. These could be very costly. Accordingly, the

usefulness of committee decisions’ must be measured against the

costs involved. Accordingly, if a problem can be solved by a single

executive or a few staff members, the committees should not be

appointed.

� Compromise: Usually, there is tendency to present unanimous

decisions and hence a majority viewpoint is taken as a representative

even when the minority viewpoint is valid. This may result in premature

agreements and decisions of mediocre quality. The minority may be

unwilling to pursue their viewpoint for fear that they will stand out.

They may also be willing to compromise for less than optimal solution

because if these solutions turn out to be wrong, they will not be

traceable to individuals but the whole committee will get the blame.
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This shows that a committee decision is not necessarily the optimal

one, but merely an acceptable one.

� Personal prejudices: Sometimes, winning an argument or getting

back at somebody for personal reasons may give the problem a

secondary priority, thus diluting the strength of the solution.

� Logrolling: This term is coined for wheeling and dealing for political

interests. These political pressures may come from the top management,

who want a particular point of view domination in the committees. A

case in point is the promotion and granting of tenure process in

colleges. If the President of the college does not want a particular

person to be promoted, he will put pressure on committees to do so.

In that respect, it is not really a democratic process, but more of a

democratic dictatorship.

� Strain on interpersonal relations: As in committee meetings,

everybody wants to please everybody else and any displeasure can

strain working relations outside the committee into personal life. For

example, in the college committee meetings for promotions where

voting is the contributory factor, anybody voting against will not have

friendly relations with the person, who is being considered for

promotion, if this voting leaks out. That is” a very difficult and sensitive

area and a lot of training in interpersonal competence is needed.

� Lack of effectiveness: Certain issues are better accomplished by

individuals rather than committees. The committees are very useful in

handling grievances and interdepartmental problems, but they are not

so effective in formulating policies where individual initiative and

creativity is involved.

3.4.3 Guidelines for Using Committees and Task Force More

Effectively

Groups and committees have become an integral part of operations for most

organizations. Some of the disadvantages of committees quoted earlier can be

eliminated and the committees can become more efficient and effective if some

guidelines are established. Some of the procedural steps that can be taken to

improve the committee performance are:

� Clearly set goals: The goals, tasks and responsibilities of the

committees should be clearly set and in writing. These factors would

serve as guidelines for committee discussions thus reducing the time

spent on peripheral tasks. This should also identify the scope and

authority of the committee as to whether the committee has the

authority to implement the conclusions reached or whether it is simply

to investigate the problem and make some recommendations.

� Size and selection of committee members: The committee size is

very important. If there are too few members, then the advantages of
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group thinking may be reduced. If, on the other hand, there are too

many members, then too much time will be wasted. Even though the

size of committees will vary and depend upon the project under

consideration, generally, between six and ten members are considered

adequate. The committee members must be carefully and appropriately

selected, so that they are fully conversant with the goals of the

organization as well as the objectives of the committee and whose

backgrounds and skills complement each other.

� Chairperson of the committee: The committee leader is the most

important person in the committee and must be chosen carefully

because, much of the success of the committee depends upon his

behaviour, his actions and his guidance to other committee members.

He must be skilled in handling interpersonal relationship and group

interaction. He should be able to communicate with the group fully

and be able to guide the group into reaching an effective conclusion,

eliminating any irrelevant trends that would waste the committee’s

time.

� Procedures: The agenda for the committee meetings could be well

prepared in advance and circulated to members so that they can think

about it, be prepared for discussion and collect any supporting materials

that may be necessary - Meetings should be planned sufficiently in

advance so that as many members as possible can attend. A secretary

should be appointed to handle all communications and write and

prepare minutes of all meetings.

� Follow up and periodic evaluations: The progress of the

commit-tee should be reviewed periodically to check for and deviations

and unnecessary waste of time. The committee members thus become

accountable for the timely results. The results of these periodic re-views

should be given to members so that they all know where they stand

at a particular time. Also, when some decisions have been reached

and recommendations made, the committee members should have the

right to know whether these recommendations were accepted and to

what degree. This feedback would help the committee members re-

evaluate their own role and make any changes that are necessary in

the future. This is especially important if the recommendations of the

committee are not accepted by the management for decision-making.

In such cases, satisfactory reasons for such decision must be given

back to the committee, otherwise it can create a major credibility

problem.

3.4.4 Guidelines for Committee Members

For the committee to achieve effective results, and for the members to reach

consensus, some guidelines should be adhered to. These are:
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� The members must make sure that the atmosphere at the com-mittee

meetings is relaxed and informal.

� Each member takes active role in the discussion and states his position

clearly and logically. He also listens to any reaction calmly and gives

counter viewpoints, if any.

� A member should not compromise simply to achieve harmony.

Disagreements should not be ignored, but resolved. Criticism should

be directed at the issues and not at persons.

� Make sure that the group leader is not’ excessively dominating. His

views should not be considered as final. While the leader is responsible

for properly directing the trend of the discussion, his views should be

treated in the same manner as any other member’s views.

� Members must make sure that disagreements do not involve

personalities, but only opinions. These disagreements should not

continue after the meeting on personal grounds, otherwise these will

not only be socially destructive but can lead to unnecessary

disagreements with the same persons at the future meetings. Also,

within the committee meeting deliberations, a spirit of competition

should be avoided and a spirit of cooperation should be enhanced.

Studies have shown that “group members who have been motivated

to cooperate show more positive responses to each other, are more

favourable in their perceptions, are more involved in the task and

have greater satisfaction with the task.

These guidelines, when properly followed, should improve in efficiency

and form a basis for logical conclusions.

Check Your Progress - 3

1. How are authority and staff structured in line organizations?

2. What are the main disadvantages of a functional design?

3. How are activities assigned in divisional organizations?

4. What is a matrix structure?

5. What are the key purposes of a committee?

6. What are the basic characteristics of an organization, based on

mechanistic structure?

7. What are the types of authority seen in organizations?

3.5 Organizational Charts and Manuals

It is essential for an organization to have proper organization charts and manuals.

The charts and manuals are prepared to describe the structure of an
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organization. They give all the important information about a particular

organization. It is from the organizational charts that an executive is able to

find out his duty and place in the organizational structure. They display the

organizational relationships within an organization in a substantial manner.

An organizational chart is prepared in the diagrammatical form that

displays some of the key aspects of an organization. It shows the prime

functions and their respective relationship, and the channels of supervision.

Therefore, it becomes easier for the top management to instruct work. They

also exhibit the number of employees working in an organization. It is of

prime importance that an organization updates its chart regularly. Otherwise,

they could be misleading as well. One should make sure that organizational

charts reflect the structure of the organization correctly. There are four

major types of organizational charts, namely the Vertical chart, Horizontal

chart, Circular chart and Master supplementary chart.

Organizational manuals are prepared mainly for the purpose of

providing guidance to control the development of the organization structure.

Oganisational manual is a small book that contains some of the most important

information regarding the organization structure, responsibilities and duties

of each position, salaries, job description, and organization procedures and

methods. It usually contains details about an organization’s employees, such

as telephone numbers, full name, address and other important information

including address of the branch office, contents regarding leave and so on.

An organization manual gives a clear picture of a particular organization.

The organization’s rules and all the important decisions taken by the

management are also given in an elaborate manner. It is essential to review

the manuals periodically. All the latest changes and important information

should be incorporated in the organizational manual.

The following organizational chart is hypothetical for a computer

manufacturing company which manufactures hardware as well as develops

software. This company uses each of the more common basis for

departmentalization. These are function, product, customers and geography.

Fig. 3.16 Chart for a Computer Manufacturing Company
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3.6 Authority

According to Henri Fayol, ‘authority is the right to give orders and the power

to exact obedience’. Authority gives the management the power to enforce

obedience. It is the power to give orders and make sure that these orders are

obeyed. A police officer, for example, directing traffic has the authority to

direct the driver of an automobile to go in a particular direction and the driver

is expected to obey such an order.

Authority can be retained by the central management which makes

policies and decisions and then it is passed on to lower levels for action

through the various levels of hierarchical structure. Authority can also be

delegated to proper subordinates who can make decisions relative to their

operations. This process is known as decentralization. This must be noted

however that while the authority may be delegated to subordinates, the

responsibility for their actions must lie with each superior.

While authority in organizations is vested in the position of the person

in the hierarchy by virtue of organizational policies, there are various types

of authority that may be at play in terms of ensuring that the directives issued

by the person with authority are being followed. There are three sources of

authority, which are:

3.6.1 Sources of Authority

1. Rational/Legal authority: This authority is based on the rank of the

person in the organization and such authority may be given by law or

by social norms, rules and regulations protected by law. For example,

law has granted a police officer the authority to arrest anyone who

has committed a crime. Similarly, the president of a company has the

right to fire an employee because that is how the rules and policies

of the company have been established. This type of authority is similar

to power which is the capacity to secure dominance of one’s goals

and beliefs. This authority has been called formal authority which has

been legalized through social institutes that attain and enforce group

goals, objectives and welfare through a maze of laws, codes, cultures

and ethics.

This type of authority is embedded in the bureaucracy where the authority

is bestowed upon contractually hired and appointed officials. For

example, shareholders of an organization give the authority to the board

of directors, who in turn pass it on to the chief executive and so on.

While bureaucracy is the purest form of legal authority, other forms

of such authority may comprise of rotating office holders, elected

officials or office holders chosen by lot. They have similar authority

since they must follow the same rules and regulations that govern their
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positions and define the limits of their authority. Some examples are

the elected officials, such as the president of a country or a member

of parliament or a community leader.

2. Traditional authority: This authority is based upon the belief in

traditions and the legitimacy of the status of people exercising authority

through those traditions. Such traditions have evolved from a social

order and communal relationships in the form of the ruling ‘lord’ and

the obedient ‘subjects’. The obedience results on the premise of

traditional ‘piety’ and traditional respect and identity of the ‘lord’ or

the king or the tribal chief. The traditional chief generally makes rules

and decisions at his own pleasure. Traditional authority is the basis for

control for monarchs and churches and for some organizations in

Latin America and the Persian Gulf. For example, the kings in Jordan

and Saudi Arabia have such traditional power and authority.

3. Charismatic authority: The charismatic authority rests on personal

charisma of a leader who commands respect of his followers on the

basis of his personality and his personal traits such as intelligence and

integrity. This is specially true of religious and political leaders. The

followers become highly attached to the leader, partly because the

leader’s goals seem to be consistent with their own needs. A

charismatic leader is a forceful orator and generally has hypnotic

effect on his followers who accept his command and authority. President

John F. Kennedy of America was known to have such a charisma

and hold on people that many succeeding presidential candidates

tried to imitate his style. Some organizational leaders are also known

to be charismatic and are responsible for the success of their

organizations at least partly due to their personal charisma such as

Lee Iacocca of Chrysler Corporation or J.R.D. Tata of Tata Enterprises.

3.6.2 Theories of Authority

1. Classical theory of authority

According to the classical view of authority, authority originates at a very high

level and then lawfully passed down from level to level. At the top of this

hierarchy may be God, the state (in the form of king, dictator, elected president,

etc.) or the collective will of people. The military has long operated on this

classical view.

According to the classical view of formal authority in American

organizations, management has the right to give lawful orders and employees

have the obligation to obey. This obligation, in effect, is self-imposed. Members

of our society, in agreeing to abide by the Constitution, accept the rights of

others to own private property and therefore to own and control businesses.

By entering and remaining in an organization, employees in the United States
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accept the authority of owners and their agents, i.e., managers, and therefore

have a duty to obey lawful directives.

In many states in the United States, an ancient common law legal

doctrine known as at-will employment reinforces the classical view of

authority. At-will employment is based on the age-old distinction between

a ‘master’ of a business, that is, owners and managers and servants of a

business that is employees. When you accept a job working for a company

you do not own your employment, it is generally at will.

2.  Acceptance theory of authority

The authority of the superior has no meaning unless it is accepted by the

subordinates and is enforceable. Chester Barnard was the early proponent of

this approach and considered authority as ‘giving orders’ and these orders

would be carried out only if they were within the subordinate’s ‘zone of

acceptance’. The range of the zone of acceptance is a function of the benefits

derived from it and the degree of dedication and motivation of the employee.

A subordinate will accept an order if he understands it well and if he believes

it to be consistent with the organizational goals. Furthermore, such an order

should not be incompatible with his personal goals and interests on the whole.

The acceptance theory, though supporting the behavioural approach

to management, presents many logistic problems. It undermines the role of

the managers as defined by the organizational setup. It shows that the

authority flows from the ‘bottoms up’. It means that it is the subordinates

who decide which authority will be exercised. It is not technically feasible

for the management, in all situations, to consult with the subordinates and

seek their acceptance before any directions can be given and followed.

However, in many organizations and situations, management by objectives

(MBO) and participative decision-making style of management have been

successfully employed.

3. Competency theory of authority

This is also known as ‘technical authority’ and is implicit in a person’s special

knowledge or skill. For example, when a doctor advises you to rest, you

accept his ‘order’ because you respect his knowledge and his skills as a doctor.

Again, this order will not get results unless you accept and obey and in that

sense it rests on acceptance theory of authority. Similarly, you accept the

diagnosis of the car mechanic, without question, when something is wrong

with the car simply because you believe that ‘the mechanic knows.

Power

Managers influence people to accomplish the work of the organization. However,

there are both negative and positive ways to influence others. Just because

managers can get others to do what they want does not mean that the managers

are effective leaders.
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Management power

Managers can influence employees because of their power. Power is the ability

to control behaviour. There are several ways that managers obtain power. The

type of power will determine how employees respond to managers. Four types

of power available to managers and the source of each type are as follows:

Position power comes from the position the manager holds in the organization.

If a manager is an employee’s boss, the manager has the power to give

directions and expects the employee to complete that work. If the manager

does not directly supervise the employee, the manager’s directions are more

requests than orders. The manager does not have the position power to tell

that employee what to do.

Reward power is power based on the ability to control rewards and

punishments. If a manager can determine who receives new equipment,

preferred work schedules, or pay increases, or can penalize people for poor

work or inappropriate performance, employees are likely to respond to that

manager’s request.

Expert power is power given to people because of their superior knowledge

about the work. When workers are unsure of how to perform a task or need

information to solve a problem, they may turn to an expert. Experts are able to

influence behaviour because of the knowledge and skill they have.

Identity power is power given to people because others identify with and

want to be accepted by them. If an employee respects a manager and wants

recognition and support from that person, the employee will likely do what the

manager requests. Experienced or well-liked employees often have identity

power. Those people can influence the work of others in the organization even

though they are not managers.

Using Power Effectively

An analysis of the types of power shows that managers can influence employees

because of their position or because of the rewards and punishments they

control. However, those types of power are not related to leadership

characteristics. Employees do not grant those types of powers to managers.

Position and reward power come from the manager’s position in the company.

If a manager has only position and reward power, employees may do the

requested work but may not do it willingly or well.

However, expert and identity power come from employees, not position

in the company. Employees grant these kinds of power to managers they

believe deserve it. If employees consider the manager to be an expert, they

will seek the manager’s advice and help. If employees want their approval

or positive recognition of the manager, they will work cooperatively and

support the requests of the managers. Both expert and identity power are

related to effective leadership characteristics.
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Sometimes people other than managers have power in the organization.

Other employees can influence people’s behaviour because they can control

rewards and punishments, they are considered experts, other employees

identify with them and want their approval. If those powerful employees

support the work of the organization, they can have a positive influence on

other employees. On the other hand, employees with power can be disruptive

if their needs and goals differ from those of the organization. Employees

may choose to be influenced by those people rather than by their managers.

What is the difference between power and authority in an

organization?

Power and authority are separate but related concepts. A manager in an

organization has authority if he or she has the right to direct the activities of

others and expect them to respond with appropriate actions to attain

organizational purposes. Authority most often comes from the duties and

responsibilities delegated to a position holder in a bureaucratic structure. A

company president can order a product design change, for instance, or a

police officer has the authority to arrest an offender of the law.

Power is the possession of authority, control, or influence by which a

person influences the actions of others, either by direct authority or by some

other, more intangible means. A prime source of power is the possession of

knowledge. A person with knowledge is oftentimes able to use that knowledge

to directly or indirectly influence the actions of others. The authority of

knowledge is often independent of levels or positions. Power can reinforce

authority, and authority is one of the primary sources of power. 

What are the similarities between authority and power?

Authority is also a type of power. It is power that is gained by a person in a

hierarchy when it is delegated to him by his superior. Power is a more general

concept and a person can have power due to various bases or foundations.

For instance, a rich man has power due to his money.

3.6.3 Responsibility and Accountability

Responsibility, in a sense, is accountability for authority. Accountability is the

management philosophy whereby individuals are held accountable for how

well they use their authority and live up to their responsibility of performing

pre-determined activities. Responsibility is considered to be the ‘duty’ to

perform the assigned tasks in a satisfactory manner. The source of responsibility

lies within the individual. If he accepts a job or ‘responsibility’, he should see

that the job is completed to the best of his ability. The authority and responsibility

for a given job is governed by contractual as well as moral obligations.

Contractual obligations ensure that the job is done and morality ensures that it

is done honestly and efficiently.
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Not only should authority and responsibility go hand in hand with

each other but authority and responsibility should match each other. Authority

must be used in a responsible manner. Authority misused has a negative

impact on operations. A responsible manager knows how to handle his

subordinates with respect as well as sternness. He takes charge of the work

group, guides and assists the members of the group, encourages them and

rewards them and stays closely to the problems and activities. Since

responsibility is an obligation that a person accepts, it cannot be delegated

to the subordinate even if the authority is delegated and the activity is

performed by the subordinate.

The principle of parity of authority and responsibility is one of the

important principles of delegation of authority. There is equality in assigned

task and power to do the work. Authority to the subordinates is given by

the superior on the basis of assigned task. So Authority to the subordinates

is given nether more or less than the task otherwise there can be improper

utilization of authority and mismanagement of task.

Check Your Progress - 4

1. What is an organizational manual?

2. Why are organizational manuals prepared?

3. What are the different types of authority in an organization?

3.7 Delegation of Authority

Delegation is the downward transfer of formal authority from one person to

another. Superiors delegate authority to subordinates to facilitate the

accomplishment of the assigned work. Delegation of authority becomes

necessary as the organization grows. The chief executive cannot perform all

the tasks of the organization himself so that he must share some of his duties

with his immediate subordinates. This process continues until all activities are

assigned to persons who are made responsible for performing them.

3.7.1 Principles of Delegation

Delegation of authority should be effective and result-oriented. Some of the

principles that serve as guidelines for effective delegation of authority are

described as follows:

� Functional clarity: The functions to be performed, the methods of

operations and the results expected must be clearly defined. The

authority delegated must be adequate to ensure that these functions

are well performed.
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� Matching authority with responsibility:Authority and responsibility

are highly interconnected. If a marketing manager is given, for example,

the responsibility of increasing sales, he must have the authority over

advertising budgets and on hiring more capable sales people. Authority

should be adequate and should not only match the duties to be

performed but also the personal capabilities of the subordinate.

� Unity of command: A subordinate should be responsible to only one

superior who is delegating the authority to the subordinate in the first

place. In this manner, the responsibility for mistakes or

accomplishments is traceable and the chances of conflict or confusion

are minimal.

� Principle of communication: A misunderstood responsibility can be

very dangerous. A general authority can be easily misused. Accordingly,

both the responsibility and authority must be clearly specified, openly

communicated and properly understood. The lines of communication

must be continuously kept open for issuing directions as well as for

receiving feedback.

� Principle of management by exception: Management should

delegate the authority and responsibility for routine operations and

decision making to subordinates, but must retain such tasks for

themselves for which they alone are uniquely qualified. On the other

hand, the subordinates must make decisions and take actions wherever

they can and should only refer matters of such nature to their superiors,

which are unique and outside their domain of authority. This practice

saves valuable time of top management that can be utilized for more

important policy matters. Also, by trying to solve most of the problems

by themselves, the subordinates prepare themselves for higher

challenges and responsibilities.

3.7.2 Process of Delegation

When managers delegate, they set a four-step sequence of events in motion.

These steps include:

� Assignment of tasks: The first step in this process is to determine

clearly what the subordinates are supposed to do. Then the capabilities

of subordinates should be considered to match them with the assigned

duties. The tasks should be distributed in such a manner that the

subordinates are not unnecessarily overburdened and that each one

is capable of efficiently completing the assigned task. The total task

can be divided into identifiable parts so that the manager can handle

some parts himself and other parts can be given to skilled subordinates.

This way the coordination and supervision would become easier.

� Delegation of decision-making authority: The second step is to

give authority to subordinates to make and implement decisions
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regarding procurement of resources and supervision of activities that

are relevant to the duties assigned to them. This authority must be

clearly stated, and if possible in writing, so that there is no ambiguity

regarding making necessary decisions. The authority should also be

related to tasks so that if the tasks change, so would the authority.

Any matters or decisions that do not fall within the domain of delegated

authority must be referred to the superiors.

� Creation of obligation: The third step is the creation of obligation

on the part of the subordinates to perform their duties satisfactorily.

The person assigned the task is morally responsible to do his best

since be has willingly accepted these tasks. Obligation is a personal

concern for the task. Even if the subordinate gets part of the task

done through other people, he must accept responsibility for timely

completion of the task as well as the quality of the output.

� Creation of accountability: Being answerable to someone for your

actions creates accountability with an obligation to accept the

consequences, good or bad. According to Newman, Summer and

Warren, by accepting an assignment, a subordinate in effect gives his

superiors a promise to do his best in carrying out his duties. Having

taken a job, he is morally bound to complete it. He can be held

accountable for results.

3.7.3 Effectiveness of Delegation

When used properly, delegation of authority to subordinates offers several

important advantages. Some of these are:

� It results in quick decisions. Since the power to make decisions is

delegated, decisions can be made right away at or near the centre of

operations as soon as a deviation occurs or the situation demands.

This would save a lot of time in referring the matter to higher-ups,

briefing them about the situation and waiting for their decisions.

� It gives executives more time for strategic planning and policy making.

Since the central management is not involved in day-to-day decisions,

it can concentrate its efforts on meeting broad and unique challenges

and opportunities. Also, since the higher level management may not

have the necessary technical skills to make lower level technical

decisions, such decisions are more productive if taken at the lower

level. The higher level management has better skills in strategic planning

and hence they will have more time on their hands to utilize their skills

more effectively.

� It is a motivational factor. Subordinates usually respond to delegated

authority with a favourable attitude. They become more responsible

and more dedicated to their work and they feel proud of being given

such authority and responsibility. This in turn boosts their morale. On



166

the other hand, if the lower level managers do not have the authority

to act and make decisions even when they are competent to do so,

this might give them a feeling of insecurity and incompetence.

� It can be a training ground for executive ability. Subordinates, when

given control over the problems they face, are able to analyse the

situation and make decisions accordingly. This continuous involvement

prepares them for the problem-solving process when they reach a

higher executive level. This process also screens out those from the

executive level who have proved to be less successful in handling

problems at the lower level.

Problems with Delegation

One of the major problems with delegation of authority is that the central

management is far removed from the actual operations where the decisions

are made so that it becomes difficult to pinpoint major problems when they

occur because decisions are made by any of the subordinates. The second

problem may lie in the area of coordination. If coordination among these many

subordinates is not adequate, then confusion may result and it may become

difficult to exercise control over procedures and policies. Finally, it may be

difficult to perfectly match the task with the capability of the subordinate.

Personal factors as barriers to delegation

Even though delegation of authority has some definite advantages and may be

even necessary for optimal organizational operations, some managers are very

reluctant to delegate authority and many subordinates avoid taking on the

authority and the responsibility that goes with it. The general causes for such

reluctance are based upon certain beliefs and attitudes, which are personal

and behavioural in nature.

� Reluctance of executives: Eugene Raudsepp has listed several

reasons as to why managers are sometimes unwilling to delegate.

Some of these reasons are:

(i) An executive may believe that he can do his work better than

his subordinates. Delegation may require a lot of time in explaining

the task and the responsibility to the subordinate and the manager

may not have the patience to explain, supervise and correct any

mistakes.

(ii) A manager may lack confidence and trust in his subordinates.

Since the manager is responsible for the actions of his

subordinates, he may not be willing to take chances with the

subordinates, in case the job in not done right.

(iii) Some managers lack the ability to direct their subordinates.

They may not be good in organizing their thoughts as well as

their activities and thus may not know what to do after delegation

in order to help the subordinates to complete the task.
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(iv) Some managers feel very insecure about delegating authority,

especially when the subordinate is capable of doing the job

better. The manager, in such a situation, may fear his loss of

power and competition from the subordinate.

(v) A manager may fear being known as lazy if he delegates most

of his tasks. Since everybody wants to at least look busy, it will

be difficult for managers to do so if they do not have much to

do for themselves due to delegation. Managers may be reluctant

to give that impression.

(vi) An executive may be reluctant to delegate if he believes that the

control system is not adequate in providing early warning of

problems and difficulties that may arise in the delegated duties,

thus delaying the corrective decisions and actions.

� Reluctance of subordinates: While delegation of authority can be

a highly motivating factor for some subordinates, others may be reluctant

to accept it for the following reasons:

(i) Many subordinates are reluctant to accept authority and make

decisions for fear that they would be criticized or dismissed for

making wrong decisions. This is specially true in situations where

a subordinate has made a mistake earlier.

(ii) The subordinates may not be given sufficient incentives for

assuming extra responsibility, which could mean working harder

under pressure. Accordingly, in the absence of adequate

compensation in the form of higher salary or promotional

opportunities, a subordinate may avoid additional responsibility

and authority.

(iii) A subordinate may lack self-confidence in doing the job and

may fear that the supervisor will not be available for guidance

once the delegation is accepted, and this may make the

subordinate feel uncomfortable with additional tasks.

(iv) Some subordinates hesitate to accept new and added

assignments when there is a lack of necessary information and

when the available resources are not adequate or proper.

3.8 Centralization vs. Decentralization  of Authority

Considerable debate has taken place over the years over the issue of

‘centralization’ that means that the authority for most decisions is concentrated

at the top of the managerial hierarchy versus ‘decentralization’ that requires

such authority to be dispersed by extension and delegation throughout all levels

of management. There are advantages as well as disadvantages of both types

of structures. A pure form of centralization is not practical except in small
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companies and pure form of decentralization almost never exists. However,

the type of organizational structure would determine the degree of centralization

or the degree of decentralization.

Whether centralization or decentralization would be more effective

would depend upon the organizational structure and situational factors.

Studies have isolated certain variables as being primary in determining the

need for a centralized or decentralized structure. Some of these variables

are:

���� Mission, goals and objectives of the organization: Certain

types of organizations such as universities and hospitals have a

democratic power-sharing structure and hence a decentralized

form. On the other hand, the goals and purposes of small businesses

and small-scale industries would require a more centralized

structure.

���� Size and complexity of the organization: Large organizations

with diverse product lines and conglomerates with companies

involved in different fields would find decentralization to be more

effective due to limitations in managerial expertise as well as

increased executive work load.

���� Location of target market: If the customers of an organization

are located far apart geographically, then decentralization would

be more appropriate, because in such a case the appropriate

management resources would be placed close to the customers

allowing quicker decisions and faster customer service.

���� Competency of top-level management: If the top-level managers

are more knowledgeable and highly experienced as compared to

lower level subordinates, then the tendency of the organization

would be towards consolidation of decision-making power at the

central management level.

���� Competency of subordinates: The pre-requisite of effective

decentralization is the availability of trained, experienced and

knowledgeable subordinates who can be entrusted to evaluate the

situation objectively and make necessary decisions. If subordinates

are not sufficiently trained in this area then decentralization would

not be advisable.

���� Desirability of creativity in the organization: If creativity and

innovation at all levels of the organization is desirable and necessary,

then decentralization would be more appropriate because it gives

the subordinates freedom to be innovative and develop better

ways of doing things. This freedom is a highly motivational factor

that encourages creativity.
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���� The time frame of decisions: The time frame for making decisions

is different in different situations. For example, an airline pilot has

to make decisions in a much shorter time frame than a committee

establishing long-range planning policies. Where quick on-the-

spot decisions must be made, the authority to make them must be

delegated, thus encouraging decentralization.

���� Adequacy of communication system: If the communication

system provides for speedy and accurate transfer of information

on which decisions are based, then centralization could be more

effective. The introduction of computers and electronic data

processing has created a feasibility of making quick on-the-spot

decisions and hence a good argument for centralization.

���� Type of tasks: Certain tasks require so much coordination and

precision integration that it is more effective if such coordination

is conducted from a central point such as production control or

central purchasing. Some tasks tend to be more independent such

as selling and these can be decentralized.

���� Existence of standing plans: If there exists a clear description

of clear cut goals and objectives and precisely structured

procedures and plans for solving routine problems and making

certain situational and operational decisions, then the outcome of

a subordinate’s decision can be easily predicted and hence

decentralization would be more effective.

���� External factors: Certain policies and activities that deal with the

external environment must remain the prerogative of central

management. These policies relate to dealing with labour unions,

community officials, lobbying in the government, matters relating

to defense contracts and so on. These factors necessitate

centralization.

From organizational behaviour point of view, decentralized responsibilities are

highly motivational and morale boosting. It gives the junior level managers and

supervisors the authority to make decisions relative to their roles and within

the general organizational policy guidelines and generally their decisions are

highly relevant because they are close to the theater of operations. Subordinates

usually respond to delegation of authority in a favourable manner. They become

more responsible and more dedicated to their work and they feel proud of

being given the authority.
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Check Your Progress - 5

1. Differentiate between centralization and decentralization.

2. Define delegation.

3. Mention some principles that serve as guidelines for effective

delegation.

4. What are the steps to remove barriers to delegation?

3.9 Let Us Sum Up

� Organizing is divided into five steps: (i) Reviewing plans and objectives,

(ii) Determining activities, (iii) Classifying and grouping activities, (iv)

Assigning work and resources and (v) Evaluating outcome.

� There are two types of organizations: formal and informal.

� A formal organization follows a fixed set of rules pertaining to intra-

organization procedures and configuration. It comprises a system of

well-defined jobs with a prescribed pattern of communication,

coordination and delegation of authority. An informal organization is

a loosely structured network of interpersonal relationships which affect

decisions within the formal organization, but are either omitted from

the formal scheme or are not consistent with it.

� The organizational structure is founded on the following factors:

(i) Environment

(ii) Technology

(iii) Size

(iv) Philosophy of the organization

(v) Strategy of the organization

� Line organization is the simplest form of organization where the authority

is embedded in the hierarchical structure and it flows in a direct line

from the top of the managerial hierarchy down to the lowest levels,

that is, from different levels of managers and subordinates to the

operative levels of workers.

� In line and staff organization, functional specialists are added to the

line, thus giving the line the advantages of specialists. This type of

organization is common in our business economy and specially among

large enterprises.

� The specialized staff provides expert staff advice and service to all

employees on a company wide basis. This group has a specialized

background in some functional area and it could serve in an advisory

capacity or in service or control capacity.
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� The divisional or departmental organization involves grouping of people

or activities with similar characteristics into a single department or

unit.

� Departmentation can be done on the basis of the product or by time,

area and customers

� The steps in organization structure include:

(i) Determination, identification and enumeration of activities

(ii) Grouping and assigning of activities

(iii) Delegation of authority

� The basic characteristics of an organization based on mechanistic

structure are as follows:

(i) Division of labour by functional specialization

(ii) A well-defined hierarchy of authority

(iii) A system of rules covering the duties and rights of employees

(iv) A system of procedures for dealing with work situations

(v) Impersonal relations among people

(vi) Selection and promotion based on technical competence and

excellence

� Good organizational structure is a function of a number of factors

including the environment, technology, size of the organization and its

life cycle.

� It is essential for an organization to have proper organization charts

and manuals.  The charts and manuals are prepared to describe the

structure of an organization. They give the key information on a

particular organization.

� A chart is prepared in the diagrammatical form that shows the some

of the key aspects of an organization. It shows the prime functions

and their respective relationship, and the channels of supervision.

� Organizational manuals are prepared mainly for the purpose of

providing guidance to control the development of the organization

structure.

� When the committee consists of managers as well as subordinates, it

gives the subordinates some degree of recognition and importance.

They rightfully feel that they are an integral part of the decision making

process which boosts their morale, and motivates them to do better.

� Delegation is the downward transfer of formal authority from one

person to another. Decision-making is confined to those who are

most familiar with the situation and are capable of handling such

situations. This process is known as decentralization where the power
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to make decisions is concentrated in the bands of the top management,

it is known as centralization.

� Even though delegation of authority has some definite advantages and

may be even necessary for optimal organizational operations, some

managers are very reluctant to delegate authority and many

subordinates avoid taking on the authority and the responsibility that

goes with it.

3.10 Key Words

� Organizing: The function of gathering resources, establishing orderly

uses for such resources and structuring tasks to fulfill organizational

plans.

� Informal organization: Social interactions and interpersonal

relationships that exist outside the formal authority system without any

set rigid rules.

� Strategy: The determination of the basic long-term goals and

objectives of an enterprise, and the adoption of causes of action and

the allocation of resources necessary for carrying out these goals.

� Line organization: Authority which is embedded in the hierarchical

structure and flows in a direct line from the top of managerial hierarchy

down to different levels of managers and subordinates and further

down to the operative levels of workers.

� Staff organization: Organization that consists of advisory staff that

does not process or command authority over line managers.

� Matrix organization: A combination and interaction of project and

functional structures.

� Mechanistic structures: Rigid organizational structures.

� Organic structures: Sufficiently flexible in order to cope with rapidly

changing environment.

� Authority: The right to give order and the power to exact obedience.

� Responsibility: The duty to perform the assigned task in a satisfactory

manner.

� Delegation: Downward transfer of formal authority from one person

to another.

3.11 Terminal Questions

1. What did Jane Woodward conclude after studying the relationship

between technology and organizational structure?
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2. In which type of organization do line executives lack specialization?

3. Which departmentation of an organization is based on geographical

basis?

4. When does synergy occur in an organization?

5. What is traditional authority?

6. Explain formal and informal types of organizations.

7. What are the advantages of a matrix organization?

8. Why is organizing important?
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3.13 Model Answers to ‘Check Your Progress’

Check Your Progress - 1

1. The five steps of organizing are:

(i) Reviewing plans and objectives

(ii) Determining activities

(iii) Classifying and grouping activities

(iv) Assigning work and resources

(v) Awaiting results.

2. A formal organization typically consists of a classical mechanic

hierarchical structure, in which the position, responsibility, authority,

accountability and lines of command are clearly defined and

established. The informal organization comes into existence due to
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social interactions and interpersonal relationships and exists outside

the formal authority without any set rigid rules.

3. The factors that form a good organizational design are:

(i) Environment

(ii) Technology

(iii) Size

(iv) Philosophy

(v) Strategy of the organization

Check Your Progress - 2

1. According to management consultant, and educator, Peter F. Drucker,

span of control refers to the limit of number of subordinates reporting

directly to a superior.

2. The two types of span of control structures are as follows:

� Narrow span: It results in underutilization of the manager’s services

and over-controlling of subordinates.

� Wide span: It may lead to over-straining of manager and lack of

effective control over subordinates.

3. Departmentation by process is useful in situations where the machines

on equipment that are used require special operating skills.

Check Your Progress - 3

1. In line organizations, authority is embedded in the hierarchical structure

and flows in a direct line from the top to different levels of hierarchy

below. Staff is basically advisory in volume and does not possess any

authority or command.

2. The main disadvantages of a functional design is that it encourages

narrow specialization rather than general management skills so that

functional managers are not prepared for top executive positions.

3. In divisional organizations, activities are categorized on the following

bases:

� Departmentation by product

� Departmentation by customers

� Departmentation by area

� Departmentation by time.

4. A matrix structure is a combination and interaction of project and

functional structures and is suggested to overcome the problems

associated with project and functional structures individually.
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5. The committees are set up for the following purposes:

(i) The committees are a good forum where organizational members

freely exchange ideas.

(ii) With the exchange of these ideas, some suggestions and

recommendations can be generated that may prove useful to the

organization.

(iii) The existing problems in the organization can be discussed and

some new ideas for solving these problems can be introduced.

6. Basic characteristics of an organization based on mechanistic structure

are:

� Division of labour by functional specialization

� A well-defined hierarchy of authority

� A system of rules covering the duties and rights of employees

� A system of procedures for dealing with work situations

� Impersonal relations among people

� Selection and promotion based on technical competence and

excellence.

7. Authority is also a type of power. It is power that is gained by a

person in a hierarchy when it is delegated to him by his superior.

Power is a more general concept and a person can have power due

to various bases on foundations power a rich man has power due to

line money.

Check Your Progress - 4

1. An organizational manual is a small book that contains some of the

most important information regarding the organization structure,

responsibilities and duties of each position, salaries, job description,

and organization procedures and methods.

2. Organizational manuals are prepared mainly for the purpose of

providing guidance to control the development of the organization

manual.

3. The types of authority in organizations are as follows:

� Legal authority

� Traditional authority

� Charismatic authority

Check Your Progress-5

1. Centralization means that the authority for most decisions is

concentrated at the top of the managerial hierarchy. On the other
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hand, decentralization requires such authority to be dispersed by

extension and delegation throughout all levels of management.

2. Delegation is the downward transfer of formal authority from one

person to another.

3. Some of the principles that serve as guidelines for effective delegation

are:

� Functional clarity

� Matching authority with responsibility

� Unity of command

� Principle of communications

� Principle of management by exception

4. The steps to remove barriers to delegation are:

� Delegation to be complete and clearly understood

� Proper selection and training

� Motivation of subordinates

� Tolerance with subordinate’s mistakes

� Establishment of adequate controls.
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4.10 Terminal Questions

4.11 Suggested Readings

4.12 Model Answers to ‘Check Your Progress’

4.0 Objectives

After going through this unit, you will be able to:

� Interpret the concept of motivation

� Identify financial and non-financial incentives

� Evaluate different theories of motivation

� Define leadership

4.1 Introduction

Motivation is a dynamic force that sets a person into motion or action. Where

there is positive motivation, the employee’s output increases. Negative

motivation, on the other hand, has a completely opposite effect. Abraham

Maslow, in his Need Hierarchy Model recommended that individuals are driven

by strong needs and they are motivated to engage in activities that would

satisfy these needs. McGregor’s Participation Model consists of two theories

of assumptions: Theory X and Theory Y. These are explained in detail in this

unit. Herzberg’s motivation-hygiene theory talks about certain factors in the

workplace that cause job satisfaction, while a separate set of factors cause

dissatisfaction.

Leadership is the art of motivating and influencing subordinates to

perform their duties ‘willingly’ and effectively to achieve the set organizational

goals. It is important that the followers ‘willingly’ follow their leader. A true

leader motivates followers to follow and induces a belief in them that they

will gain by the policies of the leader. A dictatorship, under whom

subordinates have to work, would not be considered a true leadership.

Generally speaking, leaders are known to possess energy, intelligence,

self-confidence, patience, maturity and a charismatic appearance and outlook.

Whether these characteristics are learned or inherited is still a subject of

debate. Which of these characteristics are important and necessary for

leadership is not explainable. Many of these traits are also exhibited by

followers, and it is not clearly known why these followers could not become

leaders.

All leaders are expected to be able to inspire and motivate others.

They should possess skills of problem-solving and effective communication.

US President Ronald Reagan and Netaji Subhash Chandra Bose were

known to be great communicators. Successful leaders are expected to be
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emotionally mature and good at understanding human behaviour. They should

also be willing to take calculated risks.

This unit discusses the role of motivation and leadership in management

along with the signifciance of in centres.

4.2 Meaning and Importance of Motivation

The area of motivation has been receiving a lot of attention both by behavioural

scientists as well as by industrial psychologists. How does motivation affect

individual behaviour? How is it related to performance? Is motivation learned

or inherited? Is it an inborn quality or is it an environmental effect? Is motivation

same or similar to incentives where incentives are usually financial benefits?

Can motivation be affected by changes in incentives? Do all people become

equally motivated under similar environments? The answers to these questions

are constantly being explored.

The force of motivation is a dynamic force setting a person into

motion or action. The word motivation is derived from motive which is an

active form of a desire, craving or need, which must be satisfied. All motives

are directed towards goals and the needs and desires affect or change your

behaviour which becomes goal oriented. For example, if you ordinarily do

not want to work overtime, but at a particular time you may need more

money (desire), you may change your behaviour, work overtime (goal oriented

behaviour) and satisfy your needs.

As we all know, performance results with the interaction of three

types of resources—physical, financial and human. However physical and

financial resources themselves do not result in productivity. It happens only

when the human element is introduced. The human element, even though

most important, is most complex and unpredictable, over which management

has very limited control. Understanding human behaviour and affecting it

positively can increase productivity and improve performance. The level of

performance of an employee is a function of his ability and his motivation.

The former determines what he ‘can’ do and the latter determines what he

‘will’ do. The ability can always be judged and measured. It depends on the

background, skills and training. Motivation, on the other hand, is the force

within. Wherever, there is a strong motivation, the employee’s output

increases. A weak motivation has the opposite effect. Hence management

must understand what motivates people towards better performance and

take steps to create an environment which induces positive and strong

motivation.
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According to the Encyclopedia of Management, motivation is defined

as, ‘the degree of readiness of an organization to pursue some designated

goal and implies the determination of the nature and locus of forces, inducing

the degree of readiness’.

Similarly, author of Motivation and Morale in Industry, Morris

Simon Viteles has defined motivation as follows:

‘Motivation represents an unsatisfied need which creates a state of

tension or disequilibrium, causing the individual to move in a goal directed

pattern towards restoring a state of equilibrium by satisfying the need’.

While the first management task is to set the organizational goal, the

major task is to move the organization most effectively to reach that goal.

This can be done by motivation, the purpose of which is to create conceptual

as well as a physical work environment in which the people are willing to

work with zeal, initiative, interest and enthusiasm with a sense of responsibility,

loyalty and discipline, in a team spirit and in a cohesive manner.

Motivation is a combination of many factors which affect behaviour

modification. However two factors stand out. First is an understanding of

the fundamental drives, urges, needs and desires of the peoples which can

be manipulated and stimulated Second is a sense of communication and

methodology that would provide stimulus to these urges. Some of the methods

used for this purpose may be the provision of financial incentives, cordial

working environment, challenging work and responsibility, personal

accomplishment, recognition for such accomplishment and an opportunity

for growth and advancement.

4.2.1 Understanding Motivation

People who are motivated constantly remain in a state of anxiety. The outlet

for this anxiety and tension is an initiative towards performing an activity the

result of which would decrease or relieve anxiety and stress. More the tension,

more would be the activity required to cause relief, therefore the motivation is

higher. Thus, the basic motivation process have been depicted below:

The concept of motivation has three basic characteristics. These are:

���� Effort: The amount of effort put into the activity identifies the

strength of the person’s work related behaviour. Hard work usually

reflects high motivation. A student who works very hard to get top

grades can be referred to as highly motivated. A professor who

is engaged in research and publishes many high-quality articles is

exerting extensive effort relating to his job.

���� Persistence:Motivation is a permanent and an integral part of a

human being. Its second characteristic is persistence in the efforts.

Motivation is continuously goal directed so that once a goal is



183

achieved, a higher goal is selected and efforts are exercised towards

this higher goal. For example, a professor who published simply

to get a promotion and then stops or reduces research efforts

would not be considered as highly motivated. Accordingly, high

motivation requires persistent efforts.

���� Direction: Persistent hard work determines the quantity of efforts

while direction determines the quality of the anticipated output. All

efforts are to be directed towards the organizational goal. This

would ensure that the persistent effort is actually resulting into

accepted organizational outcomes. For example, a quality control

inspector is consistently expected to direct his efforts in discovering

defects in the produced items so that the organizational goal of

high-quality output is met.

As an example, let us assume that a professor has established a goal

for himself to get a promotion and monetary raise in order to improve upon

his standard of living. Thus the professor will shape his behaviour to achieve

that goal. He will choose a course of action designed to obtain promotion.

This course of action may comprise five published articles or one published

book. He will be highly motivated and will put in persistent efforts in research

and publish the desired number of articles or the book.

Once the promotion has been obtained, the professor will re-evaluate

his achievement relative to his initially established objective. If the pay raise

is not adequate and there are grounds for further promotion and pay raise,

the professor will establish a higher goal and strive towards it. This example

fits the basic motivational process as follows:

In the above example, if the motivator (publishing) does not serve the

required purpose then the professor will look at other alternatives as

motivators such as service to the college and community, student guidance

and curriculum development and good interactive relations with peers and

superiors. Thus the motivation process involves the following steps.

1. Analysis of situation: The situation that needs motivational

inducement must be sized up so as to ascertain the motivational

needs. From organizational behaviour point of view, it must be

recognized that since the needs of different employees differ both

in nature as well as intensity, a composite view of the collective

needs of the group is established with appropriate recognition of

differences in individual needs.

2. Selecting and applying appropriate motivators: A list of all

devices of motivation is drawn and a selection made of such

motivators that motivate different types of people under different

circumstances. Proper timing and the extent of motivation is also

to be considered. The individual goals should be given adequate
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attention within the framework of group goals and the organizational

goals.

3. Follow-up: It is important to know that the motivators selected

are indeed providing the desired motivation. This can be

accomplished by getting and evaluating the feedback. If these

motivators are not showing the optimum effect, then alternative

motivators should be selected and applied.

4.2.2 Historical Development

The concept of motivation can be traced back to the Greek and Indian writings.

The idea that we are motivated to do what brings us the best results for our

benefit is found in the early Indian philosophy through such writings as

‘Charvak’. The most ancient concept of ‘Nirvana’, as proposed and

propagated by earliest Aryan thinkers and religious scholars, motivates us to

be ‘good’ people so that we can achieve the final ‘oneness with God.’

The Greek view of motivation has been ruled by the notion of

hedonism, which is an opinion that individuals look for happiness and comfort

while evading pain and uneasiness. This view was based upon intuition and

common sense that an individual does what he does because he believes

that it will give him more pleasure than anything else he might do. This

philosophy, though still popular, depends excessively upon rational evaluation

and does not take into consideration the effect of instincts or even the value

system. Hedonism, based on maximizing personal pleasure, cannot explain

why some people would sometimes risk their own lives to save others in

times of crisis or why volunteers would spend so much of their time in

collecting money for charitable causes. However, this view prevailed right

up to the eighteenth and nineteenth centuries and is evident in the social and

economical philosophies of such famous men as Adam Smith, Jeremy

Bentham and John Stuart Mill.

The principle of hedonism seems to be too narrow-minded and is

empirically insignificant since it does not attempt to evaluate just what the

individuals anticipate to be the results of their behaviour and how do they

measure pleasure. For example, a person who risked his own life to save

another had rationally decided to become a ‘hero’ or did he act on ‘impulse’,

believing that it was the right thing to do irrespective of cost or consequences?

The principle of hedonism can be more easily explained ‘after the fact’ when

the behaviour has already been completed. Thus even the acts of simple

kindness can be explained with the motives of ‘feeling good’ about them or

earning the gratefulness of those who have been helped by these acts. Since

hedonistic explanations work best in explaining actions after they occur, they

cannot be relied upon in predicting behaviour. These limitations of hedonistics’

viewpoints brought motivation under a different light during the late 1800s
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and early 1900s. William James and Sigmund Freud argued that instinctive

behaviour and unconscious motivation are also an important element in

human behaviour and these largely determine an individual’s interpretation

of, and response to, situations.

Instincts that are inborn or innate predispositions and are not consciously

rational can explain certain aspects of human behaviour. These instincts that

influence human behaviour include the need for autonomy, curiosity, sociability,

sympathy, fear, jealousy, love dominance, harm avoidance, play and sex.

The instinct behaviour is like a reflex action, meant for survival and hence

caters primarily to physiological needs. It is not learnt and is not dependent

upon the consequences of an action. Most instincts are common to all

people and would exhibit similar behaviour under similar circumstances. For

example, if somebody has a flat tyre while driving, the first instinctive reaction

is to get mad.

The unconscious motivation, of which an individual is unaware, was

brought up by Sigmund Freud who stated that unconscious motives are

mainly sexual and forceful in nature and despite their unconscious state they

significantly affect daily behaviour. These unconscious purposes are disclosed

in dreams, imagery, slips of speech (also called as Freudian slips) and

spellbinding suggestions.

Both the instinctive motivation and unconscious motivation do not

stand the scientific analysis. Contemporary psychologists explain behaviour

by complex cognitive and environmental interactions.

The concept of motivation came under scientific scrutiny during 1930s

and has led to formulation of many theories and models that try to scientifically

explain the concept of motivation.

4.2.3 Types of Motivation

Information providers of motivation experts in the domain of organizational

behaviour have varying viewpoints concerning whether employees get

motivated by external environment features such as incentives and intimidations,

or whether motivation is self-created with the absence of external features. It

is clearly understood that motivation does not occur evenly in all employees

under similar group of external factors. A few of these sources of motivation

are as follows:

� Positive motivation: This includes accurate identification of the efforts

of employees and the admiration of the involvement of the employee

towards organizational goal accomplishment. Such motivations enhance

performance standards, result in healthy team spirit and pride, a feeling

of cooperation and a sense of belonging and pride. Some of the

positive motivating factors are appreciation and credit for job

performed, a true concern about the well-being of subordinates,
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allocation of power and responsibility towards subordinates and

involvement of subordinates in the process of decision making.

� Negative or fear motivation: Motivation that is brought about

forcefully, with use of authority and warnings, is negative motivation.

The dread of being punished or unpleasant consequences influences

behavioural adjustments. A few instances of negative motivation are

the threat of failing in an examination and fear of being sacked or

being demoted. The dread of failing in an examination motivates a

number of students to put in more hard work and emerge successful

in the examinations. Likewise, the threat of being sacked looms large

in an employee's mind and keeps him aligned with the rules and

regulations of the organization besides ensuring a fair job. The threat

of punishment or actually punishing someone has proved to be

successful in controlling one's misconduct and has been a major

contributor of positive performance in several circumstances. Although

it is an essential requirement in a number of other conditions such as

disciplining a kid or controlling an uprising, it is not advised or regarded

as a practical option in the present business and industrial scenario.

This is grounded upon the changing trends in the personnel which

consist of higher stages of employee training and education and far-

reaching unionization of the workers.

� Extrinsic motivation: This type of motivation is brought about by

exterior features that are chiefly monetary in nature, which could be

in the form of incentives and rewards. These incentives and rewards

have been a matter of argument as to whether they are truly effective

in motivating employees or whether they only get them to work and

perform. These modes of motivation comprise of more salary, additional

benefits like pension plans, stock options, revenue-sharing plans,

medical and health insurance, maternity leave, paid holiday, etc.

� Intrinsic motivation: This root-cause for this kind of motivation is

a feeling of achievement and accomplishment and is related to the

state of self-realization wherein the feeling of achieving something

meaningful further motivates the worker such that this motivation is

self-produced and is free of monetary gains. For example, many

retired doctors work among slum dwellers without charging them any

money, as it gives them a feeling of achievement and contentment.

Mother Teresa’s vocation in the slums of Kolkata (India) motivated

many people to join her team as soon as they learnt about her

besides motivating those people who worked with her. Likewise,

workers of Peace Corps work in unfavorable conditions at a meagre

pay. Some of the factors of intrinsic motivation are appreciations,

identification, accountability, respect, authority, position, difficult tasks,

and decision-making responsibility.
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4.3 Financial and Non-Financial Incentives

Services rendered by individuals to organizations have to be equitably paid

for. This compensation generally comprises cash payments which include

wages, bonus and shared profits. Good compensation plans have a salutary

effect on the employees. They are happier in their work, cooperative with

management and productivity is up.  Although, there can be both monetary

and non-monetary forms of compensation, it is the monetary form of

compensation which is the most basic element by which individuals are attracted

to an organization and are persuaded to remain in it.

Wages in the widest sense mean any economic compensation given

by the employer under some contract to his workers for the services rendered

by them. Remuneration is composed of two parts. They are basic salary

and allowances. The basic wage is the remuneration, which is paid or

payable to an employee in terms of his contract of employment for the work

done by him. Allowances are paid in addition to the basic wage to maintain

the value of basic wages over a period of time. Allowances include dearness

allowance, bonus, overtime pay, etc. The Payment of Wages Act, 1936 Sec

2 (vi) defines wages as, ‘any award of settlement and production bonus, if

paid, constitutes wages.’

4.3.1 Pros and Cons of Financial Incentives

Incentive schemes are one of the most popular and potentially effective forms

of benefits available for employees, particularly those involved in the sales

process. These schemes reward those who meet or exceed their targets, and

provide a financial or non-financial incentive to encourage high productivity.

However, while there are numerous advantages associated with these schemes,

there are also significant disadvantages that must be considered. The pros and

cons of financial incentives are mentioned as follows:

Pros of Financial Incentives

(i) Effectiveness: Money can be used to motivate employees across a

broad spectrum of industries. In fact, according to the Personnel

Systems website, a survey conducted by the American Compensation

Association and the American Productivity Center showed that up to

89 percent of companies using financial incentives for staff were rated

positive or very positive by more than 1,500 individuals taking the

survey. Because everyone can use more money, this is by far one of

the most common and effective ways to motivate staff.

(ii) Broad Options: Another advantage of using money to motivate

employees is that a company has broad options in terms of the way

to use it. From special bonuses to commission pay to gift certificates

and cash rewards, money can be used in a variety of ways to get
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employees to strive for bigger and better goals. Moreover, companies

have the option to change it up, depending on the specific goal in

mind, so that cash isn’t always the best in which money can be used

to motivate; sometimes, it can be increased benefits that save the

employee money without the company needing to write a check at

the time.

(iii) Far-reaching: Money appeals to all demographics and can motivate

the lowest grade employee all the way to the CEO. This is another

distinct advantage of using it to motivate staff because it appeals to

all types of staff. The less an employee makes, however, the more he

may be motivated by a few extra dollars in his check or incentive pay

of some sort.

(iv) Tips: Companies should be wary of using money exclusively to

motivate staff, as this method may begin to eventually lose its

effectiveness and employees may begin to think that money is valued

more than anything else. Moreover, companies shouldn’t be afraid to

get creative when it comes to using money to motivate; gift certificates

to local restaurants is a great monetary reward, as is an office pot,

where all employees put in money in a competitive spirit with one

person winning the pot for performing the best.

Cons of Financial Incentives

(i) Inconsistency: Financial incentives are based on the company’s

performance and therefore are often inconsistent. For instance, if a

company has a profitable year, it may reward all its workers with an

annual bonus. However, if the company does not meet its target or

makes less profits, it may not give its employees annual bonus.

(ii) Teamwork: A team of employees can accomplish much more than

an individual. Financial incentives like bonus can inhibit teamwork as

they are paid to an individual. This causes competition and divisiveness.

(iii) Burnout: Financial rewards may also lead to burnouts. Bonuses and

other financial rewards are given to employees who put in extra

hours. Employees working long days and during the weekends, in

effort to boost their chances of receiving rewards, can cause employees

to feel overworked.

(iv) Customer interaction: Performance-based incentives can have

negative effects on customers if employees are rewarded based on

customer interaction. For example, many sales representatives receive

commissions or bonuses based on the number of sales they are able

to make. This gives sales people incentive to push hard for sales, but

aggressive salespeople can be a turn off to customers.
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4.3.2 Types of Financial Incentives

Fig. 4.1 Types of Monetorial Incentives

Financial incentives are also called monetary incentives as they are

paid in the form of money. oney is a powerful incentive to satisfy physiological

needs of daily life, and is also a base for gaining social position and power.

Research on the area states that money is a dominant source of motivation

as it is the base to satisfy almost all types and levels of needs, from the

primary needs to the self-actualization. For satisfying primary needs, money

is most commonly sought incentive. Moreover, money has exchange value

to get anything in return. It is clear that a man first considers the amount of

pay while deciding on work or efforts. This incentive can be offered in

several forms as shown in Table 4.1.

Table 4.1 Classification of Monetary/Financial Incentives

Individual Financial 

Incentives 

Individual Financial 

Incentives 

Collective Financial 

Incentives 

Direct Incentives Indirect Incentives 

1. Pay (salary, 
wage and 

commission) 

2. Overtime pay 

3. Fringe benefits 

4. Cash prizes  

1. Housing 

Allowance 

2. Conveyance 

3. Holiday pay 

4. Medical 

allowance 

5. Consumable 

items 

6. Recreational 

facilities 

7. Free education 

8. Domestic servant 

9. Free lunch  

1. Bonus 

2. Retirement 

benefits  

3. Profit-sharing  

4. Co-partnering 

5. Stock Options 

Individual financial incentives are paid on an individual or personal basis.

Individual incentives may be direct or indirect incentives. Direct incentives

involves direct payment for the efforts extended. Direct pay includes wage
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and salary, commision, overtime pay, profit sharing and fringe benefits. Indirect

incentives are paid indirectly and include benefits, facilities and amenities

allowed to employees free of charge or at a concessional rate. They are

generally allowed without any discrimination. Indirect incentives cover housing

facilities, conveyance, medical allowance, domestic servant, food at a low

rate and consumable provisions.

Collective financial incentives are paid collectively or jointly. They are

offered to motivate individuals collectively. They promote group efforts and

bring better coordination. Examples of collective incentives include bonus,

profit sharing, pension plan and co-partnering.

Financial Benefits

(i) Wage and salary: The two terms wage and salary can be used

interchangeably as the distinction between them does not seem to be

valid under the concept of human resources approach where all

employees are viewed at par and as human resources. As such, the

term wages and/or salary can be defined as, direct remuneration paid

to an employee compensating his service to an organization. Since the

terms, wage and salary are used interchangeably, they are often

discussed in a loose sense. The term wage refers to the remuneration

paid to workers doing manual or physical work on hourly, daily,

weekly or even montly basis. On the other hand, the term salary is

referred to the remuneration paid to workers doing manual or physical

work on hourly, daily weekly or even monthly basis. On the other

hand, the term salary is referred to the remuneration paid to office

employees on weekly, monthly, yearly basis. Therefore, the unit of

time for salaries is longer than that of wage payments. Wages are

usually based either on the number of units produced (i.e., piece

wage system) or on the time spent on the job (i.e., time wage system),

but salaries are always paid on the basis of time spent on the jobs.

However, the payment of remuneration is made in the form of salary

if the production of an employee is difficult to measure.

Difference between wages and salary

The difference between wages and salary are as follows:

Wage is a compensation to the employees for services rendered to

the organization. In case the quantum of services rendered is difficult

to measure, then the payment is called salary. Normally, the wage

period is shorter than the salary period. Payment made to labour is

generally referred as wages. Money paid periodically to persons

whose output cannot be easily measured, such as clerical staff as well

as supervisory staff, is generally referred to as salaries. Salaries are

paid uniformally generally on monthly basis and at times the element

of incentive is introduced in the form of commission. Incentives are
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paid to salaried persons in addition to their salaries. However, it is in

the area of labour that there ar several types of methods of wage

payment.

Table 4.2 Difference between Wages and Salary

Wages Salary 

Wages are a direct component of the 

cost of commodity.  

Salary is an indirect component of the 

cost of a commodity. 

Wages are paid mostly on the basis of 

hours of work per day.  

Salary is paid on a monthly basis or 

weekly basis. 

Wage rates change according to time.  Salary remains constant for a longer 

time and changes with promotion or 

annual increment. 

Wages are the remuneration for 

rendering physical services. 

Salary is paid for rendering mental 

service.  

(ii) Profit sharing: In India, this scheme was first introduced by Tata

Group. It is different than other financial incentives. It indicates the

sparing and distributing of a portion of the company’s profit among

employees at the end of the financial year. The proportion or per cent

of the profit to be distributed among employees is determined in

advance. There are different options to practise this scheme. This

type of financial incentives recognizes the employees’ role and

contribution. It can improve organizational climate, ensure staff stability

and boost employee morale. Issues relating to profit-sharing—such

as type of profit, quantum of profit, income tax, time of payment, and

other conditions—should be considered carefully to avoid problems.

(iii) Productivity-based incentives and performance-based incentives:

Productivity based incentives are used for workers while performance-

based incentives for administrative and managerial employees. Simply,

workers’ and employees’ actual contribution to the organization’s

goal is linked with the incentives paid to them. Their actual contribution

can be taken as the base for determining the amount of financial

incentives paid to them. Productivity-based monetary incentives are

widely practiced for workes and salesmen. Here, productivity is

measured quantitatively (i.e., in terms of units or volume). In this

system, incentives are provided to workers as per actual quantity of

work (or units). Sales volume is the base for offering incentives to

salesmen. In case of performance-based incentives, employees’

performance is measured qualitatively on routine activities (in terms of

quality of work, regularity, behaviour, etc.). Financial incentives, pay

grade and increment are based on their performance.

(iv) Co-partnership: In co-partnership, employees can participate in

company’s equity capital. They are alloted shares in lieu of various

incentives payable in cash or on cash payment basis at a special
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discount. Normally, companies keep certain per cent of issued shares

as employees’ quota. They become shareholders and can share profits,

and also can exercise control over the company. This scheme has its

pros and cons. Indian employees mostly sell shares allotted at a low

issue price at a higher market price rather than to be co-partner.

(v) Stock option: The financial incentive is used for managerial

compensation at higher level (to chairmen, CEOs and founders). In

India, Infosys Technological Limited was the first to introduce this

scheme. It is a major source and most preferred compensation for

top executives. There are two types of stock options, employee

stock option scheme (ESOS) and employee stock purchase scheme

(ESPS). In the former case, the employees are given option to

purchase shares at a future date at a predetermined rate while in the

latter case, employees are offered shares at discounted price to market

price. Specific criteria are used to select employees for stock option,

such as length of services, contribution, performance, position held,

etc.

(vi) Retirement benefits: Provident fund, pension, gratuity and other

retirement benefits create a sense of security among employees. These

benefits serve as an incentive when they are in service in the company.

Non-financial benefits

Non-financial incentives are non-monetary because they are not

measurable in terms of money and do not add to the income of the

recipient. These incentives are helpful in satisfying social and

psychological needs which money cannot satisfy. The benefits of non-

financial incentives may be divided into individual incentives and

collective incentives.

(a) Individual incentives: This includes merit based schemes for

recruitment, promotion and professional development

opportunities are known to be much more effective incentives

than other approaches, especially schemes based on seniority.

� Status: Status refers to the ranking of people from the

viewpoint of organisation. Status means ranking positions,

rights, duties, responsibilities of workers in an enterprise.

Status is one of the most important non-financial incentives.

Managers are status, conscious. Every organization is

wedded to a status system; organization cannot exist without

status distinctions. It should be noted that an increase status

will automatically result in increase in pay. Employee, in

general will be more happy for escalated status than the

increment in pay. Especially, for middle level and higher-

level manager status is more important than money.
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� Promotion: Promotion is defined as a vertical movement

of employees in a hierarchy. Promotion is widely used

incentive in almost all organisations. But, promotion depends

on performance, skills, competence, and faculty of

employees. That is the reason why only some people are

promoted to higher levels than others.

� Responsibility: Many people have strong preference for

challenging and responsible jobs and dislike monotonous,

dull and boring jobs. If the job is more responsible it

satisfied those people who are enthusiastic, dynamic, and

versatile in encountering the challenging assignments.

Increase in responsibility is one kind of non-financial

incentive to the employee.

� Job security: Stability in the job ensures future income

and the employee is motivated by the consideration of job

security. Of course, one negative point is also associated

with job security, i.e., when people feel that they are not

likely to be thrown out, they become complacement.

� Recognization of work: Genuine praise satisfies the ego

of employees and improves their attitudes. Blame in public

damages ego and lowers the prestige of workers. Blame

is beneficial if expressed in private.

� Making job pleasant and interesting: Cordial

relationship between the supervisor and his workers

improves motivation and commitment thereby improving

efficiency and effectiveness.

(b) Collective incentives: These incentives are related to

organizational ideology and official goals.

� Social importance of work: People want jobs with high

social status. They are prepared to accept such jobs, even

when the pay is comparatively less. High Status jobs

enhance the social status of an individual in the society.

For example, preferring to work in a foreign Bank rather

than a good private financial institution.

� Team spirit: People prefer to work in well-knit groups.

Those organizations that encourage their employees to do

the jobs in a cooperative manner attract people

automatically. When team spirit is encouraged among

employees they will put their maximum in the service of the

organization
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� Informal groups: The organization should encourage the

formation of cohesive, social groups among workers.

Management should accept informal groups as a reality of

organizations and focus on group incentives rather than on

individual incentives.

Methods of Wage Payment

Compensation paid to the labour for the service offered is called wages or

salary. A satisfactory and fair amount of compensation can eliminate most

labour disputes. The fundamental methods of compensating workers are:

� Time Wage

� Piece Wage

1. Time wage system

This is based on the amount of time spent. Wage is measured on the basis of

units of time e.g., per day, per month. Wages do not depend on the performance

of the employee.

Features of time wage

� It is more widely used as it is very simple to compute the earnings.

� It provides guaranteed and secured income, thereby removing the

fear of  irregularity of income.

� It facilitates payroll function.

Advantages of time wage system

� It gives a sense of security of income. The worker knows exactly

what amount he is to get.

� Conducive climate is provided for better labour-management relations

as disputes are minimized.

� The worker will give greater care and attention to quality and therefore,

good workmanship can be assured.

Disadvantages of time wage system

� Time wage system offers no incentive for employees to put forth their

best efforts. Efforts and reward have no direct positive correlation.

� There is no encouragement for better performance. Merit is discounted

and inefficiency is at a premium as all receive the same salary. It is

an unsound, unscientific and arbitrary basis of wage payment.

� Ambitious workers receive no monetary reward for their talents.

� It demands intensive and strict supervision.
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2. Piece wage system

It is based on the amount of work performed or productivity. The earnings of

the employee are directly proportional to his output or performance.

Features of piece wage system

� It offers direct connection between effort and reward. Hence, it is the

best method to ensure higher productivity.

� Wage cost determination is easy.

Advantages of piece wage system

� Direct connection between effort and reward.

� It is simple and easy to understand.

� The worker is interested in giving higher efficiency.

� Cost accounting and control by management is made easy.

Disadvantages of piece wage system

� Danger of overwork. This leads to risk of accident and excessive

fatigue.

� It requires a lot of supervision to maintain the quality and standard of

work.

� It is an ineffective method, if quality is to be given top preference.

Incentive Wage Plans

A wage payment system that maintains both quality and quantity is called

incentive wage plan and it is naturally a judicious combination of both basic

systems of wage payments, i.e., time and piece wages. Under the incentive

plans of wage payment, both the basic systems are blended together in such a

manner that the workers are induced to increase their productivity.

Essentials of a sound wage incentive plan

� Measurement of the amount of work done.

� Establishment of standard output on the basis of which the incentive

has to be worked out.

� Setting up a suitable rate of incentive.

Characteristics of a sound incentive wage plan

� All the interested parties, i.e., management, workers and trade unions

must accept and cooperate in the incentive plan.

� Employees must be taught how to perform the work according to the

optimum or standard methods and procedure.

� The employees should be assured of a certain minimum wage

irrespective of output.

� An incentive plan should facilitate ready and easy calculation of the

employee’s earnings. This will build up trust and confidence.
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5. An incentive plan of wage payment should have effective grievance

procedure to deal with complaints and dissatisfaction of employees.

Pay Policy

The importance of pay policy is obvious if one considers that an increase in

wage often results in increased cost of production and consequently an increase

in the price paid by consumers. The workers are concerned about the pay

policy because it determines their standard of living. The state is also concerned

because it must endeavour to secure for all workers a living-wage and a decent

standard of life. According to the report of the Third Central Pay Commission,

‘A sound compensation package should encompass factors like adequacy of

wages, social balance, supply and demand, fair comparison, equal pay for

equal work and work measurement’.

In a labour surplus economy like India, it will always be possible to

find employees willing to accept jobs at lower pay. Given the demand and

supply condition, employers have an ethical responsibility to pay fair wages.

Fair wages should be fair from the point of view of both the employer and

the employee. While referring to basic wage levels, three terms are extensively

used. They are:

� Minimum wage

� Fair wage

� Living wage

The above-mentioned terms are used in the report of the Committee

on Fair Wages set up by Government of India in 1948. for determining the

principles on which fair wages should be based and for suggesting the

applications of these principles. According to the committee report, the

minimum wage should signify the lower limit, the fair wage is the next higher

level and the highest level is the living wage.

Individual and Group Incentives

Incentive compensation, also called payment by result, is essentially a managerial

device for increasing worker’s productivity. Further, it is a method of sharing

gains in productivity with workers by rewarding them financially for their

increased rate of output. The payment by results scheme is directly related to

an employee’s productivity. There are many variations of incentive wage system.

The most simple method is that of paying a workman by the number of units of

a product he produces. The objective of an incentive wage system is one

relating wages to output, thereby stimulating greater output at lower costs.

Incentive system also help in narrowing the gap between management and

workers and bringing them closer together with a commonality of goals and

targets. Many authors have defined the term wage incentives. A few definitions

are reproduced below:
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In the words of Hummel and Nickerson, wage incentives ‘refer to all

the plans that provide extra pay for extra performance in addition to regular

wages for a job’.

In the words of the National Commission on Labour, ‘Wage incentives

are extra financial motivation. They are designed to stimulate human effort

by rewarding the person, over and above the time rated remuneration for

improvements in the present or targeted results.’

Objectives of Wage Incentive Schemes

The following are the objectives of wage incentive schemes.

� These help in stimulating greater output and lower costs. This improves

the profit of the firm.

� These help to narrow the gap between management and workers and

bring them closer together with a commonality of goals and targets.

� These help in securing a better utilization of manpower.

� Wage incentive helps to increase the worker’s earnings without straining

the resources of the firm because higher productivity helps to pay

better wages.

Check Your Progress - 1

1. What are the three steps that are involved in the motivation process?

2. What do you understand by extrinsic motivation?

3. What is time wage system? How is it different from piece wage

system?

4.4 Theories of Motivation

Motivational theory has played a dominant role in the emerging field of

organizational behaviour. Considerable effort has been made and is being made

to identify specific variables which would be a direct source of motivation

towards goal achievement. There have been a number of studies made, theories

advanced and models built on understanding the nature and relationship of

different variables that cause a certain behaviour and the variables that modify

a given behaviour. Some of the notable contributions in the field have been:

� Maslow’s Model of Hierarchial Needs

� Herzberg’s Hygiene Theory

� McGregor’s Theories X and Y

� Ouchi’s Theory Z
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� Vroom’s Expectancy Theory

� Alderfer’s ERG Theory

� McClelland’s Achievement Motive Theory

� Argyris Maturation Theory

� Strauss Theory of Financial Motivators

Two types of models can be explained.

1. Static models: These models are primarily an attempt at observation

of how a person responds to outside forces without exercising any

control over the movement and effect of these outside forces. Some

of the factors that determine or influence individual behaviour in the

static models of motivation are given as follows:

(a) Instinct:This is an inborn behaviour that responds to a particular

situation in a particular way. The instinct behaviour is like a

reflex action, meant for survival and hence caters primarily to

physiological needs. It is not learnt and is not dependent upon

the consequences of an action. Most instincts are common to all

people and would exhibit similar behaviour in similar

circumstances. For example, if somebody has a flat tyre while

driving the first instinctive reaction is to get mad.

(b) Hedonism: While instinct is natural and not directed, the

hedonistic model is based upon the pursuit of pleasure. The

behaviour is transformed by demands of maximum pleasure and

minimum pain. This idea was oriented by Epicurus (341–270

BC) who proposed that the pleasure as well as the amount of

pleasure is the goal. The goal would be to see the most pleasure

in life and least pain. The pleasure should be long lasting even

if some temporary pain has to be suffered to achieve it. This

model is difficult to apply generally because the concept of

pleasure and pain may vary from person to person and the

behaviour based on these two elements in certain situations

cannot be generalized or predicted.

(c) Freud’s model of unconscious influences: This model

combines the instinctive and hedonistic impulses outside the

person’s control but coming from the unconscious mind that

reflects the behaviour of a person. Freud’s model recognizes

behaviour as a result of primitive inborn forces which are based

upon sexual and aggressive impulse. This may explain to some

degree how a person’s behaviour occurs. However, it cannot

be generalized since people with similar primitive urges may

behave differently under similar environmental influences. These

primitive instincts of libido and aggressiveness are kept in control
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by a person’s social and cultural upbringing and also the

atmosphere wherein he dwells.

The behavioural scientists criticize the Freudian model as

overemphasizing the sexual motivation and is not based upon

empirical and verifiable facts. The elements are not observable

and measurable and hence the model itself cannot explain the

diversity in human personality and behaviour.

(d) Rational and social man: This model proposes that a person’s

behaviour can be explained by rationality and is goal-oriented

which is primarily economic. It assumes that man is an intelligent

being and will not allow primitive instincts and urges to overpower

his ability to make rational decisions, which are dictated by self-

interests. Hence, once the goals can be identified, the behaviour

pattern can be measured and it becomes predictable. For

example, if the goal is economic well-being, then economic

factors can be measured as well as the methods of achieving

these monetary gains. Accordingly, a person will expend more

energy in order to make more money and some incentives can

be used to make a per so on work harder thus modifying his

behaviour. Fredrick W. Taylor, the father of, scientific

management, used this philosophy in successfully improving the

worker’s productivity.

However, Hawthorne studies added another segment to this

model. Many people would not be motivated by incremental

financial rewards. A person may not work in an environment

that is not conducive to his sense of satisfaction and happiness,

even if it pays well. This shows that there are factors other than

economic rationality that affect and change people’s behaviour.

This was simply evident from Hawthorne studies. These other

factors show the social side of man. These factors include

personal attention to the worker, the interpersonal relations within

the group, personal satisfaction, prestige, social approval and a

sense of belonging. These factors have much more effect on

personal pleasure and happiness rather than economic gains

alone.

2. Dynamic model: These models take into account the

assumption that motivation is not a static factor, but is dynamic

in nature and changes with time or changed environments. The

person does not simply accept the inherent or outside forces as

definitive, but tries to change and control some of the affecting

factors that would modify the behaviour pattern.
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4.4.1 Maslow’s Needs Hierarchy Model

Essentially there are two kinds of theories that are concerned and define the

motivational processes. These are the ‘content theories’ that attempt to

determine and specify drives and needs that motivate people to work and

‘process theories’ that try to recognize the varying factors which result in

motivation and their association with one another. These theories are described

in greater detail.

1. Content theories of work motivation

The content theories have been developed to explain the nature of motivation

in terms of types of needs that people experience. They attempt to focus on

factors within a person that initiate and direct a certain type of behaviour or

check certain other types of behaviour. The basic idea underlying such theories

is that people have certain fundamental needs, both physiological and

psychological in nature, and that they are motivated to engage in activities that

would satisfy these needs. Thus the nature of needs establishes the nature of

motivation that results in a specific behaviour aimed at reaching the goal of

satisfying such needs.

Maslow’s Needs Hierarchy Theory

The most commonly used theory of motivation in organizations is American

psychologist, Abraham Maslow’s ‘needs hierarchy theory’. Abraham Maslow

recommended that individuals possess a complicated group of extraordinarily

strong needs and the conduct of an individual at a specific time is decided by

his strongest need. He created his prototype of human motivation in 1943, on

the basis of his own proven experience and devised his theory of hierarchical

needs by asking the same question, 'what is it that makes people behave the

way they do'. He then listed out the answers and formed a pattern. His theory

is grounded upon two assumptions. First, human beings have several needs of

varying nature that range from the basic biological needs at the lower level,

which is the level of existence or survival to needs that are psychological at the

higher limit which is the level of growth. Second, these needs take place in a

hierarchical order so that the needs at the lower level are met before needs at

the higher level arise or get converted into motivators. The Indian leader

Mahatma Gandhi once stated that ‘even God cannot talk to a hungry man

except in terms of food. ‘Likewise there’s a citation from the sacred book of

Sikhs in India, called the Holy Guru Granth Sahib, which quotes a righteous

man saying to the deity ‘Take your rosary beads away. I cannot worship and

meditate on you when I'm hungry’. This goes to prove the fact that however

important a discussion is, one cannot hold the attention of an individual till his

basic needs are met. This hierarchical needs model describes human conduct

in a more forceful and practical fashion and is chiefly grounded on the concept

that an individual's internal condition play the main role in motivation rather

than the atmospheric situations.
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Maslow proposes five basic requirements or needs set in consecutive

levels. These constantly changing needs lead to changes in aims and functions.

These five needs are arranged as depicted. The first three levels of needs

at the base, namely, the ‘deficiency’ needs must be fulfilled to ascertain an

individual’s very survival and safety and ensure that he is comfortable. The

top two groups of needs have been coined as ‘growth’ needs as these

needs are concerned with individual growth, development and an awareness

of one's potential (Figure 4.2).

Fig. 4.2 Maslow’s Needs Hierarchy

These needs are described in detail as follows:

� Physiological needs: These needs make the base of the hierarchical

structure and tend to possess the maximum power with regard to

motivation. These needs are chiefly those that result from physiological

or biological worry. They are present to uphold life itself and comprise

of the basic needs of food, water, shelter and sex. The desire and need

to have sex is not to be jumbled with that at the third level. Once these

basic needs are met to the utmost satisfaction of the body, the other

need levels gain importance and begin to act as motivators.

� Security needs: Once the physiological needs are satisfied, the need

for safety and security gain predominance. These are the needs for self-

sustenance as compared to the physiological needs that are essential

for existence. These needs comprise of the needs for safety, constancy,

independence from fretfulness and a systematized and organized

environment. These needs for safety and security are actually reserves

against withdrawal of gratification of physiological needs in the future. It

also includes a feeling of security against the fear and peril of losing a

job in the future. In a cultured society like ours, an individual is often

saved from threats of violence, or climatic extremes or dread of material

security, such that the safety and security needs rely upon financial and

job security, medical and life insurance, and other security procedures

to defend the gratification of physiological needs in the future that may

be unforeseeable.
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� Social needs: Once the needs of the body and security are gratified, a

feeling of belonging and reception gains importance in motivating

behaviour. These needs comprise of the needs for love, companionship,

affection and social relations. We seek an atmosphere where we are

comprehended, admired and desired. This is one reason for 'polarization'

wherein people from like backgrounds and values have a propensity

towards grouping together. 'Love thy neighbours' has a philosophical

meaning.

� Esteem needs: The need for respect is to achieve the recognition

from others that would bring about a sense of self-worth and self-

confidence in the individual. It is a pressing desire for accomplishment,

prestige, status and authority. Self-respect is the inner identification.

Commanding respect from others is external recognition and an

admiration of one's distinctiveness as well as his involvement.

� Self-actualization needs: This final need is the need to evolve

completely and to be aware of one's competencies and potentialities to

the maximum extent possible, whatever these competencies and

potentialities may be. This is the highest level of need in Maslow's

hierarchy and is stimulated as a motivator when all the other needs have

been convincingly satisfied. It is at this level that an individual looks for

competitive job assignments and opportunities for individual growth

and progress. This need is for self-analysis and is inner-oriented. A self-

actualized individual is innovative, self-sufficient, satisfied, unprompted,

with an excellent perception of facts. He is continuously pushing himself

to realize his complete potential. Therefore, 'what a man can be must

be'. Maslow's mode is a common model in which all needs interrelate

with one another to a certain extent. Needs are not essentially vertical,

nor is the classification of needs so stiff. The dominance of needs varies

with immediate necessities and is constantly shifting. For instance, a

self-actualized individual may shift his major concerns to community

needs and needs for love, instead of focusing on esteem and position, in

case the sudden loss of a loved one has created a vacuum. Likewise, a

person whose lower needs have been satisfied may not go to the higher

needs. It is also possible that a well-prepared influential individual may

choose to enter a community where there is an overpowering stress on

love and affection rather than go up the corporate ladder. Maslow's

theory made the management realize that a wide variety of needs leads

to an individual's motivation and that management must offer a chance

for the employees to fulfill these needs by creating a physical and abstract

work atmosphere in order to motivate people to give their best to

accomplish the goals of the organization. The physiological needs that

are the first-level needs in the hierarchy can be fulfilled through

organizational efforts and initiatives as sufficient pay and salary, pleasant

work atmosphere with regards to lighting, ventilation, wash rooms, work
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area, noise and heat level. Certain bonuses and other additional benefits

will prove to be increasingly motivational.

The second or the next level of needs of protection and security can

be fulfilled through the management's interest in providing life insurance,

medical insurance, job security, increments in cost of living, retirement plans,

freedom to form unions, and employee protection against automation.

Financial security to a certain extent is provided by the law in the form of

least wages, unemployment benefits, and well-being benefits.

Likewise, unions safeguard workers against partiality and indiscriminate

sacking. Since first-level physiological needs and second-level security needs

are primarily fulfilled by business, industrial, social and legal atmospheres,

management must adopt measures to fulfill higher-level needs higher level

needs and must ascertain as to which of these needs are the stronger

sources of motivation. When the third-level needs of love and relationship

become motivating factors, people discover an opportunity in their work

atmosphere for establishing amiable interpersonal relationships. The

management can fulfill these needs by:

� Offering opportunities for workers to intermingle socially with each

other through coffee breaks, lunch amenities and entertainment activities,

such as organizing sports programmes, company picnics and other

social gatherings

� Creating team spirit by maintaining informal work teams wherever

feasible with friendly and encouraging supervision

� Organizing periodic meetings with all subordinates to talk about matters

concerning personal accomplishments and contributions as well as the

latest developments in the organization

The fourth-level needs of self-esteem include a feeling of contentment

and achievement and recognition for such achievement. Management can

take the following steps to fulfill these needs:

� Plan out more demanding tasks and provide positive and encouraging

feedback on the performance of employees

� Acknowledge and encourage the performance and involvement of

subordinates and assign additional authorities to them

� Make subordinates to participate in setting goals and in the decision-

making process

� Provide some of the signs for status and respect, such as executive

level job title, a personal secretary, benefit of parking, promotion,

company car, and articles about accomplishments in the organization's

newsletter
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The fifth and top-level needs of self-actualization demand development

and innovation and the steps that management can take to fulfill these needs

are as follows:

� Employees should be rendered an opportunity to outline their own

work.

� Employees should be allowed to express their views and opinions

freely. This will further open the channels of communications and

encourage the employees to participate.

� Promote and enhance inventiveness among workers. Inventiveness is

coupled with freedom of expression and freedom of movement.

Maslow felt that from the viewpoint of organizational behaviour, the

management should endeavor to develop an organizational hierarchy.

Research has proved that managers at the top level of the hierarchy are

better able to fulfill their higher level needs than managers at the lower level

who have more regular jobs. It is quite possible that blue collar employees

who enjoy negligible freedom over job functions may not even feel the

higher level need.

4.4.2 Herzberg’s Model

American psychologist, Frederick Herzberg and his associates evolved the

two-factor theory in the late 1950s and early 1960s. They performed profound

and detailed interviews of more than 200 engineers and accountants in Pittsburgh

as an element of their research on job satisfaction.

The researchers believed that a person's association with his work is

a basic one and that his approach towards work would decide his behaviour

in the organization. The respondents were asked to give a detailed explanation

about the kind of environment which would promote remarkably good

feelings about their work, and the kind of environment in which they felt

otherwise. It seems normal to believe that workers who have job satisfaction

will be more committed to their work in comparison to those who do not

have job satisfaction. In case the logic appears to be rational and justified,

then it would be helpful to segregate those circumstances and aspects that

ensure job satisfaction from those that do not. The following two were the

fundamental questions that were asked in the course of the survey:

(a) What do you like about your job?

(b) What do you dislike about your job?

On the basis of the responses it was decided that certain characteristics

or features have a tendency to be consistently associated with job satisfaction

while there are other features that are consistently associated with job

dissatisfaction.
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Herzberg named the factors that are related to job dissatisfaction as

maintenance or hygiene factors that are extrinsic in nature, and factors

related to job satisfaction as motivational factors that are intrinsic in nature.

These factors are described in detail as follows:

� Hygiene factors: These factors do not lead to motivation. They

simply avert dissatisfaction besides maintaining status quo. They do

not produce any development but avert loss. The nonexistence of

these features results in job dissatisfaction. The exclusion of

dissatisfaction does not imply satisfaction and these factors merely

maintain a ‘zero level of motivation’. For example, if a person pointed

toward ‘low pay as a cause of dissatisfaction’, it would not essentially

identify 'high pay' as a reason for satisfaction.

Some of the hygiene factors are as follows:

o Income, pay and other kinds of worker benefits

o Organizational policies and rules of the administration that oversee

the working atmosphere

– Interpersonal relations with colleagues, superiors and

subordinates. Amiable relations with everybody will avert

frustration arising out of dissatisfaction

– Job security and working conditions. Job security could be in

the form of support by a powerful union or in the form of

tenure

– The technical competence of a supervisor and also the quality

of his supervision. In case the supervisor possesses sound

knowledge about his work, exercises patience while dealing

with his subordinates and directs them properly, dissatisfaction

among the employees can be avoided. It is not expected of the

hygiene factors to foster positive growth since they are designed

to prevent damage to competence or confidence. The word

'hygiene' has been taken from the medical domain where it

means adopting measures to maintain your health but not

essentially improve it. For instance, doing physical exercises or

going for jogging everyday, may reduce the level of cholesterol

but not essentially improve the condition of your heart. Likewise,

hygiene factors in this theory of motivation avert failure but do

not foster growth. Experiments of Hawthorne were extremely

decisive in recommending that enhancements in working

conditions or financial increments do not add to motivated

performance. A new machine or improved features in a machine

rarely motivate employees if they do not find their work

enjoyable and these physical facilities fail to be successful

substitutes for employee feeling of recognition and

accomplishment.
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� Motivational factors: These factors are associated with the nature

of work (job content) and are inherent to the job itself. These factors

exercise a positive influence on confidence, contentment, competency

and higher productivity. Some of these factors are described below:

� The work itself: Employees must love what they are doing and

enjoy their jobs to be motivated. Their commitment towards goal

achievement grows and they do not feel bad working till late hours

in order to accomplish the goal. They have high morale as is proved

by reduction in absenteeism, sluggishness and delays.

� Acknowledgement: Correct acknowledgement of an employee's

involvement by the management proves to be a great morale booster.

It makes the workers feel worthy and enhances their self-esteem. It

is natural for anybody to feel glad when he's praised. Therefore, this

kind of acknowledgement proves to be extremely motivating.

� Achievement: Accomplishment of an aim leads to an immense feeling

of achievement. The aim should be challenging, require initiative and

innovativeness. A worker of assembly line hardly experiences a feeling

of achievement after finishing his regular job. Opportunities that exist

should be relevant for achievement, otherwise employees would

become sensitive to the environments and start to find flaws in it.

� Responsibility: It is an employee's commitment to perform the

allocated duties in a satisfactory manner. The higher the level of these

duties more will be the feeling of responsibility of the employee and

more would be his motivation. It feels good to know that you are

regarded as a person of high principles and acumen to be given

higher responsibilities. It is a motivational factor that fosters growth

and development.

� Growth and advancement: All these factors are interconnected and

are positively associated with motivation. Promotions in job, further

responsibility, involvement in vital decision making, and supervisory

benefits are all indications of growth and development and enhance

the loyalty and commitment of employees. Herzberg's two-factor

model is coupled with Maslow's basic model wherein Maslow enables

one to recognize the needs and Herzberg provides us with guidelines

and incentives that tend to fulfill these needs. Also, the hygiene factors

in Herzberg's model fulfill the first three levels of Maslow's model of

physiological needs, i.e. protection, safety, and social needs while the

factors of motivation fulfill the two higher level needs of respect and

self-actualization (Figure 4.3).
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Fig. 4.3 Hygiene and Motivational Factors

Evaluation of the theory

Some researchers do not agree with Herzberg’s model as being conclusive,

since the results were based primarily on the responses of white collar workers

(accountants and engineers) and do not necessarily reflect the blue collar

workers’ opinion who may consider hygiene factors as motivational factors.

Some studies have found that the effects of hygiene factors and motivational

factors are totally reversed on some people. They are highly motivated by

financial rewards, organized supervision, well-defined work rules, pleasant

working environment and positive employee interaction and do not give much

importance to achievement and self-actualization.

Another criticism about Herzberg’s two-factor theory dwells upon

the method of research and data collection. The theory was developed on

the basis of ‘critical incident’ method. According to this method, the

respondents were asked to indicate particular incidents that they felt were

associated with their satisfaction or dissatisfaction with jobs. This means that

the theory is ‘method bound’ and studies that use other methods for measuring

satisfaction and dissatisfaction fail to support the validity of Herzberg’s

theory.

Furthermore, the theory does not take into consideration individual

differences in values and outlook as well as the individual’s age and

organizational level.

However, this theory has contributed to one management program

that has lent itself to the enhancement of motivators. It provides valuable

guidelines for structuring the jobs in order to include within the job content

such factors that bring about satisfaction.

4.4.3 McGregor’s Theory X and Theory Y

Douglas McGregor (1906–64) was a professor of industrial management at

Massachusetts Institute of Technology (MIT) for the most part of his career.

His contribution to management thought lies in his proposal that a manager’s

assumptions about the role of employees determines his behaviour towards
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them. According to him, the classical organization with its highly specialized

jobs, centralized decision-making and communication from top downwards

through the chain of command was not just a product of the need for productivity

and efficiency, but instead it was a reflection of certain basic managerial

assumptions about human nature.  These assumptions, that McGregor

somewhat arbitrarily classified, were designated as Theory X. Theory X

identified the classical approach to  management based upon the ideas generated

in the late 1800s and early 1900s, and was primarily based upon the assumption

about economic rationality of all employees. This evolved around the classical

assumption of Adam Smith that people are motivated by economic incentives

and they will rationally consider opportunities that provide for them the greatest

economic gain. To the classical thinkers, an efficiently designed job, efficiency-

centred organization and proper monetary incentives to workers were the

proper tools of motivation.

This approach was effective because it was a product of its times. In

the late nineteenth century and early twentieth century, technology change

was relatively slow and predictable, labour was abundant, competitors were

known and productivity was the main focus.

This approach was based on the following assumptions.

Theory X assumptions

� Most people shirk work and evade it whenever feasible.

� These people need to be directed, governed and be given punishment

threats in order to move them to do their job and achieve organizational

goals.

� An average person is lazy, shuns responsibility, prefers to be directed,

has little ambition and is only concerned with his own security.

� Most people avoid leading and want to be led and supervised. They

are unwilling to accept responsibility.

McGregor believed that managers who hold theory X assumptions

are likely to treat workers accordingly. These managers practice an autocratic

management style and may use the threat of punishment to induce employee

productivity. The communication is primarily directed downwards and the

environment is characterized by minimal manager-employee interaction.

In contrast, theory Y emphasizes management through employee input

and delegation of authority. According to theory Y, managers make the

following assumptions.

Theory Y assumptions

� Work is natural to most people and they enjoy the physical and

mental effort involved in working, similar to rest or play.
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� Commitment to goals and objectives of the organization is also a

natural state of behaviour for most individuals.

� They will exercise self-direction and self-control in pursuit and

achievement of organizational goals.

� Commitment to goals and objectives is a function of rewards available,

especially the rewards of appreciation and recognition.

� Most people have the capacity for innovation and creativity for solving

organizational problems.

� Many individuals seek leadership roles in preference to the security

of being led.

Managers who hold theory Y assumptions treat their workers as

responsible persons and give them more latitude in performing their tasks.

Communication is multidimensional and managers interact frequently with

employees. These managers encourage innovation and creativity, minimize

the use of supervision and controls and redesign the work to make it more

interesting and satisfying with regard to higher level needs of workers such

as self-esteem and self-actualization. They integrate individual goals and

organizational goals so that with commitment and dedication, both goals are

achieved at the same time.

Compared to theory X, theory Y has the greater potential to develop

positive job relationships and motivate employee performance. It must be

understood, however, that in some situations where workers do require

close supervision and greater controls, theory X assumptions are more

effective in achieving organizational goals.

4.4.4 William G. Ouchi’s Theory Z

While culture has been a continuous development of values and attitudes over

many generations, at least the organizational culture can be partially traced

back to the values held by the founders of the organization. Such founders are

usually dynamic personalities with strong values and a clear vision as to where

they want to take their organizations. These founders usually selected their

associates and their employees who had a similar value system so that these

values became an integral part of the organization.

Secondly, the organizational culture is influenced by the external

environment and the interaction between the organization and the external

environment. For example, one organization may create a niche for itself for

extremely high quality defect-free product as a result of competitive forces

and customer demand, while another organization may opt for moderate

quality but lower prices. The work cultures at these two types of organizations

would accordingly differ and would be influenced by external forces such

as customer demand.

Thirdly, work culture is also a function of the nature of the work and

mission and the goals of the organization. For example, in a professional,
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research oriented small organization, the workers may be more informal at

all hierarchical levels of the organization, the dress code may not be strictly

observed and the employees may be encouraged to be independent and

innovative. In contrast, other organizations may have a strictly enforced

formal classical hierarchical structure with clearly established channels of

communications and strict adherence to work rules. Accordingly, the

organizational culture of these two types of organizations would be different.

Much has been written and talked about Japanese management styles.

Almost invariably, the economic success of Japanese society is associated

with Japanese culture. The cultural aspect of organizational performance

came into focus with Theory Z, proposed by William Ouchi in 1981. Even

though Theory Z draws heavily on Japanese approach to management, it is

more a combination of the current American as well as Japanese style of

managing an organization. Basically, Ouchi’s approach to management calls

for:

� Consensus decision making

� Worker participation in all phases of organizational operations

� Genuine concern for the overall well-being of employees

� Life time job security

The importance of strong culture as a driving force for organizational

success was emphasized by Peters and Waterman in their well received

book, In Search of Excellence. They observed:

“Without exception, the dominance and coherence of culture proved

to be an essential quality of the excellent companies. Moreover, the stronger

the culture and the more it was directed towards the marketplace, the less

need was there for policy manuals, organization charts and detailed procedures

and rules. In these companies, people, way down the line know what they

are supposed to do in most situations because the handful of guiding values

is crystal clear.”

Some of the cultural differences in a typical American organization as

compared to a typical Japanese organization can be seen in the following

comparison in various areas and aspects of organizational operations and

performance.

Typical American Organization

� Usually short-term employment. Layoffs are quite common. Lateral

job mobility is also common.

� Performance evaluation and promotion relatively fast.

� Career paths are very specialized. People tend to stay in the same

area such as accounting  and become experts in their area.
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� Decisions are carried out by individual managers who are responsible

for the outcome of such decisions.

� The control systems are very explicit via policies, rules and guidelines

and people are expected to strictly follow these guidelines.

� The organization is concerned primarily with the worker’s work life

and his role in the organization.

Typical Japanese Organization

� Fairly long-term, usually life time employment

� Rigorous evaluation and slow promotion

� People are primarily generalists and they become familiar with all

areas of operations

� Collective decision making is the norm

� Primary reliance is on implicit control (self-control). People rely heavily

on trust and goodwill

� Organization is concerned with the whole life of the worker, business

as well as personal and social

These cultural views are so contrary to each other, even though both

American as well as Japanese organizations are successful in their own

ways. Theory Z essentially combines these two approaches and in most

cases, it modifies American corporate culture to be more consistent with the

Japanese corporate culture. However, since total adherence to Japanese

corporate cultural values such as life time employment and slow promotions

can stifle creativity, dilute the intensity of challenges and restrict upward

mobility, the modified Theory Z falls short of accepting the Japanese

management style to replace the American style of management.

The modified Theory Z emphasizes the following aspects in relation

to the specific areas of differences between the operating styles of a typical

American organization and a typical Japanese organization as discussed

earlier. These specific aspects are:

Long-term employment. Recycling of human talent through training.

This will develop a sense of loyalty and dedication among workers.

Relatively slow evaluation and promotion. The emphasis is more on

training and enhancement of skills and promotions are based on skills rather

than seniority.

Career paths are not highly focussed in that a person acquires a

variety of skills through job rotation and training so that he/she has a better

feel of the entire organization rather than just his/her job.

Control is both explicit and implicit. Self-control is encouraged along

with respect for established policies and regulations.
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Decision making is by consensus, especially on those key issues that

would affect the activities of the workers.

Responsibility is not collective but is assigned to individual managers

who are then held accountable for their decisions. They do have the authority

to delegate some of their decision making authority to their subordinates but

the accountability still remains with the individual managers.

In addition to the work and performance of workers, the organization

takes active interest in the worker’s family and social life and provides

facilities where social interaction among all members of the organization,

irrespective of the rank is encouraged.

While many of these factors are common to all successful organizations

such as participative decision making and encouraging team spirit by rewarding

group efforts, some other factors are indeed culturally based and the

organizations must make decisions in accordance with their own unique culture.

4.4.5 Vroom’s Expectancy Model

The expectancy model by Prof. Victor H. Vroom, author of Work and

Motivation, is based upon the belief that motivation is determined by the

nature of the reward people expect to get as a result of their job performance.

The underlying assumption is that a man is a rational being and will try to

maximize his perceived value of such rewards. He will choose an alternative

that would give him the maximum benefit. People are highly motivated if they

believe that a certain type of behaviour will lead to a certain type of outcome

and their extent of personal preference for that type of outcome.

There are three important elements in the model. These are:

���� Expectancy: This is a person’s perception of the likelihood that

a particular outcome will result from a particular behaviour or

action. This likelihood is probabilistic in nature and describes the

relationship between an act and its outcome. For example, if a

student works hard during the semester, he will expect to do well

in the final examination. It is not 100 per cent definite that he will

indeed do well in the examination. There is some probability

attached to this outcome. Similarly, if a person works hard, he

may expect to perform better and increase productivity. For

example, a worker works hard and is absolutely certain (expectancy

= 1.0) that he can produce an average of 15 units a day and 60

per cent certain (expectancy = 0.6) that he can produce a high of

20 units per day. This expectation of outcome is known as ‘first

level’ outcome.

���� Instrumentality: This factor relates to a person’s belief and

expectation that his performance will lead to a particular desired

reward. It is the degree of association of first level outcome of a
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particular effort to the second level outcome—that is the ultimate

reward. For example, working hard may lead to better

performance—which is the first level outcome, and it may result

in a reward such as salary increase or promotion or both—which

is the second level outcome. If a person believes that his high

performance will not be recognized or lead to expected and desired

rewards, he will not be motivated to work hard for better output.

Similarly, a professor may work hard to improve upon his

techniques of teaching and communication (first level outcome) in

order to get promotion and tenure (second level outcome).

Accordingly, instrumentality is the performance-reward relationship.

���� Valence: Valence is the value that an individual allocates to the

reward he so desires to get. He may be unwilling to put in hard

work to improve performance in case the reward for such

improved performance is not in keeping with his desires. What is

foremost in the mind of the employee is not the true value of the

reward but the perceptual value of the reward, which is important.

Recognition and status may be the motivating factors for an

employee to work hard rather than a salary hike, while for another

employee job security may be the priority.

According to this model of motivation, an individual's level of endeavour

(motivation) is dependent upon:

���� Expectancy: An employee must be certain that his hard work

will lead to growth in productivity and that he has the potential to

perform the duty to the best of his ability.

���� Instrumentality: The employee must have the confidence that

superior performance will be extremely helpful in acquiring the

desired rewards.

���� Valence: These rewards need to be valued by an employee as

being desired and satisfactory.

 Hence motivation is related to all these three factors as:

 Motivational force (M) = Expectancy (E) × Instrumentality (I) × Valence (V)

or  M = (E × I × V)

As the relationship suggests, the motivational force will be the highest

when expectancy, instrumentality and valence are all high and the motivational

value is greatly reduced when any one or more of expectancy, instrumentality

or valence approaches the value of zero.



214

The Vroom model is graphically depicted in Figure 4.4.

Fig. 4.4 Vroom’s Expectancy Model

The management must recognize and determine the situation as it

exists and take steps to improve upon these three factors of expectancy,

instrumentality and valence for the purpose of behavioural modification so

that these three elements achieve the highest value individually. For example,

if a worker exhibits a poorly motivated behaviour, it could be due to:

� Low effort-performance expectancy: The worker may lack the

necessary skills and training in order to improve the relationship

between effort and performance.

� Low performance-reward instrumentality relationship: The

worker may believe that similar performance does not lead to similar

rewards. The reward policy may be inconsistent and may depend

upon factors other than simply the performance, that the worker may

be aware of or may not consider fair. For example, a professor may

do research and have professional articles published in order to get

a promotion and may find out later that more weight was given to

community service rather than research at the time of promotion.

Accordingly, the performance appraisal methods and the associated

performance rewards may not be equitable. Management must re-

evaluate the appraisal techniques and formulate policies that strengthen

performance reward relationship in a consistent, fair and equitable

manner.

� Low reward-valence relationship: Since the managers may look at

the value of a reward differently than the worker, the management
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must investigate the desirability of the rewards that are given on the

basis of performance. While monetary benefits may be more desirable

for some workers, the need to be formally appreciated may be a

more valuable reward for others for similar task-oriented activities.

Vroom’s model tries to explain as to what factors affect a person’s

choice of a particular course of action among all available alternatives

and why a person would be better motivated towards achievement

of certain goals as compared to some other goals. Accordingly,

managers must understand and analyse the preferences of particular

subordinates in order to design ‘individualized motivational packages’

to meet their needs, keeping in mind that all such packages should be

perceived as generally fair by all concerned parties.

4.4.6 Alderfer’s and McClellands’s Models

The ERG need theory, developed by American psychologist, Clayton

Alderfer, is an enhancement of Maslow's needs hierarchy. ERG theory

compresses the five needs of Maslow's theory into three needs which are

Existence, Relatedness and Growth. These needs are represented by the

alphabets E, R and G which are also the initials of these needs.

���� Existence needs: These needs are approximately comparable

with the physiological and safety needs of Maslow's model and

are fulfilled chiefly by material incentives. Consist of the needs for

existence, shelter and physical and psychological protection from

threats to an individual's very survival and welfare.

���� Relatedness needs: These needs match up approximately to the

social and esteem needs in Maslow's hierarchy. These needs can

be fulfilled by personal associations and social relations with others.

It includes open and sincere exchange of views and opinions with

members of other organizations.

���� Growth needs: These are those needs that motivate an individual

to develop and make progress and attain the complete potential

that he is capable of attaining. These needs are satisfied by active

personal participation in the organizational environment.

A coarse resemblance amid the ERG theory and Maslow's theory is

shown in Figure 4.5.

Fig. 4.5 Resemblance between ERG and Maslow’s Theories
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The three needs in ERG theory are in a flexible hierarchical order,

unlike Maslow’s strict hierarchical order. Also, ERG theory proposes that

people may be motivated by more than one kind of need arising at the same

time may result in motivation in an individual. While Maslow suggests that

in the hierarchy of needs, an individual will first fulfill the needs at the lower

level before moving up to the next level and will remain there until the need

at this level is fulfilled, ERG theory recommends that in case an individual

is frustrated in fulfilling his needs at a certain level, he will go back to the

lower level needs. For instance, presume that a manager's needs for existence

are completely fulfilled and he seeks for more challenging assignments. If his

labour is frustrated in seeking or facing these challenges then in all probability

he will step back to survival needs and may possibly look for more material

benefits.

McClelland’s theory of needs

The needs at the lower level cease to be active motivators as those needs can

be easily satisfied by the business, societal and legal systems. Studies performed

by a psychologist at Harvard, David McClelland, reached a conclusion that

from the organizational behaviour perspective, the most important need is the

‘achievement motive’ and association. The principal motive is the ‘achievement

motive’ that is defined as a ‘desire to succeed in challenging circumstances on

the basis of an ascertained or perceived standard of excellence’. People with

an overpowering ‘need for achievement’ (known as nAch), demand, accept

and do well in challenging assignments that need inventiveness, initiative, and

hard work. They are continuously aspiring to improve and are always on the

lookout for opportunities wherein successful results are directly connected

with their hard work so that they can claim responsibility for the success. The

risks that they take are reasonable and planned and they choose to get instant

and concise feedback about their performance. The goals that they set are

more difficult and challenging since easily achievable goals hardly provides the

thrill of achievement. They yearn for greater happiness and thrill that arise

from solving complicated and challenging problems than from monetary gains

or verbal or written appreciation.

The ‘need for power’ (nPow) is the aspiration to influence and govern

the behaviour of other people and to manoeuver the environment. Power

motivation, if applied positively, can lead to successful managers and leaders

who wish to be democratic style leaders. At the same time, if power motivation

is applied negatively, it stands the peril of giving rise to autocratic dictatorial

leadership. Individuals who are high in ‘nPow’ are described by Litwin and

Stringer as follows, ‘They usually attempt to influence others directly by

making suggestions, by giving their opinions and evaluations and by trying

to talk others into things. They seek positions at leadership in group activities,

whether they become leaders or are seen only as ‘dominating individuals’

depends on other attributes such as ability and sociability. They are usually

verbally fluent, often talkative, and sometimes argumentative’.
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There is a greater tendency in these individuals to be better performers

and display commitment to the organization to a great extent. They are more

established with a powerful sense of impartiality and evenhandedness and

can go so far as to sacrifice their own interests for the interests of the

organization.

The ‘need for affiliation’ (nAff) is linked to societal needs and replicates

an eagerness for amiable and pleasant relationships with others. Individuals

tend to incline towards people with like principles, background and opinions

on life. This leads to the development of unofficial groups and organizations.

It is apparent in social groups also that people have an affinity for their own

kind. Individuals with a greater degree of ‘nAff’ have a propensity to get

into jobs that require a great amount of social contacts and relations such

as jobs in teaching, human resources and public relations. From the viewpoint

of organizational behaviour, such individuals experience high levels of

motivation and are driven by a desire to build successful interpersonal

relations they perform better in circumstances where personal support and

consent are coupled with performance.

4.4.7 Argyris Maturation Theory

Chris Argyris. A Yale University professor, Chris Argyris believed that people

normally progress from a state of immaturity and dependence to a state of

maturity and independence along a continuum. According to him, mature people

are active, not passive; independent, not dependent and self-aware and self-

controlled. He also believed that most’ organizational structures inhibit maturity

and healthy personality.

� Division of labour limits initiative and self-expression.

� Chain of command inhibits self control and self-direction and makes

individuals passive and dependent on the leader

� Unity of direction puts the leader in a position of control which

creates problems when employees are unable to express their abilities

and innovative skills.

Argyris believes that organizations can evolve out of the formal structure

with managers changing to Theory Y assumptions. In this changed model,

organizations are governed by a very different set of values. They:

� Give workers access to information so that they can make informed

judgments.

� Allow workers to be innovative in setting up their own work

environments within the general organizational guidelines.

� Give employees the freedom but do set up a system for monitoring

the results of workers decisions.

Argyris concluded that it is in the interest of the organization to give

workers more responsibility, and control over their work environment.
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Check Your Progress - 2

1. List the five levels of Maslow’s Needs Hierarchy.

2. What is valence?

3. In the Vroom's Expectancy Model, what are the three factors upon

which an individual's level of endeavour (motivation) depends?

4.5 Leadership

Leadership is an integral part of management and plays a vital role in managerial

operations. If there is any single factor that can differentiate between a successful

and an unsuccessful organization, it is the dynamic and effective leadership.

Perhaps, it would be a valid assumption to state that the major cause of most

business failures is ineffective leadership. All managers, in a way, are business

leaders, even though management primarily relies on formal position and power

to influence people whereas leadership stems from a social influence process.

However, management is an integral component of technical as well as social

processes.

Leadership is not an attribute of business alone. It is a relevant factor

in the army, government, universities, hospitals and anywhere else where

people work in groups. There must be somebody to guide that group. The

group leader may also be an informal leader, one who emerges from the

ranks of the group with the consensus of the members.

Leadership may be defined as the art of influencing and inspiring

subordinates to perform their duties willingly, competently and enthusiastically

for achievement of group objectives. Most management writers agree that,

‘leadership is the process of influencing the activities of an individual or a

group in efforts towards goal achievement in a given situation.’

The element of willingness in the above definition is important. It

differentiates successful and effective leaders from the ‘common run of the

managers’. Motivating and influencing people to move towards a common

goal are all essential elements of management but the ‘willingness’ of the

followers to be led, highlights a special quality that puts a leader high above

the others.

Based on these elements of the leadership function, leadership may

be defined as:

L = F (f, g, w, s) where leadership (L) is a function (F) of

f = followers

g = goal

w = a measure of willingness on the part of subordinates, and

s = a given situation
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4.5.1 Formal and Informal Leadership

Leadership can be formal or informal. Formal leadership occurs when  a person

is appointed or elected as an authority figure. For example, anyone who is

appointed to the job of a manager is also given the authority to exercise formal

leadership over his subordinates. Similarly, a formally elected leader of a country

or a state acquires the authority of leadership in giving direction to the country

or state.

Informal leadership emerges when a person uses interpersonal influence

in a group without designated authority or power. These leaders emerge in

certain situations because of their charm, intelligence, skills or other traits

and to whom other people turn to for advice, direction and guidance.

Religious and civic leaders fit into this category. Successful managers who

exercise their given authority in a formal way are also capable of exercising

informal leadership relationships with people both within as well as outside

the organization.

4.5.2 Leadership Characteristics

A leader has certain inherent qualities and traits which assist him in directing

and wielding a commanding influence over others. Some of these traits according

to Jago are:

� Energy, drive

� Appearance, presentability

� A sense of cooperation

� Enthusiasm

� Personality – height and weight

� Initiative

� Intelligence

� Judgment

� Self-confidence

� Sociability

� Tact and diplomacy

� Moral courage and integrity

� Will power and flexibility

� Emotional stability

� Knowledge of human relations

These traits are not universal in nature, nor do all the leaders have all

these traits. Moreover, not all these traits work all the time. While some of
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these characteristics help in differentiating successful managers and leaders

from unsuccessful ones, it is the behaviour of the leaders, either as a result

of these characteristics or otherwise, which is more tangible and obvious

and less abstract in nature. Leadership behaviour is directly related to

individual and group work activity, loyalty to the group, absenteeism, turnover

and employee morale. These are some of the indicators, which reflect the

effectiveness of leadership behaviour.

Many studies have been conducted to identify and separate such

characteristics and personal traits that are unique to the behaviour of successful

leaders. These traits could then be set as standards against which the profiles

of leaders could be matched and judged. However, such attempts have not

been successful. According to Ralph Stogdill,3 who studied the

subject of leadership extensively, ‘a person does not become a leader by

virtue of the possession of some combination of traits, but the pattern of

personal characteristics of the leader must bear some relevant relationship

to the characteristics, activities and goals of the followers.’

4.5.3 Importance of a Leader

Your selection of team leaders for your small business is a key decision that

impacts the overall success of the enterprise. Team leaders are essential to

executing your vision for your business and in setting the tone for your staff.

Effective team leaders can also remove some of the managerial burden from

your shoulders, freeing you to concentrate on developing ways to help your

business grow and prosper.

� Providing Guidance: Leaders offer guidance to all members of the

team to ensure they are fulfilling their roles. Guidance can include training

and instructing team members and taking corrective or even punitive

actions when necessary. Guidance also involves responding to questions

and resolving problems that can hinder job performance. When new

direction is given by business ownership, team leaders make sure that

team members understand the information and how it impacts their

specific roles.

� Building Morale: Effective team leaders ensure that team morale

remains high and that workers are motivated to perform well. Leaders

can impact morale by helping to instill a sense of confidence and trust in

workers so that they take a positive approach to their jobs and the

company as a whole. Leaders can also affect morale by creating an

environment of cooperation between team members so that they work

together to achieve team objectives instead of only fulfilling individual

goals.

� Fostering Creativity: A team leader can foster an atmosphere of

creativity that can lead to innovation. For example, when telling an
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employee what needs to be done, the team leader can offer the flexibility

to allow the employee to determine the methods used to complete the

task, within reason. By doing so, the employee may develop an effective

new process that benefits the team as a whole, while giving her a sense

of empowerment from making her own decisions.

� Promoting Values: Team leaders can promote essential values that

are crucial to the success of an organization. A team leader who exhibits

honesty and integrity in all his activities, for instance, can serve as a role

model for team members to ensure that they will act in a similar fashion.

A team leader who admits a mistake and takes ownership of the situation

can demonstrate the importance of acting with accountability to the rest

of the team.

4.5.4 Importance of Leadership

The four fundamental factors of production are land, labour, capital and

entrepreneurship. The final factor belies the vital importance of leadership in

business settings. Leadership acts as the catalyst that makes all other elements

work together; without leadership, all other business resources lie dormant.

Savvy business leaders are in tune with the needs and issues of their

subordinates, and keep up to date on new developments in leadership theory

and methodology to maximize their effectiveness.

� Significance: A leaderless organization is like an army without generals.

Work forces need the leadership of skilled and experienced individuals to

provide guidance and a single direction for all employees to follow. Leaders

are invaluable when it comes to formulating and communicating new strategic

directions, as well as communicating with and motivating employees to increase

dedication to organizational goals.

� Functions: Business leaders serve a range of important functions in their

organizations. Leaders are responsible for training employees to perform their

tasks effectively, as well as supervising the actual completion of those tasks on

a regular basis. Leaders must inspire employees to get excited about the

company and their work, pushing them to excel and helping them along the

way. Leaders are also tasked with protecting the employees under their

supervision from internal and external threats, including everything from political

backstabbing to physical security.

� Types:  Different leaders employ different leadership styles. Leaders with

a command and control style formulate ideas on their own and dictate actions

to their employees. Collaborative leaders come up with ideas with the assistance

of employees from all levels of the organization, leveraging employees’ creativity

to boost company performance. Facilitative leaders delegate almost all

productive tasks to subordinates, and focus on providing their employees

with everything they need to excel in their jobs. Business owners’ leadership

styles are extremely important in crafting company culture.
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� Delegation: Delegation, the act of assigning productive tasks to

subordinates, is vital to success as a business leader. More important than

delegating individual tasks, however, is the ability to delegate authority and

develop leaders for the future. Assigning tasks is a basic management activity;

assigning responsibility for figuring out how to accomplish objectives takes

management to the next level. It is important to develop leaders to partner

with you in the future as your business grows; this can greatly increase employee

satisfaction and loyalty as well.

� Considerations: Leaders and leadership styles may need to be changed

to suit specific situations. A new CEO in an established company, for example,

may benefit from altering his leadership style to be more in line with the culture

of his new company. Top executives themselves may need to be switched out

from time to time if a company’s performance establishes a pattern of decline.

4.6 Theories of Leadership

Over the last 80 years, a number of different theories and approaches to

studying leadership have been developed. Prior to 1945, the most common

approach to the study of leadership concentrated on leadership traits. It was

thought that leaders possessed and exhibited some unique set of qualities that

distinguished them from their peers. Because this line of investigation did not

produce consistent outcomes, research centered on other theories such as

behavioural and situational approaches to leadership identification. These

theories are examined as follows:

4.6.1 Charismatic Leadership Theory

House, Spangler and Woycke (1991) in a study of US Presidents found that

charismatic leadership emerges under conditions of crises. The need for a

transition or change triggers the emergence of a charismatic leader (Conger

and Kanungo, 1987). They hypothesized that though crises is not a necessary

precondition for the emergence of a charismatic leader, it facilitates such

emergence as environmental uncertainty leads to psychological distress in the

followers. Crises / environmental uncertainty are stressful to followers as they

do not understand the direction of change, its potential impact and the success

of a particular response. Therefore, the assuredness, confidence and vision of

a charismatic leader is a source of psychological comfort for the followers,

reducing their stress and motivating them towards the accomplishment of new

visions and goals (Waldman, Ramirez, House, 1997). The researchers studied

48 fortune 500 firms’ and the result of their study showed that charisma is a

key predictor of performance in times of crises / uncertainty and that charismatic

leadership performed well in conditions of perceived environmental volatility.

In times of environmental uncertainty, the idealized vision articulated by the

leader provides a challenge and motivating force for change to the followers
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as it represents a perspective shared by all the followers and promises to meet

their hopes and aspirations (Conger and Kanungo, 1987).

Charisma is born out of crisis and nurtured with a vision, mission and

structure. It is processed by the leader who acts as an effective change

agent and leads the organization to respond to the crisis. It was, however,

suggested that charisma alone is not enough to sustain a larger system

change. Charismatic leadership coupled with instrumental leadership (which

focuses on the management of teams, structures and managerial processes

to motivate employees to behave in a manner consistent with the requirement

of change) is needed to lead and sustain the change. Transformational leaders,

with charisma as one of the most important characteristics, fit this role of a

change agent. This is because they are the ones who take responsibility for

revitalizing an organization. They define the need for change, create new

visions, mobilize commitment to those visions and ultimately transform an

organization.

This era of quick changes calls for a new style of leadership to

facilitate organizations to change themselves, to cope with the environment

(Tichy and Ulrich, 1984). Charismatic leaders should be talented to assist

associates of the organization to generate a vision which is long-term,

encourage and inspire them to build dedication to actualize that vision, to

create resource to execute the vision and institutionalize the change. Magnetic

leaders are called so because they are capable to create something new out

of something that already exists. Therefore, the demands of the varying

surroundings put across a composite array of challenges and necessitate a

shift in focus and importance for organizational leaders (Dess and Picken,

2000). There are five key zones that need to be set as priority for a

charismatic leader to function. These are:

� Use of a calculated vision which encourages and creates an enthusiasm

in members of the establishment that is aimed towards a specific

purpose so that establishments can learn to get used to  a compound,

interrelated and rapidly changing environment

� Empower employees of the establishment so that they are confident

and accomplish their goals as they help the organization to move

towards its targets

� Collect and share information within the organization so that employees

can improve their performance

� Gather and put together outside knowledge which would help the

organization in combating global challenges

� Challenge the prevalent status quo and support advancement and

creativity in the organization.
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Charismatic leadership has been disapproved of for many reasons. A few of

the criticisms are:

� The reason for charisma may be related to emotions which is broadly

irrational and hence not dependable

� There is a problem of succession and institutionalization of charismatic

leader

� There may be concerns pertaining to the ethical conduct of charismatic

leaders (Howell & Avolio, 1992)

� There may be a negative side of charismatic leadership. They may be

egoistic, dictatorial, oppressive and self-aggrandizing. Magnetic leaders

who misuse power and manoeuvre subordinates as tools for personal

gain (Conger & Kanungo, 1998)

� Enigmatic leaders may use a personal approach, i.e., they may be

primarily concerned with their own interest and dreams. This may

envisage a leader’s self-interest or a feeling of pomposity, irrespective

of long-lasting organizational effectiveness (Yukl, 1998).

� They may be the reason for dependence of subordinates thereby

resulting in surrender and conformance on their part (Shamir, 1991).

� Value similarity created by the leader may cause the followers to

forcibly follow his behaviour which causes the danger that only

‘performance consistent with the vision will be rewarded’ (Rafferty &

Griffin, 2004) and emphasizes conformity rather than creativity,

individuality, or innovation.

4.6.2 Trait Theory

The trait theory rests on the traditional approach which describes leadership

in terms of certain personal and special characteristics which are not acquired

by knowledge and training but are considered inherited. This theory emphasizes

that leaders are born and not made and that leadership is a function of inborn

traits. Some of these inborn traits are considered to be intelligence,

understanding, perception, high motivation, socio-economic status, initiative,

maturity, need for self-actualization, self-assurance and understanding of

interpersonal human relations. In the earlier studies, the existence of these

traits became a measure of leadership. It holds that possession of these traits

permits certain individuals to gain a position of leadership. Since all individuals

do not have these qualities, only those who have them would be considered

potential leaders. It was further believed that training individuals to assume

leadership roles was not possible and such training would be helpful only to

those who had these leadership traits to start with.

The trait theory of leadership has suffered from lack of conclusiveness

and over-simplification. As Eugene E. Jennings concluded, “fifty years of

study have failed to produce one personality trait or a set of qualities that
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can be used to discriminate leaders and nonleaders.” The old assumption

that ‘leaders are born’ has never been substantiated  in several decades of

research. The critics have charged that the theory focuses attention only on

the leader and disregards the dynamics of the leadership process. Also the

theory ignores the situational characteristics which may result in the emergence

of a leader.

Some of the other weaknesses and failures of the trait theory are:

� All the traits are not identical with regard to the essential characteristics

of a leader.

� Some traits can be acquired by training and may not be inherited.

� It does not identify the traits that are most important and those that

are least important in identifying a successful leader.

� The traits required to ‘attain’ leadership may not be the same that are

required to ‘sustain’ leadership.

� It fails to explain the many leadership failures in spite of the

required traits.

� It has been found that many traits exhibited by leaders are also found

among followers without explaining as to why followers could not

become leaders.

� It ignores the environmental factors which may differ from situation to

situation.

� It is difficult to define traits in absolute terms. Each trait can be

explained in a variety of terms. For example, intelligence cannot be

accurately measured simply by IQ tests. Similarly, maturity is subject

to various interpretations. The measurement of these traits is even

more difficult. Such psychological attributes as initiative and creativity

cannot be observed or measured but can only be inferred from

behaviour.

� The extent and influence of traits would also depend upon the level

of leadership in an organization. A supervisor of production, for

example, does not need or use the same traits as the president of the

company. The lower level management requires more technical skills

while at the top management level, human and conceptual skills are

highly significant. Thus it would be unreasonable to assume that these

traits are uniformly distributed at all managerial levels.

The traits theory approach has been criticised as lacking predictability.

There are probably no personality traits that consistently distinguish the

leader from his followers. According to B. Solomon:

‘History is replete with non-trained, non-academic Fords, Edisons

and Carnegies who could not even claim a grammar school education, yet
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managed to become leaders whose influence was felt around the globe. As

for robust health, need we mention more than the delicate Gandhi or George

Washington or Carver, the frail, shriveled, insignificant little negro who was

one of America’s greatest scientists and so many more like them. As for high

ideals and fine character act, where would Hitler, Capone or Attila the Hun

rate here?’

Similarly, if tall people were more inclined to be leaders then how

could such short people as Napolean or a respected Prime Minister of

India, Lal Bahadur Shastri have risen to a high leadership positions?

Accordingly inconsistencies in the theory of traits of leadership give rise to

a logical criticism against its validity.

4.6.3 Behavioural Theory

This theory studies leadership by looking at leaders in terms of what they ‘do’.

This is in contrast to trait theory which seeks to explain leadership in terms of

who the leaders ‘are’. Thus according to behaviour theory, leadership is shown

by a person’s acts more than by his traits. The leadership effectiveness is

determined in terms of leader—subordinate interaction and outcome. Research

studies conducted by Katz, Maccoby and Morse, suggested that leadership

behaviour be defined along employee—centered dimension and production—

centered dimension complementing each other so that the employee’s

performance and productivity is enhanced.

Further in-depth investigations into this approach have been conducted

at Ohio State University.

These studies isolate two particular factors affecting the leadership dimension.

These are:

Consideration: It refers to the extent to which there is a rapport between

the leader and the group, a mutual warmth and trust,  a concern for the

needs of the members of the work group, an attitude that encourages

participative management, two-way communication and respect for the

feedback of the followers.

Initiating structure: It refers to the extent to which a leader is task-

oriented and his ability and concern in utilising resources and personnel at

optimum level. It involves creating a work environment so that the work of

the group is organized, coordinated, sequential and organizationally relevant

so that people know exactly what is to be done and how it is to be done.

The structure involves having the leader to organize and define the role each

member is to assume, assign tasks to them and push for the realization of

organizational goals. An important discovery made by the Ohio studies was

that the leader does not necessarily have to rate high both on consideration

as well as structure element. He could be high on one and low on the other

and still lead the group successfully. Because initiating structure dimension
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includes planning, coordinating, directing, problem solving, criticising poor

work and pressuring subordinates to perform better and consideration means

friendliness and  consultation with subordinates, these two elements may

seem to be in conflict with each other. However, according to Weissenberg

and Kavanaugh, these two elements are considered to be relatively

independent dimensions of a leader’s behaviour. This means that a high

score on one dimension does not necessarily mean a low score on the other.

Thus consideration and initiating structure can be shown in various

combinations as in Figure 4.6.

Fig. 4.6 Consideration and Initiating Structure

Thus, a manager with high structure and high consideration rates high

in directing and controlling his subordinates and has a high level of concern

and warmth towards employees. Such managers have subordinates who are

more satisfied, have fewer grievances and stay longer with the organization.

There is also evidence that such managers who exhibit high levels of both

consideration and initiating structure generate higher levels of subordinate

performances.

One advantage of this theory is that these two dimensions of leadership

behaviour are tangible and observable and do account for a major part of

the leader behaviour. Even though a causal connection of these two dimensions

with performance has not been clearly demonstrated, their relationship to

leadership effectiveness has been quite obvious.

4.6.4 Situational and Contingency Theory

All the leadership theories discussed so far attribute leadership performance

on the basis of certain traits or in terms of leader’s behaviours. The contingency

theories state that an analysis of leadership involves not only individual traits

and behaviour but also a focus on the situation. The leadership behaviour is

used in combination with work groups contingencies to predict performance

outcomes. The effectiveness of leader behaviour is contingent upon the

demands imposed by the situation. The focus is on the situation in which

leadership is exercised and not upon the leader. Different types of situations

demand different characteristics and behaviours because each type of leader

faces different situations. Similarly, a successful leader under one set of

circumstances may be a failure under a different set of circumstances. For

example, Winston Churchill was considered a successful prime minister and
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an effective leader of England during World War II. However, he had less

success after the war when the situation was changed.

The contingency approach, known also as situational approach defines

leadership in terms of a person’s ability to handle a given situation and is

based on the his skill in that given area. This approach can best be described

by a hypothetical example developed by Robert A. Baron. Imagine the

following scene:

The top executives of a large corporation are going in their limousine

to meet the president of another large company at some distance. On the

way their limousine breaks down.  The closest town is many miles away.

Who takes charge of the situation? Who becomes the situational leader?

Not the president or the vice-president of the company, but the driver of

the car who knows enough about the motor to get the car started again. As

he does or oversees the repairs, he gives direct orders to these top echelons

of the organization, who comply. But once the car starts and they arrive at

the meeting, the driver surrenders his authority and becomes a subordinate

again.

This example suggests that in a given situation, the person most likely

to act as a leader is the one who is most competent for the situation or for

a given group as the case may be. Thus, in defiance of the trait theory, some

shy and introvert person may take command of leadership if he meets the

group’s requirements under given circumstances. However, it must be

understood that it would require the leaders to change their behaviour in

order to fit the changed situation, if necessary, rather than having to change

the situation to suit the leadership behaviour style. This means that the

leaders must remain flexible and sensitive to the changing needs of the given

group.

While this approach emphasises that external pressures and situational

characteristics and not the personal traits and personality characteristics

determine the emergence of successful leaders in performing a given role,

it is probably a combination of both types of characteristics that sustains a

leader over a long period of time. A leader is more successful when his

personal traits complement the situational characteristics.

According to Szilagyi and Wallace, there are four contingency variables

that influence a leader’s behaviour. First, are the characteristics of the leader

himself. These include his personality relative to his ability to respond to

situational pressures as well as his previous leadership style in similar situations.

The second variable relates to the characteristics of the subordinates. The

subordinates are important contributors to a given operational situation. The

situation will very much depend upon whether the subordinates prefer a

participative style of leadership and decision making and what their motivations
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in this situation are. Are the subordinates motivated by intrinsic satisfaction

of performing the task well or do they expect other types of reinforcements?

The third factor involves the group characteristics. If the group is

highly cohesive, it will create a cordial situation than if the group members

do not get along with each other so that the leadership style will vary

accordingly. The fourth situational factor relates to the organizational structure.

The organizational structure is the formal system of authority, responsibility

and communication within the company. Factors such as hierarchy of authority,

centralised or decentralised decision making and formal rules and regulations

would affect the leader behaviour. All these factors are shown in Figure 4.7.

Fig. 4.7 Factors Affecting Leader’s Behaviour

Contingency theories of leadership attempt to account systematically for any

relationship between situational factors and leadership effectiveness. Four such

main theories have been proposed.

4.7 Leadership Styles

Leadership styles can be classified according to the philosophy of the leaders.

What the leader does determines how well he leads. A style of leadership is a

‘relatively enduring set of behaviours which is a characteristic of the individual,

regardless of the situation.’ Some of the more significant leadership styles are

discussed below:

4.7.1 Autocratic or Dictatorial Leadership

Autocratic leaders keep the decision making authority and control in their

own hands and assume full responsibility for all actions. Also, they structure

the entire work situation in their own way and expect the workers to follow

their orders and tolerate no deviation from their orders. The subordinates are

required to implement instructions of their leaders without question. They are

entirely dependent on their leader and the output suffers in the absence of the

leader.

The autocratic leadership style ranges from tough and highly dictatorial

to paternalistic, depending upon whether the leader’s motivational approach

is threat and punishment or appreciation and rewards. In highly autocratic

situations, the subordinates develop a sense of insecurity, frustration, low
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morale and are induced to avoid responsibility, initiative and innovative

behaviour. The autocratic leader believes that his leadership is based upon

the authority conferred upon him by some source such as his position,

knowledge, strength or the power to punish and reward. Some of the

advantages and disadvantages of autocratic leadership are as follows:

Advantages of Autocratic Leadership Style

� Autocratic leadership is useful when the subordinates are new on the

job and have had no experience either in the managerial decision-

making process or performing without active supervision.

� It can increase efficiency and even morale when appropriate and get

quicker results, specially in a crisis or emergency when the decision

must be taken immediately.

� The paternalistic leadership is useful when the subordinates are not

interested in seeking responsibility or when they feel insecure at the

job or when they work better under clear and detailed directives.

� It is useful when the chain of command and the division of work is

clear and understood by all and there is little room for error in the

final accomplishment.

Disadvantages of Autocratic Leadership Style

� One-way communication without feedback leads to misunderstandings

and communication-breakdown.

� An autocratic leader makes his own decisions which can be very

dangerous in this age of technological and sociological complexity.

� Since it inhibits the subordinate’s freedom, it fails to develop his

commitment to the goals and objectives of the organization.

� Since the environment at the work place provides for worker

resentment, it creates problems with their morale resulting in poor

productivity in the long run.

� It is unsuitable when the workforce is knowledgeable about their jobs

and the job calls for teamwork and cooperative spirit.

4.7.2 Participative or Democratic Leadership

In this type of leadership, the subordinates are consulted and their feedback is

taken into the decision-making process. The leader’s job is primarily that of a

moderator, even though he makes the final decision and he alone is responsible

for the results. The management recognises that the subordinates are equipped

with talents and abilities and that they are capable of bringing new ideas and

new methodologies to the work place. Thus, the group members are

encouraged to demonstrate initiative and creativity and take interest in setting
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plans and policies and have participate in decision-making. This ensures better

management–labour relations, higher morale and greater job satisfaction. This

type of leadership is specially effective when the workforce is experienced

and dedicated and is able to work independently with little direction, thereby

developing a climate which is conducive to growth and development of the

organization as well as the individual. The feasibility and usefulness of the

participative decision-making style is dependent on the following factors:

� Since participative decision making process is time consuming, there

should be no urgency to the decision.

� The cost of participation of subordinates in the decision making should

not be more than the benefits derived from the decision.

� The input from the subordinates should be free from any fear of

repercussions in case such input is in conflict with the views held by

the management.

� The participation of subordinates should not be of such a degree as

to be perceived as a threat to the formal authority of management.

� Subordinates should be sufficiently responsible so that there is no

leakage of confidential information to outside elements.

Advantages of Participative Leadership Style

� Active participation in the managerial operations by labour assures

rising productivity and satisfaction.

� Workers develop a greater sense of self-esteem due to importance

given to their ideas and their contributions.

� The employees become more committed to changes that may be

brought about by policy changes, since they themselves participated

in bringing them about.

� The leadership induces confidence, cooperation and loyalty amongst

the workers.

� It results in higher employee morale.

� It increases the participants’ understanding of each other which results

in greater tolerance and patience towards others.

It has been demonstrated by numerous researchers that participation

by subordinates improves the quality of work, enhances an easy acceptance

of changes in the organization and improves morale and loyalty.

Notwithstanding numerous advantages and great reliance on

participative leadership, it also has several disadvantages.
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Disadvantages of Participative Leadership Style

� The democratic leadership requires some favourable conditions in

that the labour must be literate, informed and organized. This is not

always possible.

� This approach assumes that all workers are genuinely interested in the

organization and that their individual goals are successfully fused with

the organizational goals. This assumption may not always be valid.

� There must be total trust on the part of management as well as

employees. Some employees may consider this approach simply an

attempt to manipulate them. Accordingly, the employees must be fully

receptive to this approach to make it meaningful.

� Some group members may feel alienated if their ideas are not accepted

for action. This may create a feeling of frustration and ill-will.

� This approach is very time consuming and too many viewpoints and

ideas may make the process of reaching a decision more difficult and

may be a source of frustration to impatient management.

� Some managers may be uncomfortable with this approach because

they may fear an erosion of their power base and their control over

labour.

� This approach relies heavily on incentives and motivation of recognition,

appreciation, status and prestige. However, labour may be interested

in financial incentives instead of prestige.

4.7.3 Laissez-faire or Free-reign Leadership

In this type of leadership, the leader is just a figure-head and does not give any

direction. He delegates the authority to subordinates so that they must plan,

motivate, control and otherwise be responsible for their own actions. The

leader acts principally as a liaison between the group and the outside elements

and supplies necessary materials and information to group members. He lets

the subordinates develop their own techniques for accomplishing goals within

the organizational policies and objectives. The leader participates very little

and instead of leading and directing, he becomes just one of the members. He

does not attempt to intervene or regulate or control and there is complete

group or individual freedom in decision making. This type of leadership is

highly effective when the group members are highly intelligent and are fully

aware of their roles and responsibilities and have the knowledge and skills to

accomplish these tasks without direct supervision.

This type of leadership is evident in research laboratories where the

scientists are fairly free to conduct their research and make their decisions.

Similarly, in a university or a college, the chairperson of a division does not

interfere in the professor’s teaching method, but only assigns the courses to

be taught. From then onwards, the professors are very much their own

leaders.
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Advantages of Laissez-faire Leadership Style

� It creates an environment of freedom, individuality as well as team

spirit.

� It is highly creative with a free and informal work environment.

� This approach is very useful where people are highly motivated and

achievement oriented.

Disadvantages of Laissez-faire Leadership Style

� It may result in disorganized activities which may lead to inefficiency

and chaos.

� Insecurity and frustration may develop due to lack of specific decision

making authority and guidance.

� Team spirit may suffer due to possible presence of some uncooperative

members.

� Some members may put their own interests above the group and

team interests.

4.7.4 Likert’s Four Systems Model

Rensis Likert and his associates at the University of Michigan (1946-1970)

studied and surveyed a number of organizations in terms of their management

styles. They developed various styles of management. Likert is best known

for the development of ‘attitude surveys’; however, he also developed theory

of participative management. Most of his studies focus on human relations

approach and participative approach. He asserts that in order to gain

maximum profit and high productivity, every organization must make optimum

use of their human assets. His explanation for low efficiency departments

and high efficiency departments are characterized by the following elements.

� Low efficiency departments: Low efficiency departments have

supervisors who, being job centered, keep workers busy through a prescribe

work cycle and prescribed procedures. The job is reduced to component

parts with trained workers to do them, and constant pressure is applied to

achieve prescribed output.

� High efficiency departments: High efficiency departments have

supervisors, who being people oriented, focus on the human aspects and

build effective work groups pursuing high achievement goals. The supervisors

attempt to know employees as individuals and motivate them to be innovative

and creative in producing high quality goods at a minimum cost.

Organizations at present have widely varying types of management

styles and Likert has identified four main systems. He has explained these

systems in an evolutionary manner from autocratic to participative styles.

These systems are based on the study of various variables such as motivation,

communication, interaction among superiors and subordinates, goal setting
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process and decision-making process. A brief description of Likert’s

management systems is given as follows.

Management Systems

(a) System I. The exploitive-authoritative system: This system is

autocratic in style and autocratic managers keep the decision making

authority and control in their own hands and assume full responsibility

for all actions. They structure the entire work situation in their own

way and expect the workers to follow their orders and tolerate no

deviation from their orders. Standards and methods of performance

are also set by the managers. The communication between the manager

and the subordinates is highly formal in nature and is only from top

to bottom. The subordinates have absolutely no say in decision-

making matters or processes. They are only interested in getting the

work done and do not hesitate to use threats and punishments as

ways of doing so. The autocratic leader believes that his leadership

is based upon the authority conferred upon him by some source such

as his position, knowledge, strength or power to reward and punish

employees.

(b) System II. Benevolent-autocratic: The managers under this system

are also autocratic but are much more paternalistic in nature. They

give some flexibility to subordinates to carry out their assignments.

Managers use rewards for goal achievement and use punishment for

inefficient operations. Information flowing upwards is limited to what

managers want to hear and know and subservience is expected from

lower level workers. Thus managers adopt a benevolent attitude

towards the obedient and faithful subordinates. In other words,

motivation is governed by carrot and stick approach.

(c) System III. Consultative: In this management system, subordinates

are consulted in a limited way before policy or operative decisions

are made. Superiors have substantial but not complete trust in their

subordinates. They make major decisions by themselves and allow

subordinates to make routine decisions. There is some two-way

communication between workers and supervisors and a moderate

amount of team work. The control system tends to be flexible and

goal oriented. More emphasis is paid to rewards for better performance

than on punishment for poor performance and rewards are used for

motivational purposes.

(d) System IV. Participative-democratic: In this type of management

style, the subordinates are consulted and their feedback is taken into

decision making process. Work related decisions are left to

subordinates. The manager recognizes that the subordinates are
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equipped with talents and abilities and they are capable of bringing

new ideas and new methodologies to work settings. Goals are set

together and personnel at all levels feel real responsibility for achieving

organizational goals. There is free two-way communication. This

ensures better management-labor relations, higher morale and greater

job satisfaction. Supervision and control are group oriented. The

result is high productivity and better industrial relations.

Likert’s thesis is that the system IV or participative management is the

only valid and viable approach to optimize organizational performance and

employee satisfaction. He suggested that all organizations should adopt this

system. He further suggested that to convert an organization to a system IV

style, four features of effective management must be put into practice.

Features of Effective Management

� The motivation to work must be fostered by modern principles and

techniques, and not by the old system of rewards and punishment.

� Employees must be seen as people who have their own needs, desires

and values and their self-worth must be maintained or enhanced.

� An organization of tightly knit and highly effective work groups must

be built up which are committed to achieving the goals and objectives

of the organization in an optimal manner.

� Supportive relationships must exist within each work group. These

are characterized by mutual respect.

The following are the characteristics of work groups which form the

nuclei of the participative group:

� Members are skilled in leadership and membership roles for easy and

clear interaction

� The group has developed a well established relaxed working

relationship.

� The members of the group are loyal to the group and to each other

since they have a high degree of mutual trust.

� The norms, values and goals of the group are a reflection of the

values and the needs of its members.

� The members of one group work with members of other groups in

harmony and respect.

4.7.5 Managerial Grid

Another aspect of behavioural theory of leadership is represented by the

managerial grid. It was developed by Robert Blake and Jane Mouton and

plays an important part in managerial behaviour in organizational development.
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In general, behavioural scientists have separated the two primary concerns in

organizations, namely, the concern for production and concern for people.

They believed that a high concern for production necessarily meant low concern

for people and high consideration for workers meant tolerance for low

production. However, the managerial grid model emphasised that both

concerns should be integrated to achieve the objectives of the organization. It

assumes that people and production factors are complementary to each other

rather than mutually exclusive.

According to Rao and Narayana, the concern for production is not

limited to things only, and concern for people cannot be confined to narrow

considerations of interpersonal warmth and friendliness. Production can be

measured in terms of creative ideas of people that turn into useful products,

processes or procedures, efficiency of workers and quality of staff and

auxiliary services. Similarly, concern for people includes concern for the

degree of personal commitment of complementing the work requirement

assigned to each person, accountability based upon trust rather than fear or

force, sense of job security and friendship with co-workers leading to a

healthy working climate.

The management grid is built on two axis, one representing the ‘people’

and the other the ‘task’. Both the horizontal, as well as the vertical axis are

treated as a scale from 1 to 9 where 1 represents the least involvement and

9 represents the most involvement, so that the coordinates (1, 1) would

indicate minimum standards for worker involvement and task design, and

coordinates (9, 9) would indicate maximum dedication of the workers and

highly structured operations. Such an involvement would reflect upon the

managerial orientation towards tasks and towards workers who are expected

to perform such tasks. Blake and Mouton have identified five coordinates

that reflect various styles of leader behaviour. The managerial grid figure and

these styles are shown in Figure 4.8.

Fig. 4.8 Styles of Leader Behaviour
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The managerial grid diagram as shown can be interpreted as follows:

� Coordinates (1, 1) This represents an impoverished management

and the manager makes minimum efforts to get the work done.

Minimum standards of performance and minimum worker dedication.

� Coordinates (9, 1) Excellent work design. Well established

procedures. Minimum worker interference. Orderly performance and

efficient operations.

� Coordinates (1, 9) Personal and meaningful relationships with people.

Friendly atmosphere and high morale. Loosely structured work design.

� Coordinates (9, 9) Ultimate in managerial efficiency. Thoroughly

dedicated people. Trustworthy and respectable atmosphere. Highly

organized task performances. Known as team management style, it

relies upon interdependence of relationships based upon trust and

respect and work accomplishment based upon commitment of

employees.

� Coordinates (5, 5) Known as the middle-of-the-road management

style, it is concerned with balancing the necessity to get the work

done while maintaining worker morale at a satisfactory level. The goal

is to achieve adequate organizational performance.

This managerial grid provides a reasonable indication of the health of

the organization as well as the ability of the managers. The model assumes

that there is one best or most effective style of management, which is the

style indicated by coordinates (9, 9) also known as team management style.

It is the objective of all management to move as close to this style as

possible, for managers who emphasise both high concern for people as well

as productivity are presumed to be more successful. Accordingly, managers

should be carefully selected on the basis of their ability to coordinate people

and tasks for optimum benefit.

The managerial grid model, however, has become controversial on

the basis of lack of empirical evidence supporting whether the team

management style is the best management style. Even Blake and Mouton

offer conceptual, rather than empirical arguments as to why the team

management style should be the best style, when conditions are favourable.

4.7.6 Fiedler’s Contingency Model

Fred Fiedler was one of the earliest proponents of a leadership model that

explicitly accounted for situational factors. In 1967, he  proposed  a theoretical

explanation for interaction of three situational variables which affect the group

performance. These are (1) leader–member relations, (2) task structure and

(3) leader’s positional power. These variables determine the extent of the

situational control that the leader has.
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� Leader–member relations: This relationship reflects the extent to

which the followers have confidence and trust in their leader and to

his leadership ability. A situation in which the leader–member relations

are based on mutual trust and open communication is much easier to

manage than a situation where relations are strained.

� Task structure: It measures the extent to which the tasks performed

by subordinates are specified and structured. It involves clarity of

goals, as well as clearly established and defined number of steps

required to complete the task. When the tasks are well structured

and the rules, policies and procedures clearly written down and

understood, then there is little ambiguity as to how the job is to be

accomplished.

� Position power: Position power refers to the legitimate power inherent

in the leader’s organizational position. It refers to the degree to which

a leader can make decisions regarding allocation of resources, rewards

and sanctions. Low position power indicates limited authority. A high

position power gives the leader the right to take charge and control

the situation as it develops.

The most favourable situation for the leader then would be when the

leader–group relations are positive; the task is highly structured; and the

leader has substantial power and authority to exert influence on the

subordinates. The leadership model proposed by Fiedler measures the

leadership orientation and effectiveness with a differential type of attitude

scale. It measures the leader’s esteem for the ‘least preferred co-worker’

or LPC as to whether or not the person the leader least likes to work with

is viewed in a positive or negative way. For example, if a leader describes

his least preferred co-worker in a favourable way with regard to such

factors as friendliness, warmth, helpfulness, enthusiasm, then he would be

considered high on the LPC scale. In general, a high LPC score leader is

more relationship-oriented and a low LPC score leader is more task-oriented.

A high LPC leader is most effective when the situation is reasonably

stable and requires only a moderate degree of control. The effectiveness

stems from motivating group members to perform better and be dedicated

towards goal achievement. A low LPC leader would exert pressure on the

subordinates to work harder and produce more. These pressures would be

directed through organizational rules, policies and expectations.

One of the basic conclusions that can be drawn from Fiedler’s

contingency model is that a particular leadership style may be effective in

one situation and totally ineffective in another, and since a leadership style

is more difficult to change, the situation should be changed to suit the

leadership style. The situation can be made more favourable by enhancing

relations with subordinates, by changing the task structure or by gaining
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more formal power which can be used to induce a more conducive work

setting based upon personal leadership style. Fiedler and his associates also

developed a leadership training programme known as LEADER MATCH,

giving the manager some means and authority to change the situation so that

it becomes more compatible with the leader’s LPC orientation. Studies

conducted by Strube Garcia show strong support for Fiedler’s approach.

4.7.7 Path–Goal Theory

The path–goal theory of leadership, as proposed by House and Mitchell,

proposes that the effectiveness of leaders can be measured from their impact

on their subordinates’ motivation, their ability to perform effectively and their

satisfaction with their tasks. This model emphasises that the leader behaviour

be such as to compliment the group work setting and aspirations so that it

increases the subordinate goal achievement level and clarifies the paths to

these goals. This approach is based upon the expectancy theory of motivation

and reflects the worker’s beliefs that effort would lead to successful outcomes.

The leader charts a clear path and clear guidelines for the subordinates to

achieve both personal as well as work- related goals and assists them in

achieving these goals. This will make the leader behaviour acceptable and

satisfying since the subordinates see the behaviour of the leader as an immediate

source of satisfaction or as a source of obtaining future satisfaction.

This approach is largely derived from the path–goal approach

motivation. To motivate workers, the leader should:

� Recognize subordinate needs for outcomes over which the leader has

some control

� Arrange for appropriate rewards to his subordinates for goal

achievement

� Help subordinates in clearly establishing their expectations

� Demolish, as far as possible, the barriers in their path of goal achievement

� Increase opportunities for personal satisfaction which are contingent

upon satisfactory performance

The path–goal model takes into consideration the different types of

leadership behaviour. There are four such types of leadership styles that

would support this approach depending upon the nature of the situation.

These are:

Directive: Directive leadership is the style in which the leader provides

guidance and direction to subordinates regarding job requirements as well as

methodology for job accomplishment. This style is required when the demands

of the task on hand are ambiguous and not clearly defined. But when the task

is clear or clarification is available, then a high level of directive leadership is

not required and may, in fact impede performance.
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Supportive:Supportive leadership is a style in which the leader is concerned

with the needs and well-being of his subordinates. The leader is friendly and

approachable and treats his subordinates as equals. This approach has the

most positive effect, specially on of those followers who are working on

unpleasant, stressful or frustrating tasks that are highly repetitive.

Achievement-oriented:This type of support helps the subordinates to strive

for higher performance standards and increases their confidence in their ability

to meet challenging goals. This is specially true for followers who have clear

cut and non-repetitive assignments.

Participative:This leadership approach encourages subordinate’s participation

in the decision making process. The leader solicits subordinate’s suggestions

and takes the suggestions into consideration before making decisions.

4.7.8 Life-Cycle Theory

The life-cycle theory of leadership has been developed by Paul Hersey and

Kenneth Blanchard. The model focuses on the ‘maturity’ of the followers as a

contingency variable affecting the style of leadership. The ‘maturity’ of the

subordinates can be defined as their ability and willingness to take responsibility

for directing their own behaviour in relation to a given task. The level of such

maturity would determine the leader’s emphasis on task behaviours (giving

guidance and direction) and relationship behaviour (providing socio-emotional

support). ‘Task behaviour’ can be defined as the extent to which the leader

engages in spelling out the duties and responsibilities of an individual or group.

These behaviours include telling people what to do, how to do it, when to do

it, where to do it and who is to do it. Task behaviour is characterised by a

one-way communication from the leader to the follower and this communication

is meant to direct the subordinate to achieve his goal.

Similarly, ‘relationship behaviour’ is defined as the extent to which the

leader engages in two-way or multi-way communication. It includes listening,

facilitating and supportive behaviours.

Maturity is the crux of the life-cycle theory. It has been defined

previously as reflecting the two elements of ability and willingness on the

part of the followers. Ability is the knowledge, experience and skill that an

individual or a group has in relation to a particular task and willingness refers

to the motivation and commitment of the group to successfully accomplish

such given tasks.

The style of leadership would depend upon the level of maturity of

the followers. The following diagram suggests four different styles of leadership

for each stage of maturity and a particular style in relationship to its relative

level of maturity is considered to be the best ‘match’.
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Fig. 4.9 Different Style of Leadership

Source: Paul Hersey and Kenneth Blanchard, Management of Organizational

Behavior: Utilizing Human Resources, Prentice Hall, 1982, p. 152.

These various combinations of leadership styles and levels of maturity are

explained in more detail as follows:

(S
1
)Telling:The ‘telling’ style is best for low follower maturity. The followers

feel very insecure about their task and are unable and unwilling to accept

responsibility in directing their own behaviour. Thus, they require specific

directions as to what, how and when to do various tasks so that a directive

leadership behaviour is more effective.

(S
2
) Selling: The ‘selling’ style is most suitable where followers have low to

moderate maturity. The leader offers both task direction and socio-emotional

support for people who are unable to take responsibility. The followers are

confident but lack skills. It involves high task behaviour and high relationship

behaviour.

(S
3
) Participating: This leadership approach involves high relationship

behaviour and low task behaviour and is suitable for followers with moderate

to high maturity where they have the ability but are unwilling to accept

responsibility requiring a supportive leadership behaviour to increase their

motivation. The leader has an open door policy with open channels of

communication and encourages his followers to perform their tasks well.

(S
4
) Delegating: Here the employees have both the high job maturity and

high psychological maturity. They are both able and willing to be accountable

for their responsibility towards task performance and require little guidance

and direction. It involves low relationship and low task leader behaviour.

The life-cycle theory of leadership requires that leaders attend to the

demands of the situation as well as the feelings of the followers, and adjust

their styles with the changing levels of maturity of the followers so as to

remain consistent with the actual levels of maturity.
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4.7.9 Vroom–Yetton Model

This leadership model is normative in nature for it simply tells leaders how they

should behave in decision making. The focus is on the premise that different

problems have different characteristics and should therefore be solved by

different decision techniques. The effectiveness of the decision is a function of

leadership that ranges from the leader making- decisions himself to a totally

democratic process in which the subordinates fully participate in the

contingencies of the situation which describe the attributes of the problem to

be dealt with. For a successful leader, it is imperative to know the best approach

to solving the problem at hand and to know how to implement each decision

making technique well as and when required.

The model indicates that the decision reached should be high in quality,

should be accepted by the people who have to implement it and should be

time-efficient. While choosing a strategy the leader decides as to which

element he will focus on and which element may be neglected to some

extent. Studies performed to test the validity of this theory concluded that

the participative and democratic style of leadership was more appropriate

and successful at higher levels of organization, whereas directive decision-

making style was better utilised at lower levels.

There are three variables that affect the performance of the leader, in

terms of his capacity as a decision maker. These variables are: the quality

of the decision, the degree of acceptance of the decision by the subordinates

and the time required to make the decision.

� The quality of the decision: It refers to not only the importance of the

decision to performance of the subordinates relative to organizational objectives

but also whether such a performance is optimal in nature and whether all

relative inputs have been considered during the decision-making process. If

such a decision requires inputs from subordinates, then they should be involved

in the decision-making process.

� Decision acceptance: It refers to the degree of subordinate commitment

to the decision. Whether the decision is made by the leader himself or with the

participation of the subordinates, it must be accepted by those who have to

implement it wholeheartedly. The decision itself has no value unless it is efficiently

and correctly executed. When subordinates accept a decision as their own,

they will be more committed to implementing it effectively.

� Time required to make the decision:Many situations develop in the

form of a crisis where immediate and fast actions have to be taken requiring

quick decisions. The subordinates must understand that their participation in

decision-making is very time consuming and under certain situations the delay

in decision-making could be risky. Accordingly, as long as the decision is

complimentary to the subordinates’ aspirations and organizational goals, an

individualistic decision-making style is more desirable if decisions have to be

made under time constraints.
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Since high quality of the decision and a high degree of its acceptance

by the subordinates are crucial to the successful implementation and outcome

of the decision, Rao and Narayana suggest that leaders should select a

decision-making style that is appropriate and most effective in a given situation.

In this regard they should address the problem by asking seven questions.

The first three questions relate to the quality of the decision and the rest

relate to the decision acceptance by the subordinates. These questions are:

� Is there a quality requirement such that one solution is likely to be

more rational than another?

� Do you have sufficient information to make  a high quality decision?

� Is the problem structured?

� Is acceptance of decision by subordinates critical to effective

implementation?

� If a decision is made by the leader, is it reasonably certain that it

would be accepted by your subordinates?

� Do subordinates share the organizational goals in solving the

problem?

� Is conflict among subordinates likely in preferred solutions?

The answers to these questions would determine a particular decision making

style to be adopted by the leader.

4.7.10 The Contingency Factors

The specific leadership style that is most effective is contingent upon two

situational factors. These factors are:

� Characteristics of subordinates: The leadership style selected by

the leader should be compatible with the ability, experience, needs,

motivations and personalities of the followers. Subordinates who

perceive their own ability to be high would not appreciate a directive

approach and would be highly motivated by a supportive leadership

style. People who believe that what happens to them is a result of

their own behaviour are more satisfied with a participative leadership

style and people who believe that what happens to them is a matter

of chance or luck, prefer a directive style of leadership.

� Environmental factors: Environmental factors are those which are

beyond the control of the subordinates but are significant in affecting

their satisfaction or on their ability to perform effectively. These include

the structure of the work tasks, openness of communication, extent

of feedback provided, formal authority system of the organization and

the nature of interaction within the work group. If the task is of a

routine nature and well-structured, the organizational authority system

is formal and the group norms are clear and respected, then a directive

leadership style will be unnecessary. Additionally, such a leadership
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will be motivational which helps subordinates cope with the

environmental uncertainties, environmental threats and frustration and

removes any other barriers to performance and also make sure that

subordinates’ satisfactory performance is adequately rewarded.

Check Your Progress - 3

1. Leadership function is defined as L=F (f, g, w, s). How far is the

situation element important in determining the quality of leadership?

Give reasons.

2. Is autocratic type of leadership more suitable in the Indian cultural

environment as compared to the participative style of leadership?

Explain.

3. Under what circumstances would free-reign leadership be suitable

in the Indian organizations?

4. How would you explain Friedler's contingency theory of leadership

to non-business students?

4.8 Let Us Sum Up

� Motivation is a force within a person or an employee which affects

his performance or output. Motivation can be positive and negative.

A strong force of motivation can increase the output of an employee

or better his performance, similarly, a weak source of motivation can

be disastrous.

� The motivation theory can be better explained by exhibiting various

models like Maslow’s Need Hierarchy Model, McGregor’s

Participation Model, Herzberg’s Model, Vroom’s Expectancy Model,

Alderfer’s ERG theory and McClelland’s theory of needs.

� Rensis Likert and his associates at the University of Michigan (1946-

1970) studied and surveyed a number of organizations in terms of

their management styles. They developed various styles of

management.

� Likert is best known for the development of ‘attitude surveys’; however,

he also developed theory of participative management. Most of his

studies focus on human relations approach and participative approach.

� Organizations at present have widely varying types of management

styles and Likert has identified four main systems. He has explained

these systems in an evolutionary manner from autocratic to participative

styles. These systems are based on the study of various variables

such as motivation, communication, interaction among superiors and

subordinates, goal setting process and decision making process.
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� Likert’s thesis is that the participative management is the only valid

and viable approach to optimize organizational performance and

employee satisfaction. He suggested that all organizations should adopt

this system.

� Leadership is an integral part of management and plays a vital role in

managerial operations. If there is any single factor that can differentiate

between a successful and an unsuccessful organization, it is leadership.

� A leader has certain inherent qualities and traits that assist him in

directing and wielding influence over others. Some of these traits are

energy, drive, initiative, intelligence, tact and diplomacy, moral courage

and integrity, and so on.

� The trait approach to leadership describes leadership in terms of

personal traits and special characteristics which cannot acquired by

knowledge and training, but are considered to be inherited. This

theory emphasizes that leaders are born and not made and that

leadership is a function of inborn traits.

� On the other hand, the behavioural approach to leadership looks at

leaders in terms of what they do. Thus, according to the behavioural

theory, leadership is shown by a person’s acts more than by his traits.

� A style of leadership is a relatively enduring set of behaviour which

is a characteristic of the individual, regardless of the situation.

� The term ‘coordination’ refers to an orderly arrangement of group

efforts for the purpose of accomplishment of objectives. It is the

basic responsibility of every manager. It is a continuous process.

� The problem of coordination arises when the management is dealing

with group efforts but not with individual efforts. Coordination has

four characteristics: it represents the core of management; its purpose

is to achieve the common objective; it is a continuous process; it does

not arise spontaneously but is the result of concerted action.

� Depending upon the nature, coverage and flow, coordination may be

divided into internal and external coordination; vertical and horizontal

coordination; and procedural and substantive coordination.

� Mary Parker Follet has laid down four principles of effective

coordination which help every manager in discharging his duties.

� There are five techniques of coordination which include sound planning,

a simplified organizational structure; effective communication; effective

super-vision and coordination between associated departments.

� Leadership quality is judged by the ability of the person to direct the

human efforts towards  the achievement of an organizational goal.

The success of these directional efforts to determines the quality of
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efforts and performance within the organization. The leadership function

emerges wherever people work in groups, such as in business, army,

government, universities, hospitals. Leadership is a function of the

followers, the goals to be achieved, the degree of willingness on the

part of subordinates and the nature of the given situation. The higher

the extent of willingness of his staff to follow, the more successful is

the leader.

� Some of the traits attributed to leaders are personality, intelligence,

energy, self confidence, understanding of human behaviour, emotional

stability, moral courage and integrity. In the past many leaders were

tall, charismatic and came from elite economic backgrounds. And so,

these characteristics were also added as traits of leadership. However,

these traits alone do not constitute a leader. Leadership is also judged

not by who the person is but by what he does.

� A leader can be autocratic in nature, which in some situations works

well. The leadership can also be democratic in nature where the

leader and followers work together. It could also be a laissez-faire

type where a leader operates as a facilitator and delegates authority

to subordinates. This type of leadership is common in research

laboratories and to some degree in academic institutions.

� The Managerial Grid model suggests that a successful leader can

have a concern for people as well as for productivity, as for such

leaders, these two aspects are mutually inclusive.

� The Contingency Theory suggests that leadership is not described

only by traits or behaviour but is also a function of situation. Hitler’s

rise to power was not based on merit but on the environment in

Germany at the time.

� Fred Fiedler’s contingency theory describes the most favourable

situation for the leader as when the leader–group relations are positive,

the task is well structured and the leader has substantial positional

powers. A person can also be a leader when he takes his followers

where they want to go. Hersey and Blanchard model focus on the

maturity level of the followers as a contingency variable. Vroom-

Yetton model simply defines leadership in terms of making right

decisions which are acceptable to all the followers.

4.9 Key Words

� Motivation: The reason or reasons one has for acting or behaving

in a particular way.

� Hedonism: The belief that pleasure or happiness is the most important

goal in life.
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� Piece wage system:  A wage system based on the amount of work

performed.

� Valence: The value that an individual allocates to the reward he

desires to get.

� Leadership: The action of leading a group of people or an organization.

� Laissez faire: A policy that allows businesses to operate with very

little interference from the government.

� Task behaviour: The extent to which the leader engages in spelling

out the duties and responsibilities of an individual or group.

4.10 Terminal Questions

1. How does effort affect motivation?

2. Which motivational factors does the Herzberg’s model associate with

the nature of work?

3. Evaluate Likert’s Four Level Model.

4. List the three needs as stated in the ERG needs theory?

5. Under what circumstances would the free-reign leadership be suitable

in Indian organizations?

6. Where, in your judgment, do most of Indian managers fit in the

managerial grid, and why?

7. Explain and compare the various contingency theories of leadership.

8. Compare the three leadership styles. Under what situations would

each style be effective?
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4.12 Model Answers to ‘Check Your Progress’

Check Your Progress-1

1. The motivation process involves the following three steps:

(i) Analysis of the situation

(ii) Selecting and applying appropriate motivators

(iii) Follow-up to see whether the selected motivators are providing

the desired motivation

2. Extrinsic motivation is brought about by exterior features that are

chiefly monetary in nature, which could be in the form of incentives

and rewards.

3. Time wage system is based on the amount of time spent and wage

is measured on the basis of hours, per day or per month. Piece wage

system, on the other hand is based on the amount of work performed

or productivity.

Check Your Progress-2

1. The five levels of Maslow’s Needs Hierarchy theory include the

following:

(i) Physiological needs

(ii) Security needs

(iii) Social needs

(iv) Esteem needs

(v) Self-actualized needs

2. Valence is the value that an individual allocates to the reward he so

desires to get.

3. An individual’s level of endeavour (motivation) depends on:

expectancy, instrumentality and valence.

Check Your Progress-3

1. Leadership is a function of followers; goal, a measure of willingness

on the part of the followers and a given situation. All these elements
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are important. Without the followers, there would be no leaders. All

leaders must have a goal to achieve and this goal must be consistent

with the goals of the followers. They should not only be willing to

follow but also be enthusiastic about following the leader. M. K.

Gandhi became a leader when his goal of achieving independence for

India was also the goal of other Indians.

However, the situation that makes a leader has a great influence on

how good the leader is. Winston Churchill was a great leader during

World War II. However, he turned out to be much less successful

after the end of the war when the situation changed. Some leaders of

trade unions in India had been rather timid before they were put in

positions that demanded courage. Dr. Manmohan Singh, the Prime

Minister of India was never known as a political leader but the

situation changed in May 2004, when he was catapulted into power

and he proved to be a successful leader.

2. The autocratic style of leadership is considered to be more suitable

in the Indian cultural environment than the participative style of

management. This due to our culture and traditions where a child is

always told by his father what to do and what to be, no matter how

old he may be. The respect for authority is always inculcated in the

minds of Indian students. Independence and innovation is not

encouraged. The population is large and the jobs are few. Hence

doing what you are told to do brings a sense of security to the job.

Secondly, the organizations are so satisfied with the status quo and

the understanding that the boss knows what is to be done that

subordinates are unwilling to take part in the decision making process

which would make them equal to their superiors.

Since participative style of management is not widely practised in

India, it is difficult to judge whether such a style would be better for

the overall and long range economic health of the organization.

3. The free-reign style of leadership is hardly practised in India. Even in

academic institutions where much more academic freedom is expected

for the professors, such style of leadership is not exercised. This style

is typically useful and is used in R&D labs where the scientists are

well educated and responsible. They are fairly free to conduct research

within the general guidelines established by the organization. Another

type of situation might exist in the five-year planning centres of the

government. The persons involved are all economists or other highly

educated individuals and they are given the freedom to develop the

progressive plans for the country.
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4. Fiedler’s Contingency Theory is a form of situational approach to

leadership. He proposed a theoretical explanation of interaction of

three situational variables, namely, leader–member relations, task

structure and leader’s positional power. These variables determine

the extent of situational control the leader has.
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5.0 Objectives

After going through this unit, you will be able to:

� Evaluate the concept and process of control

� Analyse the techniques of control system

� Interpret management in a changing environment

� Assess the different schools of management thought

� Identify the role of social responsibility in management

5.1 Introduction

The function of control is very important both in organized living as well as

‘living’ organizations. When things go smoothly as planned, they are considered

to be under control. ‘Self-control’ is a word we are all familiar with and which

simply means that we discipline ourselves in such a manner that we strictly

adhere to our plans for our lives and generally do not deviate from these plans.

Controls are there to ensure that the events turn out the way they are intended

to. It is a dynamic process, requiring deliberate and purposeful actions in

order to ensure compliance with the plans and policies previously developed.
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This means that the managerial functions of planning and controlling are very

closely related. Without proper controls, planning itself has little meaning.

According to Robert L. Dewelt:

“The importance of the planning process is quite obvious. Unless we

have a soundly chartered course of action, we will never quite know what

actions are necessary to meet our objectives. We need a map to identify the

timing and scope of all intended actions. This map is provided through the

planning process.

 But simply making a map is not enough. If we do not follow it or

if we make a wrong turn along the way, chances are we will never achieve

the desired results. A plan is only as good as our ability to make it happen.

We must develop methods of measurement and control to signal when

deviations from the plans are occurring so that corrective action can be

taken.”

The inter-relationship between the functions of planning and controlling

is clearly evident. “Planning involves the establishment of organization

objectives and the development of strategies, while controlling establishes

standards of performance and compares actual results with the planned

results to determine whether operations are being performed according to

plans.”

5.2 Concept and Process

Managerial control is one of the primary functions of management, and it

involves setting performance standards, measuring performance, and taking

corrective actions when necessary.

George R Terry and Stephan G Franklin: Controlling is determining what

is being accomplished, that is, evaluating the performance and, if necessary,

applying corrective measures so that the performance takes place according

to plans.

Reeves and Woodward: Control refers to the task of ensuring that activities

are producing the desired results. Control in this sense is limited to monitoring

the outcomes of activities, reviewing feedback information about this outcome,

and if necessary, taking corrective actions.

Since controlling is a universal management function and the process of control

consists of four sequential steps. According to Robert J. Mockler:

“Management control is a systematic effort to set performance standards with

planning objectives, to design information feedback systems, to compare actual

performance with these pre-determined standards, to determine whether there

are any deviations and to measure their significance, and to take any action

required to assure that all corporate resources are being used in the most

effective and efficient way possible in achieving corporate objectives.”
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Mockler’s definition divides the process of control into the following steps:

1. Establishing Standards

The control process begins with the establishment of standards of performance

against which organizational activities are to be compared. These standards

must be clearly specified and understood by all organizational members without

ambiguity. They should be defined in measurable terms wherever possible,

such as physical units produced per period of time, profit to be made per unit

and so on. Vaguely worded standards or general goals such as ‘better skills’

or ‘high profits’ are difficult to interpret and hence lead to confusion and conflict.

For example, the goal of a real estate broker may be to sell four houses per

month. He can then plan the month and monitor his performance and progress.

Similarly, a vice-president in charge of production may have a goal of keeping

the production cost within assigned budget over a period of time. In attaining

such a goal, he will be able to monitor the costs and take corrective action

wherever it is necessary. As another example, a college professor may have a

goal of covering ten chapters from a book over a period of one semester. He

can plan his schedule of teaching accordingly to meet that goal. These precisely

stated standards, goals and objectives facilitate ease in communication to all

persons and this makes the control process easier to monitor. There are

situations where it is not possible to quantify standards such as in the case of

high morale, community relations, discipline or creativity. In such cases all

efforts should be made to fully understand these qualitative goals and design

control mechanisms that would be useful in measuring performance in these

situations. Most of these control mechanisms would be subjective in nature

and decisions would be made on the basis of experience, analytical observations

and intuitive judgments.

Some of the quantitative standards against which performance can be measured

are:

� Time standards: The goal will be set on the basis of time lapse in

performing a particular task. It could be units produced per hour,

number of pages typed per hour or number of telephone calls made

per day and so on. Managers utilize time standards to forecast work

flow and employee output. Standards of employee output also

determine the extent of financial incentive plans.

� Cost standards: These standards indicate the financial expenditure

involved per unit of activity. These could be material cost per unit,

cost per man hour, cost of distribution per unit and so on. Budgets

are established to reflect these costs and they provide monetary

check points for comparing actual costs with budgeted costs.

� Income standards: These relate to financial rewards received for a

particular activity. Examples would be sales volumes per month, sales

generated by a sales person per year and so on.
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� Market share standards:  This goal would be oriented towards the

percentage of the total market that a company wants to retain or

further acquire. For example, a company may want to increase its

share of the market by four percentage points per year for the next

five years.

� Quality standards: These standards express levels of quality expected

of a product or a service. There are quality control programs which

monitor the level of quality of a product. These may be tolerances

within which the quality may be acceptable. For example, the space

shuttle and aircraft manufacturers have a zero defect production

requirement while some other products may have less stringent quality

standards.

� Productivity: Productivity or quantity standards are expressed in

numerical terms as the expected number of items produced per man

hour or per given activity. These goals are the key to operational

efficiency and are set on the basis of past performance, degree of

mechanization, employee skills and motivation.

� Return on investment (ROI): Return on investment is

comprehensive and useful standard as it involves all facets of the

business such as turnover, sales, working capital, invested capital,

inventory level at given times, production costs, marketing costs and

so on. It is ratio of net income to invested capital. It is superior to

market share as a standard because a large market share does not

necessarily mean higher profits.

� Quantitative personnel standards: The worker morale and

dedication can be measured to some degree by some quantitative

standards. These standards may be the extent of employee turnover,

number of work related accidents, absenteeism, number of grievances

filed, quality of performance and so on.

2. Measuring Performance

Once the standards have been established, the second step in the controlling

process is to monitor and measure the actual performance. Monitoring and

measuring is a continuous activity and involves collection of relevant data that

represents the actual performance of the activity so that a comparison can be

made between what is accomplished and what was intended to be

accomplished. The measurement of actual performance must be in the units

similar to those of pre-determined criterion. The unit or the yard stick thus

chosen should be clear, well defined and easily identified and should be uniform

and homogeneous throughout the measurement process.
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According to Suchman, there are five types of evaluations. These are:

� Effort:  Effort reveals the extent of input and the idea is to measure

such input to see if it is adequate in meeting the set objectives. For

example, the number of courses offered in a Business Department at

a university could indicate the extent of the business programme.

Similarly, the number of the patient beds in a hospital would be a

measure of input for providing health care. A salesperson’s performance

may be measured by the number of calls he makes per day. Peter

Blau gives an example of an employment agency where effort was

evaluated by the number of applicants interviewed and counseled.

However, the measurement of input was a poor indicator of results

since simply counseling applicants did not mean that they all got jobs.

Similarly the number of beds in a hospital does not necessarily mean

quality health care which is the ultimate goal.

� Effectiveness: As indicated above, the evaluation of input elements

does not adequately convey the degree of effectiveness and results.

This problem can be eliminated by measuring outputs such as the

number of clients placed in jobs in the case of employment agency

or the number of patients cured in a given period of time in the case

of a hospital.

� Adequacy: Adequacy is the ratio of output to need and is a useful

measure if the need and the output can be clearly identified and

related. If the needs are satisfied then the performance can be

considered as adequate.

� Efficiency: Efficiency relates output to input. According to Euske , in

terms of efficiency, it is better if more can be done with the same

amount of input or same output can be generated with less input.

Efficiency measures are useful for comparing the same process at two

points in time or two different processes with the same output.

� Process: It relates to underlying processes which convert effort into

output or input into output. It treats output as a function of input so

that the focus is on evaluation of mechanisms that convert efforts into

results, rather than the effort itself. This understanding of mechanism

will assist in predicting the output of an organization for a given input.

However, the process must be mechanistic in nature and clearly

understood in order to be effective. For example, a salesperson

cannot know if his presentation will result in a sale even when such

a presentation is done well and is well received.

Measuring Devices

One of the most difficult tasks in measuring actual performance is the selection

of an appropriate measure. It is very important that all performance measures
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used in controlling organizational as well as individual performance be both

valid and reliable.Validity reflects as to how good the performance measure is

and reliability describes as to how consistent such performance measure is in

obtaining results. The methods of measurement established would answer the

question, “what, how and when to measure.”

The organizational objectives would determine as to “what” is to be

measured. “How” to measure the outcome of an activity would depend

upon the type of activity and whether continuous measurement or only spot

checks are required. The type of activity would also determine as to “when”

measurement would take place. For example, some professors measure the

performance of students only by one final examination while other professors

give frequent quizzes during the semester of studies.

Some of the measuring devices used are as follows:

(i) Mechanized measuring devices: This involves a wide variety of

technical instruments used for measurement of machine operations,

product quality for size and ingredients and for production processes.

These instruments may be mechanical, electronic or chemical in nature.

For example, some electronic devices are used to check passengers

at the airport for carrying prohibited items, some others are used to

detect shoplifting and unchecked books from the library. Polygraph

tests are used to check people’s explanation for certain acts.

Computers are becoming increasingly important as measuring devices.

They can monitor operations as they occur and simultaneously analyze

data so collected. Many retail stores use computerized scanning

equipment that simultaneously monitors sales and prices of various

items and tracks inventory by department, vendor and branch store.

(ii) Ratio analysis: Ratio analysis is a powerful management tool for

measuring various aspects of business operations. It describes the

relationship between one business variable to another. The following

are some of the more important ratios.

(a) Net sales to working capital: The working capital must be

utilized in an efficient manner. If the inventory turnover is rapid

then the same working capital can be used again and again.

Hence, for perishable goods this ratio is high. Any change in this

ratio will signal a deviation from the norm.

(b) Net sales to inventory: The greater the turnover of inventory,

generally, the higher the profit on investment.

(c) Current ratio: This ratio of current assets (cash, accounts

receivables), to current liabilities and is used to determine a

company’s ability to pay its short term debts.
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(d) Net profit to net sales: This ratio measures the short term

profitability of a business.

(e) Net profits to tangible net worth: Net worth is the difference

between tangible assets and total liabilities. This ratio of net

profit to net worth is used to measure profitability over a long

period of time.

(f) Net profit to net working capital: The net working capital is

the operating capital on hand. This ratio will determine the business

to finance day-to-day operations.

(g) Collection period on credit sales: The collection period should

be as short as possible. Any deviation from established collection

periods should be promptly investigated.

(iii) Comparative statistical analysis: The operations of one company

can be usefully compared with similar operations of another company

or with industry averages. It is a very useful and practical performance

measuring methodology. For example, farmers can compare output

per acre with farmers at other locations. Any differences can be

investigated and the reasons for such differences can be ascertained.

Similarly, hospitals at one location can measure their medical costs

against those of other hospitals. Another example would be

measurement of performance of police departments by comparison

of crime rates in their locality with crime rates in other localities.

Statistical models can be used for such measurements and such

comparisons.

(iv) Personal observation: Personal observation, both formal as well as

informal, can be used in certain situations as a measuring device for

performances, especially the performances of personnel. The informal

observation is generally day-to-day routine type. A manager may

walk through a store to have a general idea about how people are

working. An airline officer may fly incognito to evaluate the performance

of in-flight attendants.

Formal observation is properly planned and requires advanced

preparation. For example, professors are periodically evaluated by

their peers and their students. The in-flight performance of commercial

airline pilots is regularly measured by the representatives of Federal

Aviation Agency (FAA).

Comparing Actual and Planned Performance

The next step in the control process is to compare actual performance to the

standards set for such performance. This comparison is less complicated if the

measurement units for the standards set and for the performance measured
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are the same and are quantitative in nature. Such comparison becomes more

difficult when they require subjective evaluations.

The comparison tells us if any thing has gone wrong in the process

or operations, if there is any deviation, negative or positive, and what must

be done as a restorative process for correcting such a deviation.

Furthermore, this comparison, not only results in the correction of the

divergence, but also ensures the application of the preventive steps which

could guide the conduct of operations in the future.

In measuring the deviations, care must be taken to ensure that these

deviations are not random because random deviations are an accepted part

of any process. Random variations are also known as tolerances within

which the performance is considered acceptable. For example, suppose

that Nokia company has set a standard of 50 cellular phone production per

hour per person. It has also established tolerance limits of, let us say, 5 per

hour. In such a case all production of between 45 and 55 cell phones would

be acceptable and not considered a deviation. However, just as production

below 45 per hour per person would require investigation, a production rate

higher than 55 per hour per person would also be investigated for the

purpose of control.

Evaluation of deviation. Before a deviation is corrected, a thorough

investigation should be undertaken regarding the reasons for such a deviation.

The management should look not for symptoms but for the root cause of the

problem. Some of the questions to be looked into are:

� Were these deviations due to unrealistic standards set?

� Could the suppliers have shipped faulty materials?

� Are the operators less efficient, dishonest about results or misinformed

about applicable standards?

� Is the equipment in poor condition?

� Is the quality control department doing an adequate job?

There are many instances where the projects went over budget and overtime.

In such cases these projects should be examined in their entirety and from all

angles in order to determine the root cause of such a discrepancy.

Deviations are of two types, namely, negative and positive. These

following discusses them in greater detail.

(a) Negative deviations: Negative deviations are those that have

negative repercussions as a result and may be in the form of

cost over-runs or the project being behind schedule or the

quality or the quantity of product being below the expected

levels. This under-performance must be evaluated to determine

whether goals should be changed or if any other corrective

action is needed. For example, if there has been delay in
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completing the project, the reason may be low morale of workers,

which may be evident by excessive absenteeism or inefficient

performance or the persons may not have been well trained for

the specific job. A cost overrun could be due to price increases

initiated by outside vendors or it could be due to excessive

machinery breakdown. These deviations must be detected early

and properly evaluated.

(b) Positive deviations: Positive deviations indicate that the

performance was better than expected and the goals achieved

were either sooner than anticipated or less costly than planned.

These positive deviations must also be fully investigated as to

why under-estimations were made so that new revised estimates

can be established.

Taking Corrective Action

Once the deviations have been detected and presented to management for

consideration, the decision must be taken as to what corrections are needed

to remedy the situation. However, these corrective actions must be taken

within the constraints of acceptable tolerance levels as well as outside

environmental constraints such as those imposed by organizational culture,

labour unions, political and economic considerations and internal constraints

of costs and personnel.

Since the actual results do not always conform to the desired results,

some deviations may be expected and hence acceptable and therefore no

corrective action may be needed. However, when the deviations are of

sufficiently serious nature, the following guidelines may be adopted for taking

necessary action.

� Management must deal with the root causes of the problems and

not the symptoms.

� Any corrective action should be taken promptly in order to make

it most effective.

� Whenever and wherever possible, the corrective action should be

built into the existing operations and these controls should be self-

monitoring and corrective actions should be automatic such as in

the case of a thermostat in controlling the heat. (This field is

known as “cybernetics”).

� It must be understood that the goal itself is not a static phenomenon,

but is a function of the dynamics of the environment. Hence a look

into the need of altering the target itself caused by shifts in the

environment may be necessary.
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5.3 Control System

A control system is a device, on set of devices, that manager, commands,

directs or regulates the behaviour of other devices or systems.

5.3.1 Controls Classifications

These classifications may result from the different areas in organizational

operations where controls can be applied. According to Boone and Kurtz,

controls can be established in the following areas.

� Standardized performance: Some standards of performance can be

set, by using time and motion studies. This would standardize the time

utilized for a particular operation and the best method of completing

that operation with minimum number of    movements. This should

result in higher efficiency, lower cost sand optimal performance.

� Safeguard company assets: These are partly performance controls,

which reduce losses due to waste and misuse of raw materials or

equipment. Some controls may be exercised to reduce losses due to

thefts. This would require strong supervisory and accounting

procedures.

� Standardize quality: The quality of the product may be in terms of

size, weight, color, finish or ingredients. These must be as prescribed.

Some characteristics may be judged by visual observations and

inspections. Other characteristics may be tested by appropriate

statistical quality control methods.

� Limits for delegated authority: Some decisions and actions must

be taken by the central management and some operational decisions

can be delegated to lower management levels. However, the extent

of the use of authority must be fully described and communicated.

These limits are specified through directions and policy manuals.

� Measurement of worker performance: This is to ensure that the

workers are performing according to standardized performance levels.

These performance standards may be output per hour or output per

employee and these standards may be evaluated against set quotas

of production

� Enhancement of positive worker attitudes: Some of the areas

considered for control are absenteeism, labour turnover and safety

records. The satisfaction of workers can be gauged by using attitude

surveys and close friendly supervision and participative management

wherever possible.

� Monitoring of total organizational performance: Some of the

factors included in such monitoring are sales and production forecasts,
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profitability and market share, personnel development, general work

environment and so on.

5.3.2 Types of Controls

There are basically four types of controls, each type being determined primarily

by the time period in which the control is applied in relation to the operations

being performed. These are:

1. Pre-controls: These controls are also known as feed-forward controls

and are basically preventive in nature. The control takes place before

work is performed. in this regard, management creates policies,

procedures and rules aimed at eliminating behavior that can cause

undesirable work results.These controls are designed to eliminate the

cause of any deviation that might occur later in the process. For

example, a thorough quality control on the input raw materials would

be considered as a feed-forward control. This would eliminate

problems in production or output that could be due to faulty raw

materials. Similarly, if a student is doing poorly in a course at the

beginning of a semester, he should not wait until the end of the term

to make changes in his study habits. He must make adjustments

before it is too late.

These controls are meant to make sure that performance objectives

are clear and all resources are available at the time when needed in

order to attain these objectives.

2. Steering controls: The key features of this type of control, is the

capability to take corrective action, when the deviation has already

taken place, but the task has not been completed. Some of the

examples are in-flight corrections of off-course airplanes and guided

missiles or steering the car into the lane when it is off the lane.

The great advantage of steering control is that the corrective action

can be taken early. An early start with steering controls increases the

chances that we will achieve a favorable outcome. For example, the

sooner a failing student gets tutoring in his course the better are his

chances of passing the course.

3. Yes/No controls: These controls are designed to check at each

checkpoint whether the activity should be allowed to proceed further

or not. These controls are necessary and useful where a product

passes sequentially from one point to another, with improvements

added at each step along the way. These controls stop errors from

being compounded. Quality control checkpoints where inspection

would determine whether the activity should continue or not is an

example. Safety checks and legal approvals of contracts before they

can be executed are other examples of yes/no controls.
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The underlying aim of this type of control is to make sure that some

predetermined standard is met before an activity is allowed to continue.

For example, a student may not be allowed to go to the next grade

unless he passes the previous grade. Similarly, a car may not be

allowed on the road unless it passes inspection. Assuming the control

is well designed, it helps to achieve conformity with the set standards.

Yes/no controls can be very time consuming and in addition raise a

possibility of misuse. For example, a car inspection can take a whole

day even if there is nothing wrong with it. The abuse can occur when

the basis for yes/no controls are not clearly specified or sharply

limited. For example, the chairman of a department in a college can

deny a professor his promotion if one of the criterion for yes/no

controls is “research” which is not clearly defined or measurably

quantified.

4. Post-action controls: Also known as feed-back controls, post-action

controls measure results from completed actions.The results of the

completed activity are compared with the pre-determined standards

and if there are any deviations, corrective action can be taken for

future activities. For example, a restaurant manager may ask you as

to how you liked the food after your dinner and take your suggestions

into account to improve the meals.

These controls help explain as to what really happened during the

process of achieving the output. For example, if the actual expenses

for office supplies exceed the budgeted expenses for a given year,

then the reasons for such a difference can be investigated and in the

light of this feedback, the budget for the following year can be revised

or controlled.

One advantage of feedback control is that it enhances employee

motivation. People want information as to how well they have

performed and feedback controls provide this information.

5.3.3 Symptoms of Inadequate Controls

While certain deviations from the pre-planned course of events are immediately

noticeable and traceable so that an immediate and effective remedial action

can be undertaken, there are other types of symptoms that reflect the inadequacy

of the control process which requires in-depth analysis and reorganization and

re-evaluation of the system. These symptoms of inadequate control are generally

due to organizational defects rather than mechanical defects.

Some of the symptoms of inadequate control are:

(i) An unexplained decline in revenues or profits: This may be due

to an accounting problem or unaccountable responsibility or simply
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that the quality, quantity or promotional elements have not been adhered

to resulting in low sales.

(ii) A degradation of service and customer complaints: Excessive

number of customer complaints either about the quality of the product

or services offered, are hardly conducive to a company’s survival and

growth. How the company handles the customer complaints is further

indication whether the control process is working or not. That is one

reason why some companies have a policy of, “the customer is always

right” and attend to their complaints in immediate and satisfactory

manner. A personalized service is always welcome.

(iii) Employee dissatisfaction: This may be evident by increase in

employee turnover, number of grievances filed, rate of absenteeism

and degree of tardiness. Accordingly, it is important and necessary

fro an organization to create an environment, both physical and

conceptual, which will be conducive to worker’s dedication to work.

(iv) Unnecessary working capital shortages: These are the shortages

that are caused by excessive and unused inventories and accounts

receivables delinquencies. These symptoms indicate that things are

not under control and the reasons for these symptoms must be carefully

examined. Some of the questions to be looked into are:

� Is the excessive inventory at hand a quality oriented problem or

is it a sales oriented problem?

� Why the accounts receivables are not received in the designated

time period?

� Is it a bad choice of credit customers or is it some negligence on

the part of the accounting people in the organization.

(v) Idle facilities or personnel: These symptoms are also tied in with

other symptoms. For example, idle facilities may be due to already

excessive inventory which ties up the working capital that is required

to operate the facilities. Similarly, idle personnel may be due to idle

facilities or due to improper hiring policies of the organization.

(vi) Disorganized operations: These may be evident by work flow

bottlenecks or lack of operational efficiency thus increasing the cost

and time for production. Proper control checkpoints must be

established throughout the process. Excessive paperwork reduces

the clarity of instructions and operations so that the paper work

should be minimum and to the point.

(vii) Evidence of waste, inefficiency and excessive cost: These

symptoms may partly be the result of mechanical obsolescence. These

could also be due to lack of worker commitment and low morale
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which may have deeper roots in the whole organizational control

system.

All these symptoms signify a deviation from what the system should be and all

efforts should be directed to the creation of work environment in which these

symptoms should disappear.

5.3.4 Effective Control System

Controls at every level focus on inputs, processes and outputs. It is very

important to have effective controls at each of these three stages. Effective

control systems tend to have certain common characteristics. The importance

of these characteristics varies with the situation, but in general, effective

control systems have the following essential characteristics.

(i) Accuracy: Effective controls generate accurate data and information.

Accurate information is essential for effective managerial decisions.

Inaccurate controls would divert management efforts and energies

on problems that do not exist or have a low priority and would fail

to alert managers to serious problems that do require attention.

(ii) Timeliness: There are many problems that require immediate

attention. If information about such problems does not reach

management in a timely manner, then such information may become

useless and damage may occur. Accordingly, controls must ensure

that information reaches the decision makers when they need it so

that a meaningful response can follow.

(iii) Flexibility: The business and economic environment is highly dynamic

in nature. Technological changes occur very fast. A rigid control system

would not be suitable for a changing environment. These changes

highlight the need for flexibility in planning as well as in control.

Strategic planning must allow for adjustments for unanticipated threats

and opportunities. Similarly, managers must make modifications in

controlling methods, techniques and systems as they become necessary.

An effective control system is one that can be updated quickly as the

need arises.

(iv) Acceptability: Controls should be such that all people who are

affected by it are able to understand them fully and accept them. A

control system that is difficult to understand can cause unnecessary

mistakes and frustration and may be resented by workers. Accordingly,

employees must agree that such controls are necessary and appropriate

and will not have any negative effects on their efforts to achieve their

personal as well as organizational goals.

(v) Integration: When the controls are consistent with corporate values

and culture, they work in harmony with organizational policies and
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hence are easier to enforce. These controls become an integrated

part of the organizational environment and thus become effective.

(vi) Economic feasibility: The cost of a control system must be balanced

against its benefits. The system must be economically feasible and

reasonable to operate. For example, a high security system to

safeguard nuclear secrets may be justified but the same system to

safeguard office supplies in a store would not be economically justified.

Accordingly, the benefits received must outweigh the cost of

implementing a control system.

(vii) Strategic placement: Effective controls should be placed and

emphasised at such critical and strategic control points where failures

cannot be tolerated and where time and money costs of failures are

greatest. The objective is to apply controls to the essential aspect of

a business where a deviation from the expected standards will do the

greatest harm. These control areas include production, sales, finance

and customer service.

(viii) Corrective action: An effective control system not only checks for

and identifies deviation but also is programmed to suggest solutions

to correct such a deviation. For example, a computer keeping a

record of inventories can be programmed to establish ‘if-then’

guidelines. For example, if inventory of a particular item drops below

five per cent of maximum inventory at hand, then the computer will

signal for replenishment for such items.

(ix) Emphasis on exception: A good system of control should work on

the exception principle, so that only important deviations are brought

to the attention of management. In other words, management does

not have to bother with activities that are running smoothly. This will

ensure that managerial attention is directed towards error and not

towards conformity. This would eliminate unnecessary and uneconomic

supervision, marginally beneficial reporting and a waste of managerial

time.

Check Your Progress - 1

1. What do you understand by monitoring and measuring actual

performance?

2. What is the function of ratio analysis?

3. What is a post-action control?
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5.4 Techniques of Control: Traditional and Modern

The process of planning and controlling go hand in hand in the management of

any organization. This necessitates the implementation of certain managerial

control techniques that help to determine whether activities are executed

according to plans. The various techniques of managerial control can be

classified into two categories:

� Traditional Control Techniques

� Modern Control Techniques

1. Traditional Control Techniques

The traditional control techniques can be further classified into:

(i) Budgetary Control

(ii) Non-Budgetary Control

(i) Meaning of Budgetary Control

Budgetary control is a method that sets performance requirements through

the preparation of budgets. It calculates and compares actual results with

corresponding budget data and takes necessary actions to correct the

deviations. The process consists of preparing and utilizing budgets to evaluate

actual operations. Budgets can be of several types like production budget,

sales budget, cash budget, master budget, etc.

Objectives of budgetary control

Budgetary control helps the management in operating the business in the

most efficient manner. The objectives of budgetary control are:

� Planning: Budgeting provides a definite plan of action to be performed

during a specified period. It helps managers to plan their activities in

advance and helps in financial planning.

� Coordination: Budgeting creates a coordination by a harmonized

integration of different entrepreneurial activities. The master budget

for example helps in creating effective cooperation and a coordination

among different departments.

� Control: Budgets provide standards to evaluate actual results.

Budgetary standards are set in accordance with the goals and resources

of the organization. Significant deviations from the standards can be

reported to management. These help to detect shortcomings and

avoid waste of time and money thereby keeping the cost under control.

� Motivation: Budgeting offers specific targets that inspire the

employees. It provides them the standards by which their performance

will be judged and creates a potential motivating force.
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� Efficiency: The vital purpose of budgeting is to bring efficiency in the

management of any organization. A budget is designed to ensure the

best possible usage of resources and manpower.

Advantages of budgetary bontrol

Budgetary control has the following advantages:

� Budgeting makes planning accurate and realistic. By representing plans

and policies in quantitative terms, it avoids uncertainty and holds

focus on budget targets.

� Budgeting is a joint venture and calls for participation of all departmental

heads in the organization. This enhances communication, cooperation

and understanding among the employees of an organization.

� Budgeting allows ‘control by exception’ and helps to save time and

attention. It facilitates executive concentration on off-budgeted

performance.

� There is a maximum use of resources by economical and efficient

course of entrepreneurial action.

� Budgets provide data that can be helpful for organizing quotations

and tenders.

� The budgeting process helps managers to learn from past experience.

The management can analyse the success or failure of past budgets

and provide measures to avoid such failures.

Disadvantages of budgetary control

The disadvantages of budgetary control are:

� Budgets are estimates and depend on predictions of economic

developments that are more hypothetical than real.

� Budgeting creates inflexibility in the management, as people tend to

stick to the budget. This dependence decreases creativity and

innovation.

� Budgeting is a time consuming process and demands expenses.

� Budgeted goals may be perceived as too high and create tensions

and pressures in the organization. This may further lead to worker

inefficiency and creates conflicts between the workers and

management.

� Budget is more a tool of efficient management rather than a substitute

for it.
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(ii) Non-budgetary Control Techniques

(a) Personal observation: This is the most effective means of control

that helps to avoid unruly situations. Deviations are discovered much

earlier and promptly corrected in this technique. It enhances motivation

and morale among the employees of the organization.

(b) Statistical data: Data presented in the form of charts, graphs and

diagrams provide a quick understanding of the problem. This technique

is, therefore, used more often for managerial control. They are applied

specifically in the field of quality control.

(c) Special reports: Special reports prepared by experts through special

investigation are useful in specific cases. This is because; sometimes,

routine statistical and accounting reports are not satisfactory for control.

(d) Internal audit: Internal audit provides a recurrent review of the

activities and accounts of an organization by its own staff. It helps to

analyse the effectiveness of plans and methods of work in comparison

with the organizational activities. It also helps in avoiding mistakes

and frauds.

(e) Ratio analysis: The control of the total functioning in an organization

becomes possible by an analysis of the profitability, liquidity and

solvency ratios. For example, the ‘Financial Statement Analysis’

facilitates diagnosing the suitability of a business venture.

(f) Break-even analysis: The break-even analysis is an analysis of the

inter-relationship between cost, volume and profit. The break-even

chart graphically represents the relationship between costs, volume

and profits. Figure 5.1 shows break-even chart.

Fig. 5.1 A Break-even Chart

It shows the impact of change in anyone of these three on the other

two. It helps to decide the profitability of any specific activities. The break-

even point is the point at which total revenue is equal to the total cost. It

is a neutral situation of neither profit nor loss. A position below the point
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denotes losses and above it denotes profits. The chart also indicates the

impact of fixed and variable costs on profits.

Standard costing: Standard costs refer to predetermined costs used

as standards for calculating actual performance. A standard cost helps to

distinguish between controllable and uncontrollable costs.

Requirements of Effective Budgeting

A good budgetary control technique should have the following essential

features:

� Prompt Feedback: A good budgetary control technique should be

able to give prompt feedback concerning actual performance to the

managers. This can enable them to take quick actions to rectify and

correct deviations.

� Clear-cut Goals: Budgetary goals should be laid in definite terms for

accurate calculation and analysis of results.

� Responsibility Accompanied by Authority: Besides the

responsibility to achieve budgetary targets, the concerned employees

must be given the required authority to apply the budgetary control

technique.

� Comparison: Comparisons between the budgetary targets and

functioning results must be carried on from time to time. This facilitates

early discovery of deviations and minimizes possibility of loss.

� Flexibility: Budgets should be open to changes and review according

to changing market conditions. A good budgetary control technique

should permit considerable freedom to the person utilising it.

� Harmonious Participation: As a budget is a unified action, it should

be prepared in consultation with employees. This will improve the

level of understanding the budget in the organization.

2. Modern Control Techniques

With the changing times, many new techniques and methods of managerial

control have been developed to enhance the control of complex events.

These techniques are based on an integrated approach towards the planning

and control functions. The different modern techniques of managerial control

are:

� Return on Investment

� Human Resource Accounting

� Management Audit

� Responsibility Accounting

� PERT/CPM
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(i) Return on Investment (ROI)

Alternatively called as Rate of Return, this technique can be used for both

planning and controlling objectives. It is derived from a ratio between the

total profit and the total investment of an organization. Return on Investment

helps to evaluate the functioning of an organization in the light of its total

profit earned so far. Besides profit planning, this technique is also useful and

suitable for capital budgeting in particular and for long-term investment.

Advantages of ROI

ROI has the following advantages:

� ROI helps to know whether the resources are employed effectively

or not.

� It concentrates on the basic objective of business, namely profit earning.

� ROI facilitates decentralization of authority. By defining a target rate

of return for each department, it provides possible autonomy of

management to departmental heads.

Disadvantages of ROI

ROI also suffers from certain disadvantages:

� In case of frequent price changes, it becomes difficult to calculate it.

� Being a short-term concept, the aim to increase current ROI makes

managers ignorant of long-term investment like research and

development, executive development, etc., of the organization.

(ii) Human Resource Accounting

Most control techniques calculate financial performance in terms of costs,

profits, revenue and other such concrete factors. However, the most important

contributing factor, viz. human resources, is overlooked in these techniques.

The Human Resource Accounting technique by Likert helps in the calculation

of human resources. This technique involves:

� Accounting for people as an organizational resource

� Involving measurement of the cost incurred in the acquisition and

development of human assets and

� The measurement of economic value of employees to an organization.

The value of any individual or employee is defined in this technique,

in terms of the contemporary worth of the various services he is supposed

to provide to the organization. This value is known as ‘Individual’s Expected

Realisable Value’ (IERV).
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Advantages of Human Resource Accounting

Human Resource Accounting has the following advantages:

1. This technique provides a sound basis for planning and controlling

human resources.

Disadvantages of Human Accounting

The disadvantages of Human Accounting are:

1. No general, dependable standards of human resource measurement

are available.

2. The technique tends to reduce human qualities to sheer monetary

values.

(iii) Management Audit

Management Audit can be defined as an independent and critical evaluation

of the total managerial process. It records the deviations from the principles

and practices of effective management at different levels of organization.

Then the impact of these deviations on the organization and on end results

is noted.

Advantages of Management Audit

Management Audit has the following advantages:

� No well-defined principles and procedures are available.

� There is shortage of well-qualified management auditors.

� Absence of an objective and independent approach to the audit.

(iv) Responsibility Accounting

In this technique, costs are accumulated and reported by levels of

responsibility. Accounting statements are created for all levels of management.

These statements are designed for the operating people, to control their

operations and costs.

Responsibility Accounting classifies organizational management into

responsibility centres. A responsibility centre is an organizational segment

such as division, department or section led by a manager who is responsible

for specified targets of performance. There are four types of responsibility

centres:

(a) Cost Centre: A cost centre measures financial performance by noting

whether the assigned tasks are done within the planned expense

amount.

(b) Profit Centre: A profit centre measures the financial performance

according to the achieved budgeted profit.
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(c) Revenue Centre: The revenue centre measures the financial

performance by noting if the specific segment has achieved the

budgeted levels of sales revenue.

(d) Investment Centre: In the investment centre a manager is held

responsible for effective use of invested capital or for the planned

return on investment.

(v) Network Techniques-PERT and CPM

Network techniques are recent developments applied in management planning

and control of an organization. These techniques apply the network theory

of scheduling problems. In a network, complex projects are divided into a

series of activities performed sequentially. PERT and CPM are the two

most popular network techniques. The two techniques are based on the

same principles yet differ in some respects.

Programme Evaluation and Review Technique (PERT)

PERT is a visual network designed to observe how parts of a programme

fit together during the occurrence of time and events. The following steps

are involved in developing the PERT diagram:

� Breaking the whole project into a series of identifiable activities.

� Determine a logical sequence of the activities.

� Form a network diagram that shows the sequence of activities. This

diagram has a beginning point and terminal point for the project.

� Prepare three time estimates for each activity; namely optimistic time,

pessimistic time and most likely time.

� Decide the Critical Path, i.e., the longest path through the network in

terms of time. This path represents the sequence of activities that is

critical for the project, hence the name critical path.

� Update the path with modifications and improvements as the project

develops.

Critical Path Method (CPM)

The basic steps and principles adopted by CPM method are similar to

those of PERT. The main differences are:

� CPM assumes that the duration of every activity is constant and uses

only one time estimate for each activity instead of three time estimates

unlike PERT.

� PERT concentrates mainly on time whereas CPM concentrates on

cost.

� PERT is event oriented while CPM is activity oriented.
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Applications of PERT/CPM

The PERT and CPM techniques have become very popular and are pursued

in an extensive variety of fields like:

� Large weapon systems

� Building/construction projects

� Ship building

� Airport facilities building

� Construction of a new plant

� Launching new products

� Installation of computer systems

Advantages of PERT/CPM

The PERT/CPM techniques have the following advantages:

� It helps the management to analyse all possible doubts and pitfalls

and thus avoid alarming surprises. All factors contributing to the

accomplishment of the project are examined in advance. This reduces

the possibility of wasting surplus time and money.

� It helps to predict schedule changes and apply preventive measures

thereof.

� It concentrates on critical activities that are worthwhile to pursue

head on. This permits control and most effective use of resources.

� Regular update and reviewing of the network ensures attention at all

levels of managements and creates cooperation between departments.

� It creates improved communication through graphic representation of

tasks. This helps each individual to determine his role in the total task.

� This system helps to indicate the delay in one activity that may affect

all the succeeding activities and thus generates managerial action in

advance.

Disadvantages of PERT/CPM

The PERT/CPM techniques has the following disadvantages:

� Exact estimates of time and cost are rarely possible and so errors in

estimation make this technique unreliable as a control aid.

� It is more suitable where time factor is more important.

� It cannot be applied effectively in case of simple routine projects like

continuous production processes.

� It is a time consuming and expensive technique. It becomes

complicated when the number of events is large.
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(vi) Some other control techniques

(a) Total Quality Management (TQM): This is an integrative

philosophy of management which is initiated for continuous improvement

of an organization’s quality with respect to its products and processes.

TQM also ensures to meet or exceed customer expectations. There

are numerous strategies which are put to use by organizations to

enhance their management system. Cua, McKone and Schroeder

(2001) have identified nine common TQM practices, which are:

� Cross-functional product design

� Process management

� Supplier quality management

� Customer involvement

� Information and feedback

� Committed leadership

� Strategic planning

� Cross-functional training

� Employee involvement

(b) Quality Circles (QC): Quality circles are groups of workers who

follow a systematic process of problem identification, root cause

analysis, solution generation and implementation.  The approach has

been credited with making a substantial contribution to the improvement

of quality and productivity.

(c) The ABC Analysis is a business term used to define an inventory

categorization technique often used in materials management. It is

also known as Selective Inventory Control. Policies based on ABC

analysis:

� A items:  Tight control and accurate records.

� B items: Less tightly controlled and good records.

� C items: Simplest controls possible and minimal records.

(d) The Economic Order Quantity (EOQ): This is the number of units

that a company should add to inventory with each order to minimize

the total costs of inventory—such as holding costs, order costs, and

shortage costs. The EOQ is used as part of a continuous review

inventory system in which the level of inventory is monitored at all

times and a fixed quantity is ordered each time the inventory level

reaches a specific reorder point. The EOQ provides a model for

calculating the appropriate reorder point and the optimal reorder

quantity to ensure the instantaneous replenishment of inventory with

no shortages. It can be a valuable tool for small business owners who
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need to make decisions about how much inventory to keep on hand,

how many items to order each time, and how often to reorder to

incur the lowest possible costs.

Check Your Progress - 2

1. How does the budgetary control process work?

2. What is a break-even analysis?

3. What is the advantage of human resource accounting?

4. List the disadvantages of the PERT/CPM techniques.

5.5 Emerging Horizon of Management in a Changing

Environment

Though everyone may not know Mikhail Gorbachev today, his role in the

progression of globalization cannot be subverted. He was the cause of a change

that affected the global populace. As a man who dissected the Soviet Union,

he also is disliked by people. On the other hand, he was instrumental in

restructuring the world. A permanent change took over the world after he

introduced Perestroika and Glasnost. All domains ranging from politics to

societies, economies to industries have been globally influenced by Perestroika

and Glasnost. The borders of countries no longer confine efficient management

practices today. The entire world has become an arena for management

practices and business management does not change with change in

geographies. It is worldwide business management that is the need of the hour

with globalization becoming the standard rather than exception.

Internationalization nowadays does not mean trade outside borders only.

International competition can subsist right within the borders of India. Let us

take the example of Nirma, which stands up to Procter & Gamble and

Hindustan Unilever Limited in its own courtyard. The search for international

customers does not require one to traverse borders. They can be as easily

located in local malls. The beliefs pertaining to conventional management need

to change. Although the management approach in the pre-globalization period

focused on production and efficiency, the same, in the present era, has

emphasizes on competitiveness and effectiveness.

The cynosure is not the goods or quality of service and nor is it the

customer or the shareholder, the focus is stakeholder. The three areas of

concern are people, planets and profits. Though management journalism has

expanded in volume with novel concepts, the fundamental issue of managing

well still needs answers. The existence of management as a practice dates

back to the time when there were no ideologies and business schools.

Bernard Shaw explained management as having no golden rules. Modern
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day management expert and the author of ‘Theory G on Management’,

Harold Geneen still retains the theory that there is no theory. The capability

to manage is the only prerequisite of management. And this managing practice

has risen above the theories of time and space. Drucker defines in an apt

manner that management is a practice and its analysis is not reason but

outcome. That is effective management. Theories in abundance have merely

confounded the uncertainty.

This is the specific reason that Harold Koontz believed that the different

theories of management analysis, the excess of studies and number of diverging

opinions have resulted in a ‘management theory jungle’. The foliage of this

jungle has added to the perplexity, further. From theory X to Y to theory Z,

from ‘The Effective Executive’ to ‘Horse Sense’, a great deal of ‘Wandering

Around’ is apparent.

The contemporary fashion, thus, converges on accomplishing results,

irrespective of the presence of discipline. Modern theorists stress on the

practice of management in the unstable and the aggressive market. Reputed

thinkers like late Peter Drucker had envisaged this long back and suggested

the ‘people-centric approach’. Mintzberg also focused on the actual tasks

of managers and his views on the practice of management were based on

his observations. The present generation of management thinkers like C. K.

Prahalad, Jagdish Sheth, Tom Peters, Edward De Bono, Michel Porter,

Peter Senge, etc., are all apprehended with the quandary of increasing

receptiveness of management.

The primary point to understand is that management is much more

than just managing people. It also comprises understanding and leading

them. The term ‘knowledge worker’ may have been created in the recent

past (four decades ago), but human beings have always been knowledge

workers. Though the human nature is the same, the quantum and content of

knowledge have changed. Management practitioners need to understand

human nature.

The effectiveness of management has also been facilitated by the

progress of technology. Techniques like Total Quality Management (TQM)

and Business Process Reengineering (BPR) to concepts like Core

Competence and Learning Organizations have all been developed to make

the management more effective. The overriding constant feature in the lives

of today’s managers and leaders is the management of change in a

progressively more chaotic and volatile marketplace. Many forecasters today

are turning to the chaos theory in an effort to manage the transition that is

currently being experienced. Tactical management has become the main

determining factor to make management practices more successful. Tactics

designed to assure success are required to be equipped with a thorough

knowledge of all features of business life.
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The manager is at the key position in the process of management. His

managing techniques will determine his expertise at management. A manager

in the current scenario, therefore, should be in synchronization with the in-

house and outdoor changes. This prepares him to wholly contribute to the

objectives of the organization. Instead of being a functional specialist, his

role as a total manager will enable him to effectively translate his objectives

into those of the company. The global scenario is dynamic and it is important

for managers to be adaptable enough to cope up with the demands of the

environment. The chain of command is steadily fading and a leader is emerging

to replace the boss. This leader is open to valuable ideas. The boss is not

always right and team structure is prevalent today, although organization

structures do not mirror this consistently.

1. Management by Restructuring

Companies today have entered a market that is undergoing speedy fluctuations.

There is a new world order where both, prospect and threats are equally

dominant. But the formula to success is still the same ancient Darwinian dictum

‘Survival of the Fittest’. The key stratagem for achieving this robustness is

adaptability. Organizations can achieve this by restructuring which  helps them

adapt to the demands of the tumultuous marketplace.

Restructuring is a combination of one of many of the following: scaling

down, outsourcing, mergers and acquisitions, strategic alliances, joint ventures,

delocalization, reorganization and even closure. In actual fact, however,

restructuring comprises reorientation, reorganization and reinvention after a

widespread all pervasive review of the organization. Restructuring in the

current business scenario has become a convincing need for organizations

to survive in this severely aggressive environment. Restructuring and re-

engineering clubbed together are imperative and legitimate tasks which can

shape the present, since nothing can create the future. However, they can

help the organization in facing the anticipated future.

The importance of restructuring corporations lies in the fact that it

helps to maintain a competitive advantage over rivals, profitability and

efficiency. Foremost corporates across the world have experienced successes

and failures. Restructuring has enabled them to deal with demands of the

fluctuating marketplace. In the present global business scenario, it is important

for organizations to be simultaneously competitive on a number of fronts.

Restructuring is the strategy that organizations look at to enable them to

acquire this.

There are, however, some key areas of concern while restructuring?

Firstly, the quality or the profits and the cash flow are at stake. Profits and

cash flow are the lifelines of any company, though there are other important

factors as well. It is like ‘survival without oxygen is not possible but survival

is equally impossible only on oxygen’. Multiple factors need to be dealt with
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simultaneously. The priority is to introduce a radical change in the

competitiveness of the business in terms of cost. The case of closing down

of the popular Sindri Fertilizer Factory can be quoted here. The reason for

the failure of the firm was that competitors from across the borders were

far more cost competitive. Cost competitiveness can be determined by the

upgrading the technology. A systematic restructuring also requires

organizations to address other issues.

Business and industry are constantly on the move in India since

liberalization. Just as foreign companies are moving to the Indian business

domain, similarly Indian companies are going global. Restructuring has to be

related to this scenario. Plans to restructure should relate to global competition

and must highlight areas of core competency. The basic theme should be to

derive competitive advantage and the three aspects to be highly focused on

are: quality, technology and cost. Every effort to restructure must be built

on these three aspects. Additionally, if human resource development is

neglected, the entire process of restructuring will fail. Instances of successful

restructuring are as many as there are those of failures.

Management of restructuring also combines the manipulation of various

factors, such as different levels of management, employees and their

representatives, unions, subcontractors, public administration, political system,

etc. At times, the consequences of restructuring can also be harmful. In case

of employees, they may lose their jobs or have to relocate, etc. The workforce

may rise up against the management in an effort to resist restructuring.

Restructuring is a process that has to be executed with utmost care. The

operation of restructuring is carried out in a legal, economic or sociological

environment and all three come back with a strong impact.

2. Re-Engineering

Organizations are chiefly concerned with enhancing their level of performance,

particularly in the current competitive scenario where global players are giving

their Indian counterparts a stiff competition. BPR (Business Process

Reengineering) is a strategic tool used widely by Indian organizations today. It

is commonly referred to as reengineering in management terminology. As a

management tool, reengineering achieved popularity in late 1980s and early

1990s. Michael Hammer and James A. Champy were the founders of this

management theory. It was designed for cost-cutting and increasing the

productivity at the same time. It is an effort to enhance the functioning of the

organization, thereby increasing the overall efficiency. Reengineering scores

higher than other similar tools like Total Quality Management (TQM),

Corporate Restructuring, etc., since unlike other techniques, reengineering

tries to renovate the processes. Reengineering does not work in incremental

steps, instead, it goes for a radical change.
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Features of a re-engineered firm

Though, an entirely re-engineered firm is a rare find, it is supposed to be an

epitome of ideal competence. The goal of re-engineering is to introduce

perfection in all processes of an organization. The following are the preferred

goals of re-engineering:

� Removal of uneconomical activities

� Simple and short procedures

� No duplication of efforts

� Maximized utilization of available resources resulting in high

productivity, low cost resulting and higher profit margins

� To optimize the use of resources at every levels surpassing functional

boundaries

� The organization is structured to facilitate key processes, while

redundant or surplus appendages are eliminated completely

� Existence of a clear shared vision in the company

� Utilization of human resources in terms of multiple skills

� Customer needs are clearly focused on to enable the organization

achieve not only customer satisfaction but also customer delight

Generally, re-engineering is the last resort that a business chooses to reinvent

itself, when all previous efforts fail. A strong will and a multi-prolonged strategy

are the ingredients which the top management must go for, to introduce

re-engineering. The higher management should be confident of the process of

re-engineering to be a success. The main features comprise technology,

restructuring, delayering, etc. Re-engineering tries to optimize broadly,

exceeding narrow disciplinary biases. Instead of organizing a firm into

conventional functional branches like production, finance, marketing, human

resources, etc. and looking at the tasks these functions perform, reengineering

considers the bigger picture. It covers areas like materials acquisition,

production, marketing and distribution, etc. The aim is to re-engineer the firm

into a series of processes. For achieving these targets profitably, an internal

re-engineering team needs to be established. This team should comprise both,

people from the organization and those external to it. The development of a

fresh insight into the whole set of processes is the aim for this.

Owing to its radical nature, re-engineering generally is opposed within

the company. Emotions including shock, fear, denial, anger and apprehensions

are part of the strong resistance that is stirred across the organization. The

causes of failure of re-engineering are several. To begin with, firms shy away

from reengineering because of the cost involved and also because results

are expected to be quick. At times, the upper management is not confident

and hence is reluctant to adopt the process. Re-engineering also fails due

to inefficient and unplanned steps which form part of it. Cost and time
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factors going overboard are also the reasons for the failure of re-engineering

efforts. Though a useful tool, many CEOs exhibit apprehension in implementing

re-engineering fearing the chances of failure.

3. Benchmarking

Organizations function in a commercial environment that is full of uncertainties

and complexities. The pressures of international competition and globalization

further add on to this. For survival in such a market, organizations must direct

their synergies to develop products and services on the one hand and consumer

and market research on the other. A strategy to focus externally in order to

compare the strengths and weaknesses of one’s firm with the best performers

needs to be organized. It also requires working on the problem areas within

the organization for calibrated development activities. The process of

benchmarking observes and determines the best practices and identifies

standards that serve as milestones to be crossed. In this process the

performance is compared against that of other companies. The target

performance calculated thereafter is used to set goals.

Benchmarking facilitates the organization to elevate its competitive

advantage from knowledge from the practice of others, both internally and

externally, in strategic and operational areas. It is a continuous management

practice that helps organizations to classify the benchmark, assess itself

against it and try to find out ways and means to go beyond the benchmark.

Occasionally many organizations try to craft their own benchmarks and

progress upon those. This is called developing institutional paranoia which

is a customary practice at Hewlett Packard. The measurement of comparative

performance works place along three components of a total quality program

– products and services, businesses processes and procedures and people.

These alterations result in considerable and continuous improvement in

products, processes and services, resulting in complete customer satisfaction

and aggressive benefits. Mckinsey and company, the leading global

consultancy firm, defines benchmarking as a skill, an attitude and a practice

that ensures that organizations are focused on excellence instead of

improvements.

Benchmarking is all about observing competitors or companies in

other businesses that demonstrate best practices in some activity, function

or process and evaluating these against one’s own performance. This can

be treated as a scale for setting performance standards. At times, internal

yardsticks gauging current performance with reference to previous reports

are also treated as benchmarks. Benchmarking came into limelight as a

management tool in 1979 when Xerox Manufacturing Operations decided

to compare the unit manufacturing cost and the features of their copying

machines to those of the competitors from a Japanese photocopier company.

In the early days, benchmarking emphasized more on management per se
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and on plain assessment of parameters like productivity and efficiency

measures within and between companies. Gradually, competitive

benchmarking began to prevail with the focus shifting to business processes.

The main center of attention of benchmarking today are best practices.

Benchmarking classifies and computes performance gaps and establishes

the extent to which an organization needs to improve for scaling the highest

possible levels of functional performance. This facilitates in achieving

uninterrupted and sustainable competitive benefits at all levels of the

management hierarchy.

An advantageous approach to benchmarking is provided by clarity

on the business and the baseline along with continuous stress on external

rather than internal focus. The prime function is to choose areas of business

which would be most beneficial and practical to benchmark and categorize

the definite parameters to be used. Significant cost, time and quality measures

that affect various issues related to standard setting should be covered by

these parameters.

4. Management by Wandering

Management of an enterprise is both simple and complicated. It is simple

when people’s actions, thoughts and ideas are clear, on the other hand it will

be difficult when these are not known. Management can be most simply defined

as ‘working with and through the people’. It is practically impossible to work

without knowing and understanding them. Management by Wandering Around

(MBWA), can be most easily explained as ‘managers taking time to move

around the workplace meeting and chatting with people informally’. Various

companies have a culture where the plant manager emerges from his cabin

and takes an occasional stroll around the plant. He meets people and chats

with them, making casual conversation about them and their families. This

plain practice is very useful at times. This concept is practiced by many CEOs

and managers not only to sustain public relations but also human relations and

by extending industrial relations. The practice is also called the Management

By Walking Around.

Thomas Peters and Robert Waterman have written about this in their

popular book In Search of Excellence. Managers at United Airlines were

practicing this technique as part of their routine. The managers at Hewlett

– Packard (HP) also use this practice. Executives in HP are motivated to

talk a walk outside their offices and interact directly with people to motivate

and build relationships with them. Using this practice of MBWA at every

level of the company makes it possible to read the minds of the people

through spontaneous discussions, tea talks, communicative lunches, etc.

This practice is regarded as a basis of leadership and excellence by many

management thinkers.
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Efficient leadership needs information associated with the happenings

in the organization. Managers who believe in staying in their offices and who

only depend on formal communication channels are likely to receive one-

sided and incomplete information. For a sharp picture, the formal

communication needs to be supplemented with informal communication and

MBWA is like a jewel in the crown. There are several ways to carry on this

practice. An open door policy is another way of working around this. Some

managers form an association of acquaintances throughout their organizations

and encourage ample opportunities for gossiping over tea or coffee or even

in the corridors. The habit helps in getting to know problems as well. It also

encourages the two-way communication. If a manager expects people to

come to him, they will only come with problems that they want him to know

about. But if a manager goes and meets people, he will come across other

hidden and bigger problems as well.

This practice, although an element of management literature, has its

roots in ancient Indian history. An alternative to this practice was what the

legendary king, Vikramaditya practiced. He had a habit of walking and

wandering around, albeit incognito. However, the basic idea was the same—

to be acquainted with more people above the official channels of information.

Vikramaditya is ranked as one of the most competent administrators in

history.

The cool comfort of air conditioned chambers generally keeps most

Indian managers bond to their seats. Contrary to multinational corporations,

in public sector undertakings a worker barely gets a chance to interact with

the higher management. In Seimens, as a principle the superior does not call

the subordinate. He calls on the subordinate. Many Indian private sector

companies are also picking up this practice from their overseas counterparts.

Dr A. K. Sinha, Vice President, Industrial Relations/Human Resource

Development, Jayshree Textiles, Kolkata, a unit of Aditya Birla Nuvo Limited,

who also happens to be the plant head, has been practicing MBWA

consistently. According to him, this technique is miraculous and has diminished

IR problems by a remarkable extent. MBWA tends to improve connection

and communication and proves helpful in giving organizations the cutting

edge by bringing about individual organizational integration.

5. Management by Exception

Management by exception is the practice of examining the financial and

operational results of a business, and only bringing issues to the attention of

management if results represent substantial differences from the budgeted or

expected amount. For example, the company controller may be required to

notify management of those expenses that are the greater of $10,000 or 20%

higher than expected.
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The purpose of the management by exception concept is to only

bother management with the most important variances from the planned

direction or results of the business. Managers will presumably spend more

time attending to and correcting these larger variances.

The concept can be fine-tuned, so that smaller variances are brought

to the attention of lower-level managers, while a massive variance is reported

straight to senior management.

Advantages of management by exception

There are several valid reasons for using this technique. They are:

� It reduces the amount of financial and operational results that

management must review, which is a more efficient use of their time.

� The report writer linked to the accounting system can be set to

automatically print reports at stated intervals that contain the

predetermined exception levels, which is a minimally-invasive reporting

approach.

� This method allows employees to follow their own approaches to

achieving the results mandated in the company’s budget. Management

will only step in if exception conditions exist.

� The company’s auditors will make inquiries about large exceptions as

part of their annual audit activities, so management should investigate

these issues in advance of the audit.

Disadvantages of management by exception

There are several issues with the management by exception concept, which

are:

� This concept is based on the existence of a budget against which

actual results are compared. If the budget was not well formulated,

there may be a large number of variances, many of which are irrelevant,

and which will waste the time of anyone investigating them.

� The concept requires the use of financial analysts who prepare variance

summaries and present this information to management. Thus, an

extra layer of corporate overhead is required to make the concept

function properly. Also, an incompetent analyst might not recognize a

potentially serious issue, and will not bring it to the attention of

management.

� This concept is based on the command-and-control system, where

conditions are monitored and decisions made by a central group of

senior managers. You could instead have a decentralized organizational

structure, where local managers could monitor conditions on a daily

basis, and so would not need an exception reporting system.
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� The concept assumes that only managers can correct variances. If a

business were instead structured so that front line employees could

deal with most variances as soon as they arise, there would be little

need for management by exception.

6. Management by Excellence

Both, international as well as national and regional dimensions of business and

management have been transformed by the rapidly fluctuating global

environment. With the spread of globalization and the new world order, global

independence has hit nation states. The advancement in technology has made

the world much smaller in terms of  access to information and communication

technologies. A champion is one who wins everything and to be a champion,

one has to excel rather than stay a mediocre. Globalization thrown open the

venues of business and industry to world class competition and in this era of

social Darwinism. Survival of the fittest is still the mantra. Organizations have

to take a quantum leap in terms of the mindset. Conscious efforts and effective

strategies have to create excellence. Excellence is no more the license of a

privileged few. It is a function of strategic efforts rather than routine practices.

Indian industries, specifically, need to rediscover themselves to get

hold of world class competitiveness. Evidently, India’s position in the global

business scenario is the same as its performance in the Olympics. Apart

from noteworthy exceptions, the level of competitiveness is still not as

desired.

To change this situation the Indian industry needs to be authentically

prolific and sustainable in worldwide terms. Authentically prolific means

producing in terms of quality rather than quantity. An equivalence can be

drawn on the scales of scientific and technological manpower. The quantity

is abundant but the quality is non-existent? Despite of remarkable exceptions,

so India, known as the third largest pool has not delivered at the global

level. World class quality should be a mindset. Sustainability, on the other

hand, is derived from the ability to continuously prevail in the long run.

The increasing speed of change has dissolved traditional barriers

between industries, disciplines and even countries. The ancient rules of

management will not provide a competitive edge in such circumstances. If

the industries are unable to persistently reinvent themselves, there is a sound

probability of them becoming irrelevant. Core competencies of the earlier

period have either been replicated by others or have turned outdated.

Business leaders should gauge their establishments on rigorous benchmarks

to know their level of competitiveness. Managing for fineness, therefore, will

need to create a learning organization. Every organization draws its energy

from its people. Uninterrupted and persistent improvement of the

competencies of the people is required for outstanding performance in an

extremely dynamic and aggressive market.
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A case of Tata Steel is exemplary here, which has acquired superiority

through change management. The Key Result Areas (KRAs) and key

requirements for achieving those key results have to be identified and

matched. Excellence can only be achieved through people when the right

person has the right job. The crucial issue is that continuous improvement

as parameters of excellence continuously vary. Here a typical example can

be considered. When One Day Cricket started, 250 runs on the board was

an excellent score. That was in the twentieth century. However, in the

twenty-first century, teams loose even after scoring more than 400 runs.

Managing for excellence is thus a commitment of the top management and

has to be strategically planned. However, it is not possible to achieve

without the involvement of every person within the organization. Excellence

in organizations is required to be nurtured not only as a practice but also

as a culture and habit. Persistence is the key feature here. Achieving excellence

is easier than staying excellent.

5.6 Social Responsibility

Social responsibility involves a set of obligations on the part of management to

protect and enhance the society in which it functions. This means, first, that the

social responsibility is an ‘obligation’ for which the business should be held

accountable Second, it is the responsibility of business to protect the society

welfare in terms of not polluting the environment, producing safe and quality

products, not discriminating, not deceptively advertising and so on. Finally, it

must enhance the society’s welfare by creating positive benefits for society

such as supporting charitable causes, culture and arts, educational institutions

and other community projects and programmes which improve the quality of

life in general.

Over the years, both society and organizations have taken many

different views of social responsibility. In particular, there have been three

critical turning points in the evolution of social responsibility in the United

States. The first period, known as the entrepreneurial era, occurred during

the late 1800s, when such industry stalwarts as John D. Rockefeller, J.P.

Morgan, and Andrew Carnegie were amassing fortunes and building financial

power. Unfortunately, such power was misused through such practices as

labour lockouts, discriminating pricing policies, kickbacks and so on. In

response to such abuse of power, public outcry resulted in some laws being

passed which regulated businesses and defined a relationship between

business, government and society.

The second turning point occurred during the depression era of 1930s.

Most Americans blamed large corporations for irresponsible financial practices

which they believed led to the stock market crash of 1929. This resulted

in more laws being passed for protecting social interests including the creating
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of Securities and Exchange Commission (SEC) in 1934 to protect investors

and small businesses.

The third turning point came during the social era of 1960s and

1970s when dynamic social awareness and social unrest energised the

public to examine the nation’s values, priorities and goals. This era induced

the government to take active role in regulating businesses such as tighter

control on pollution, consumer warnings on products such as cigarettes,

truth in lending and truth in advertising laws, etc.

1. Social Issues

The social issues faced by management are numerous. Some of these issues

are listed and discussed by Massie. Many of these issues have already been

addressed. These are as follows:

� Discrimination in the employment practices: Women and

minorities have generally been discriminated against as far as careers

and professions are concerned. People of the Scheduled classes in

India and black people in America have been traditionally outcast

from good job positions, future promotions and added responsibilities.

Other discriminating factors have been provincialism, racism, religion,

and so on.

� Labour unions: Management and the labour unions have been

considered to be at the opposite ends of the spectrum. Unions have

always been viewed as having motives that are in conflict with those

of management. The main issue is whether the management should

work with the unions in improving the lot of workers, sometimes at

a financial cost to the stake holders and should the unions pursue the

policy of “get as much as you can,” thus ignoring the interests of the

businesses and the management?

� Support of political aspirants: Should the businesses indulge in

influencing the political environment? Should the corporations provide

funds for a particular political group in order to win favours, in case

such a group comes into political power?

� Support of charitable causes: Should the management actively

support and contribute towards such charitable causes as the Red

Cross or American Cancer Society, from where there is apparently

no economic gain, simply to be known as community conscious

management.

� Support of educational institutions: While many corporations have

contributed towards research being conducted at colleges and

universities and many scholarships donated by corporations are

available to students, many other corporations wonder whether they
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should “invest” in educational institutions where the returns, at best

are only indirect.

� Marketing of products considered anti-social: Should an

organization be involved in producing or marketing such products that

affect the moral health of the community such as tobacco, cigarettes,

alcohol, drugs, weapons and so on?

� Export of products: Should the management exercise control over

the export of products to countries which are unfriendly, when such

control may have adverse effect on the profits of the corporations?

For American companies, such countries would be Iraq and Iran.

� Policies regarding modernization: Should the corporations utilize

the technical innovations to modernize their operations in order to

minimize the costs as well as keeping up with more advanced

technology but at a social cost of increased air pollution, urban

congestion and increased unemployment? Or should the corporations

become more people sensitive and subscribe to Gandhian philosophy

of labour intensive operations in order to give employment to more

people?

These issues are causing the management to, do some soul searching and

reform their roles from simply profit creating activities to being sensitive to

community needs.

2. Corporate Social Responsibility

Corporate social responsibility is the term used to describe the way that a

business takes into account the financial, environmental and social impacts of

decisions and actions it is involved in. It is an increasingly important issue in

business, as managers, consumers, investors and employees have begun to

understand how economic growth is linked to social and environmental well-

being.

Corporate social responsibility is a key issue for any organization

aiming for long term sustainability. Whilst it is a mostly voluntary concept,

there is increasing pressure on organizations to make a positive contribution

to society, or at the least, reduce their negative impact. Internationally,

governments are also moving towards the enforcement of certain elements

of corporate social responsibility, particularly in regards to the protection of

the environment.

Difference between Corporate Responsibility and Social

Responsibility

In order to discuss the differences between corporate responsibility and social

responsibility, it is important to understand these concepts. After closely

examining the two concepts, it becomes clear that social responsibility can be

viewed in different ways.
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Corporate responsibility is considered to be primarily economic and

legal responsibility. We can define economic responsibility as a corporation’s

duty to produce goods and services and in the process to provide jobs with

good wages while still earning a profit for its stakeholders. A corporation’s

legal responsibility is to follow the law that legislatures and other division’s

of the government use to protect employees’, stakeholders, customers,

suppliers and other regulatory laws that could include protecting the

community.

Social responsibility can be defined as anything that goes beyond

economic and legal responsibility. We can say that corporations accept

social responsibilities in order to meet society’s expectations. An example

of social responsibility could be a company sponsoring a section of a road

that its employees clean up regularly.

After reviewing what both corporate responsibility and social

responsibility is, we now can determine two differences between them.

Laws that govern our nation do not only require corporate responsibility,

but an economic responsibility for the community it is located in. We also

can say that a corporation doesn’t have to have any social responsibility,

however to be accepted by society it is expected that companies that do

well to give back to the community. Some examples of social responsibility

could include programs like box tops for education, above and beyond

benefit packages for its employee’s, or sponsoring a little league team.

There are also arguments against social responsibility by which stakeholders

feel that spending the profits on social responsibility’s goes against the grain

for their corporate responsibility which is to make profits for their stakeholders.

Arguments about Corporate Social Responsibility (CSR)

Just as there are some who overemphasize the importance of corporate social

responsibility, there are others who criticize the concept and propose that any

acts of social responsibility which would drain the profits of the corporation

would be outside the realm of legitimate business functions and would defy the

very purpose of the’ existence and objectives of the corporations. These critics

view the economic and social objectives as contradictory to each other and as

separate ends of a continuum.

Arguments for CSR

The proponents of corporate social responsibility have put forth arguments

supporting the concept. Some of the reasons cited in favour of CSR are

summarized as follows:

� Business is unavoidably involved in social issues: Managers are

first and foremost citizens, in the same way as the individuals are. As

such they have the same responsibility as individual citizens to improve

society as a whole.
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� CSR programmes create a favourable public image: The

community shows respect for such businesses that display socially

responsible behaviours.

� The society expects the businesses to be socially sensitive and

responsive: The public opinion runs deep in expecting the productivity

goals to co-exist with the quality of life social goals.

� Businesses have the resources: The modern businesses command

enormous wealth, huge wealth generating capacity, a rich stock of

technical, financial and managerial resources and a pool of expertise

that can solve many societal problems and provide leadership to

society

� Avoidance of excessive government regulations and

interference: Laws cannot be passed for all circumstances and hence

businesses must assume responsibility to maintain an orderly society.

Based upon these arguments, it would be natural to assume that it is beneficial

for businesses to integrate expanded social responsibility into their activities

and their philosophy. Keith Davis bas summed up his views regarding

managerial social responsibility as follows:

‘Society wants business, as well as all other major institutions to

assume significant social responsibility. Social responsibility has

become the hall mark of mature, global civilization…the business

which vacillates or chooses not to enter the area of social

responsibility may find that it gradually will sink into consumer and

public disfavour.’

Arguments against CSR

The major anti-CSR arguments are summarized as follows:

� The management is under moral and contractual commitment

to the stock holders only: The primary duty of the management is

to work for the shareholders who expect maximum returns on their

investment. Economists like Milton Friedman believe that such practices

conflict with the basic premises underlying capitalism.

� In a free and democratic economy, all groups are expected to

take care of their own problems and responsibilities: Why should

the managers be concerned with the interests of the workers and

consumers? The prices should be fixed by the economic forces of

supply and demand and not by the capabilities of the consumers to

pay. The consumers must look after their own interests. Similarly, the

workers should be responsible for their own safety and well being.

� The management is not properly equipped and trained in

handling social issues and activities: It would be better to leave
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social interests in the hands of people more skilled in social

programmes such as teachers, social workers and so on.

� Big businesses already hold enough economic power: Businesses

control the economy of the country. Giving them the social power as

well would be detrimental to the general and optimal welfare of the

society.

3. Areas of Social Responsibility

There are a number of social issues where the businesses are expected to get

involved. Certain areas of organizational social responsibility are as follows:

A critical area of social responsibility relates to natural environment.

It is very important to use the natural resources wisely. Our society is

already facing shortages and depletion of resources that have been overused.

It is the management’s responsibility to be involved in research to find new

sources of energy. For example, forests cut for production of paper should

be replenished.

In the area of pollution control, the management owes it to society to

ensure that their production processes or usage of their products does not

cause air pollution or water pollution. Other waste products that are not

acceptable to society and must he managed by the management are: toxic

wastes, excessive noise, chemical pesticides, automobile exhaust, packing

boxes, aluminium cans, newspaper waste and so on, because these wastes

spoil the natural outlook. Management must adopt such recycling policies

that would eliminate or at least minimize the negative impact of such pollution

and waste. According to Jeremy Main, companies need to develop

economically feasible ways to avoid contributing to acid rain, and global

warming; to avoid depleting the ozone layer; and to develop alternative

methods of handling sewage, hazardous wastes and so on.

Protecting consumer interests is a social obligation on part of an

organization. Offering fair employment practices, providing them with training

securing their safety and security also falls under th social obligations of an

organization. Socially responsible organizations can, and are, making

substantial difference to society by providing leadership and assistance in

meeting community needs and aspirations.

4. Social Responsiveness

Social responsiveness is defined as ‘the degree of effectiveness and efficiency

an organization displays in pursuing its social responsibilities’. The more socially

responsive attitude the organizations show, the greater the degree of

effectiveness and efficiency they have in pursuing their social responsibilities.

Deciding on the types of social activities that the management wants to pursue,

organizing the resources that are necessary to meet those responsibilities and

then controlling the management processes so that these social goals are
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optimally accomplished without wasting any organizational resources in the

process, are the key functions of management in this area in order to maintain

a high level of social responsiveness.

5. Approaches to Meeting Social Responsibilities

Various managerial approaches to meeting social obligations determine an

organization’s level of social responsiveness. Some organizations are highly

responsive and eagerly seek ways to accomodate societal needs, whereas

others resist external obligations. In general there are four basic approaches

that characterize business responsiveness. These are as follows:

(i) Social obstruction: Some companies adopt this approach and actively

fight to eliminate, delay or fend off the social demands being made on

them. They usually do as little as possible to solve social or

environmental problems. As an example, Beech-Nut company, which

makes baby food, found a few years ago that their apple juice contained

chemical additives, while they were advertising it as ‘pure’. Rather

than recalling the product and losing money, the management decided

to let it go until the inventory was completely exhausted. This action

put organizational benefit above the community benefit.

(ii) Social obligation: This approach reflects an attitude whereby an

organization meets its social obligations as mandated by law and by

some societal expectations but does no more. These social obligations

are consistent with economic objectives and profitable operations.

For example, tobacco companies are required by law in America to

put warning labels on their cigaratte packs. In that respect, they are

meeting some social obligations. However, they are heavily promoting

their products in other countries without putting such label on them,

because they are not required by law, even though it would be socially

desirable.

(iii) Social reaction: This approach meets its social obligations and is

willing to react positively to appropriate societal demands. It sees

business as having both economic as well as societal goals. It goes

beyond the legal requirements that have been enacted to protect

societal interests and accepts broader extra-legal and extra-market

criteria for measuring corporate performance and social contributions.

(iv) Social involvement: This approach goes beyond the call of corporate

duty for social involvements. It reflects an attitude which is highly

socially responsive and considers it an obligation to prevent any social

problems from occurring and assist in solving these once they occur.

This approach is also known as proactive approach. It takes a definite

stand on issues of public concern and actively seeks areas of social

concern where the organization can assist. An example would be

McDonald’s hamburger food chain which has established Ronald
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McDonald houses around the country to help the families of sick

children.

6. Ethical Agenda: A Programme For Action

Individual ethics of the management and their social responsibility and

responsiveness are closely related. People with high ethics and strong moral

foundations are highly concerned with social needs and go beyond the call of

duty to help in social health and welfare. Accordingly, building high ethical

standards of management is a prerequisite to high positive social involvement.

In response to a call for action, a plan of action is made in order to

improve the ethical climate of an organization. This plan for action can be

categorized into different levels where each level has a significant contribution

towards the formation of the entire ethical environment.

� Individual level: The ethics at the individual level are usually a

product of personal upbringing, schooling, religious affiliation and

organizational group dynamics. Any ethical considerations that are

ambigious can be clarified through religious leaders, teachers or

friends.

� Organizational level: This is the most important level at which

the management can play an important role in shaping the ethical

climate of the organization. Top management should play a strong

ethical role model so as to see that sound ethics permeate through

all levels of the organizational hierarchy. The management must set

goals that are objectively achievable, because setting too high

goals might induce some employees to use unethical methods to

achieve them.

� Societal level: At the societal level, the ethics can be shaped by

‘law, since laws are passed by society representatives and are

meant to protect the society’s health and values by fear of

enforcement. Laws such as ‘Foreign Corrupt Practices Act’ are

meant to discourage bribery as a means of doing business in other

countries.

� International level: The ethical codes of doing business at

international level required a closer look and analysis. Payments

in the form of commissions to governments or their representatives

is a common practice in developing countries in order to get

licenses to operate businesses or manufacturing industries or to

get favourable responses from the related public officials on a

continuous basis. Such business agreements among organizations

or governments must adhere to certain universally accepted

standards of ethics in order to develop an ethically sound

relationship and morally stable environment.
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In general, management has a serious responsibility to ensure that an

organizational climate exists that is ethically defendable and to ensure that

it meets all its social obligations with honesty and sincerity and to further

ensure that the economic goals and social goals complement each other.

Check Your Progress - 3

1. List the preferred goals of re-engineering.

2. What do you understand by the social obligation approach of meeting

social responsibilities?

3. Define social responsibility.

5.7 Let Us Sum Up

� The control process begins with the establishment of standards of

performance against which organizational activities are to be compared.

These standards must be clearly specified and understood by al

organizational members without ambiguity.

� Monitoring and measuring is a continuous activity and involves

collection of relevant data that represents the actual performance of

the activity so that a comparison can be made between what is

accomplished and what was intended to be accomplished.

� One of the most difficult tasks in measuring actual performance is the

selection of an appropriate measure. It is very important that all

performance measures used in controlling organizational as well as

individual performance be both valid and reliable.

� Budgetary control is a method that sets performance requirements

through the preparation of budgets. It calculates and compares actual

results with corresponding budget data and takes necessary actions

to correct the deviations.

� Social responsibility involves a set of obligations on the part of

management to protect and enhance the society in which it functions.

� Social responsiveness is defined as the degree of effectiveness and

efficiency an organization displays in pursuing its social responsibilities.

5.8 Key Words

� Control: The power to influence or direct people’s behaviour or the

course of events.

� Budgetary control:  A method that sets performance requirements

through the preparation of budgets.
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� Break-even analysis: An analysis of the interrelationship between

cost, volume and profit.

� Benchmarking: The comparison of one organization’s practices and

performance against those of others.

� Esprit de corps: A feeling of pride, fellowship, and common loyalty

shared by the members of a particular group.

5.9 Terminal Questions

1. Define management function of control and explain the necessity for

such control.

2. Describe some of the quantitative standards against which performance

can be measured. Which of these standards would be more

appropriate for a medium size industry?

3. Evaluate the different types of control. Also list the symptoms of

inadequate controls.

4. List the objectives of budgetary control.

5. Discuss the different approaches to meet social responsibilities.

5.10 Suggested Readings

Drucker, Peter. The Practice of Management. Mumbai: Allied Publishers,

1970.

Odiorne, George S. Management by Objectives. London: Pitman Publishing,

1965.

Lewis, Pamela, Stephen Goodman, Patricia Fandt. Management. USA:

Thomson Publishing, 2004.

Robbins Stephen, David Decenzo. Fundamentals of Management. US:

Pearson, 2015.

5.11 Model Answers to ‘Check Your Progress’

Check Your Progress-1

1. Monitoring and measuring is a continuous activity and involves

collection of relevant data that represents the actual performance of

the activity so that a comparison can be made between what is

accomplished and what was intended to be accomplished.

2. Ratio analysis is a powerful management tool for measuring various

aspects of business operations. It describes the relationship between

one business variable to another.
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3. Post-action control is also known as feedback control and measures

results from completed actions. The results of the completed activity

are compared with the pre-determined standards and if there are any

deviations, correction action can be taken for future activities.

Check Your Progress-2

1. Budgetary control process prepares and utilizes budgets to evaluate

actual operations. These budgets can be of several types like

production budget, sales budget, cash budget, master budget, etc.

2. The break-even analysis is an analysis of the interrelationship between

cost, volume and profit. The break-even chart graphically represents

the relationship between costs, volume and profits.

3. Human resource accounting provides a sound basis for planning and

controlling human resources.

4. The PERT/CPM techniques has the following disadvantages:

(i) Exact estimates of time and cost are rarely possible and so

errors in estimation make this technique unreliable as a control

aid.

(ii) It is more suitable where time factor is more important.

(iii) It cannot be applied effectively in case of simple routine projects

like continuous production processes.

(iv) It is a time consuming and expensive technique. It becomes

complicated when then number of events is large.

Check Your Progress-3

1. The following are the preferred goals of re-engineering:

(i) Removal of uneconomical activities

(ii) Simple and short procedures

(iii) No duplication of efforts

(iv) Maximized utilization of available resources resulting in high

productivity, low cost resulting and higher profit margins

2. The social obligation approach towards meeting social responsibilities

reflects an attitude whereby an organization meets its social obligations

as mandated by law and by societal expectations but does no more.

3. Social responsibility can be defined as anything that goes beyond

economic and legal responsibility, it can be said that corporations

accept social responsibilities to meet society’s expectation. For instance,

a company sponsoring a section of a road that its employees clean

up regularly.
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